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Alaska Retirement Management Board

Board of Trustees Meeting

Thursday, December 2, 2021

Click here to join the Microsoft Teams meeting or use the options provided below.

Video conferencing device: Call In (Audio Only):

Link: 260748889 @t.plcm.vc ID: 115 195 346 8 Phone: 1-907-202-7104 Code: 438 292 33#
l. 9:00 AM Call to Order
1. Roll Call

VL.

VII.

Vill.  9:15 AM

Public Meeting Notice
Approval of Agenda

Public/Member Participation, Communications, and Appearances
(Three Minute Limit)

A. Approval of Minutes — September 23-24, 2021
B. Approval of Minutes — October 11, 2021

Election of Officers

Staff Reports
A. Retirement & Benefits Division Report
1. Buck Consulting Invoices
2. Membership Statistics
3. DRB Update
Ajay Desai, Director, Division of Retirement & Benefits
Kevin Worley, Chief Financial Officer, Division of Retirement & Benefits

B. Treasury Division Report
Pamela Leary, Director, Division of Treasury

C. Liaison Report
1. Disclosures Report
2. Communications Report
3. Meeting Calendar & ARMB Timeline
Alysia Jones, ARMB Liaison

D. CIO Report
Zachary Hanna, Chief Investment Officer

E. Fund Financial Presentation
Ryan Kauzlarich, Assistant Comptroller, Division of Treasury
Kevin Worley, Chief Financial Officer, Division of Retirement & Benefits


https://teams.microsoft.com/l/meetup-join/19%3ameeting_OGQzYmU3MTYtNDRlNC00ZDVmLWIyOWYtYjQ2YjlhYzBiMWY1%40thread.v2/0?context=%7b%22Tid%22%3a%2220030bf6-7ad9-42f7-9273-59ea83fcfa38%22%2c%22Oid%22%3a%22dac17604-81be-4238-b38b-21ae537cca3f%22%7d
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IX. 9:45 AM Trustee & Legal Reports
A. Chair Report, Rob Johnson

B. Committee Reports

Audit Committee, Gayle Harbo, Chair

DC Plan Committee, Bob Williams, Chair
Actuarial Committee, Allen Hippler, Chair
Operations Committee, Rob Johnson, Chair
Alaska Retiree Health Plan Advisory Board,
Lorne Bretz, ARMB Member

s wWwN e

C. Legal Report, Ben Hofmeister, Assistant Attorney General, Dept of Law
BREAK @ 10:20 am (10 MINUTES)

X. 10:30 AM Presentations
A. KPMG Audit Report
Beth Stuart & Melissa Beedle, KPMG

10:45-11:15 B. Summary of Preliminary 2021 Valuation Results
David Kershner & Scott Young, Buck

11:15-12:00 C. Audit of State’s Actuary
Paul Wood & Bill Detweiler, Gabriel Roeder Smith & Company

LUNCH @ 12:00 pm (75 MINUTES)

1:15-2:15 D. Performance Measurement -3™ Quarter
Paul Erlendson & Steve Center, Callan LLC

2:15-2:55 E. Private Equity Annual Plan
Action: Private Equity Annual Plan Resolution 2021-12
Sean Howard, State Investment Officer

BREAK @ 2:55 pm (10 MINUTES)

3:05-3:45 F. Private Equity Manager Review
Gary Robertson, Callan LLC

3:45-4:15 G. Cyber Security
Paul Wood, Gabriel Roeder Smith & Company

BREAK @ 4:15 pm (5 MINUTES)
4:20 - 4:40 H. Executive Session
RECESS for the DAY @ 4:40 pm
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Friday, December 3, 2021

Click here to join the Microsoft Teams meeting for 9/24/21 or use the options provided below.

Video conferencing device: Call In (Audio Only):
Link: 260748889 @t.plcm.vc ID: 114 9315617 Phone: 1-907-202-7104  Code: 863 152 486#

BREAK @ 10:40 am (15 MINUTES)

XI. 12:15 PM Unfinished Business

Xil. New Business

XIil. Other Matters to Properly Come Before the Board
XIV. Public/Member Comments

XV. Investment Advisory Council Comments

XVI. Trustee Comments

XVIL. Future Agenda Items

XVIIL. Adjournment

NOTE: Times are approximate, every attempt will be made to stay on schedule; however, adjustments may be made.
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State of Alaska
ALASKA RETIREMENT MANAGEMENT BOARD
MEETING

Videoconference

MINUTES OF
September 23-24, 2021

Thursday, September 23, 2021
CALL TO ORDER

CHAIR ROBERT JOHNSON called the videoconference of the Alaska Retirement Management
Board (ARMB) to order at 9:00 a.m.

ROLL CALL

MS. VRANA noted she was present on behalf of COMMISSIONER HOLLAND; CHAIR
JOHNSON said that under the statues regarding the ARM Board, COMMISSIONER HOLLAND
could not delegate the authority to vote; MS. VRANA stated that they were aware of that.

Seven ARMB trustees were present at roll call to form a quorum.

Board Members Present
Robert Johnson, Chair
Bob Williams, Vice-Chair
Gayle Harbo, Secretary
Lorne Bretz

Allen Hippler

Dennis Moen

Donald Krohn

Commissioner Amanda Holland (joined late on 9/23/2021)

Board Members Absent
Commissioner Lucinda Mahoney (absent 9/23/2021)
Commissioner Amanda Holland (absent 9/24/2021)

Investment Advisory Council Members Present
Dr. William Jennings

Dr. Jerrold Mitchell

Ruth Ryerson
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Department of Revenue Staff Present
Zachary Hanna, Chief Investment Officer
Pamela Leary, Director, Treasury Division
Brian Fechter, Deputy Commissioner
Kayla Wisner, State Comptroller

Scott Jones, Head of Investment Operations, Performance & Analytics
Michelle Prebula, State Investment Officer
Kevin Elliot, State Investment Officer
Casey Colton, State Investment Officer
Benjamin Garrett, State Investment Officer
Victor Djajalie, State Investment Officer
Shane Carson, State Investment Officer
Mark Moon, State Investment Officer
Sean Howard, State Investment Officer
Steve Sikes, State Investment Officer

Ryan Kauzlarich, Accountant V

Hunter Romberg, Investment Data Analyst
Grant Ficek, Business Analyst

Alysia Jones, Board Liaison

Department of Administration Staff Present

Paula Vrana, Deputy Director, Division of Retirement & Benefits

Ajay Desai, Director, Division of Retirement & Benefits

Kevin Worley, Chief Financial Officer, Division of Retirement & Benefits
Kris Humbert, Business Integration Officer, Division of Retirement & Benefits

ARMB Legal Counsel Present
Benjamin Hofmeister, Assistant Attorney General, Department of Law
Rob Schmidt, Assistant Attorney General, Department of Law

Consultants, Invited Participants
Steve Center, Callan

Avery Robinson, Callan

Jonathan Gould, Callan

David Kershner, Buck

Scott Young, Buck

Paul Wood, Gabriel Roeder Smith
Bill Detweiler, Gabriel Roeder Smith
Steve Zaun, J.P. Morgan

Jeff Shields, J.P. Morgan

Tom Klugherz, J.P. Morgan

Darren Rabenou, UBS Farmland LLC
Jim McCandless, UBS Farmland LLC
Daniel Murray, UBS Farmland LLC
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Tom Johnson, Timberland Investment Resources
Chung-Hong Fu, Timberland Investment Resources
Mark Seaman, Timberland Investment Resources
Chris Mathis, Timberland Investment Resources
Julio Garcia, IFM Global Infrastructure Fund

David Altshuler, IFM Global Infrastructure Fund
Nick Siemsen, Pathway

Jonathan Roth, Abbott

Leonard Pangburn, Abbot

Dillon Booth, Abbot

Others Present

Elaine Schroeder, Public
Doug Woodby, Public
Diane Graham, Public
Doug Gregg, Public
John Hudson, Public
Jim Simard, Public

Paul Miranda, Public

PUBLIC MEETING NOTICE
Board Liaison ALYSIA JONES confirmed that public meeting notice requirements had been met.
APPROVAL OF AGENDA

MR. HIPPLER moved to approve the agenda. MR. KROHN seconded the motion.

With no objections, the agenda was approved.

PUBLIC/MEMBER PARTICIPATION, COMMUNICATIONS AND APPEARANCES

MS. SCHROEDER, co-chair of 350Juneau noted an op-ed in the ADN by attorney and former state
senator Joe Paskvan. She read selections from the piece regarding ExxonMobil and the company’s
loss of value by 50 percent and Norway’s sovereign wealth fund was advised to divest all shares from
oil and gas companies into renewable energy companies - Norway’s fund rejected the advice and
continued ownership in shares of oil and gas companies through 2020 which resulted in an 11 percent
loss. She noted that Paskvan’s op-ed noted that since 2018 the cost of producing electricity from solar
had been lower than that of fossil fuels.

MR. WOODBY noted that he was a state pension beneficiary and a member of 350Juneau and
thanked CHAIR JOHNSON and COMMISSIONER MAHONEY for the letter that was published in
July on the state website explaining the reasoning for not divesting from fossil fuels, noting that the
ARMB’s fiduciary duty had more restrictive investor rules than most institutional investors. He went
on to explain that they had sampled 10 states randomly to see if they too had prudent investor rules.
He noted seven out of 10 had similarly restrictive policies on diversification. He said the
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diversification requirements had a caveat similar to Alaska’s within Statute 13.36.235 which stated,
“Unless the trustee reasonably determines that because of special circumstances the purposes of the
trust are being served without diversifying.” He then asked if a prudent investor looked at losing
money on a failing sector, like oil and gas, as a special circumstance?

MR. WOODBY then thanked the staff for the response he received on September 13" to his request
for public records regarding holdings information. He said the response indicated that the fossil fuel
holdings amount to only 3 percent of the total holdings.

MR. WOODBY said that both New York City and New York State pensions were being divested
through a fiduciary analysis approach. He said BlackRock and Leucadia had done the research. He
noted that there had been no negative financial impacts but had moderate improvement to returns for
institutions that had adopted divestment, and that institutional divestment actions had passed fiduciary
prudence tests.

MR. WOODBY closed his discussion by stating that ExxonMobil had returned to the long-term
downward trend showing a 31 percent loss over the past five years. He said the prudent approach
would be to sell while the industry was enjoying a bounce back which he suggested would be short-
lived.

MS. GRAHAM said that she was from Bethel and was concerned about the proposal to reset the
market value of the TRS system assets for short-term benefit. She said her and her husband were
retired educators that still lived in Bethel and their retirement was dependent upon the TRS being
funded in the future.

MR. GREGG reminded the Board of the State Constitution Article 12, Section 7 which concluded
with, “The systems shall not be diminished or impaired.” He noted that the American Legislative
Exchange Council estimate the unfunded liability for TRS and PERS at $33.9 billion and state
actuaries with the FY2021 to FY2039 payoff plans estimated the unfunded liability at $8.1 billion.
He noted that artificially low contributions during good times were part of the reason for the unfunded
liability and that it was not the time to reduce contributions to the retirement systems.

MR. HUDSON of Juneau said that he was a member of 350Juneau and a state pensioner. He noted
a signed executive order by Biden titled “Tackling the Climate Crises at Home and Abroad,” he said
that the consequences of the order would have a negative effect for the value of fossil fuel holdings.
He said Biden had ordered the Secretaries of State, Treasury, and Energy to identify steps to end the
international financing of fossil fuel-based energy, however the Treasury would advocate for
investments that prioritize clean energy innovation and efficiency. He noted the order promoted
renewable energy development on public lands and offshore waters with a goal to double offshore
wind energy production by 2030. He said the Department of Interior was revising regulations that
would lower the cost of wind and solar energy development on federal lands.

MR. HUDSON said that Biden had ordered the Secretary of the Interior to pause new oil and natural
gas leases on public lands and offshore waters and consider adjustments to royalties. He noted that a
federal judge had lifted the Interior’s ban on new oil and gas leases last June, but the department had
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appealed the ruling. He also noted that Biden had ordered agencies to ensure that federal funding
would not directly subsidize fossil fuels and the administration’s American Jobs Plan, which was
contained in the infrastructure bill, eliminated billions of dollars in subsidies, loopholes, and special
foreign tax credits for the fuel industry.

MR. HUDSON said the trillion-dollar infrastructure bill that was moving through Congress would
provide $75 billion to clean energy infrastructure, and the budget reconciliation package would
provide $200 billion to incentivize clean energy production while penalizing fossil-fuel based energy.
CHAIR JOHNSON thanked the speakers.

APPROVAL OF MINUTES

MS. HARBO moved to approve the minutes of the June 17-18, 2021 meeting of the ARM Board.
MR. KROHN seconded the motion.

With no objections, the minutes were approved.
STAFF REPORTS

A. Retirement & Benefits Division Report
1. Buck Consulting Invoices
MR. WORLEY noted that on pages 44 to 47 of the Board packet was a summary of the monthly
billings request to the Board, that they provide a quarterly update on the billings received from Buck
Consulting.

2. Membership Statistics
MR. WORLEY referred to pages 48 to 52 of the Board packet which was the report on retirement
membership activity through June 30, 2021, summarizing that they’ve seen a decline in active
membership in the DB Plan for PERS and TRS since its closures in 2006 for new members. The
number continued to decline while active membership in the DCR Plan continued to increase.

MS. HARBO asked if there was any indication as to why they were leaving; MR. WORLEY said that
they do not get specific reasons; MS. HARBO then asked if the DC Committee received feedback on
the reasons members were cashing out at the DC Committee level; MR. WORLEY stated that some
of the disbursements and reasons that membership checks some of that was covered in the fund
financial presentation scheduled later on the agenda.

MR. DESAI referred to page 53 of the Board packet which was a report provided to the DC
Committee yesterday. He reminded the Board that for many years the Division had received requests
to withdraw funds from the DC Plan, which they could not do according to the plan provisions, but if
they were terminated or experiencing a qualified unforeseeable emergency as defined by the IRS
code, or to a QDRO or death, they would be able to draw from the DC Plan. Other than the
aforementioned situations, the DC account remains unavailable to the members until distribution age
of 72. He said that in 2020 Congress passed the SECURE Act which allowed withdrawal provisions
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for the DC Plan sponsors if they choose to offer it. The Division took the opportunity to amend the
plans to adopt the additional features that would help membership.

MR. WILLIAMS asked if it was something the plan had to do and did not need the ARM Board
approval for: MR. DESAI confirmed that was the case.

MR. DESAI gave an update on the BEARS project. He said DRB hired Linea Solutions, a project
management team in 2019 and an agreement was signed with Sagitec Solutions in April of 2020. He
explained the integrated enterprise-wide system supported all the core business functions for pension
and health plans for all tiers. He said the system would be a retirement information system and a
solution with tools to enable the state to maintain and improve the services to the members. He then
introduced KRIS HUMBERT who was overseeing the project.

MS. HUMBERT reported that they were doing very well with the implementation of the project, that
they were on time and on budget. She noted that they would have the first pilot implementation
review and program testing starting November 8™,

B. Treasury Division Report
1. ARMB FY2023 Budget
MS. LEARY announced that MS. WISNER would be leaving and thanked her for her service and all
her work at the Treasury Division.

MS. LEARY then referred to the action memo on page 53 of the packet. She stated that the
information had been reviewed and discussed in the Operations Committee and an action memo to
recommend the full board to adopt the FY2023 proposed budget was approved.

2. Action: FY2023 Budget Proposal
On behalf of the Operations Committee, CHAIR JOHNSON moved to adopt the FY2023 Proposed
Budget, with the understanding that components will be subject to appropriation by OMB and the
Legislature. A roll call vote was taken, and the motion passed unanimously.

C. Liaison Report
1. Disclosures Report
MS. JONES noted that the second quarter disclosure memorandum was in the Board packet and that
there were no disclosure transactions that required additional review or discussion.

2. Communication Report
MS. JONES noted that the communications report contained a list of communications directed to the
board since the last meeting, and a summary of public records requests received from May 1 to August
31, 2021.

3. Meeting Calendar
MS. JONES then presented the calendar noting the next scheduled Board meeting on October 11™
and then the December meeting. She asked if the Board had suggestions as to where they would like
the meeting held, given the current meeting had to transition to a virtual meeting.
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CHAIR JOHNSON asked the Board for suggestions and stated that he would like it to be in Juneau.
MS. HARBO asked if they should consider the outbreak of COVID; CHAIR JOHNSON said that
was a consideration, but in the absence of an overwhelming objection, he said they should try to meet
in Juneau. As there was no objection voiced, CHAIR JOHNSON asked MS. JONES to check into
the logistics.

CHAIR JOHNSON noted that the meeting in October was a special meeting for further discussion
on the prospect of changes to the valuation process going forward and that the meeting would most
likely be virtual.

MR. WORLEY said that he believed they needed an Actuarial Committee meeting to pass the
resolution from the committee before the Board could take it up.

CHAIR JOHNSON disagreed on the necessity of having it go through the Actuarial Committee
meeting.

He said he would not propose a committee meeting for the Actuarial Committee, but to have an ARM
Board meeting on the subject. He then asked if there were any objections, hearing none he stated that
the Audit Committee would meet at 8:00, the ARM Board would meet at 9:00 and would possibly be
completed by noon.

D. CIO Report
MR. HANNA started with an exhibit from Callan’s report that showed the ARM Board returns for
the fiscal year. He noted that the last year was very strong with the PERS return of 27.6 percent which
was the highest return since they began tracking performance 37 years ago. He said the strong
performance put the ARM Board near the top quartile for most time periods, exceeding the
performance of 75 percent of peers.

MR. HANNA said MR. SIKES and Callan had put together a complete review of the program, from
an asset allocation perspective. He noted that they would hear from real estate, farmland, timberland,
and infrastructure managers. They would also hear from Callan on performance, Shane Carson on
risk, Pathway on cryptocurrency and blockchain technology, and Abbott Capital would report on their
private equity portfolio.

MR. HANNA referenced the response to constituents concerned about the ARM Board’s fossil fuel
investments referenced earlier in the meeting and commented that within the response their daily
holdings showed that public securities were 3.1 percent invested in fossil fuels as of the end of the
fiscal year.

MR. HANNA noted that Item 2 of the CIO report was the watch list. He said the Man Group was the
only manager on the watch list due to personnel changes and that they expected to continue
monitoring that into 2022.

Alaska Retirement Management Board — September 23-24, 2021 DRAFT Page 7 of 40



MR. HANNA said that Item 3 were areas where he exercised CIO delegation for contracting. He
noted that contracting activity had slowed down modestly over the past several months for everyone
except for SEAN HOWARD in private equity, whom had a very busy year.

MR. HANNA said Item 4 was the summary of the portfolio rebalancing that took place between June
and August. He said the rebalancing focused on risk management and returning the portfolio back
toward the ARM Board’s established asset allocation and risk profile on a quarterly and more frequent
basis when needed.

E. Fund Financial Presentation
MS. WISNER thanked MS. LEARY and MR. WORLEY for their kind words during the meetings
and thanked Treasury staff and the Board.

MS. WISNER noted that the financial report for period ending July 31, 2021 started on page 65 of
the Board packet. She stated that as of September 22" for all nonparticipant-directed invested assets,
PERS invested assets were 22.8 billion, TRS assets were 10.9 billion, JRS total invested assets were
293.8 million and NGNMRS had a total invested asset balance of $50 million. She said
nonparticipant-directed plans had invested assets of $34.1 billion, year-to-date investment income for
nonparticipant directed funds through September 22" was $885 million, with a year-to-date
contribution of $9.2 million. She said as September 22" there was 17.2 billion worth of invested
assets under internal management.

MS. HARBO thanked MS. WISNER and wished her the best for the future.
CHAIR JOHNSON also thanked MS. WISNER for her service.

MR. WORLEY noted that his presentation started on page 93 of the Board packet which showed the
first month of FY2022. He then referred to page 94 which showed PERS DB Plan, the TRS DB
Pension Plan and the Judicial Retirement System Pension Trust received the State of Alaska
appropriation for PERS and TRS.

MR. WORLEY said that on page 99 of the packet, was the FY2021 financial report which showed
the Board had full financial data and cash flows for the 12 months ending June 30. In response to
MS. HARBO'’s earlier question, he said page 102 showed information provided by Empower for
each of the Defined Contribution plans, including what type of payment it relates to.

TRUSTEE REPORTS & LEGAL REPORTS

A. Chair Report
CHAIR JOHNSON noted that they had seen the letter he co-signed with the Commissioner of
Revenue responding to the inquiries from beneficiaries. He said that there were document requests
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and FOIA requests regarding the subject and that the Department of Revenue, through the liaison,
had been responding to all of the requests appropriately.

B. Committee Reports
1. Audit Committee
MS. HARBO said during their meeting of September 22", they had a report from KPMG on the
financial statements of the ARM Board’s invested assets for FY2021. She said it yielded a clean audit
with no matters of concern. She noted that MR. WORLEY had given an update on ongoing DRB
audits which were a bit behind due to reconciliation of GASB concerns, that had caused a three-day
delay because information had to go between Buck and KPMG.

MS. HARBO stated that MR. WORLEY also reported on the internal audits of the 165 PERS
employers and the 58 TRS employers, noting that most of the audits in the past two years had been
desk audits, but they would do some traveling in the near future for the large employers.

2. DC Plan Committee
MR. WILLIAMS said the DC Committee started with a warm welcome to MR. KROHN. He said
that MR. WORLEY gave a presentation on membership fees with an overview of the history and the
different fees for the different rates, with an overview of how the rates could be changed by MR.
DESAI without a lot of process, if they needed to be changed. He noted there would be a follow-up
agenda item regarding that at the December meeting.

MR. WILLIAMS reported that they had an update from Retirement and Benefits on the brokerage
window implementation, that it was scheduled for November 15" tentatively.

MR. WILLIAMS said they had updates on the Deferred Compensation Plan amendments and an
update from MS. DAVIDSEN of Empower regarding the general delivery address for those members
in the rural communities and how they had to actual call in to register on the Empower system to have
access to their accounts. They are working to get that issue fixed.

MR. WILLIAMS stated that had a Treasury update from MR. HANNA and MS. PREBULA
regarding the SmartSpend implementation, which was now known as SmartRetirement, which
appeared to be going well.

MR. WILLIAMS said that MR. HANNA reported on the target date fund and three options that they
were looking at  with T. Rowe Price for DC members and the different ways they could improve
what they had and at a better price.

MR. WILLIAMS said there was also a discussion about the glide path and the innovation and changes
in some of the glide paths for target date funds.

3. Actuarial Committee
MR. HIPPLER said the first topic of discussion was the deviation between fair market value and
actuarial value. COMMISSIONER MAHONEY had outlined the impact of a $7 billion increase in
assets and noted that they could not combine healthcare trusts and funds with the pension trusts, that
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if they did and set it at market value, the TRS would be 101 percent funded. That led to a discussion
about if it was appropriate for the state to reset fair market value to actuarial value with corresponding
impacts on the funding of the state to cover the unfunded liabilities to the pension.

MR. HIPPLER said that the actuary from Buck noted that when that sort of deviation between market
value and actuarial value was big enough to address, there would be concerns about increased
volatility.

MR. HIPPLER said that they also heard from GRS, their review actuary, who had a different take
and more concerns about increasing the volatility of the funds going forward and concerns about
consistency, specifically with Practice No. 44. He noted that there had been comments about fiduciary
duty as a key driver, concerns over timeliness. He stated that potential overfunding of the plans was
also discussed, and more research was needed on the impacts to the plans in the event of overfunding.

MR. HIPPER said they had also discussed resetting actuarial value to fair market value and the
additional state contributions for the various plans that might not necessarily be directly impacted by
the decision. He noted that the Actuarial Committee did adopt most of the contribution rates and
those would be submitted to the Board as action items.

MR. HIPPLER said that at the October 11" meeting they would discuss the resetting of actuarial
value to fair market value and would need to understand the statute behind it to successfully explain
why they made the decision not to recommend that contribution amount, and what they would suggest
happen to amend that statute.

MR. HIPPLER noted that they also discussed the actuarial timelines going forward, that Buck had
provided educational materials which were great tools to look at the metrics of the plans and the
demographics.

4. Operations Committee
CHAIR JOHNSON said they heard reports on Trustee travel and honorarium and meeting costs. The
motion regarding the adoption of the budget was approved for recommendation to the Board.

CHAIR JOHNSON stated that they heard the report by MR. JONES regarding a Middle Office update
on the logistic issues for Treasury. He said that they had discussed the self-assessment which had
also been discussed by the Actuarial Committee. He noted that there was a provision that requires
self-assessment by the various committees. He said the Actuarial Committee adopted the process and
performed a self-assessment, and the Operations Committee considered if it was a good idea to
forward that to the other committees. He said there was a four-question matrix that would be
presented at each of the other committees for their consideration.

5. Alaska Retiree Health Plan Advisory Board
MR. BRETZ stated that the Health Advisory Board (ARHPAB) had met several times since the last
board meeting to add additional preventative services to the plan that differed from the level that
active employees receive.
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MR. BRETZ noted that there were costs associated with it and that the Board received several expert
opinions regarding the costs, The two sets of experts’ opinions were drafted into the resolution with
two different opinions as to how much it was going to cost. He read excerpts from the resolution that
the Board approved.

The evaluations by the independent certified Fellows of the Society of Actuaries for the addition of
preventative care breaks down as follows:

Evaluation 1

Anticipated increase to annual plan costs by approximately $3.35 million

Implementation of prior authorization for specialty medications to decrease plan costs by
approximately $7.7 million, resulting in a total anticipated decrease to the plan costs by approximately
$4.35 million.

Evaluation 2

Anticipated increase to annual plan costs by approximately $28.6 million

Implementation of prior authorization for specialty medications to decrease plan costs by
approximately $100.8 million, resulting in a total anticipated decrease to the plan costs by
approximately $72.2 million

MR. BRETZ noted the difference of opinion as to how much it was going to cost. He also said that it
had not yet been determined if they would see savings in the future. He said that every member of
the Board that reviewed the studies had been working on the preventative issue and recommended
that the Division implement the changes, so the Division was moving forward with the
recommendation.

MR. BRETZ said that there was a public comment period and the majority of the public that
commented was in favor of the changes. Several of the retirees were concerned as to how the prior
authorization of prescription specialty medications were going to impact them directly and the
Division was working to get answers.

MR. BRETZ said that it would not change the desire of the Division to have a Medicare supplement
or Advantage Plan, which was still in the process, the preventative services would not be an option
but a plan change.

MS. HARBO commented that EMILY RICCI and her team have had two town hall meetings to
answer retiree question on the new proposals and had done an excellent job answering the questions
of the retirees and anyone else who calls in.

MR. HIPPLER asked if the plan value increase were liabilities or assets; MR. BRETZ said it was
accrued liabilities; MR. HIPPLER then asked if the changes would trigger a diminishment of
benefits; MR. BRETZ stated they would not.

CHAIR JOHNSON recessed the meeting from 10:30 a.m. until 10:35 a.m.
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C. Legal Report
MR. HOFMEISTER noted that his report had to do with diminution of benefits under Article 12
Section 7 of the Alaska Constitution which states, “accrued benefits of these systems shall not be
diminished or impaired.”

MR. HOFMEISTER noted that the first of the three cases he would discuss was the Metcalfe case.
He said the Alaska Supreme Court had issued a decision holding that the changes in the law
eliminating the ability of a state employee to reinstate to a prior service tier after the creation of the
Defined Contribution Plan in 2005-2006 was unconstitutional under the diminishment clause. The
case returned to the trail courts in May and the state moved for entry of final judgment as there was
nothing further to litigate. Plaintiffs moved for a trial claiming they should be allowed to direct how
the state imposes the decision. The state opposed that position, there was additional briefing and an
oral argument. He said if the court agrees with the state’s position, there would be an immediate
implementation of Metcalfe which would result in a repeal of the prior amendments and a permanent
enjoinment of the state back to that statute. He said if the plaintiffs were successful the outcome was
less clear.

MR. HOFMEISTER noted that the impact would mean an increase in membership to the Defined
Benefit Plan under PERS and TRS. He noted that the number used in terms of the formation of the
class was approximately 78,000 potential prior employees that would be impacted, and cautioned the
Board in using that number, stating that it was a theoretical number and in practice thought it was
going to be much less.

MR. HOFMEISTER gave an update on the RPEA case filed in 2018. He reminded the Board that
the case was about amendments to the Retiree Health Plan in 2014 which coincided with a change in
third-party administrators. He said plaintiffs were claiming the changes were causing diminishment
of benefits. They were seeking injunctive and declaratory relief and restitution. A 10-day trial was
scheduled in Anchorage on January 31 2022 but could be continued due to COVID and discovery
issues.

MR. HOFMEISTER discussed another RPEA case that had not been reported on for some was the
Dental/Vision/Audio coverage matter filed in 2016. The case involved a possible diminishment
occurrence related to changes to the DVA coverage in 2014. The case focused on whether DVA
coverage was a constitutionally protected accrued benefit of state employment. The Superior Court
ruled against the state requiring the state provide retirees the option of returning to the 2013 plan. The
state complied with the order and appealed the underlying issues to the Supreme Court. He said oral
argument occurred on April 1%, 2021, and a decision is expected next spring.

PRESENTATIONS
A. Performance Measurement - 2nd Quarter
CHAIR JOHNSON introduced STEVE CENTER from Callan.

MR. CENTER started with the slide located on page 103 of the Board packet. He said slide 2 of their
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presentation was of the second quarter of 2021 which had continued recovery, consumer sentiment
was strong which was driven by the continued vaccine rollout. He noted that GDP growth was quite
strong.

MR. CENTER stated that with the rapid decline then the rapid recovery near the end of 2020 and into
2021 would be something they would have to deal with for the next 10 to 15 years.

MR. CENTER noted that the fixed income market yields had fallen during 2021 and had affected the
fixed income returns from the expected negative to a positive. He said TIPS on the other had rallied.

MR. CENTER moved on to slide 3 noting the overall market impact and what they had been
watching. He stated that GDP had rose to 6.5 percent in the second quarter and the Fed was still
anticipating a roughly 7 percent growth for the rest of the year. He noted an increase in consumer
spending, nonresidential investment, consumers ramping up spending on food services,
accommodations and there had been a return to travel. He noted that unemployment had dropped to
6 percent in March and held steady through June despite a gain of $850,000 jobs.

MR. CENTER noted that from a global standpoint, the Eurozone was up 8.2 percent in the second
quarter, the U.K. was up 7.2 percent despite the pandemic and Brexit. He said Japan had slowed
down, their vaccine rollout had been slow. He said he thought the end of Q2 they had about 8 percent
of their age-eligible population vaccinated.

MR. CENTER said that China’s GDP had risen 5.3 percent in the second quarter then slowed to a
positive 1.6 percent in Q1. He noted that China was one of the few economies that saw positive GDP
growth during 2020.

MR. CENTER noted that slide 4 showed a snapback in many of the sectors that had the biggest
negative impact during the pandemic, such as airlines, REITS, travel and leisure.

MR. CENTER then moved on to slide 8 to discuss inflation. He said that the Fed looks at PCE,
personal consumption expenditures, which excludes food and energy. He said the Fed targets
historically 2 percent PCE over time. He said that data was not signaling a substantial rise in inflation,
then noted that when inflation was north of 2 percent following a period where they had low to
negative inflation, an increase in prices when there had been a decrease was not as impactful as if
there had been a period of sustained inflation. He also noted that the Fed’s aim was to achieve an
average of 2 percent and that they were in a period where the PCE was north of 2 percent, but the Fed
claimed it to be transitory and related to the ongoing economic recovery.

MR. CENTER stated that slide 9 showed the producer price index that tracks the overall cost related
to industrial production. He said the PPI was falling pre-pandemic and continued to do so through
the beginning of COVID and the onset of the economic slowdown. He said the PPI had spiked from
supply chain issues and production issues. He noted that even with the growth of 19.5 percent in the
near term, price levels related to 2018 had not hit where they historically had averaged.

MR. CENTER noted that slide 10 touched on the U.S. job market and the claims for unemployment
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continued to be above historic levels. He said the initial claims for unemployment remained high,
north of 700,000 per month. He noted that there were about 9.5 million jobs to be regained in the
U.S. market.

MR. CENTER said that slide 11 showed federal intervention within the U.S. system. He explained
the Federal Open Market Committee voted to continue to keep the Fed funds rate at zero in June. He
said they had heard rumors about the Fed slowing their asset purchasing program which meant they
believed the U.S. market had stabilized, so in turn the Fed would potentially continue the asset
purchasing program and begin to moderate the market through their ability to move interest rates over
time. He said the market predicts the rates to stay steady potentially through the middle of 2022 or
approaching 2023.

MR. CENTER referenced slide 12 stating that liquidity was supporting the economy from the
consumer side. He said the slide showed the U.S. personal savings rate had been pretty volatile but
much higher than the historic average, raising to 34 percent in April of 2020. He said that savings
usually fell during a recession. He noted that excess savings above the norm would insulate consumer
spending during economic rough patches. He also noted that household financial assets had gone up
substantially during the pandemic as well. He said the U.S. real estate market had done quite well
during the pandemic, with people looking to buy in areas such as the suburbs where people could
work from home.

MR. CENTER moved on to slide 15 which was Callan’s periodic table of investment returns. He
noted that they show the Board the table every quarter as a reminder of the benefits of diversification
and why they create asset investment programs that were invested in equities and fixed income and
real assets and alternatives.

MR. CENTER noted that slide 16 showed that the global equity market had continued to surge in the
second quarter with the S&P 500 up 41 percent over the last year, emerging market equities up 41
percent, developed market equities were also up more than 30 percent and U.S. small cap stocks
represented by the Russell 2000 were up 62 percent over the last 12 months. He said the initial
recovery post pandemic was driven by Facebook, Amazon, Apple, Netflix, and Google.

MR. CENTER noted that slide 17 demonstrated the S&P 500 continued to reach record highs in the
second quarter, since its low in March 2020 and the S&P was up over 96 percent with all sectors
posting positive returns. He said there was an exception with utilities which were down 0.4 percent.

MR. CENTER referenced slide 18 showing outside the U.S. with strong performances despite
COVID even though the vaccine rollout was slower. He noted that risk assets lost steam due to the
Delta variant, small cap was in line with large cap with the exception of emerging markets where
smaller companies had benefited. He said the U.S. dollar was pretty mixed, not a driver of
performance for non-U.S. stocks. He said growth also had outperformed value outside the U.S. with
the exception of emerging markets where commodity-rich countries rallied.

MR. CENTER moved on to slide 19 showing the U.S. Treasury yield curve had flattened during the
quarter. He said the 10-year Treasury closed at 1.45 percent at the end of June with a dip of 29 basis
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points from the first quarter. He noted that the Bloomberg Barclays Aggregate Bond Index had rallied
and was up 1.8 percent for the quarter. He said the high yield rallied and continued during the second
quarter, with rates as low as they were, high yield issuers had continued to come into the market and
had done very well.

CHAIR JOHNSON asked what exposures the ARM Board had with respect to Chinese investments
- the real estate company that had been having problems; MR. CENTER said that the ARM Board
did not really have any exposure to non-U.S. fixed income.

MR. HANNA noted that the ARM Board did have a low-level equity exposure since the Chinese
company was in the equity indexes at less than a basis point overall.

MR. CENTER noted that he would skip over the real estate slides as his colleagues would be
presenting on that topic the next day. He then moved on to Slide 23 which dealt with the private
equity market. He noted that it had been a key driver of performance for the Alaska retirement plans
and had produced big gains for 2020 and continued into 2021.

MR. CENTER moved on to slide 24 showing market trends that had impacted private equity. He
said fundraising had continued to do well but had a slowdown in 2020 due to the pandemic. He said
there was a substantial uptick in 2021 with more than $500 billion raised for the year and more than
a 1,000 funds already in the market.

MR. CENTER showed Callan’s dashboards on slide 26 which he noted had already been shown by
MR. HANNA. He noted the returns in the top left-hand corner of the slide showing the performance
over the 1, 3, 5 and 10-year periods, that all three plans were at or near the top quartile, ahead of the
target over all periods. He noted that standard deviation or risk was in the top right-hand corner and
showed no realized standard deviation again over 3, 5, and 10-year period, which was below median
over all periods and below the target as well. He said the bottom left showed the maximum
drawdown. He said the chart measured the largest loss over any of the individual time periods. He
said that over all three time periods the maximum loss had been lower than peers.

MR. CENTER noted that slide 27 which showed the healthcare plans were basically the same story
as slide 26 — near the top quartile for performance, below median standard deviation, maximum
drawdown above the median, and Sharpe Ratio in the top quartile.

MR. CENTER explained that slide 28 was the military plan which had a lower target risk than the
other retirement plans. He noted that its realized standard deviation over time was much lower relative
to the peer group, resulting in a lower return profile. He stressed that was by design and directed the
Board to look at performance relative to benchmark

MR. CENTER moved on to slide 29 explaining that it dealt with asset allocation. He reminded the
Board that the PERS, TRS, and Judicial Retirement System had the same asset allocation targets and
similar performance over time, noting that MR. HANNA and his team did a very good job keeping
the asset allocation in line with the target asset allocation. He noted no areas of substantial deviation
and said there was a slight overallocation to private equity which was a result of a very strong
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performance.

MR. CENTER displayed slide 30 explaining that one of the reasons they had a strong performance
during the quarter and the trailing 12 months from the PERS, TRS, and Judicial plan was driven by
the performance from private equity, and the overallocation to other alternatives which included
private equity along with real assets. He said PERS had a slightly higher allocation to real estate and
other real assets relative to peers which was one of the reasons for the strong performance relative to
peers in the near term.

MR. CENTER said that slide 31 showed the historical performance for PERS was strong relative to
peers, at or near the top quartile over all time periods shown.

MR. CENTER stated that the Sharpe Ratios were very strong at or near 1 percent with the PERS
portfolio over the last 3, 5, and 10 years. He also said the PERS portfolio was in the top quartile with
a Sharpe Ratio of 1.04 over the last 5 years and 0.94 over the last 10 years.

MR. CENTER said that slide 35 dealt with attribution, explaining that attribution analysis was to try
to determine what the drivers of relative performance were for a plan versus its target benchmark over
the given time period. He explained how the data in the columns, when calculated, would come up
with two figures known as the manager effect and the asset allocation effect. He noted that if the asset
class had outperformed its target, the manager effect would be positive, if it underperformed its target,
it would be negative. He further explained that the asset allocation effect was drivers of performance
that were created by being overweight or underweight to an asset class.

MR. CENTER said that slide 40 showed that the total domestic equity portfolio lagged during the
quarter and year by 45 basis points behind its benchmark for the quarter and 1.5 percent behind over
the last year. He noted that most of the underperformance came from the structure of the domestic
equity pool, more specifically, the use of the factor-based strategies. He said that they did have slight
recovery from those strategies in Q1, Q2 and a slight return towards growth and momentum, and large
cap outperforming small cap.

MR. CENTER then displayed slide 41 which showed building blocks of domestic equity portfolio.
He said that over the last year the total domestic equity pool had lagged the Russell 3000 index, large
cap equity underperformed the Russell 1000 index, but the small cap had a strong performance
placing the small cap portfolio up 66.7 percent last year versus the Russell 2000 index up 62 percent.

MR. HIPPLER asked if they had implemented factor-based strategies prior to the date shown on slide
40; MR. CENTER said the factor-based strategies were implemented prior to that; MR. HIPPLER
then asked if 25 percent of the portfolio having factoring was enough to pull the total combined return
down by 2.5 of 3 percent compared to peers; MR. CENTER stated that was correct as shown on slide
44; MR. HIPPLER then asked if the factors provided additional benefit, in the form of reduced beta;
MR. CENTER confirmed that they should, that factor-based strategies historically had resulted in
outperformance with slightly lower beta relative to the market. He also said that the way the domestic
equity portfolio was structured it should result in outperformance over time with lower risk.
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MR. CENTER moved onto slide 47 noting that it was the global equity portfolio. He said that
portfolio was ahead of its target over all time periods and the last 12 months had it ahead of its
benchmark by 1.3 percent.

MR. CENTER said that slide 48 showed the developed market equity portfolio noting that it did not
include the emerging market equity exposure. He noted that the portfolio also had outperformed the
benchmark over all time periods, well above median over the last year. He noted that some of the
building blocks were shown on slide 49 from the international equity space. He noted a strong
performance from all active managers over the last 12 months with Arrowstreet up over 50 percent.
He said that Baillie Gifford and Brandes, the large cap growth and value non-U.S. equity managers,
both performing over a positive 40 percent.

MR. CENTER said that slide 50 referenced the emerging market equity that had undergone a few
changes post 2019 moving away from active managers and towards passive. He said that portfolio
consisted of one passive investment in the emerging market index. He noted that portfolio
underperformed its benchmark by 1.7 percent last year, but the overall performance was positive, up
almost 40 percent.

MR. CENTER said slide 52 consisted of the fixed income portfolio which had a strong performance
over the last year, up 2.2 percent relative to the benchmark, the fixed income target down 0.3 percent
over the last 12 months and had outperformed its target over all time periods.

MR. CENTER said slide 53 was a snapshot of the underlying fixed income strategies, that the internal
aggregate portfolio was down 19 basis points over the last 12 months, the aggregate index was down
33 basis points — the internal portfolio did outperform the aggregate.

MR. CENTER said slide 54 showed the opportunistic portfolio was up 23.4 percent over the last year,
in particular the alternative equity strategy with McKinley Healthcare was up 35 percent. The tactical
asset allocation strategies were up 28.3 percent.

MR. HIPPLER asked why they had outperformed substantially for the core fixed income; MR.
CENTER said the internal fixed income strategy did outperform the aggregate benchmark by 14 basis
points. He said the internally managed fixed income team had the ability to actively manage relative
to the index, they can overweight or underweight Treasuries versus credit, they can opportunistically
buy higher quality or lower quality corporate credit names relative to the index and take on a credit
risk by buying more corporates than the benchmark has allowed for an actively managed portfolio to
outperform the index.

MR. CENTER noted that slide 57 showed the various plans, starting with the PERS DC plan which
ended the second quarter of 2021 with just under $2 billion in assets with two-thirds of the assets
invested in the allocation funds.

MR. CENTER explained that slide 58 showed flows on an individual quarterly basis, explained the
bars would be similar for each plan.
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MR. CENTER noted that they had five consecutive quarters of positive investment gains or losses.
He said that slide 59 showed that the DC Plan ended the quarter with $812 million in assets, up two-
thirds of the assets invested in the target date funds and was cash flow positive from a contribution
versus withdrawal standpoint. He skipped slide 60 and said that slide 61 was the Deferred Comp Plan
with 1.2 billion in assets as of June 30. He noted that the plan was cash flow negative and had been
historically cash flow negative with about $10 million flowing out rather than in on a quarterly basis.

MR. CENTER showed slide 63 stating that it was the SBS fund that had ended the quarter with just
over $5 billion in assets.

MR. CENTER said the active options within the self-directed plans were geared for the benchmarks.
He said the three-month T-bill index had underperformed Stable Value, which was a top decile
performer relative to peers. He said the T. Rowe Price small cap fund had done well, the international
equity fund which was made up of Brandes and Baille Gifford had a very strong performance relative
to peers and the benchmark.

B. Risk Report
MR. CARSON started his presentation on slide 2 (page 178 of the Board packet). He explained that
twice a year a risk analysis was completed by TruView, which takes the ARM Board portfolio as of
year-end and again at the half year mark and generates a significant report. The report takes the key
charts and tables that are important in reporting to the Board and summarizes the results. He said the
retirement system was designed to take risks with the end goal of paying benefits to the participants
when due.

MR. CARSON explained that the staff used the tool to answer key questions which include risk
positioning compared to the asset allocation that would be approved by the Board, what would be the
potential magnitude of losses, how were risks compared to the strategic benchmark, were there areas
that were adding or detracting from risks outside of expectations, and were there any unexpected
exposures or concentrations of risk? TruView would then model several scenarios and stress-testing
analysis.

MR. CARSON said that slide 5 showed volatility decomposition, which he said there was nothing to
report. He said for volatility there was little change since December’s reporting, public entities
continued to contribute the bulk of volatility, that there was an increase in the contribution of volatility
from private equity. He said the volatility at the portfolio level remained below expectations from
the target asset allocation for FY2021, which was 13.9 percent, and that current volatility was at 12.6
percent. He said that the portfolio level value-at-risk in June was close to December’s, so very little
change. He noted that domestic and non-U.S. equities contributed the majority of the value-at-risk
and was as expected. He said that equity beta on slide 7 was within expectations for the June report.
He said the stress test showed relative outcomes compares to the asset class’ benchmark.

MR. CARSON summarized the report by saying that everything was within expectations, public
equity was the largest driver of portfolio volatility and value-at-risk.

CHAIR JOHNSON recessed the meeting from 11:56 a.m. until 1:15 p.m.
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C. JPM Strategic Property Fund

MR. SIKES introduced MR. JEFF SHIELDS of JP Morgan; MR. KLUGHERZ informed the Board
that MR. SHIELDS was having difficulties joining; he started the presentation noting the trends in
the real estate market as well as areas of uncertainty. He said the real estate markets recovered quicker
than expected due to improving operating fundamentals at the property level and the lower interest
rates. He stated there had been a demand from investors that were actively allocating to core for yield
in the low interest rate environment. He noted the income returns in the 4 percent range annually for
core offered an attractive current return, and longer-term appreciation and diversification. He said
industrial and suburban and multifamily properties had experienced a strong recovery, while urban
office, retail and urban multifamily were recovering slowly.

MR. KLUGHERZ said the SPF fund had a very diversified portfolio of high-quality assets they
believed was well position in the recovery. He also noted they had a strong performance year-to-date
and a projected return for 2021 in excess of 10 percent. He said the fund had a strong asset selection
that reflected in the fund’s performance and would be important going forward as the recover would
be uneven in the terms of performance.

MR. KLUGHERZ commented on the size of the fund saying that it was a unique advantage in that
they had been able to access investments that were not widely available to other investors such as
industrial investments made into several large truck terminal portfolios.

MR. KLUGHERZ noted that page 5 of the presentation discussed Real Estate Americas having a 50-
year history in investing in core assets, an experience that was important not only to SPF’s portfolio
but also how they source and access investments. He said SPF had $40 billion of the firm’s $60
billion-plus in asset investments and was the key focus for their organization. He noted that they had
over $10 billion in transaction activity every year and they actively see opportunities as they come
into the market.

MR. KLUGHERZ provided an overview of the firm, the locations of the offices, and their proximity
to the local markets that they invest and manage.

MR. KLUGHERZ moved to page 10 which showed that SPF had delivered returns above the
benchmark since inception. He noted that the fund had evolved significantly over the last 3 to 5 years
to address the areas of underperformance. He said they were under allocated to industrial but had
almost tripled that allocation over the last 5 years and were close to benchmark. He noted that they
had in their development pipeline to add 200 to 300 more basis points of exposure to get them closer
to benchmark. He said that they had reduced their office investments over the last five years by over
$7 billion and narrowed their strategic focus to nine markets that they felt had long-term
outperformance for the net operating income. He noted they were continuing to reduce their retail
exposure and had only half a billion dollars of retail that was in various stages of disposition.

MR. KLUGHERZ then handed the presentation over to MR. ZAUN.

MR. ZAUN said that it was a great time to be invested in core real estate relative to other classes as
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it had been hitting fresh highs for the past 12 months. He noted that the return outlook for the next 3
years was in the 8 to 10 percent range, the highest return outlook they have had in the past 10 years.

MR. ZAUN presented slide 12 which showed a reminder of what SPF was and how it fitted into the
market. He said SPF was the largest fund in the competitive index at $30 billion of equity and $40
billion of gross assets size and was a collection of several high-quality assets that had been curated
over decades. He said the assets had outsized rent growth over cycles, that in good markets they grow
rents faster because the tenants want to be in the buildings; he noted that they have renters from top
law, financial services, and some entertainment tenants. He said with a down market the rentals they
have are a protection because the tenants want to be in the buildings for a long period of time.

MR. ZAUN moved on to slide 13 stating it displayed the outlook for the fund, which they thought
was very bright. He said they thought the performance was going to be better that it had been over
the past three years with a 9 percent year-to-date or greater through the end of the third quarter.

MR. ZAUN noted that in the past they were a largely overweight office, that as they looked forward,
they had narrowed the office overweight, bringing them in line with the index. He said that to date,
they had seen appreciation from industrial and suburban multifamily, but they were starting to see
appreciation in retail and thought that the current quarter would show about 50 basis points in
appreciation from their retail portfolio. He said they were also seeing it from urban apartments, that
urban rents had recovered quite quickly. He said they expected the appreciation to be in the 2 to 3
percent range.

MR. ZAUN stated that 5 percent of the fund was allocated to development, that although it was a
small percent of the fund, the development pipeline was well positioned with industrial development
primarily in Southern California and a single-family for rent product under development which was
a hot sector. He also noted a suburban Sun Belt multifamily under development that was doing well.
He said they were expecting significant returns from it as the construction projects are completed.

MR. ZAUN said that slide 16 showed how the performance would broaden out. He said it was due
to the revitalization of the urban cities. He noted that due to COVID, large cities like New York and
San Francisco lost tenants and they thought it would take a couple of years to recover to the pre-
COVID occupancy levels, but they had seen a strong recovery within the last six months. He noted
that residential was the leading indicator due to its transient nature and were seeing higher occupancy
levels across the portfolio than what they had pre-COVID. He also noted that rents were trending
higher than they were pre-COVID. He said that with strong fundamentals combined with cheap
financing was driving transactions.

MR. ZAUN moved to slide 19 which showed the balance sheet. He said the fund was conservatively
leveraged with about 25 percent, they had no redemption queue and had an inbound contribution
queue of $500 million. He noted that 93 to 94 percent of the portfolio was stabilized and shy of 5
percent of it was under development and 1.3 percent of it was completed development and was in
lease-up.

MR. ZAUN said that he thought that work from home would become evolutionary and would have
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an impact to the densification that they had seen over the last 10 to 15 years where people had moved
from private offices into more dense seating configurations.

MR. ZAUN commented that their positioning would give superior returns relative to the benchmark
as it had over the last 5 years. He thought that they had outperformed due to the quality of focus and
their positioning as far as the types of the offices they owned as well as the markets they were in. He
noted that they were overweight in the San Francisco Bay area, west LA, and Boston which was
where a lot of the innovation was taking place.

MR. ZAUN stated that they had designed the portfolio through infill development; that supply and
demand dynamics in those infill locations were much better. He noted that they thought they were
moving toward a model where same and next day package delivery would be the new norm and
owning buildings that were close to the urban centers over time would prove to be much more
desirable.

MR. ZAUN moved on to slide 22 to discuss the retail sector which had been out of favor for several
years up to the pandemic but had survived and the tenants were still there paying rent. He noted the
occupancy across the portfolio was 91 percent and had never dipped below 90 even during the
pandemic. He said their average square foot across the mall portfolio was more than $1000 per square
foot. He also noted that even in a consolidating market where tenants were downsizing the number
of stores in their fleet, they were not going to downside the stores in their location where they had the
highest sales.

MR. ZAUN moved on to residential where the last year had been urban versus suburban. He noted
that suburban performed well and urban struggled as everyone moved out of the cities into the
suburbs, however, urban snapped back and the portfolio was balanced.

MR. ZAUN said that it was a great entry point for core in general and SPF specifically, that they had
performed well year-to-date and were excited about where they were headed.

MR. HIPPLER asked how 6 percent IRR for unlevered core compare historically; MR. SHIELDS
said that it had been stable over the past 5 years, that the unlevered IRRs had been in that range, a
little higher for retail and lower for multifamily, but on average in that range. He said that the debt
costs were at 4 percent, with levered IRRs in the 8 percent range and with debt cost at 2 percent it did
not take a lot of leverage to get to a 10 percent levered return; MR. HIPPLER then asked if the IRRs
were stable over the last 5 years, did that mean cap rates were also stable; MR. SHIELDS said that
the IRRs relative to cap rates depended on the variable they were assuming for rent growth, but that
cap rates had been stable in the 4 to 5 percent range.

DR. MITCHELL asked about the holding time for the properties in the fund, if most of them were
buy-and-hold situations, or did they buy properties and turn them over a year or two after. His second
question was what were the sellers’ point of view on the economy, interest rates, financing; MR.
SHIELDS said for the first question, they tend to underwrite new deals for a 10-year hold and target
to turn over about 10 percent of the portfolio each year. He said for the last question, he said that was
a tough one to answer because the sellers were all so different, often there were performance fees
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attached to a lot of the deals that motivated sellers to sell so they could reap the fees.

MR. WILLIAMS asked about urban and retail and the lack of flight and wanted to know if that was
because people were locked in for longer periods of time; MR SHIELDS said that for residential, the
leases were short-term, typically for one-year. He said for the commercial side, office tenants had
long-term leases where they would be locked in. He said the retail side had been promising as the
tenants were making money in the locations they were in and were choosing to stay in place.

MR. BRETZ asked if diversity, equity, and inclusion strategy impact the choices that they made for
investments and that they had mandated: MR. SHIELDS said no, that if they invested in specific
assets, they had not made an impact, that it was more about how they run the platform and more about
at JPMorgan Chase that’s the platform.

D. UBS Farmland LLC
MR. SIKES introduced JIM McCANDLESS from UBS Farmland to review the portfolio and market
outlook.

MR. McCANDLESS introduced DARREN RABENOU as head of the newly set up farm and
agriculture group.

MR. RABENOU noted that he had recently joined UBS in April but had been consulting with them
for a year and a half prior. He said he had experience in permanent crops in California and Portugal.
He also said that he was the head of ESG investing which covered real estate, infrastructure, and
agriculture.

MR. McCANDLESS presented slides regarding the Midnight Sun part of their business, showing the
regional offices that were responsible for the acquisition, asset management and disposition of
properties in the portfolio.

MR. McCANDLESS noted that the portfolio that had been transferred to them by the Board last year
and had been fully integrated into their management system. He said the portfolio was a little over
$900 million in gross asset value, the farmland value in that portfolio was about $895 million with a
cost of about $645 million. He noted that there was a significant unrealized gain in that portfolio, and
they expected that to increase. He said it was about 145,000 acres in 15 different states with 88
different investments and they were producing over 25 different types of crops. He explained that the
target for the portfolio was to have 80 percent in annual crops and 20 percent in permanent crops. He
said that the highest concentration of land was in the mountain states and three states in that region
that they invest in was ldaho, Colorado, and Arizona. He said in Arizona the properties they invested
in were the winter vegetable area down in Yuma, then followed by California which has commodity
crops, vegetable crops, and permanent corps. He explained that commodity crops were made up of
corn, soybeans, cotton wheat, rice; permanent crops were grapes, apples, nuts, citrus, and vegetable
crops were the leafy green items found in the produce department. He then said that they have crops
in the delta states and Texas. He said the corn belt was fairly low at 10 percent.

MR. McCANDLESS said they had what they call the Midnight Benchmark which was data supplied
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by the NCREIF Farmland Index organization. He said the performance of the fund on a property
level exceeded that benchmark, as well as the total return level from 3 year to since inception.

MR. McCANDLESS said that since inception they had distributed back to the ARMB $206 million
which was a combination of income returns and capital gains on some sales.

MR. MURRAY said that in the last 12 months they had spent less capital on the portfolio than they
ordinarily had since the portfolio’s inception in 2004. He said one of the major capital projects they
had done in the last four quarters was replaced by the majority of the hand and wheel line irrigation
system on MSI#67, the Minidoka Farm, allowing them to increase the rent by just under 6 percent
which equated to about a 7.4 percent return on the cost of capital to make the improvement.

MR. MURRAY said that an apple orchard in Washington state with two separate Cosmic Crips
redevelopment projects was going on, one of the projects started in 2020, the other one had just been
approved and would be planting those trees in the spring of 2022.

MR. MURRAY said the Gaver Ranch, which was a vegetable farm in the Salinas Valley in California
had large capital projects related to culverts that would be finished this year.

MR. MURRAY said the Northern Ag, the Portage 73, a farm in Wisconsin had all of the pivots
replaced as they were fully depreciated, and they were able to configure them in a way that enabled
them to achieve six extra acres of irrigated land and increase the rent for the new configuration.

MR. MURRAY explained that if an apple orchard is full of Red Delicious that commands a small
premium compared to a Cosmic Crisp apple, they pull the old varieties out and replace them with a
more promising variety. They do the same with pears and cherries as well.

MR. MURRAY stated that there had been no acquisitions in the account, but the account just came
back into rotation and was in first position in the investment rotation. He said that as far as
dispositions, they did dispose of one of the Northern Ag properties, No. 13, Colquitt Omega, a
Georgia vegetable farm. They sold it for 4.5 percent over the appraised and book value in March. He
said the reason for the sale was it was a highly erodible farm, and they were concerned about its
sustainability program. He said the Northern AG takeover of 24 farms for just under $290 million,
was transferred on October 1% and fully incorporated into the management and was 100 percent
leased.

MR. MURRAY said as to the capital projects in the portfolio, they replaced pivots on Portage 73,
removed some almond trees that were damaged in a windstorm in 2019 on the Kern Kraft property
and were deciding what to plant next there as the almond market had been challenging over the past
number of years. He then said they had finished up a previously approved capital project to improve
the potato cellar and updated the irrigation at Fremont 700 N, an irrigated road crop farm in ldaho.

MR. McCANDLESS said that last year they had launched the Leading Harvest sustainability ESG
program together with a small working group of peers. He said it had 13 principals and objectives,
33 performance managers, and 77 indicators and it goes into all different aspects of agriculture
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practices, environmental activities, social and governance issues, like soil and water conservation,
farming practices, maintenance of biodiversity, crop rotation use of regional agricultural best
management practices, etc. He said they have 88 farms enrolled in the program.

MR. HIPPLER asked if there was any evidence that the sustainability leads to higher returns or better
risk-adjusted returns in the future; MR. McCANDLESS said that as it was new, there was no track
record. He said they seek out and evaluate the properties to ensure they demonstrate good
stewardship. He noted that the program was designed to be audited and had engaged an auditor to
measure compliance. He said the first audit would be done next year and were working with the
auditor to identify gaps, if any.

MR. MURRAY explained the climate risks as it related to water. He said in California the ground
water basins had been over pumped and there was a 20-year program to get them back in balance.
He said that 40 percent of the Midnight Sun account would have very little to no impact if any form
of groundwater pumping restrictions were in place, and 28 percent of those are located in what was
known as Exchange Contractor Districts with the most senior surface water rights that exist in the
state of California. He said another 12 percent could receive recycled tertiary wastewater from local
municipalities and Midnight Sun No. 60, Carneros Hills Vineyard in Napa County was one of the
properties that represents the 12 percent. He said basically it meant that as long as people kept going
to the bathroom in Napa and Sonoma, there would not be concern about water for the vineyard. He
said 27 percent was primarily vegetable farms in Salinas County which relies on groundwater
irrigation wells. He said they felt that was a lower risk to the SGMA restrictions as it was vegetables
which does not have the same level of water consumption as trees.

MR. MURRAY said the next 28 percent was a mixture of three orchards and one table grape vineyard
that had more than one source of water. He noted there was one farm in the portfolio that was not
located in a district, and it relied on its on-site wells for irrigation. He said that 96 percent of the
portfolio had almost no SGMA risk, or they had a mitigation strategy that they felt was sufficient to
allow the farms to continue to operate.

MR. RABENOU said that the wildfires in California had not been a threat to the north coast or the
grapes of any of the other properties because the vineyards act as a fire break during wildfire season
because the vineyards are often irrigated and do not contribute to the amount of fuel for the fires. The
real issue was the smoke from the wildfires and the Sales Ranch MSI No. 69 was affected, and the
grapes were not harvested in that vineyard last year because they had absorbed the smoke and were
rendered unharvestable.

MR. WILLIAMS asked if there had been insurance on the crop; MR. MURRAY said because they
lease the properties and did not operate them, the risk is with the farmer and in the case of MSI No.
69, the farmer had crop insurance which covers up to 80 percent of their revenue.

CHAIR JOHNSON recessed the meeting from 2:45 p.m. until 2:55 p.m.

E. Timberland Investment Resources
MR. SIKES introduced MARK SEAMAN, president, and CIO of Timberland Investment Resources.
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MR. SEAMAN then introduced TOM JOHNSON of client services, CHRIS MATHIS who heads up
the real estate and disposition strategies, and DR. HONG FU, their forest economist had joined him.
He then turned the presentation over to MR. JOHNSON.

MR. JOHNSON described the firm as being 100 percent employee owned and had been in business
since 2003, founded by MR. SEAMAN. He said they were focused on the middle market with
transactions between $10 million and $75 million. He then moved to a map showing the locations of
the properties in the Mountainside Timber portfolio. He said they were scattered across the Southeast,
from North Carolina to Texas. He also noted properties in New York, the lake states, Wisconsin,
Washington, and Oregon totaling 160,000 acres.

MR. JOHNSON noted that the portfolio was unleveraged and also the benchmark they used were the
NCREIF Timberland Index, as well as net-of-fee total return for public equities and fixed income,
which was a benchmark provided by ARMB.

MR. JOHNSON said they had various species within two broad categories that they managed. He
said one of them was softwoods, located in the Southeast and the Pacific Northwest. He said
softwoods such as lobllolly pine was grown to make various products; they will sell the timber which
would be used to make lumber, newspaper, OSB, poles, shipping boxes and shopping bags. The
fibers of the wood were longer and have strength properties that were good for construction and also
chipped and turned into pulp or engineered products.

MR. JOHNSON said the Northeast and lake states grow the hardwoods which were used for railroad
ties and pallets. The higher quality hardwoods were used for flooring and cabinetry. He said paper
products were also being produced from the wood. He said they plant the trees like rows of corn and
as they grow and reach the age of 12 or 13, they can recognize the certain trees that would be better
crop trees, such as for sawtimber, they can also tell the poorer trees and remove them to allow more
space and capacity for the better trees to grow. He said when they remove the poorer trees, they are
sold for pulp logs and used to produce paper, packaging, and diapers. The larger of the small trees
would be chipped up and turned into OSB and the lower grade would be for biomass and wood fuel.
He said pulpwood sells for $10 a ton and $25 a ton for sawtimber.

MR. JOHNSON said that in terms of investing in timberland, it’s the diversification; a strong
inflation-hedging property that attracts investors, capital preservation and yield. He said forestry
provides well-paying rural jobs, which was important in large parts of the country that depend on
forestry as a major income source. He noted that those who were concerned about climate change
have been increasingly willing to pay forest owners to grow trees for carbon.

MR. JOHNSON explained that timberland was more highly correlated from an r-squared perspective,
versus other real assets such as real estate and farmland. He said that if inflation were a concern,
timberland had been a proven inflation hedge and was a property that some investors find as an
important attribute.

MR. FU noted that the most important market that had caught the attention of many people for the
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past year was softwood lumber. He said it was a commodity used in residential construction and
whose price over the past 18 months had been a rollercoaster ride. He said that during COVID the
mills decided to shut down or they would take a loss and one quarter of all mill capacity was curtailed
causing the loss of lumber through the pipeline. He explained that with so many people staying at
home, they decided to work on home improvement projects which caused a demand for lumber, which
then caused the first wave of lumber prices spiking. He then noted another trend in the fall of last
year where people decided to move away from urban centers and into the suburbs resulting in a strong
demand for home purchases and new builds and another large wave for lumber and extraordinary
prices peaking above $1,500 per thousand board feet in June.

MR. FU explained the charts of the cost to produce lumber from the two major regions, the U.S.
South, and the U.S. Pacific Northwest. He said in the South, it takes $260 to produce 1,000 board
feet of lumber and they were getting a price of $487 for their product, close to a 50 percent margin,
on average for the mills to produce lumber. In the Pacific Northwest, the profit margin was a bit
lower at $339. He said that over the past 7 to 8 years there had been more than $4 billion of capital
investments that went into the U.S. South to improve, expand, and build new sawmills. The new
construction of mill capacity had an effect in the U.S. South with a gain of 35 percent.

MR. FU displayed a chart that showed the historical prices and the forecast for softwood sawtimber
for the South and Pacific Northwest over the next 5 years.

MR. WILLIAMS asked how accurate past predictions been for the 5 years out; MR. FU said that 5
years out was a stretch, but what the Board should focus on was the fundamentals driving the
forecasts, were the fundamentals going in their favor or against it. He said that if Canada supplied
less lumber in the future and capacity had increased in certain regions in the United States, then
demand would keep prices from not going any lower.

MR. FU noted that a boost for the Pacific Northwest for pricing was British Columbia which got hit
by wildfires with estimates at 1.5 million acres burned in 2021 which would have an impact on
supplies, as well as the pine beetle issue - they would be exporting less lumber going into the future.
He noted that was an opportunity for the Pacific Northwest to capture the market share and keep
prices tight going into the future.

F. IFM Global Infrastructure Fund
MR. SIKES introduced DAVID ALTSHULER and JULIO GARCIA of IFM Global Infrastructure.

MR. GARCIA introduced himself as the head of the infrastructure equity team in North America.
MR. ALTSHULER explained that he was the head of the Global Relationship Group in North
America.

MR. ALTSHULER moved to slide 7 which showed their initial open-ended core fund investing in
Auwustralia, incepted in 1995 and the global infrastructure fund, incepted in 2004. He then moved on
to slide 8 showing the overview of the partners in their funds.

MR. GARCIA said that their focus was to build a portfolio of diversified core infrastructure assets.
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He said they focus on three industry segments - transportation which consisted of toll roads, airports,
and seaports; utilities which consisted of gas, water, and electric; and midstream energy assets such
as pipelines for the LNG processing facilities, and the big tanks at seaports that facilitate the trade of
either refined petroleum or crude petroleum.

MR. GARCIA said they invest with open-ended funds which enables them to match the
characteristics of the assets in the asset class with the longevity of a fund. He said the fund was well
diversified and has an asset value of almost $35 billion with 18 different portfolio companies. He
said their strategy was not to add a large amount of risk to the asset class. He noted that infrastructure
was considered a defensive asset class with growth characteristics where none of the investments
should go out of business. He stated that they had found that if an asset in that sector goes bad, it was
due to the investor had added too much leverage to try to add returns and added a level of risk that
should not have been part of the asset class.

MR. GARCIA said that they are an open-ended manager, but they do take opportunities as they
present themselves to either sell entire exposures or partial exposures when they think they could get
a better value by making that sale, or if they find that one part of the portfolio was overly weighted to
a particular exposure.

MR. WILLIAMS asked if they were confident that the Colonial Pipeline ransomware type risk had
been mitigated so it would not be a repeated event in any other infrastructure projects; MR. GARCIA
explained that financially it was not a major hit to the company, but it opened their eyes to the weak
points for their infrastructure assets. He said there was a lot of work going on to ensure that they had
as strong a system as possible to avoid any future incidents.

MR. GARCIA said that they target an 8 to 12 percent net return after all fees back to the investors, he
noted the 8 to 12 percent was due to economic cycles. He said that the assets in the portfolio were
highly cash generative but there was also a component of the return coming from capital yield. He
said there was over 6 percent return coming back from cash from the investments in the return series.
MR. GARCIA said that they use debt in the capital structures due to the relative predictability of cash
flows but were cognizant of keeping the levels that were representative of what each asset in the
portfolio should be able to handle on an investment grade basis. He said that with utilities, regulators
allow about 60 percent leverage, with an airport asset they would have only 20 to 30 percent due to
the variable nature of passenger flow.

MR. WILLIAMS asked if the Indiana Toll Road that was divested in 2016 and also in 2021 and was
also listed as a new acquisition; MR. GARCIA explained that the toll road was acquired in 2015 at
100 percent of the concession deed with 65 years left in the toll road concession, at $3.3 billion in
equity value. They offered a co-investment to qualifying investors at a premium of 20 percent from
what they had acquired the company at. Then they went to the government in Indiana and negotiated
a deal with their other shareholders to be able to invest an extra billion dollars of capital into the
company in return for a modification to the concession terms. He said the Indiana Toll Road was 180
which started in San Francisco and went across the country. The portion that was in Indiana had a
much lower tow rate for trucks than the neighboring states. They informed the State of Indiana that
they were not getting their fair share of the toll revenue and that IFM would grant the billion-dollar
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investment if they could put the rates closer to being on par with the neighboring states. They recently
sold a 15 percent stake to CDPO of Canada for nearly 50 times multiple to a partner that they had in
other assets.

MR. GARCIA noted that the most recent investment was in partnership with Ontario Teachers to
make an investment in a Canadian company called Enwave, which operated in the district heating
space, both are 50 percent holders of the equity.

MR. GARCIA finished his presentation by explaining the exposures as having 18 individual
companies with a few underlying assets such as European airports, seaport facilities, the toll road
sector through Aleatica and the Indiana Toll Road, the M6 in Britain, which was the only toll road in
Britain.

CHAIR JOHNSON recessed the meeting at 4:17 p.m.
Friday, September 24, 2021
CALL BACK TO ORDER

CHAIR JOHNSON reconvened the meeting at 9:00 a.m. All Board members were present, except
COMMISSIONER HOLLAND.

G. Crypto, Bitcoin, and Blockchain
MR. HANNA introduced the next presentation stating that it was for education purposes, not part of
an investment initiative. MR. HANNA introduced NICK SIEMSEN of Pathway.

MR. SIEMSEN explained the different types of digital money, saying that the first was money in
bank accounts, then attempts at making digital currencies such as E-gold and Liberty Reserve that
were backed by gold but a unit of exchange that could be traded online. He said there were also in-
game or in-app currencies that had existed for many years. He said they all had a company behind
them keeping track of everyone’s balances. Before Bitcoin there was no way to prevent someone
from maliciously duplicating the digital funds to double spend money. He said that Bitcoin prevents
people from doing that. He explained that Bitcoin was a database that you can only add to, but not
delete, and instead of giving one party or company permission to write to that database, everyone gets
a chance to do it. He said people who do this are called miners and they are rewarded with freshly
minted Bitcoin.

MR. SIEMSEN explained that there was nothing backing Bitcoin in terms of reserves or cash flows.
He said it was distributed around the world and keeps partial anonymity to those who have it.

MR. SIEMSEN then showed the price history of Bitcoin. He then explained that a massive hack of
a Japanese based company of their Bitcoin with ongoing litigation. He noted that there was a ramp
up for Bitcoin in 2017 and 2018 from the ICO (Initial Coin Offering) boom. He said it was like an
IPO, but instead of issuing shares, they issued Bitcoins. They would make their own and sell it to
fund a company they were starting. He said the companies were blockchain-based business, like
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decentralized exchanges or decentralized file storage where they would use the money to build their
company and the tokens they sold would be used within the company instead of dollars to pay for the
service. He said that during that time about $15 billion was raised through 1COs but the funding
basically came out of nowhere. Ultimately the ICOs have gone away.

MR. SIEMSEN noted that they were in a new era characterized by retail activity. He said there was
a new retail boom not only in Bitcoin and Ethereum, but also in alternatives like NFTs and other sort
of tokens. He said recently Dogecoin had become popular. He said it had started out as a joke but
went on to have significant market cap and massive amounts of retail trading.

MR. SIEMSEN said that they were seeing a development of real ecosystem around crypto assets such
as ETFs available in Canada, U.S. companies holding positions directly in Bitcoin, and increased
interest from the institutional investment world. He said MicroStrategy had about $3.6 billion of its
balance sheet directly invested in Bitcoin and Tesla has about $1.5 million of Bitcoin on its balance
sheet. He said that Visa was investing in Bitcoin as well as companies related to the space, such as
CryptoPunk. He also said that traditional investment managers like Grayscale was a trust that holds
Bitcoin that could be traded on the U.S. exchanges. The said firms like Galaxy Digital or Pantera
were solely set up as regulated investment firms to invest in crypto. He noted that many pensions,
insurance companies and endowments had exposure through other means, including the ARMB.

MR. SIEMSEN said that he did not believe that anyone knows why crypto was priced the way it was
but there was a theory by a journalist named Matt Levine who coined something he called the
boredom markets hypothesis, (BMH) that says people would buy stocks or cryptocurrencies when
buying stocks is more fun than other things they could be doing. MR. SIEMSEN said he thought it
was a case of fixed supply of Bitcoin versus what is an unknown demand. He said BofA had a report
out estimating that under $100 million of buy volume was enough to move the price of Bitcoin up by
1 percent.

MR. SIEMSEN noted that Goldman, Morgan Stanley, J.P. Morgan all had or were developing
products to allow their clients to trade cryptocurrencies or to get exposure to the space.

MR. SIEMSEN explained that investing in crypto meant consideration as to custody. He said there
were hardware wallets that look like USB drives that hold crypto on it and off of the internet where it
would be vulnerable, but that would be prone to human error as well as the risk of having the
cryptocurrency hacked. He said that large institutions such as Fidelity had a custody offering.

MR. SIEMSEN said another thing to consider was inflation, that Bitcoin had not performed well
against inflation in the past. He said another major consideration was ESG. He said Bitcoin’s annual
energy consumption by design was staggering and continued to grow. There was also ransomware
attached that were paid in cryptocurrencies and other illicit activity that occurs due to the anonymity
associated with cryptocurrencies.

MR. SIEMSEN noted another issue with cryptocurrencies was the regulatory space, that it could be
regulated out of existence. He also mentioned the volatility or Bitcoin, going from $29,000 up to
$53,000 then down to $40,000. He went on to list other cryptocurrencies that were equally volatile.
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He noted that slide 13 showed a spectrum of investments from direct to very periphery.

MR. SIEMSEN said that Pathway preferred to get their exposure by investing purely with the best
managers. He said they look for the best venture capital managers, many of those had been putting a
portion of their portfolio into crypto or crypto-related companies.

MR. HIPPLER asked how effective the governments were in collecting tax on capital gains of
cryptocurrency. MR. SIEMSEN said companies like Coinbase, Gemini and Robinhood report the
information to the IRS.

H. Abbott Private Equity Presentation
MR. HANNA introduced JONATHAN ROTH and LEN PANGBURN of Abbott Capital.

MR. ROTH said that he was the Co-President and had been with Abbott since 1992. He said that
MR. PANGBURN was also Co-President and had joined Abbott in 2005. He said they were also
joined by DILLON BOOTH, from their client relations support team.

MR. ROTH noted that Abbott had just celebrated 35 years and they exclusively focus on private
equity then continued discussing the firm’s history and client base. He then turned the presentation
over to MR. PANGBURN.

MR. PANGBURN explained that there was a $12 billion customized private equity solution provider
that offered multiple ways for investors to access venture capital and private equity and that they work
closely with the staff and Callan to ensure all of the plan’s objectives and goals were met. He
commented on their due diligence process and some of the ways Abbott mitigates risk on top of
standard due diligence.

MR. PANGBURN then moved on to a slide that he called their report card which included all
investments that Abbott had made since inception. He noted that in 26 of the 31 vintage years
Abbott’s IRRs had been over 10 percent with only two below 8 percent. He said that over 50 percent
of their primary commitments on a dollar-weighted basis since 1987 had been to top quartile
managers, almost 80 percent were above the median, and since 1987 their selections had
outperformed the median private equity benchmark by over 1,000 basis points.

MR. ROTH displayed a slide with several charts that showed the amount of capital that was coming
into investing into U.S. private equity funds, fundraising, and valuations. He noted that they were at
very high purchases prices. He noted that they had seen equity firms paying much more than 13 times
EBITDA and cash flow because the businesses being purchased were growing faster and had more
attractive margins and were worth potentially more than 13 times. He said the ARMB’s portfolio had
captured the record high gains during the year.

MR. ROTH said that there was a lot of demand for private equity because elsewhere returns were not
as attractive, which causes pressures on prices, but exits were being done at very high prices. He said
the venture market was very similar; venture capital fundraising market raised $774 billion in the first
half of the year. He noted that was due to the exit activity at near records and some had been blow-
out returns.
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MR. ROTH showed a slide that discussed SPACs. He said that a lot had changed over the course of
2021; that the SPAC market had a precipitous drop off the first quarter. He said that once they merge
with their target company, they trade as an operating business and that had been unimpressive. He
then moved on to SPVs, special purpose vehicles that had been formed to address end-of-life fund
options. He explained a new SPV buys all the remaining companies in an old fund which allows the
limited partners in the old fund to have a choice to sell, get cash, or continue in a new fund. He said
that it was not all the portfolios’ companies but one single portfolio company that goes into a SPV.
He said that was how a lot of the capital coming into the private equity system was being absorbed.

MR. ROTH said that a complicating factor with SPV’s was the valuation, that they are often times
set up by the same GPs who were managing the legacy fund, so the buyer and the seller were one and
the same. He said they try to encourage general partners to seek a third-party independent valuation
process.

MR. WILLIAMS asked how well would a third-party know the product they set they price for - how
would that be addressed; MR. ROTH said they come in with due diligence of the company, they
submit term sheets that states that they would invest a certain amount of value in the business at this
price.

DR. MITCHELL asked if the greater fundraising was across the board in private equity or was it the
largest most successful companies raising larger and larger funds; DR. ROTH confirmed that across
the board there was more capital available to all funds.

MR. PANGBURN displayed a slide that showed the ARMB portfolio as of Q1, noting that the plan
was in a cash-positive position with $3.1 billion of distributions as of Q1 compared to $2.8 billion in
paid capital. He explained their strategy for the ARMB was to commit $5 million to four co-
investments each year for approximately $20 million in total, which was equal to one primary buyout
fund by size. He said the plan was two-thirds private equity, one-third venture capital and growth
equity, that the portfolio NAV was approaching $1.9 billion and that it was very diversified with a
little over 2,500 companies.

CHAIR JOHNSON recessed the meeting from 10:30 a.m. until 10:40 a.m.

I. Real Assets Annual Plan
MR. SIKES said the portfolio was performing consistent with expectations and objectives since the
COVID pandemic began, performing between stocks and bonds, and in line with the risk and return
parameters of the primarily core portfolio. He noted that the ARMB’s investments were all equity,
but most of the assets were underpinned by contractual cash flows and the portfolio was well-position
to provide an inflation hedge if cost pressures persisted.

MR. SIKES noted that the FY2022 real assets plan reflected a stay-the-course approach, and the
recommendations reflected the increase in target asset allocation from 13 to 14 percent as previously
approved by the Board during the June meeting. He said that the portfolio was generally in line with
targets at the end of the fiscal year; that the underweight to REITs was partially offset with exposures
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to non-core real estate. He said the underweight to farmland was being address with additional
allocation to the sector and that the portfolio had a modest overweight to infrastructure. He said the
real assets exposures approximated the Board’s 13 percent target weight at the end of fiscal year.

MR. SIKES he explained that as real assets were primarily illiquid sectors that they are not able to
quickly increase or decrease exposure to, they allocate any over or under weight at the asset class
level to domestic equity and fixed income on a 60/40 basis in managing the plans overall exposure.

MR. SIKES said that applying the target weights to the June 30 plan assets indicated an additional
$700 million in real asset investment should be made with $400 million in core real estate and $300
million in farmland based on the June 30 plan assets. He said the overall plan returns in FY2021 were
27.6 percent, much higher than the real assets return of 11.14 percent.

MR. SIKES noted that page 6 of his presentation broke down the performance for the overall real
assets portfolio and by category. He said that during FY2021 the real assets portfolio returned 11.4
percent net of fees which compared favorably to the target benchmark return of 8.95 percent. He said
for the most part, the portfolio had met or exceeded the target benchmark over the periods show net
of fees.

MR. SIKES said that real estate had been a good investment for the ARMB with the core portfolio
having delivered 8.73 percent annualized net return over the past 10 years. He said that farmland had
delivered results consistent with its benchmark, but a slight underperformance compared to the
NCREIF benchmark, which was attributed to the underweight permanent crops. He said timberland
results had a strong fiscal year compared to the benchmark with longer-term results in line with the
benchmark.

MR. SIKES then moved to page 7 to provide perspective on how real assets compared to domestic
equity and fixed income through the six quarters ending June 30. He noted that the chart on page 7
was unconventional, but it gave a sense of the range of the returns of each asset class over the time
period. MR. SIKES stated that page 8 summarized the significant portfolio accomplishments in
FY2021.

MR. SIKES said that page 9 gave a profile of the current portfolio showing the value of the portfolio
at approximately $1.9 billion as of June 30, with 38 percent of the portfolio in core separate accounts
representing investments in 15 properties. He said there was an additional 28 percent in core open-
end funds which were large, comingled funs that enabled the ARMB to invest in larger assets than it
would be able to on a separate account basis.

MR. SIKES said the chart on page 10 was provided by BlackRock Real Estate who managed one of
the open-end funds the ARMB was invested in. He said the chart gave a sense of how the main
property types had been performing and showed that industrial and apartments had been the
outperformers as housing and e-commerce trends provided a lift to those sectors. He noted that office
returns had held up well but were in a holding pattern as employers felt more comfortable with
returning to work. He said retail continued to feel the negative impacts of the pandemic and the
preexisting impact of the migration of the retail economy to e-commerce.
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MR. SIKES said that page 11 provided a performance look-back based on unlevered core real estate
gathered by NCREIF over the past 40 years. He noted that the COVID related drawdown was
nowhere near the GFC move in 2008 as all sectors had responded favorably after the initial
markdown. He said that industrial returns were at their highest point over the 40-year time period
and the variability in recent sector returns was also interesting, the widest over the 40-year time period
with industry being the standout.

MR. SIKES said that page 12 showed various charts, one of them was in regard to the decline in the
cap rate variable of real estate returns. He said that as yields dropped across the bond market and
other asset classes, real assets had followed suit as investors sought out yield.

MR. SIKES moved on to page 13 which showed the strategies and said that the recommended
approach was to stay the course with the primary focus on core real estate and separate accounts in
open-end funds and that continuing to diversify the portfolio was an important focus as well as
continuing to focus towards industrial and apartment sectors.

MR. SIKES moved to page 14 which showed the ARMB’s core portfolio projections by property
type, based on expected investments over time. He noted that there was an increase to multifamily
driven by additional investment in the Sentinel separate account which was approved by the Board
last year.

MR. SIKES stated that the REIT portfolio was a significant part of the ARMB’s real asset allocation
with a target weight of 15 percent. He said that REITs offer the portfolio liquidity, diversification,
and historically attractive returns.

MR. SIKES moved to page 16 saying that the increase to the real asset’s allocation, as well as the
increase in overall plan assets, creates a need for an additional $400 million in core real estate
exposure. The Board would first need to authorize reinvestment of the $140 million allocation that
UBS distributed from the proceeds of a mortgage financing transaction during FY2021, which will
help improve the diversification of the portfolio. He then explained that Sentinel would implement
the use of leverage and increase the diversification of the portfolio due to the $125 million in
additional allocation that had been previously authorized by the Board. Third, the Board would need
to commit an additional $135 million to core open-ends funds. The staff would work with Callan to
evaluate funds to consider the market opportunity for that capital. They would also evaluate
transitioning the J.P. Morgan Strategic Property Fund exposure to a nonqualified eligible structure.
They would continue to use REITSs as a rebalance tool for the asset class and continue to selectively
consider non-core strategies that offer alpha opportunities to the portfolio.

MR. HIPPLER asked why MR SIKES anticipated cap rates for industrial properties would continue
to decline; MR. SIKES said it was combined with the expectation that rent growth in the industrial
sector would continue to increase.

MR. WILLIAMS asked if they had the capacity and performance at the level needed with what was
going on internally; MR. SIKES said that he did and explained that the one-year performance for
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REITS was 32.49 percent versus the index at 32.8 percent could be attributed to some cash flow
friction and was not a reflection of poor management.

DR. JENNINGS asked if he would comment on the overall level of fees relative to the ongoing
diversification benefit from real estate; MR. SIKES said that they had been able to achieve some fee
savings, opportunistically through an open-end fund and negotiations with the separate account
managers.

MR. SIKES then moved on to farmland which also required an additional $300 million of new capital
investment based on the June 30 plan asset level to meet target allocations. He noted that the farmland
was a leased-based approach comprised of 88 assets with almost 145,000 acres worth $900 million.
He said that for FY2022 an additional $100 million in allocation had been previously authorized and
waiting activation in the UBS rotation and that staff would work with UBS to monitor investment
pace and consider authorizing additional allocation when the opportunities present themselves.

MR. SIKES noted that page 20 involved timberland and that no additional allocation was being
recommended for timberland in FY2022.

MR. SIKES state the infrastructure was the final component, and the value of the portfolio was $742
million. He noted that the performance of the infrastructure portfolio had been good, achieving the 8
to 12 percent target return level and exceeding the CPI-plus-four benchmark. He noted that no
recommendations were being made for the infrastructure portfolio.

MR. SIKES displayed page 24 of his presentation stating that it was the summary of the FY2022 plan
recommendations.

J. Callan Real Assets Plan/Performance Review
MR. SIKES introduced MR. AVERY ROBINSON, noting he was the Co-Head of Reals Assets at
Callan.

MR. ROBINSON said that he had his colleague MR. JOHNATHAN GOULD who would be
covering the ARMB real assets portfolio. He noted that the first two slides were a reminder of why
the Board invested in real assets. He said the Board had done well mitigating some of the
considerations, particularly with the illiquidity, with structures in separate accounts, and open-ended
vehicles that provided liquidity to make decisions.

MR. ROBINSON said the next slide was a reminder of how they categorized the strategies within
real assets and what could be expected from appreciation and income return for the various strategies.

MR. ROBINSON said that he thought the managers did a good job at providing an update on the
market and how the various property sectors within real estate had diverged. He said that industrial
and apartments were doing very well, and that retail and office were the ones surrounded by questions.
He said the focus should probably be on the nontraditional property sectors such as lab space,
particularly medical office lab space. He said that is a sector that is not amenable to working remotely.
He also mentioned self-storage as a sector of growing interest. He noted that the portfolio had the

Alaska Retirement Management Board — September 23-24, 2021 DRAFT Page 34 of 40



flexibility to look at alternative property sectors and recommended that would be something for
consideration.

MR. ROBINSON also said that there was a decrease in capital flows towards real estate, towards real
assets, but as the year progressed, capital flows rebounded towards real estate. He said investors
were feeling more comfortable moving forward with real estate allocations.

MR. ROBINSON noted that the next few slides provided context as to how the property sectors held
up compared to the past. He noted that retail suffered the most during COVID but has been
rebounding.

MR. ROBINSON said that the next slide was a snapshot of the performance for private real estate
during the past year. He noted that industrial was the outlier, that it benefited from COVID to an
extent and was probably one of the safer property sectors to be in. He said that the COVID crisis did
not have as big of an impact as some of the other crises seen in the past.

MR. ROBINSON said the next slide showed the market declines during the 90s and during the GFC.
He said that compared to the last year, core returns depreciated only about 1.5 percent., compared to
the GFC with 20-point declines. He noted that the COVID crisis did not have the impact that was
feared.

MR. ROBINSON said that the next slide focused on transaction markets which took a decline during
COVID. He said they are seeing a rebound that had been led by industrial and apartment transactions,
but office and retail had been slow and led to uncertainty around price discovery.

MR. ROBINSON moved to the next slide which focused on the REIT markets. He said that REITs
took a beating but had rebounded the past year.

He highlighted the comparison of how various region and property sectors within the global REIT
market were trading compared to their net asst values.

DR. JENNINGS asked MR. ROBINSON to comment on whether global REITs were still real estate;
MR. ROBINSON said that various indices were starting to include more sectors that historically have
not been real estate, such as tech infrastructures. He said that it was their opinion that it was becoming
more of a gray area, but they were comfortable with them being in REITS that may have exposure to
nontraditional real estate properties.

MR. ROBINSON said that the next slide was a snapshot of the capital flows for open-end real estate
funds. He said they were seeing several of the high-demand real estate funds have considerable entry
queues with projections of up to a year and a half before capital gets place into their funds or gets
invested.

MR. ROBINSON said Callan created the real estate indicators slide after the GFC. He said that it
showed the most advantageous times to buy and sell real estate. He commented that currently it was
a mixed bag of metrics, compared to historical marks.
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MR. GOULD said that in terms of performance of the portfolio, the real assets portfolio performed
well overall, was consistent with the benchmark over the long-term periods. He noted that public real
estate performance over the last year had been a strong driver. He noted that in the real assets, the
non-real-estate portion, there were some components of that return that had legacy investments in the
composite that were no longer part of the portfolio, which included MLPs that were about 12.5 percent
of the portfolio and energy which was still in the portfolio but no longer part of the strategic target.

MR. GOULD said that private real estate had performed very well compared to the NCREIF Total
Index with a strong long term and short-term performance. He noted that the portfolio included core
separate accounts, core open-end funds and some non-core that had added to the performance. He
said the income was about 45 percent of the return.

MR. GOULD said that public real estate had a strong performance going back over the last 10 years.
He said the portfolio switched from an active strategy to an internally managed passive strategy
between 10 and 16 years ago.

MR. GOULD said that infrastructure had a very good net performance across that portfolio since the
plan invested in private infrastructure over 6 years ago. He said there had been an imbalance between
the two open-end funds, one of them performed well and the other one did not perform as well but
was still performing in line with the benchmark.

MR. GOULD noted that farmland was a bit more of a mix but overall was a steady performer. He
said that timber had been challenged but not dramatic negative returns. He said they had consolidated
managers into one account and are looking to see an uplift.

MR. GOULD said that in terms of progress over the last year, they had made a significant amount of
progress across each of the components over the last few years and as previously mentioned, they had
adopted the ability to use leverage in the core portfolio.

MR. GOULD said that with non-core they had continued to consider re-up opportunities very
strategically. with the approvals of KKR and Almanac. He said those had been strong performers and
they would continue to look at those at re-up opportunities as well as other strategies that could
potentially be a fit.

MR. GOULD said there were no recommendations for changes to the infrastructure portfolio. He
said they do not recommend rebalancing out of it because the funds had a very long deployment path,
so their entry queues were quite long.

MR. WILLIAMS asked if they were thinking about getting rid of timber as it is listed at zero to 10
percent or was the focus to keep 10 percent for timber; MR. GOULD said that they thought it would
be okay to let timber wind down naturally without having to force an exit if the dynamics of the asset
class warranted that. That if it naturally dips down to a level where it would not be impactful then
they could start thinking about letting it go down to zero.

MR. GOULD showed slide 26 which covered core real estate and farmland - the two areas with
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allocation recommendations to get to the target weights. He said that slide 27 was a recap of the
recommendations to continue the course.

K. Real Assets Action Items - Plan & Guidelines

MR SIKES referred to page 473 of the Board packet and explained that the staff prepared an annual
real assets investment plan to review performance, structure, objectives, and strategy of the portfolio.
A real assets investment plan for FY2022 had been developed by the staff with help from Callan. He
said that for FY2022 the plan was to make additional investments in core real estate and farmland.
The recommendations for FY2022 were to invest $400 million in core real estate over time to meet
the allocation requirements; $125 million of allocation had already been approved for Sentinel. He
stated that an allocation of an additional $140 million to UBS to reinvest financing proceeds and
increase the investments in core open-end funds by $135 million. He said they would explore non-
qualified structure for the existing J.P. Morgan Strategic Property Fund, continue to consider non-
core investments on a selective basis, and adjust the REIT position as needed during quarterly
rebalancing; and invest $300 million in farmland over time to meet the allocation requirements. He
recommended the approval of Resolution 2021-11 which would adopt the Real Assets Investment
Plan for FY2022.

Action: Resolution 2021-11
MS. HARBO so moved. MR. HIPPLER seconded the motion.

A roll call vote was taken, and the action item passed unanimously.

L. Actuarial Resolutions - FY2023 Contribution Rate Setting
MR. HIPPLER explained that there were seven resolutions listed, however 2021-04, 2021-07 and
2021-10 would be discussed at the October 11" meeting.

1. History of PERS/TRS Employer Contribution Rates
Action: Resolution 2021-05
On behalf of the Actuarial Committee, MR. HIPPLER moved to adopt Resolution 2021-05 regarding
setting a contribution rate for the public employees’ Defined Contribution Retirement Plan retiree
major medical insurance rate FY2023.

A roll call vote was taken, and the action item passed unanimously.

Action: Resolution 2021-06
On behalf of the Actuarial Committee, MR. HIPPLER moved to adopt Resolution 2021-06 relating
to the FY2023 employer contribution rate for public employees’ Defined Contribution Retirement
Plan occupational death and disability benefits.

A roll call vote was taken, and the action item passed unanimously.

Action: Resolution 2021-08
On behalf of the Actuarial Committee, MR. HIPPLER moved to adopt Resolution 2021-08 relating
to the FY2023 employer contributions rate for the Teacher’s Defined Contribution Retirement Plan
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retiree major medical insurance rate.

A roll call vote was taken, and the action item passed unanimously.

Action: Resolution 2021-09
On behalf of the Actuarial Committee, MR. HIPPLER moved to adopt Resolution 2021-09 relating
to the FY2023 employer contribution rate for the Teachers’ Defined Contribution Retirement Plan
occupational death and disability benefit rate.

A roll call vote was taken, and the action item passed unanimously.

2. JRS Contribution
MR. HIPPLER noted that the JRS contribution was listed on the agenda but there was no action item
associated with it and asked if there were any questions regarding it. As there were none, CHAIR
JOHNSON stated that it was a matter of record for information.

UNFINISHED BUSINESS - None.
NEW BUSINESS - None
OTHER MATTERS TO PROPERLY COME BEFORE THE BOARD - None.

PUBLIC/MEMBER COMMENTS

MR. SIMARD stated that he was a member of the board of 350Juneau and a librarian retired from
the State of Alaska. He referenced his previous testimony regarding the risks to the retirement fund
investments posed by climate-related litigation against the fossil fuel industry. He said the cases were
mostly public nuisance cases that sought reimbursement for damages. He stated that most of the cases
have been successful in remaining in the state court systems. He noted that there was a growing
amount of human rights cases involving indigenous communities and migrants who were considered
to be climate refugees.

MR. SIMARD referred to a case filed in Vermont against ExxonMobil, Shell, and others. The suit
would require that oil sold in Vermont be labeled as dangerous to the health of the global climate
when it’s used as intended. The suit claims that oil producers have waged a disinformation campaign,
depriving Vermont consumers of the information needed to make informed choices in the use of the
oil products.

MR. SIMARD stated that he would like the Board to protect the investments by divesting from risky
and threatened oil stocks and ensure transparency to the public, so Alaskans came educate themselves
about the economic risks as well as the ongoing damage to the global climate.

CHAIR JOHNSON thanked MR. SIMARD for his testimony.

INVESTMENT ADVISORY COUNCIL COMMENTS
DR. MITCHELL congratulated MR. HANNA on the very excellent performance.
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DR. MITCHELL noted that he disagreed with Callan and others on their views of inflation. He said
that he thought that inflation will be higher and last longer than the consensus expects and thought it
would be interesting for the staff to look at what the portfolio would do in a 4 percent inflation
environment. He noted that he liked the presentation on crypto and blockchain and found the
presentations to be well done..

DR. MITCHELL commented that real assets was an asset class that was not needed. He said a
portfolio could do well without real assets, however they are valuable when other assets were not
performing well. He went on to compliment the staff for having real assets and noted the assets were
not always easy to get rid of or get into so having a good helmsman like Steve Sikes was very
important.

MS. RYERSON echoed the compliments of DR. MITCHELL to MR. HANNA and staff. She noted
that there were two pages of the actuarial presentation that were not touched on very much, and those
were Scenarios 1 and 2. She noted that Scenario 1 was what the actuaries thought the state
contribution would be at 7.38, and Scenario 2 was what it really would be, even with smoothing, at
almost 28 percent return. She also noted the savings in state contributions of $59 million, and TRS
$34 million, which, over the 5-year period increased to $246 million.

DR. JENNINGS stated that there had been questions about ESG and DEI issues and shared insights
that had caught his attention. He noted that women had higher returns that men, that single women
were best, single men were worst, and the married couples were in the middle. He quipped that it
meant that marriage made men smarter and women dumber.

DR. JENNINGS said that studies found that diversity in teams could lower the risk and emphasized
male-female diversity and the generational diversity. He noted that wider the age range, the more
impact it had on a reduction.

DR. JENNINGS then complemented MR. HANNA and MR. SIKES on the meeting and how well it
went.

TRUSTEE COMMENTS

MS. HARBO thanked the staff of Treasury and DRB for the excellent presentations and the work that
went into organizing the meeting. She also noted that she agreed with DR. MITCHELL on his
inflation prediction.

MR. WILLIAMS complimented staff on the excellent returns and the well-organized meeting. He
said he thought the presentations were well aligned with what they were doing. He also noted that he
was glad they did not rush to decisions on some of the action items and was glad that the meeting on
October 11" would be a much deeper discussion on those items.

MR. HANNA noted that they had 68 days until the next main ARM Board meeting and noted that
the December meeting would be focused on private equity, and that Callan and staff would present
the annual plan. He also noted that in December the actuaries would begin their experience study,
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which they complete every 4 years.

FUTURE AGENDA ITEMS - None.

ADJOURNMENT

There being no objection and no further business to come before the board, the meeting was adjourned

at 12:34 p.m. on September 24, 2021, on a motion made by MS. HARBO and seconded by MR.
KROHN.

Chair of the Board of Trustees
Alaska Retirement Management Board

ATTEST:

Corporate Secretary

Note: An outside contractor recorded the meeting and prepared the summary minutes. For in-depth discussion
and more presentation details, please refer to the recording of the meeting and presentation materials on file
at the ARMB office.
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State of Alaska

ALASKA RETIREMENT MANAGEMENT BOARD

MEETING

Videoconference

MINUTES OF
October 11, 2021

Monday, October 11, 2021

CALL TO ORDER

CHAIR ROBERT JOHNSON called the videoconference of the Alaska Retirement Management
Board (ARMB) to order at 9:00 a.m.

Nine ARMB trustees were present at roll call to form a quorum.

ROLL CALL

Board Members Present
Robert Johnson, Chair

Bob Williams, Vice-Chair

Gayle Harbo, Secretary

Lorne Bretz

Allen Hippler

Commissioner Lucinda Mahoney
Dennis Moen

Donald Krohn

Commissioner Paula Vrana

Board Members Absent
None.

Investment Advisory Council Members Present
Dr. William Jennings

Dr. Jerrold Mitchell

Ruth Ryerson

Department of Revenue Staff Present
Zachary Hanna, Chief Investment Officer
Pamela Leary, Director, Treasury Division
Brian Fechter, Deputy Commissioner
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Scott Jones, Head of Investment Operations, Performance & Analytics
Ryan Kauzlarich, Accountant V
Alysia Jones, Board Liaison

Department of Administration Staff Present

Ajay Desali, Director, Division of Retirement & Benefits

Kevin Worley, Chief Financial Officer, Division of Retirement & Benefits

James Puckett, Deputy Director, Division of Retirement & Benefits

Emily Ricci, Health Care Policy Administrator, Division of Retirement & Benefits

ARMB Legal Counsel Present
Benjamin Hofmeister, Assistant Attorney General, Department of Law
Rob Schmidt, Assistant Attorney General, Department of Law

Consultants, Invited Participants
Steve Center, Callan

Paul Erlendson, Callan

David Kershner, Buck

Scott Young, Buck

Tonya Manning, Buck

Paul Wood, Gabriel Roeder Smith
Bill Detweiler, Gabriel Roeder Smith

Others Present

Randall Burns, RPEA President
Kris Erchinger, Public
John Davies, Public
Douglas Gregg, Public
Bill Hill, Public

Steven Bradford, Public
Melody Douglas, Public
Arthur Allen, Public
Luann McVey, Public
Brad Owen, Public
Wendy Wolfe, Public

I1l.  PUBLIC MEETING NOTICE
Board Liaison ALY SIA JONES confirmed that public meeting notice requirements had been met.
IV.  APPROVAL OF AGENDA

MS. HARBO moved to approve the agenda. COMMISSIONER MAHONEY seconded the motion.
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V. PUBLIC/MEMBER PARTICIPATION, COMMUNICATIONS AND
APPEARANCES

MS. JONES said that they had received 45 written comments related to the meeting topic and all
were in opposition to the market value reset. Written testimony had been received from: Randall
Burns on behalf of the Executive Board of the Retired Public Employees of Alaska, James
Dennis, Joan Williams, Al Setera, Shonti Elder, Nils Andreassen, Ruby Hollembaek, TJ
O'Donnell, Arthur Nash, Siri Hari Hari Singh Khalsa, Mary Chouinard, G. Higgins, Tyler
Henegan, Joseph Liddle, Heidi Wimmer, Ryan Quigley, Raven Amos, Cheryl Cameron, Brittany
Cioni-Haywood, Steve Click, Russ Newell, Barry Johnson, Scott Raygor with the Alaska
Professional Firefighters, Nick Clark with the Fairbanks Firefighters Union, Tom Richards, Dan
and Randy Busch, Victoria O'Connell, Caroline Venuti, Katherine Peterson, Emily Becker,
Representative Zach Fields, Silvia Burford, Tom Klaameyer with NEA-Alaska, Jake Metcalfe
with ASEA AFSCME Local 52, Douglas Blockcolsky, Lon Garrison with the Association of
Alaska School Boards, Mary Burtness, Kirsten Poss, Alexei Basargin, Duncan Marriott, Sheryl
Baechler, Forrest Kuiper, Luann McVey, Pamela Lloyd, and Paul Miranda with the Alaska
Professional Firefighters Association.

CHAIR JOHNSON noted that there were six people present to provide testimony and invited MR.
RANDALL BURNS to speak.

MR. BURNS said that he was the President of the Retired Public Employees of Alaska and was
speaking on behalf of the Executive Board of the Retired Public Employees of Alaska, representing
over 4,000 members that take exception to the proposal before the ARM Board.

MR. BURNS said that the RPEA understood the economic pressures on the state’s annual operating
and capital budgets but given the present difficulties in the increasingly complex economic climate,
the RPEA did not feel that the timing was right and that it would never be right to abandon the long-
held sound fiscal policy. He said there was a reason why successful fund managers relied upon the
actuarial approach to the valuation of assets as opposed to relying on a current market evaluation. He
noted that one of the slides at the meeting in September had a slide titled “Why Do We Perform
Actuarial Evaluations?” which listed many reasons for that practice. He said they understood that the
recent market gains suggested that abandoning the AVA approach and adopting a market valuation
of assets would bring substantial short-term gains to the state’s general fund balance sheet. He said
they also believed that introducing policy changes in the management of the state’s retirement funds
just to take advantage of recent market gains failed to fully appreciate the current tenuous financial
conditions facing global markets.

MR. BURNS said that the RPEA asked that the Board maintain the commitment to well-established
actuarial calculations when setting the contribution rates.

MS. ERCHINGER was next and said that she was a former Trustee of the ARMB and thanked the
Board for all their hard work. She noted the agenda of the meeting and said that although recent high
investment returns offered a tempting opportunity to propose the change, it would reduce required
state assistance payments in the current year. She said that the timing of the change did not appear to
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reflect actuarial best practice. She said the change would run counter to past difficult decisions made
by the Board to promote consistency, follow actuarial best practice, reduce rate volatility, smooth
investment gains and losses, and minimize long-term plan costs by maximizing investment earnings
to fund the majority of the plan benefit payments. She encouraged the committee and the Board to
stay the course and maintain the current practice of valuing plan assets using the actuarial value of
assets approach.

MR. DAVIES was next to speak saying he was from Fairbanks and a former legislator and North Star
Borough Assembly person and currently the Chair of the Audit and Finance Committee of the Board
of Regents, but that he was speaking just for himself. He said that he was opposed to the idea without
very careful analysis of the risks which he thought were not presented in the proposal. He said he
was in the Legislature in the 90’s when they made what they thought were modest changes to the
contribution rate, which created the huge deficits that they were currently trying to dig out from under.
He said the changes were based on consultants that had no skin in the game and that it was up to the
ARM Board to make prudent investor decisions that were required. He said it was important that they
did not make a decision based on one single good year, but to follow the best actuarial practices of
looking at the long-term picture.

MR. GREGG spoke next stating that all investors were aware that the value of the portfolio at the
current market did not give accurate information about the true value. He said that they had adopted
the asset smoothing method in 2006 and were still with a multibillion unfunded liability. He said that
changing from a smoothing method to a point-in-time method was counter to accepted best
accounting practices and could result in the lowering of the state’s credit rating and was a blatant
political maneuver threatening the beneficiaries and the retired employees.

MR. HILL was next, stating that he was with the Bristol Bay School District. He said that they needed
to recognize the unfunded liability that continued with the retirement system and not take any action
that could potentially cause any further disruption. He urged the Board to maintain a five-year average
that would have a positive impact on the state’s obligation moving forward.

MR. BRADFORD was next to speak saying that he was from Juneau and that he believed that the
CCA PPC white paper published in October of 2014 should be followed, that restarts of smoothing
periods should not be used, and the asset smoothing period should not be reduced from five years to
three years and urged the Board to vote against the proposal.

MS. DOUGLAS spoke next saying that she was a resident of the Kenai Peninsula and a retired CFO
for the Kenai School District. She said that she was the Associate Executive Director for the Alaska
Association of School Business Officials and wanted to be on record opposing the proposal before
the ARM Board.

MR. ALLEN spoke next stating that he was a TRS and PERS member. He said that he opposed the
change of plan for how TRS and PERS was funded. He said he thought it was very shortsighted to
move forward on a one-year growth.

MS. MCVEY was next saying she that was from Juneau and had submitted her written testimony.

Alaska Retirement Management Board — October 11, 2021 DRAFT Page 4 of 23



She noted that she was a 66-year-old retiree and that she had been a teacher and spent 29 years in
Juneau paying into the Teachers’ Retirement System and had expected to support herself after she
retired. She urged the Board to veto the plan.

MS. JONES said there were no further people to give oral testimony but had received five additional
comments in opposition to the reset to market value from Tom McKenna, Leon Jaimes, Janice
Caulfield, Maureen Conerton, and Linda Schandelmeier.

VI.  FY2023 CONTRIBUTION RATES

A. Discussion of Resetting to Market Value of Assets at 6/30/2021
CHAIR JOHNSON introduced COMMISSIONER MAHONEY noting that she would be presenting
resetting to market value of assets

COMMISSIONER MAHONEY reminded the board the catalyst for this discussion was a $7 billion
increase in the asset value in 2021. She reminded the board of the reset to market value implemented
with a $3 billion increase in 2014. She said that they had also requested additional analytical data to
consider a three-year smoothing as another option, plus an evaluation of the normal cost contribution
for the healthcare plans.

COMMISSIONER MAHONEY noted that the proposals that were to be evaluated would not impact
the benefits to beneficiaries and there would be no impact to the employers other than the State of
Alaska. She said their duty was to manage and invest the assets in a manner to meet the liabilities
and obligations of the funds so that the members and beneficiaries received their full benefits. She
said that two actuaries had reviewed the data and had a difference in their opinions. She said one
actuary thought a reset constituted a bias that would be subject to disclosure, the other did not agree
with that. She reminded the Board that the Veterans fund was 191 percent funded and the health
plans were 133 percent and144 percent funded.

COMMISSIONER MAHONEY said that on page 51 of the packet, there was forecasted fiscal data
from Buck that showed that if the normal cost spending of the health plans were redirected, the
forecasted plan would still exceed over 100 percent funded throughout the amortization period in
2039, the last year of payments. She said that in the last year of payments, the health funds were
estimated to be at 116 percent for PERS and 148 percent for TRS.

MS. HARBO said that she believed the 2014 reset was a condition of the Legislature, not the Trustees,
to reset the value; COMMISSIONER MAHONEY said that MS. HARBO was correct, the
Legislature did redirect, and the Board cooperated with the redirection from the Legislature; MS.
HARBO said that if they did not cooperate, they would not have received $3 billion.

CHAIR JOHNSON agreed with the discussion of the reasoning behind the reset in 2014 and said that
it was a different kind of reset at that time.

MS. HARBO commented on the overfunding of the healthcare stating that prior to 2007 they
considered pension and healthcare funds commingled and in 2007 the separate trusts were established.
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She said in the late 1990s PERS and TRS were close to 100 percent funded, but currently they were
not close to 100 percent funded if they consider the pension and healthcare funds together.

B. Review Statutes
CHAIR JOHNSON introduced MR. HOFMEISTER to review the statutes.

MR. HOFMEISTER started with AS 37.10.210(a) which discussed the ARM Board’s fiduciary
obligation. He said the fiduciary obligation required the ARM Board to make decisions consistent
with standards of prudence and to manage and invest assets entrusted to the Board. He said there was
a reference to AS 37.10.071 which was the fiduciary obligations for boards that managed state trusts
and investments.

MR. HOFMEISTER said the provision of that statute that most captured the precedents for the
meeting was that the fiduciary of the state fund, which was the ARM Board, exercises power of an
owner in regard to the assets it manages, performing proper acts to administer the assets, and engage
in the prudent investor rule. He noted that one member of the Advisory Council filed a written opinion
that mentioned that part of AS 37.10.071 that said the fiduciary will exercise the fiduciary duty in the
sole financial best interests of the fund entrusted to the fiduciary.

MR. HOFMEISTER noted the statute regarding the setting of the contribution rate was AS
37.10.220(a), specifically (8)(A) and (B). The first part was to set an appropriate contribution rate for
normal costs, the second part was to set an appropriate contribution rate for liquidating any past
service liability. He said that with normal costs there was discretion of what the ARM Board could
do. They had to consider a lot of different factors such as hiring experts, actuaries, accountants, and
lawyers to help make the decisions. He said in terms of evaluating any decision the ARM Board
needed to make, was consideration of the diminishment clause, found in Article XII, section 7 of the
Alaska State Constitution which stated “Membership in employee retirement systems of the state or
its political subdivision shall constitute a contractual relationship. Accrued benefits of these systems
shall not be diminished or impaired.” He went on to discuss the “rules” which came from particular
Alaska Supreme Court cases. He listed the rules as the Hoffbeck rule, the Sheffield rule, and the
Gallion rule.

MR. HOFMEISTER said that the Hoffbeck rule was from the 1981 Alaska Supreme Court Case of
Hoffbeck vs. Hammond. He explained the Hoffbeck rule stated that “The right to benefits vests when
the employee enrolls in the retirement system, rather than when the employee is eligible to receive
benefits.”

MR. HOFMEISTER said the Sheffield rule added more to the Hoffbeck rule stating, “When we speak
of the level of rights and benefits protected by this statute, we mean the practical effect of the whole
complex of provision.”

MR. HOFMEISTER said the Gallion rule would be the most helpful to the Board in making the
decision. He explained that this was derived from Gallion vs. the Municipality of Anchorage, which
involved a police and firefighters pension fund that had three different plans - plan 1, plan 2, and plan
3. He said plans 1 and 2 were over funded, plan 3 was underfunded and each plan was treated
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separately. He said the municipality decided to get plan 3 to a funded status by combining all three
plans. Plan 1 was funded at 130 percent, plan 2 at 112 or 115 percent and plan 3 was funded at 89
percent, the combination of all three would have led to all three plans being between 99 and 102
percent funded. He said members of plans 1 and 2 filed a lawsuit arguing their rights were diminished
in terms of the financial integrity of the plans and that the surpluses in their plans were being used to
make up for the underfunded plan. He said the rule that came out of that case was, “Members have
the vested right to actuarial soundness in their plans.”

MR. HOFMEISTER said that one of the questions assigned to him was in regard to the 105 percent
issue which came from the application of the Ad-Hoc Post-Retirement Pension Adjustment. He said
it only applied to Tier | employees. It was in effect for PERS from 1980-1986 when it was repealed,
and for TRS from 1980 to 1990. He said the Ad-Hoc Post-Retirement Pension Adjustment was a
cost-of-living adjustment that allowed the administrator of the plan to allow for a cost-of-living
increase. He said in 2005 when SB141 was being contemplated, the Legislature amended the repealed
statutes to include a provision that stated; “When the administrator determines that the cost of living
has increased, and the financial condition of the retirement fund permits, the administrator shall
increase benefits to persons receiving benefits under the plan. For purposes of this subsection, the
financial condition of the fund would only permit an increase in benefits when the ratio of total fund
assets to the accrued liability meets or exceeds 105 percent.” He noted that change was not a means
of distributing surpluses, the DRB would have to determine whether or not there was a higher cost of
living adjustment that could be given under the Ad-Hoc Post-Retirement Adjustment as compared to
the current statutory Post-Retirement Adjustment. He stressed that the 105 percent provision was
neither a means for distributing surpluses or defining overfunding.

MR. HIPPLER asked if there was a potential obligation for the fund to be forced to distribute an
additional payment in the event of the plan exceeding 105 percent; MR. HOFMEISTER said it was
not an additional payment, that there would have to be a calculation of what the Ad-Hoc Post-
Retirement Pension Adjustment would be and what the current statutory automatic Post-Retirement
Pension Adjustment would be, and it would be an either/or option.

COMMISSIONER MAHONEY asked if he would provide a scenario of when an additional payment
would be made; MR. HOFMEISTER said that it was not an extra payment, it would be a different
way to calculate the payment. He said that between 1980 and 1986 for PERS, and between 1980 and
1990 for TRS was, “The amount of the increase in benefit payments may not exceed the greater of
the increase in the cost of living since the date of retirement or 4 percent of the retirement benefit
compounded for each year of retirement.” So DRB would end up having two calculations, one for
the years between 1980 and 1986 and then one for the years between 1980 and 1990. He said what
105 percent does, was to trigger the need to have that calculation done and then there would need to
be a comparison between that and the current automatic Post-Retirement Pension Adjustment
calculation would be. He explained that it would not result in an extra cost of living increase, but an
either/or situation and that would depend on which was greater, and which gave more benefits to the
members that were subject to those statutes at those times.

MR. WILLIAMS asked if there was any way the 105 percent rule kicks in on the healthcare side;
MR. HOFMEISTER said it was called the Post-Retirement Pension Adjustment and he did not

Alaska Retirement Management Board — October 11, 2021 DRAFT Page 7 of 23



believe it did.

CHAIR JOHNSON asked if the Gallion case was saying that it was the integrity of the fund, that if it
impacted the possibility of taking care of declines in investment revenues, and that was a concern to
the Supreme Court, that they found it a diminution; MR. HOFMEISTER agreed and said the word
the Alaska Supreme Court used was “financial” integrity and he said that members in those plans had
a right under the diminishment clause, to actuarial soundness and the decisions that were made as to
their plan individually, not as a whole between the three plans, even though it was administered by
the same board; CHAIR JOHNSON said that the actuarial soundness in that situation was going to
be 99 to 102 percent funded with blending, but the Supreme Court said that was still a diminution;
MR. HOFMEISTER again agreed and explained there was an argument made by the municipality
that came up during the course of the opinion that there would be no actual diminishment to individual
members in terms of what they would receive in their benefits. The Alaska Supreme Court said, “We
don’t need to decide that because we have already decided that each plan member has a right to
actuarial soundness in their individual plan.”

C. Discussion of FY2023 PERS/TRS Additional State Contributions
CHAIR JOHNSON invited MR. WORLEY to speak along with representatives from Buck.

MR. WORLEY said that MR. KERSHNER would walk through the presentation.

MR. KERSHNER started his presentation with page 14 of the Board packet.

He said they were asked to provide a summary that showed all the different scenarios that had been
discussed previously, along with some additional scenarios. He said the projections were based on
2020 valuations and did reflect SB55 which went into effect on July 1 for PERS. He noted that under
SB55, the state contributes the full actuarially determined contribution rate. He said that not only
were the additional state contributions affected, that the state-as-an-employer contribution was
affected which was why the slide showed numbers split out separately for PERS, but for TRS it was
just the additional state contributions that were affected. He said scenario 1 was to give the Board an
idea of where they were and what was being projected to happen based on the 2020 valuations,
assuming they earned 7.38 percent return in FY2021. He said scenario 2 reflected the actual FY2021
market return of 28 percent based on the preliminary asset statements. He noted that scenario 2 was
the current state of projections going forward and that scenario 3 was exactly the same as scenario 2
except it involved a reset of the actuarial value to the market value effective 6/30/21 and then from
that point forward they continue to smooth over five years. He said scenario 4 was compared to
scenario 2 because scenario 4 does not involve a reset, that the only thing scenario 4 differs in versus
scenario 2 is that going forward beginning in 2021, instead of smoothing over five years, they were
going to smooth over three years.

MR. KERSHNER said that the slide showed the three proposals being considered as: Do nothing, as
scenario 2 showed; reset the actuarial value to market value and continue the five-year smoothing
showed as scenario 3; and no reset but change the smoothing to three years starting in FY2021 shown
as scenario 4.

MR. WILLIAMS said if we went to three-year smoothing, it’s going to become just a lot more
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volatile, and there’s certain years where it would have been disastrous. He then asked why the adverse
returns presented did not consider a negative return like in 2008 when they were down 20 percent;
MR. KERSHNER said that a three-year smoothing would introduce more volatility in contributions
and they did not recommend a three-year smoothing, that the three-year scenario was shown to
illustrate one of the proposals that was brought before the ARM Board. He said their recommendation
was to not go to a three-year smoothing because of the risk of increased volatility. Regarding the
adverse returns, he said that they were illustrative only to demonstrate what would happen with two
years of adverse returns.

COMMISSIONER MAHONEY interjected that they were the ones who requested Buck run an
option of three-year smoothing as a comparison point to understand how much volatility a three-year
smoothing would have relative to a five-year smoothing.

MR. KERSHNER said that slide 5 was a summary of the projection figures for FY2023 through
FY2031 for PERS and slide 6 was the exact same thing for TRS. He said the summary of the state’s
contributions to PERS through FY2039 in scenario 1 was projecting to be about $7.4 billion based on
an assumed return of 7.38 percent for FY2021 and scenario 2 reflected the actual return of 28 percent
and a projection of about $4.6 billion in state contributions, so a decrease of $2.8 billion because of
favorable returns in FY2021. He reminded the Board that the fundamental principle was that
contributions plus investment income, the amounts coming into the trusts have to, over the long term,
equal the amounts going out to benefits and expenses. He said if contributions were insufficient, then
the asset returns have to make up for the shortfall. But if there were excess investment returns, the
contributions come down, which is shown in scenarios 1 and 2.

MR. KERSHNER said scenarios 3 and 4 show a slight decrease of about $62 million in 2 versus 3,
and in 3 versus 4, a decrease of about $26 million, assuming that all future returns match the expected
return of 7.38 percent.

COMMISSIONER MAHONEY asked if the difference shown on table 2 and table 4, (the difference
between a five-year smoothing and a three-year smoothing) was $18 million; MR. KERSHNER said
that was correct; COMMISSIONER MAHONEY then asked if he would explain how $18 million
was relative to a multibillion-dollar fund; MR. KERSHNER said that it was not significant relative to
the size of the fund, but that $18 million was dependent on the adverse return scenario identified as
zero percent and 4 percent; COMMISSIONER MAHONEY asked if over the life of the fund was the
average return 9.3 percent; MR. KERSHNER said that he did not have the data going back to be able
to respond to the question; COMMISSIONER MAHONEY asked when they do the experience study
would it be a full Monte Carlo analysis on the likelihood of future returns; MR. KERSHNER stated
that they would use the GEMS model which was a Monte Carlo simulation of thousands of possible
outcomes of returns and inflation rates going forward.

MR. KERSHNER then moved on to slide 6 which showed the same information previously discussed
for PERS, but for TRS.

DR. JENNINGS commented that there were a number of state pensions that use a three-year
smoothing and possibly a four-year smoothing. He said there were anecdotes of shorter than five-
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year smoothing and some use corridors along with their smoothing.

MR. KERSHNER then moved to slide 8 as a graphical representation of PERS state-as-an-employer
contributions under seven different scenarios that he previously walked through. He said scenario 1,
the red line, was the projected PERS state-as-an-employer contribution’s assuming they earn 7.38
percent in FY2021. He directed the board’s attention to the line showing the asset gains and losses
that were being deferred or smoothed and noted that once they reached the end of the smoothing
period, the dollar amount projection increases due to amortization.

MR. KERSHNER said the solid blue line was scenario 2 and commented that it was similar to the
red line following the five-year smoothing period. He said the green line (scenario 3) was where they
take an immediate reduction due to resetting the actuarial value to market value. He said there were
no gains or losses to smooth. He said the green line then blends into the black (scenario 4) and blue
lines after FY2026.

MR. KERSHNER said that the black line which was smoothing over three years beginning in FY2021
and continuing with five-year smoothing for the FY2021 asset gains and losses.

CHAIR JOHNSON asked which of the lines would they be operating off of if it were simply a
continuation of the status quo; MR. KERSHNER said it would be scenario 2; CHAIR JOHNSON
asked if it was because they had to reflect the good earnings that they had; MR. KERSHNER said
that was correct.

COMMISSIONER MAHONEY asked if the difference between the status quo (scenario 2) and the
reset to fair market value (scenario 3) was $30 million; MR. KERSHNER said that through FY2039
in total state contributions, including the additional state contributions, would be approximately $62
million; COMMISSIONER MAHONEY asked if that included TRS; MR. KERSHNER stated no.

MR. WILLIAMS asked if it was accurate to say that the discussion in terms of using market value or
sticking with what they’ve done was would be that the state contribute $206 million less over the next
3 years?; MR. KERSNHER said that was accurate.

MS. MANNING explained that there were two things to consider. One being the effect on
contributions in the short term and also what the effect was on the volatility. She said they were
making a decision that had dollar impacts but they also had to consider committing to something that
had volatility impacts.

MR. KERSHER referred back to the graph on slide 8 of his presentation and explained that the dotted
lines showed adverse return scenarios and were color-coded to match their solid line counterparts.
He stated that the savings versus more volatility had to be evaluated as the board decides which option
to move forward with.

MR. WOOD asked MR. KERSHNER for clarification. He said his understanding of the discussion
was that ultimately they would have to make more contributions over a longer term if they reset the
actuarial value of assets. MR. KERSHNER responded that MR. WOOD was generally correct, noting
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that they were not projecting any additional state contributions after FY2039.

MR. WOOD stated that they were targeting the exact same accrued liability number to reach 100
percent funded, and based on the present value basis, that would not happen unless the projections
were extended beyond 2039. MR. KERSHNER said there was a savings through FY 2025, and then
there was an increase in contributions starting in FY2026 for that very reason. He agreed that by not
contributing the higher amounts in FY2023 through FY 2025, they would not get the earnings on those
higher contributions, that the market value at the end of the period was lower with the lower
contributions. He noted there were increases beyond FY2026, but they do not offset the savings from
FY2023 to FY2025.

MS. MANNING reiterated that this was a decision where one can look at the short-term cash needs,
which were important, but that the longer-term focus should be on the volatility that would be
introduced by any decisions being made.

MR. WOOD commented that MR. KERSHNER did a nice job with the presentation and that lines
would eventually converge. He said by lowering the contribution today you may end up having future
budgetary strain and pressure on that budget to bring the amount back up, versus it already being there
if they had stayed the course.

CHAIR JOHNSON recessed the meeting from 10:51 a.m. until 11:01 a.m.

D. Discussion of NGNMRS and “Normal Cost” & Statutory Requirements

MR. HOFMEISTER reminded the board of their power and duty under statute AS 37.10.220(a)(8)(A)
and (B). He said the definition for normal cost appeared in section (h) of AS 39.35.255 and AS
14.25.070 for both PERS and TRS, and that it was identical for each. He said that in this section,
“normal cost” meant the cost of providing the benefits expected to be credited, with respect to service,
to all active members of the plan during the year beginning after the last valuation date. He said the
military retirement system (NGNMRS) was set out in AS 26.05.226 and the ARM Board needed to
fund the system based on actuarial requirements of the system as established by the ARMB and to
administer the system. He noted NGNMRS was funded at 191 percent.

MR. HOFMEISTER said that they needed to consider the actuarial soundness and that if it was
actuarially sound, to zero out the contribution rate and to have the administration costs come out of
the surpluses that already existed, that was something the ARM Board could use to set an appropriate
rate for that particular plan. He noted that the definition of normal cost did not exist in the statute that
set the contribution rate or gave guidance to the power of setting contribution rates in Title 26.

COMMISSIONER MAHONEY asked if the Trustees could make a decision about whether or not
the funding level for the NGNMRS plan was sufficient and could vote to not fund the normal cost;
MR. HOFMEISTER said that he thought the ARM Board could set the appropriate contribution rate.
He explained that if there was a determination that the plan was managed to a point where it was
sufficient to meet all of its liabilities and obligations, then the contribution rate could be changed for
that particular plan. He also stated that all of the plans are different and the rule for one plan cannot
be transferred to another plan.
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CHAIR JOHNSON asked to what degree could they use those same principles to react to the normal
funding requirements for the health plan component of PERS and TRS - if the facts were that it was
overfunded, and actuarially sound, could they say the appropriate rate was zero or something less than
2.46 percent; MR. HOFMEISTER said that in looking at the history of how SB141 created the Board
and the statutes they were talking about, there was an indication that the normal cost for PERS and
TRS was to be the baseline, that if there was a situation of overfunding, that might necessarily be a
requirement for a statutory change. He noted that the health plan was different than the other pension
plans and would require a different kind of analysis based on the volatility of health care costs and an
aging membership.

MR. HIPPLER asked if they suggested a zero percent funding of normal cost, they could accompany
that with a request for a change in statute because of conflicts with statutes that use normal cost for a
baseline; MR. HOFMEISTER said for PERS and TRS, yes.

CHAIR JOHNSON said that as he understood it, they had been setting a rate and then letting the
administrator of the system allocate it appropriately; MR. WORLEY said that for the past few years,
Buck provided a schedule they would use for the resolution that would show the additional state
contribution allocation and last year all of it was included to pension and zero to health. He said
initially after the $3 billion infusion, there were allocations made to the pension and health. He said
that because the funding levels were rising in the health trust and because of things that the health
team within the Division were working on such as EGWP, it was determined that they had great
standing for the healthcare trust.

CHAIR JOHNSON asked MR. HOFMEISTER if he saw a problem with that tradition; MR.
HOFMEISTER said he did not. He added that it went back to the power and the duty of the Board
and was troubled if they were talking about changes to the PERS and TRS because of the mandatory
language of the statute. He reminded the Board that the initial discussion was about the NGNMRS
plan, and it was under a different set of statutes. He said that the ARM Board could not propose
legislation, the governor’s office and/or individual legislators can and if any of them wanted to make
any statutory change that was recommend by a board or agency, they could do so.

COMMISSIONER MAHONEY stated that Buck had performed an analysis on the forecasted impact
of what the fund would look like through FY2039 with and without the normal cost contribution for
health and suggested now may be an appropriate time for MR. KERSHNER to present that; MR.
KERSHNER said that the chart on page 8, item (b) which was a response to a question of “What
would the healthcare -- the PERS and TRS healthcare funded ratios look like going forward if we did
contribute the normal cost versus if we did not contribute the normal costs?” MR. KERSHNER
directed the board’s attention to the two left-hand columns for PERS and TRS and noted that it was
the current funded status projections for the healthcare trusts. He said the two right-hand columns
were the projections assuming that no money was deposited in those years to the healthcare trust for
the normal cost He said the funded ratios in 2039 for PERS would be reduced from 140 percent to
116 percent and for TRS, from 168 percent to 148 percent. He noted that all future experience was
matched to the assumption, so there would be no asset gains or losses after FY2021, and no healthcare
experience gains or losses after FY2021. He said the predictions assumed no change to the current
assumptions. He said that as part of the experience study they were likely to lower the 7.38 percent
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investment return assumption, and if that was done, it would increase liabilities which would make
the projected funded ratios lower than projected in the presentation.

MR. WILLIAMS said that looking at page 8, it appeared they had the capacity to not contribute to
normal cost and would still be adequately funded. He then asked MR. HOFMEISTER how much
risk could they take if they wanted to not contribute to the normal cost; MR. HOFMEISTER said that
it depended on whether or not they were diminishing the benefits. He explained that when he said he
was troubled, he said he was troubled by the mandatory provisions of the statute and whether or not
the statute in 37.10.220(a)(8) and whether or not the Board had the ability to set an appropriate
contribution rate. He said he did not know the answer. He explained that with the numbers presented
by the actuary they were in a better position to defend a diminishment claim because underfunding a
plan or shifting surpluses was not at issue. The question was whether or not the plan can operate on
its own without the need for continued contributions. He further stated that there were many
unknowns associated with healthcare costs and that the Board needed to take the information from its
actuaries and make a decision.

CHAIR JOHNSON invited MR. YOUNG to speak about the chart located on page 51 of the packet.

MR. YOUNG said that there was more uncertainty with healthcare costs than pension benefits due to
several factors that are volatile and beyond their control. He noted that one of the things that had
reduced the cost significantly had been the new prescription drug contract negotiated with OptumRXx.
He said those such contracts are renegotiated periodically with different vendors and are sometimes
favorable when the contract is negotiated for the future. He said that for people with Medicare, the
plan was secondary and things such as EGWP that was implemented in 2019 created a large reduction
in costs.

MR. DESAI said that when they receive the contribution according to the statute, it is for the system,
so once the contribution is received they cannot transport the funds from plan to plan. He asked if
when funds were received that were not net allocated, were they allowed to allocate the funds
appropriately and was there a problem with allocating the funds into the pension fund for the normal
cost that they receive from the health contributions; MR. HOFMEISTER said he understood what
he was asking and that it went back to the Gallion case. He said those contributions were based on
the individual plans that would ultimately benefit the members. He explained that when the decision
was made to split the plans with SB141 in 2005, they were to be treated differently. He said the funds
that go into one, cannot be diverted to another, it would cause a problem with the diminishment clause.

COMMISSIONER MAHONEY asked if a plan was overfunded, which seemed as if it would be a
criterion for determining actuarial soundness, would that be considered to be actuarially sound; MR.
HOFMEISTER said there was a strong argument for that, but MR. DESAI was asking whether or not
one could take the contributions for one plan and apply them to another which would be a different
scenario that would violate Gallion. He stated that the original scenario raised involved zeroing out
the contribution rate and that was a different call.

CHAIR JOHNSON asked about the appropriateness of the administrator allocating as it saw
appropriate and fit. MR. HOFMEISTER said that they are separate plans now and that diverting to a
different plan would violate Gallion.
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MR. WILLIAMS referred to the PERS and TRS healthcare funded ratio table, found on page 50 of
the packet. He noted that the descriptions listed for the changes in the healthcare funded ratios were
not related to market returns. He stated that it appeared to have more volatility than the pension
systems and that he might be in favor of zeroing out those normal costs but wanted to hear from MR.
HOFMEISTER.

MR. HOFMEISTER responded that he would want to explore the issue more on both a legal level
and in terms of actuarial soundness. He re-emphasized that the plans are different and other factors
need to be considered in each one of those determinations.

CHAIR JOHNSON acknowledged MR. HOFMEISTER’s comments and asked the Board to work
towards finding a rate today, and then set the stage for clarification in future years on the normal cost
issue.

CHAIR JOHNSON recessed the meeting from 11:53 a.m. until 1:00 p.m.

E. Review of Trustee Questions and Responses
CHAIR JOHNSON asked MR. HIPPLER if he would organize the deliberations.

MR. HIPPLER reminded the Board that during an Actuarial Committee meeting they had decided to
reconvene to address a reset to fair market value or a change in smoothing, in addition, discuss further
changes to normal cost and the funding. Multiple questions from Trustees were collected and some
responses from their expert advisors received. He said answers to the questions began on page 38 of
their packet..

CHAIR JOHNSON asked representatives from Buck, Callan, GRS, IAC, and Law to deliver any oral
presentations that may supplement the written materials they provided previously.

CHAIR JOHNSON asked MR. KERSHNER from Buck if he had any items to elaborate on; MR.
KERSNHER said that he did not.

CHAIR JOHNSON asked if anyone had questions or comments for Buck; with no response, he asked
MR. CENTER of Callan if he had any additional comments to the materials he provided to discuss;
MR. CENTER said that Callen was not currently aware of any other public fund clients that were
contemplating similar changes as a result of recent market performance.

CHAIR JOHNSON asked if anyone had projections that would suggest that the upcoming fiscal year
would be as good as the last one; MR. CENTER said that he wished he could answer that. He said
that the performance experienced in the last fiscal year had far exceeded their projections, which was
typically a signal that the next year may not be quite as good.

MS. HARBO asked if he could confirm that there were many other public finds which had returns
greater than 30 percent; MR. CENTER said that for the 12-month period ending June 30", it was not
uncommon to see returns north of 25 percent; MS. HARBO asked if any of them had changed their
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method of market value of assets; MR. CENTER confirmed that none had.

CHAIR JOHNSON asked if MR. WOOD from GRS had additional comments; MR. WOOD said he
did not but would be happy to answer any questions.

CHAIR JOHNSON asked if he would elaborate more on the extent to which he saw problems under
Accounting Standard 44 that might be implicated by a change of the type proposed.

MR. WOOD clarified that it was the Actuarial Standards of Practice No. 44. He said the concern was
the talk of systematic bias in an actuarial valuation method, that this would be the second time they
were resetting the actuarial value method. He said it seemed as though the actuarial case for resetting
the value was very difficult to make; that it may be more of a political or policy decision, and that the
actuarial case was difficult to make. He said the standards of practice did not disallow bias, but they
had to disclose that in the reports. He said that it was their opinion that if it did go forward, that Buck
have a rationale for the change and they disclose that rationale that there was some form of bias in the
method.

DR. JENNINGS said that he thought that moving averages would unambiguously be biased. He said
it would be like changing the way they were calculating a moving average, but if they spent less than
the portfolio was earning, the portfolio would be growing, and the current market value would be
above the moving average. He said that depending on the spending level versus the earnings in a
particular year, there would be some bias. He said he would argue that the goal was not to maintain
a pure moving average, but to figure out the best way to ensure that the beneficiaries got paid and that
it seemed to him that market value was the way to avoid any kind of smoothing bias.

DR. JENNINGS said that in reading the actuarial standard of practice, the norm seemed to be in their
standard that deviations from market value had to be justified and explained, that they characterize
market value as fair value. He quoted that: The actuary should select a valuation method that’s
designed to produce actuarial value of assets that bear a reasonable relationship to the corresponding
market value. He said the standard also mentioned that actuaries could reasonably incorporate
changes in a sponsor’s objectives. He said the predecessors used the five-year smoothing, both before
and after closing the plan, and that standard of practice mentioned that freezing a plan was explicitly
a reason that it could be revisited. He also referenced the NASRA database, noting that it revealed
others that have reset a moving average to incorporate market value and that there were precedents
for other models.

MR. WOOD commented that a valuation method that bears a reasonable resemblance to the market
value does not want to see a method that produced an actuarial value that would always be higher
than the market value or vice versa, so with the smoothing method that was being employed, if they
got the assumed rate of return for the next four years, the market value and the actuarial values would
converge and that’s what they wanted to see, convergence over time if they met their assumption. He
said the reason they smooth assets was to cut down on volatility. He said if they didn’t have any
smoothing, and had a poor year next year, they would have to recognize that immediate poor year in
one shot which would mean they would have to drop the contributions significantly.
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DR. JENNINGS clarified that he was going towards the idea of compounding conservatism and
encouraged that it be an element of any continuing conversation on this topic.

MR. WOOD stated that the NASRA database had a wealth of information in it and there was a
massive trend of discount rates coming down. He said the median discount rate assumption was 7
percent, and they were at 7.38 percent, a signal that there might be pressure during the experience
study to come down. He said the inflation assumption was 2.5 percent. He said that he would not be
surprised to see a recommendation to lower the discount rate which would impact contributions in the
future. He said if they used the entire gain from this year, there would be nothing left to absorb any
of the shock of a lowering of the discount rate.

MR. WILLIAMS said that he wondered if it could be a little reckless because it looked like they had
one really good year of returns and in looking at page 48 in the packet, in 2020 they had fluctuated in
unfunded liability on PERS between $4 billion and $5.5 billion and TRS from $2.7 billion to $1.9
billion. He said it was his understanding that they were going to hit the 7.38 percent every year, and
the state had to chip in on the unfunded liability. He stated that since 2000 their goal has been 7.38%,
which they made 12 times and had 10 years where they didn’t. He said that he found it troubling that
they had one really good year and were now looking at recalibrating everything.

MS. RYERSON said that she agreed with COMMISSIONER MAHONEY about reviewing the
practice of continuing to fund overfunded plans, even if it meant clarifying the statute on whether
normal cost had to continue to be put in. She suggested that be done in conjunction with the experience
study, at least for the healthcare plans, in order to see the impact of potentially changing assumptions.

MR. HOFMEISTER said that it was a question about the methodology that was raised in the very
beginning of their conversation. He said Gallion required the Board to take into consideration all the
experts they heard from. He said the ARM Board’s first and foremost obligation was to the assets
and to the members that benefitted from those assets.

DR. MITCHELL said that his conclusion after listening to all the comments was that they could do
what they want, there was enough wiggle room in actuarial practice and in the statutes and case law
of the state to allow for that.

MR. HOFMEISTER said that in terms of the diminishment clause what was required was actuarial
soundness, and what the Board needed to do was determine if any of the practices or methodologies
were sound or unsound.

MR. HOFMEISTER said that based on the discussion, the standard was the five-year smoothing
process without reset and what they were being asked to consider was both the reset and the three-
year smoothing process. He said that the five-year smoothing process without reset met the actuarial
standards and would be actuarially sound. He said the Board needed to decide that if they change the
methodology, do they reach the same level of actuarial soundness as they had with what was
traditionally used. He said it was a policy decision the Board had to make based on all the information
they were provided.
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MR. HANNA said it was good to hear talk about the conjunction of smoothing and amortization and
that it was the combined length of those — smoothing plus amortization periods that really control the
volatility. He said he thought both the three and five-year smoothing were reasonable, and noted he
was not an actuary, but they both seemed actuarially sound. He said that he liked that they treated
both positive and negative experience from a return perspective in a symmetrical fashion. He said
that if the Board adopted a move from five to three, he thought that it would be supportable and good
and bad returns would get treated equally.

MR. HIPPLER thanked COMMISSIONER MAHONEY for bringing the issue to the attention of the
Board. He noted that the Actuarial Committee would need to review a couple of other things in the
future, the discussion of the 105 percent PRPA was something they needed more information on.

F. FY2023 Contribution Discussion & Review
1. History of PERS/TRS Employer

COMMISSIONER MAHONEY expressed her appreciation to the board for the time they were
spending looking at these issues and suggested that any change to the asset value be deferred till next
year and incorporated with the experience study and that they consider any kind of an adjustment to
the asset value along with their discussion associated with the rates. CHAIR JOHNSON asked if the
form of resolution 2021-04 considered would be the resolution that was contained in the Board packet
as Option A, (Scenario 2) and found for PERS at pages 74 and 75 and for TRS at page 95 and 96. The
other options being Option B and Option C were being withdrawn for consideration;
COMMISSIONER MAHONEY said that was correct, until they do an experience study and look at
it together with the rates.

MR. HIPPLER asked if the board would consider the motions slightly out of order.
2. Action Items
Action: Resolution 2021-10
CHAIR JOHNSON asked for a motion to consider Resolution 2021-10 relating to the NGNMRS
Contribution Amount.

MS. HARBO so moved. MR. KROHN seconded the motion.

MR. HIPPLER said that he had a motion to amend the motion as follows: Whereas the June 30, 2020,
Alaska National Guard and Naval Militia Retirement System actuarial valuation report determines
that the actuarially determined contribution amount is zero dollars, composed of the normal cost of
$503,140, past service cost amortization of negative $3,224,638, and administrative expense load of
$256,000.

MR. HIPPLER so moved to amend. MR. BRETZ seconded the amendment.

CHAIR JOHNSON asked for a discussion on the amendment.

MR. WORLEY said that he agreed and recommended taking out the last paragraph as well because
of a reference to no past service liability.
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MR. HIPPLER agreed with the clarification of the amendment, as did MR. BRETZ.

CHAIR JOHNSON asked MR. HOFMEISTER what his observation was; MR. HOFMEISTER said
that if the surplus that currently existed could be used to overtake the administrative costs, he did not
see a problem with it.

MR. KERSHNER said that contributing zero to the National Guard Plan for FY2023 posed no risk
of the plan falling out of the term that it was being used — actuarial soundness. He said the plan would
continue to be well-funded and there would be no consequences to beneficiaries or other stakeholders
by not contributing anything in FY2023.

CHAIR JOHNSON said they were voting on whether the motion would be amended.

A roll call vote was taken, and the motion to amend passed unanimously.

CHAIR JOHNSON then asked for a roll call vote on adopting Resolution 2021-10 as amended.

A roll call vote was then taken, and the motion passed unanimously.

Action: Resolution 2021-04
CHAIR JOHNSON explained that for PERS, they would be voting on Option A (Scenario 2), found
in the board packet at page 74 to 75.

MS. HARBO so moved. MR. KROHN seconded the motion.

CHAIR JOHNSON asked MR. HIPPLER if he wanted to discuss the resolution.

MR. HIPPLER said that he had not made an amendment but would like to discuss page 42 of the
packet. He said the chart on page 42 showed the breakdown of the non-state-employer contributions
to PERS totaling 22 percent set by the Legislature. He said within the 22 percent was the normal cost
for healthcare of 2.84 percent. He said what he was proposing was to reduce the normal cost on the
healthcare plan to zero and increase for non-state employers the past service cost by 2.84 percent and
the state as an employer by 2.84 percent. He said that would result in an impact of 22 percent for
non-state employers remaining unchanged, and the state as an employer at 27.63 percent would be
reduced by 2.84 percent.

MR. WORLEY explained that MR. HIPPLER’s proposal had been done before SB141, and that a
negative past service costs would reduce the normal cost potentially to zero. He noted that with both
PERS and TRS being overfunded, the past service costs on both were in an amount that would reduce
the normal cost to zero.

MR. HOFMEISTER asked if what they were talking about was zeroing it out, not diverting funds;
CHAIR JOHNSON stated that was correct; MR. HOFMEISTER said that in Gallion, it suggested
that plan members do not have a right to surpluses or overfunding, but once a surplus existed it could
only be used to the benefit of the members. He stated there appeared to be a conflict in the statutes,
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but that zeroing out the contribution rate for healthcare was defensible. He said he would like to hear
from MR. KERSHNER as to what the 2.84 percent encompassed and whether or not it would be
actuarially sound to eliminate that particular contribution in terms of setting the overall contribution
rate.

MR. HIPPLER referenced page 74, which was Option A (Scenario 2) for PERS and said that his
motion to amend would read as follows: I move that on the sixth whereas, 18.38 be replaced with
21.22, and 16.01 be replaced with 18.85. And on the seventh whereas, amended to state: Whereas
the actuarially appropriate contribution rate for postemployment healthcare benefits is zero percent.
And in the final paragraph, that the contribution rate 27.63 percent be replaced with 24.79 percent,
and 18.38 percent be replaced with 21.2 percent, and 2.84 percent be replaced with zero percent.

MR. HIPPLER so moved to amend. MS. HARBO seconded the motion.

MR. KERSHNER said that he did not think the numbers were correct in the motion to amend.
MR. HIPPLER said that his intent was to increase the past service from 16.01 to 18.85.

MR. KERSHNER said that he did not believe that was correct and then asked why they wanted to do
that; MR. HIPPLER said it was because they were holding the 22 percent constant and if they were
reducing 22 percent 2.84 percent it would have to be applied somewhere. MR. KERSHNER said that
he had revised the past service rate for the non-state employer in the non-state employer column from
10.38 percent in the August 25" letter to 13.22 to keep line 8 at 22 percent in the non-state employer
column. He said the state as an employer was contributing the full actuarial rate as shown in line 1
of 2.37 and a past service cost of 16.01 for a total DB pension plan cost of 18.38.

MR. WORLEY shared his screen and showed what MR. KERSHNER had just explained and noted
that the state as an employer was paying the full past service cost of 16.01and the non-state employers,
due to the increase and then the cap at 22 percent, were paying 13.22 He explained that the sixth
whereas clause would be revised to say: Whereas, the Buck schedule dated October 11" 2021,
determines that the actuarially determined contribution rate for pension benefits is 18.38 percent
composed of 2.37 normal cost and a past service rate of 16.01 percent.

MR. WORLEY said the seventh whereas read as follows: The Buck schedule dated October 11,
2021, determines that the actuarially determined contribution rate for postemployment healthcare
benefits was zero percent, composed of the normal cost rate of 2.84 and a past service rate of negative
2.84.

MR. WORLEY then read the last paragraph as amended: Now therefore, be it resolved by the ARM
Board that the Fiscal Year 2023 actuarially determined contribution rate attributable to employers
participating in the Public Employees’ Retirement System is set at 24.79 percent, composed of the
contribution rate for Defined Benefit pension of 18.38, the contribution rate for postemployment
healthcare of zero percent, and the contribution rate for the Defined Contribution pension of 6.41.

CHAIR JOHNSON asked MR. WORLEY, MR. HIPPLER, and MR. KERSHNER if the document
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set forth reflected the intention that they had for an amendment to the resolution; All three confirmed
that it did.

MR. HIPPLER said that he did not see a separate resolution for non-state employer contribution
calculation; MR. WORLEY said that as part of the attachment for the resolution, it will reflect the
non-state employer portion because the resolution shows what the total rates are for DB pension and
DB health and then the Defined Contribution Plan. The attachment that appends to it would show the
breakdown by non-state employer versus the state as an employer. He explained that the non-state
employer rate would be 15.59 percent for DB pension, 6.41 percent of the DCR Plan and then would
have a 2.79 percent additional state contribution, for a total of 24.79.

CHAIR JOHNSON asked if there was normally an attachment; MR. WORLEY said that typically
there was a letter from Buck with a schedule. CHAIR JOHNSON asked if they would add a sentence
to the proposed amendment in the therefore clause that references the attached schedule; MR.
HIPPLER said that the final sentence in last paragraph would include the clause, “and the non-state
employers’ contributions, as defined by the attached schedule.”

MR. HIPPLER asked MR. KERSHNER if Buck did not object to using the clause, “and past service
rate of negative 2.84 percent.”; MR. KERSHNER said the negative is actually 4.94 percent for PERS;
MR. HIPPLER said that he would accept that clarification; MR. HIPPLER then asked where the 4.94
percent came from; MR. KERSHNER said that it came for their calculation spreadsheet as the sum
of all the layered amortizations for FY2023 for healthcare divided by the total payroll.

CHAIR JOHNSON asked MR. HIPPLER to read the whereas clause with the most recent proposed
change; MR. HIPPLER read: Whereas, the Buck schedule dated October 11, 2021, determines that
the actuarially determined contribution rate for postemployment healthcare benefits is zero percent,
composed of the normal cost rate of 2.84 percent and past service rate of negative 4.94 percent.

MR. HOFMEISTER said that MR. HIPPLER was correct, if something that was negative, it could
be set to zero, but could not be set below zero.

CHAIR JOHNSON said that he felt uncomfortable going along with the amendment that was
proposed and would be voting against it.

MR. MOEN said that he too was uncomfortable with reducing or eliminating contributions to the
healthcare. He noted that it seemed premature to drop that contribution.

MR. BRETZ said that he appreciated the purpose of the motion to allocate contributions to where
they were needed rather than not needed. He noted that they were above funding in the healthcare
trust.

MS. HARBO said that she was uncomfortable doing amendments or motions on the fly, that she
would rather have them before the meeting so she could review them carefully.

MR. WILLIAMS said that he liked the spirit of the amendment but he too would have rather had the
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information ahead of the meeting so he could review it.

MR. HIPPLER said that the decision they were making about normal cost was not one that would
bind the Board other than for the next year, that they determined the rate every year. He noted that at
some point it becomes a mandate for the Board to start thinking about the issue and adjusting their
behavior accordingly.

A roll call vote was taken, and the amendment passed by a vote of 6 to 3. With MR. KROHN,
COMMISSIONER MAHONEY, MR. WILLIAMS, MR. BRETZ, COMMISSIONER VRANA, and
MR. HIPPLER voting “Yes” and MR. MOEN, MS. HARBO and CHAIR JOHNON voting “No”.

CHAIR JOHNSON said they would consider the adoption of the motion to adopt Resolution 2021-
04 relating to PERS as amended and as set forth.

A roll call vote was taken, and the action item was passed by a vote of 8to 1. With MR. BRETZ,
MS. HARBO, MR. HIPPLER, MR. KROHN, COMMISSIONER MAHONEY, MR. MOEN, MR.
WILLIAMS, and COMMISSIONER VRANA voting “Yes” and CHAIR JOHNSON voting “No”.

Action: Resolution 2021-07
CHAIR JOHNSON said they would consider the adoption of the motion to adopt Resolution 2021-
07 relating to the TRS contribution rate.

MR. HIPPLER so moved. MR. WILLIAMS seconded the motion.

MR. HIPPLER stated that he would like to amend the motion to reflect the verbiage prepared by MR.
WORLEY, displayed on the screen.

MR. HIPPLER so moved to amend. COMMISSIONER MAHONEY seconded the amendment.

CHAIR JOHNSON asked MR. HIPPLER to walk the Board through the changes.

MR. HIPPLER directed the Board to page 95 and noted the contribution rate was 2.72 percent for
normal healthcare cost stated that as of June 30", the TRS healthcare fund is funded at 127 percent
for actuarial valuation. He then read the changes to the seventh paragraph: Whereas, the Buck
schedule dated October 11, 2021, determines that the actuarially determined contribution rate for
postemployment healthcare benefits is zero percent, composed of the normal cost rate of 2.72 percent
and past service rate of negative 2.72 percent.

MR. WORLEY asked if the intent was to set the past service rate at the real rate instead of the 2.72,
similar to the amendment to Resolution 2021-04. MR. HIPPLER thanked MR. WORLEY for the
clarification and confirmed that was the intent. COMMISSIONER MAHONEY concurred.

MR. KERSHNER stated that it was negative 7.93 percent.

CHAIR JOHNSON noted that at least three references to the letter dated August 25, 2021 needed to
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be changed to reference today’s date and asked if there would be an end clause similar to the one for
PERS that referred to an attached document. MR. HIPPLER said that was unique to PERS, as TRS
did not have state employees.

CHAIR JOHNSON asked MR. HIPPLER to read the amended final clause of the resolution. MR.
HIPPLER said: Now therefore, be it resolved by the Alaska Retirement Management Bord that the
Fiscal Year 2023 actuarially determined contribution rate attributable to employers participating in
the Teachers’ Retirement System is set at 24.62 percent, composed of the contribution rate for Define
Benefit pension of 17.90 percent, the contribution rate for postemployment healthcare 0.00 percent,
and the contribution rate for Defined Contribution pension of 6.72 percent.

MR. HIPPLER stated that the change is that they went from 27.34 percent to 24.62 percent.

MS. HARBO asked why the Defined Contribution percent for TRS was different than the percent
listed for PERS. MR. KERSHNER said the primary difference was that the employer DC contribution
for PERS was 5 percent and for TRS, 7 percent.

A roll call vote was taken, and the amendment passed by a vote of 6 to 3. With MR. BRETZ, MR.
KROHN, MR. HIPPLER, COMMISSIONER MAHONEY, MR. WILLIAMS, and
COMMISSIONER VRANA voting “Yes” and MS. HARBO, MR. MOEN, and CHAIR JOHNON
voting “No”.

CHAIR JOHNSON said they would consider the adoption of the motion to adopt Resolution 2021-
07 relating to TRS as amended and as set forth.

A roll call vote was taken, and the action item was passed by a vote of 8to 1. With MR. MOEN,
MR. WILLIAMS, COMMISSIONER VRANA, MR. BRETZ, MS. HARBO, MR. HIPPLER, MR.
KROHN, COMMISSIONER MAHONEY, and CHAIR JOHNSON voting “No”.

VII.  UNFINISHED BUSINESS - None
VIII. NEW BUSINESS - None.
IX. OTHER MATTERS TO PROPERLY COME BEFORE THE BOARD - None.

X. PUBLIC/MEMBER COMMENTS
MS. JONES stated that she had updated written comments.

CHAIR JOHNSON asked her to summarize the nature of the written comments that had come in
during the meeting; MS. JONES said that the comments were all in opposition to the reset to market
value and were received from Jane Hanchett, Sue Johnson, Mike and Mariellen Hanchett, Kathleen
Oliver, Lili Misel, Hannah Etengoff, Robert McHattie, Shar Fox and Jim Simard, Sally Schlichting,
Barbara Ward, Steve Bouta, Shgen George, Dianne Holmes, Dr. Lisa Parady, Linda Kruger, John
Klapproth, Margaret Wiedeman, Sharon John, and Tom Reimer.
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XIl.  INVESTMENT ADVISORY COUNCIL COMMENTS
MS. RYERSON commented that she thought it seemed to be a good solution for one year.

XIl.  TRUSTEE COMMENTS
MS. HARBO thanked CHAIR JOHNSON and the Board of Trustees and staff for taking the time to
hold the special meeting. She found that it had been a good learning experience.

COMMISSIONER MAHONEY also thanked everyone for the effort and dedication that all had put
into evaluating the matter. She said she felt that they had come to a really good result.

CHAIR JOHNSON said that he also appreciated all the hard work put into the meeting. He said he
also appreciated COMMISSIONER MAHONEY for presenting the proposal on behalf of the state.

XIl. FUTURE AGENDA ITEMS - None.
XIV. ADJOURNMENT
There being no objection and no further business to come before the board, the meeting was adjourned

at 3:12 p.m. on October 11, 2021, on a motion made by MS. HARBO and seconded by MR. KROHN.

Chair of the Board of Trustees
Alaska Retirement Management Board

ATTEST:

Corporate Secretary

Note: An outside contractor recorded the meeting and prepared the summary minutes. For in-depth discussion
and more presentation details, please refer to the recording of the meeting and presentation materials on file
at the ARMB office.
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ALASKA RETIREMENT MANAGEMENT BOARD
STAFF REPORT
Division of Retirement & Benefits Report
December 2, 2021

Summary of Monthly Billings / Buck Global LL.C

Attached for your information are the quarterly payments related to actuarial services provided by the Division’s consulting actuary, Buck
Global LLC.

Items listed represent regular and non-regular costs incurred under our current contract.
The listed costs are charged to the System or Plan noted on the column headings.

Summary through the three months ended September 30, 2021

New for this quarter is the reset actuarial value of assets to market value of assets.




ALASKA RETIREMENT MANAGEMENT BOARD

SUBJECT: Summary of Monthly Billings - ACTION:

Buck Global LLC
DATE: December 2, 2021 INFORMATION: X
BACKGROUND:

AS 37.10.220(a)(8) prescribes that the Alaska Retirement Management Board (Board) “coordinate with the retirement system administrator to
have an annual actuarial valuation of each retirement system prepared to determine system assets, accrued liabilities, and funding ratios....”

As part of the oversight process, the Board has requested that the Division of Retirement & Benefits provide quarterly summary updates to
review billings and services provided for actuarial valuations and other systems’ request.

STATUS:

Attached are the summary totals for the three months ended September 30, 2021.




Buck
Billing Summary
For the Three Months Ended September 30, 2021

PERS TRS JRS NGNMRS EPORS AHF RHF SBS DCP TOTAL

Actuarial valuations $ 53,466 42,561 5,457 5,457 2,184 - - - - $ 109,125
KPMG audit information request 3,142 1,278 23 920 - - - - - 4,533
ARMB presentations and meeting attendance 3,411 3,414 - - - - - - - 6,825
FY20 final PERS/TRS contribution rates 3,411 3,414 - - - - - - - 6,825
GASB 67/74 7,572 6,060 759 759 - - - - - 15,150
GASB 68/75 22,722 18,180 2,274 2,274 - - - - - 45,450
Projections 6,750 6,750 - - - - - - - 13,500
Estimated funded status of DB plan at 6/30/21 7,139 2,898 - - - - - - - 10,037
2020 valuation projections - no FY23 ASC and 3-year asset 25,235 9,816 26 - - - 27 - - 35,104
AlaskaCare retiree plan cost study 6,185 2,296 22 - - - 25 - - 8,528
Rest actuarial value of assets to market value of assets 11,445 4,646 - - - - - - - 16,091
TOTAL $ 150,478 101,313 8,561 8,580 2,184 - 52 - - $ 271,168

For the Three Months Ended September 30,2020 $ 101,046 81,969 8,500 8,523 - - - - - $ 200,038

Prepared by Division of Retirement and Benefits -1-



ALASKA RETIREMENT MANAGEMENT BOARD

SUBJECT: Retirement System Membership Activity ACTION:

as of September 30, 2021

DATE: December 2, 2021 INFORMATION: X

BACKGROUND:

Information related to PERS, TRS, JRS, NGNMRS, SBS, and DCP membership activity as
requested by the Board.

STATUS:

Membership information as of September 30, 2021.



MEMBERSHIP STATISTICS AS OF JUNE 30, 2021

PERS TRS JRS NGNMRS SBS DCP
DB DCR SYSTEM DB DCR SYSTEM
Tier | Tier I Tier lll Total Tier IV TOTAL Tier | Tier I Total Tier Ill TOTAL
Active Members 655 2,243 7,168 10,066 24,481 34,547 150 3,342 3,492 6,009 9,501 72 n/a 20,745 6,770
Terminated Members
Entitled to Future Benefits 250 1,675 3,187 5,112 2,082 7,194 38 703 741 832 1,573 2 n/a 28,807 5,684
Other Terminated Members 997 2,006 7,363 10,366 16,249 26,615 225 1,453 1,678 2,848 4,526 1 n/a n/a n/a
Total Terminated Members 1,247 3,681 10,550 15,478 18,331 33,809 263 2,156 2,419 3,680 6,099 3 n/a 28,807 5,684
Retirees & Beneficiaries 22,310 9,205 5,189 36,704 127 36,831 9,971 3,254 13,225 30 13,255 144 704 n/a n/a
Managed Accounts n/a n/a n/a n/a 5,968 5,968 n/a n/a n/a 1,506 1,506 n/a n/a 3,269 3,101
Retirements - 4th QTR FY21 66 172 160 398 50 448 12 97 109 7 116 1 15 n/a n/a
Full Disbursements - 4th QTR FY21 8 62 87 157 320 477 2 10 12 55 67 - n/a 383 121
Partial Disbursements - 4th QTR FY21 n/a n/a n/a n/a 64 64 n/a n/a n/a 10 10 n/a n/a 1,460 593
MEMBERSHIP STATISTICS AS OF SEPTEMBER 30, 2021
PERS TRS JRS NGNMRS SBS DCP
DB DCR SYSTEM DB DCR SYSTEM
Tier | Tier Il Tier 1l Total Tier IV TOTAL Tier | Tier Il Total Tier Il TOTAL
Active Members 613 2,163 7,022 9,798 24,686 34,484 143 3,292 3,435 6,194 9,629 73 n/a 20,655 6,659
Terminated Members
Entitled to Future Benefits 243 1,632 3,209 5,084 2,185 7,269 17 613 630 858 1,488 2 n/a 29,150 5,817
Other Terminated Members 985 1,995 7,330 10,310 16,706 27,016 220 1,437 1,657 2,880 4,537 1 n/a n/a n/a
Total Terminated Members 1,228 3,627 10,539 15,394 18,891 34,285 237 2,050 2,287 3,738 6,025 3 n/a 29,150 5,817
Retirees & Beneficiaries 22,236 9,297 5,350 36,883 145 37,028 9,966 3,543 13,509 42 13,551 144 692 n/a n/a
Managed Accounts n/a n/a n/a n/a 5,973 5,973 n/a n/a n/a 1,496 1,496 n/a n/a 3,354 3,171
Retirements - 1st QTR FY22 51 134 150 335 18 353 43 218 261 12 273 1 3 n/a n/a
Full Disbursements - 1st QTR FY22 16 45 72 133 463 596 3 10 13 114 127 - n/a 580 195
Partial Disbursements - 1st QTR FY22 n/a n/a n/a n/a 151 151 n/a n/a n/a 42 42 n/a n/a 1,378 608
Prepared by Division of Retirement and Benefits Page 1
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LEGEND

Active Members - All active members at the time of the data pull,
except SBS & DCP, which are counts of contributors during the final quarter of each period.
Terminated Members - All members who have terminated without refunding their account,
except SBS & DCP, which are counts of members with balances at the end of the period less active members.
Retirees & Beneficiaries - All members who have retired from the plans, including beneficiaries eligible for benefits.
Managed Accounts - Individuals who have elected to participate in the managed accounts option with Empower.
Retirements - The number of retirement applications processed.
Full Disbursements - All types of disbursements that leave the member balance at zero.
Partial Disbursements - All types of disbursements that leave the member balance above zero. If more than one
partial disbursement is completed during the quarter for a member, they are counted only once for statistical purposes.
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ALASKA RETIREMENT MANAGEMENT BOARD
STAFF REPORT

Disclosure — Communications — Calendar Update
December 2, 2021

The 3rd Quarter Disclosure Memorandum is included in the packet; no disclosure transactions require additional review
or discussion.

The Communications Memorandum lists communications directed to and sent on behalf of the Board since the October 11, 2021,
meeting, as well as a summary of public records requests received between September 1 and October 31, 2021.

The 2022 ARMB Meeting Calendar approved by the Board at the June meeting is attached.

A timeline showing contract and review deadlines for FY2022 through FY2027 is included to provide trustees with a high-
level view of ARMB items and their frequency.




ALASKA RETIREMENT MANAGEMENT BOARD
MEMORANDUM

To: ARMB Trustees

From: Alysia Jones

Date: November 15, 2021
Subject: Financial Disclosures

As required by AS 37.10.230 and Alaska Retirement Management Board policy relating
to investment conduct and reporting, trustees and staff must disclose certain financial
interests. We are hereby submitting to you a list of disclosures for individual
transactions made by trustees and staff.

3" Quarter July 1, 2021 - September 30, 2021

- Disclosure Disclosure
Name Position Tvoe Date
Title yp
Hunter Romberg Investment Data Analyst Equities 10/01/2021
Jerrold Mitchell Investment Advisory Council Member Equities 10/05/2021
Donald Krohn ARMB Trustee Equities/ 10/11/2021
Options
Allen Hippler ARMB Trustee Equities 10/22/2021
Michelle Prebula State Investment Officer Equities 10/25/2021




ALASKA RETIREMENT MANAGEMENT BOARD
MEMORANDUM

To: ARMB Trustees
From: Alysia Jones

Date: November 30, 2021

Subject: Communications & Information Requests

Communications to Trustees
The following is a list of communications directed to the Board, that were received since the

October 11" Board of Trustees meeting.

Name Type Contact Date | Topic

Linda Baker Email 10/11/2021 Opposition to reset to market value

Bridget Preston Voicemail 10/11/2021 Opposition to reset to market value

Kathrin McCarthy Email 10/11/2021 Opposition to reset to market value

Deborah Jeffery Email 10/11/2021 Opposition to reset to market value

Dave and Donna Wilson Email 10/12/2021 Opposition to reset to market value
Questions re: Financial impact of Board’s decision

Dermot Cole Email 10/12/2021 to adopt FY23 employer contribution rates with
reduced healthcare funding (PERS & TRS)

John Hudson Email 11/29/2021 Fossil Fuel Divestment Report

Communications Sent on behalf of the Board

Name Type Date Topic
Dermot Cole Email 10/19/2021 Response to question noted above.
Public Records Requests
From September 1 — November 15, 2021
Topics # of Requests | Description
Investment Information 5 Alternative commitments, cash flow reports,
investment portfolio, fund relationships, ESG
Meeting Materials 9 Summary of actions, recordings, written public
comments,
Procurement / Contracts 1 Allianz Structured Alpha Funds
Other 1 Proxy voting guidelines

Final 2.0




ALASKA RETIREMENT MANAGEMENT BOARD

2022 Meeting Calendar

DATE LOCATION DESCRIPTION
Actuarial Committee
March 16 Juneau. AK Audit Committee
Wednesday ’ Operations Committee
Defined Contribution Plan Committee
Board of Trustees Meeting:
March 17-18 Performance Measurement — 4" Quarter
Thursday-Friday Juneau, AK Buck Draft Actuarial Report/GRS Draft Actuary Certification
Capital Markets — Asset Allocation
Manager Presentations
April 28* Videoconference Actuarial Committee
Thursday Follow-up/additional discussion/questions on valuations
H *
Apr.ll 29 Videoconference Board of Trustees Meeting
Friday
Actuarial Committee
June 15 Anchorage. AK Audit Committee
Wednesday ge, Operations Committee
Defined Contribution Plan Committee
Board of Trustees Meeting:
June 16-17 Final Actuary Reports/Adopt Valuation

Thursday - Friday

Anchorage, AK

Adopt Asset Allocation
Performance Measurement - 1st Quarter
Manager Presentations

September 14
Wednesday

Anchorage, AK

Actuarial Committee
Audit Committee
Operations Committee
Defined Contribution Plan Committee

September 15-16
Thursday - Friday

Anchorage, AK

Board of Trustees Meeting:
Set Contribution Rates
Audit Results/Assets — Auditor
Approve Budget
Performance Measurement — 2nd Quarter
Real Estate Annual Plan
Real Assets Evaluation — Callan LLC
Manager Presentations

October 11
Tuesday (placeholder)

Videoconference

Audit Committee

November 30
Wednesday

Anchorage, AK

Actuarial Committee
Audit Committee
Operations Committee
Defined Contribution Plan Committee

December 1-2
Thursday-Friday

Anchorage, AK

Board of Trustees Meeting:

Audit Report - DRB Auditor
Performance Measurement — 3rd Quarter
Manager Review (Questionnaire)
Private Equity Evaluation - Callan LLC
Review Private Equity Annual Plan
Manager Presentations

NOTE: Meeting locations and topics are subject to change.

Approved: 6/17/2021

*Meetings to be held as necessary




ARMB Timeline of Contract and Review Deadlines FY2022 - FY2027

Trustee Appointments/ Nominations for

Terms Ending 3/01/2022
PERS - R. Johnson
TRS - G. Harbo

Performance Measurement - General

Consultant Contract
1st Renewal Option -Callan LLC
March 2022 agenda
Effective Date: 7/1/2022 (FY23)

Real Assets Consultant Contract
1st Renewal Option -Callan LLC
March 2022 agenda
Effective Date: 7/1/2022 (FY23)

Review Actuary Contract (TRSY)
AS 37.10.220(a)(9)
RFP - March 2022
Effective Date: 7/01/2022 (FY23)

Actuarial Valuations
AS 37.10.220(a)(8)

Actuarial Experience Analysis
AS 37.10.220(a)(9)

Trustee Appointments/ Nominations
for Terms Ending 3/01/2023
Finance Officer - L. Bretz
Public - A. Hippler

IAC Appointments
Seat 1 - R. Ryerson
Sept 2022 agenda
Effective Date: 1/1/2023
Seat 3 - W. Jennings
Mar 2023 agenda
Effective Date: 7/01/2023 (FY24)

Performance Measurement (General)
Consultant Contract
2nd Renewal Option - Callan LLC
March 2023 agenda
Effective Date: 7/01/2023 (FY24)

Real Assets Consultant Contract
2nd Renewal Option -Callan LLC
March 2023 agenda
Effective Date: 7/01/2023 (FY24)

Actuary Contract (DRB)
AS 37.10.220(a)(8 & 9)
3yr Renewal Option - Buck
March 2023 agenda
Effective Date: 7/01/2023 (FY24)

Actuarial Valuations
AS 37.10.220(a)(8)

Trustee Appointments/ Nominations
for Terms Ending 3/01/2024
Public - D. Krohn
PERS - D. Moen
TRS - B. Williams

IAC Appointments

Seat 2 - J. Mitchell

March 2024 agenda
Effective Date: 7/01/2024 (FY25)

Performance Measurement (General)
Consultant Contract
RFP - March 2024
Effective Date: 7/01/2024 (FY25)

Performance Consultant Review
AS 37.10.220(a)(11)
RFP - March 2024
Presentation Sept 2024 (FY25)

Real Assets Consultant Contract
RFP - March 2024
Effective Date: 7/01/2024 (FY25)

Asset Liability Study
Recommendation: Every 5 years

Actuarial Valuations
AS 37.10.220(a)(8)

Review Actuary Contract (TRSY)
AS 37.10.220(a)(9)
1st Renewal Option or RFP - TBD
March 2025
Effective Date: 7/01/2025 (FY26)

Actuarial Audit RFP (TRSY)
AS 37.10.220(a)(10)
RFP March 2025
Effective Date: 7/01/2025 (FY26)

Actuarial Valuations
AS 37.10.220(a)(8)

Actuarial Experience Analysis
AS 37.10.220(a)(9)

Trustee Appointments/ Nominations
for Terms Ending 3/01/2026
PERS - TBD
TRS - TBD

IAC Appointments
Seat 1 - TBD
Sept 2025 agenda
Effective Date: 1/01/2026
Seat 2 - TBD
March 2025 agenda
Effective Date: 7/01/2026 (FY27)

Actuary Contract (DRB)
AS 37.10.220(a)(8 & 9)
2yr Renewal Option - Buck
March 2026 agenda
Effective Date: 7/01/2026 (FY27)

Review Actuary Contract (TRSY)
AS 37.10.220(a)(9)
2nd Renewal Option or RFP - TBD
March 2026
Effective Date: 7/01/2026 (FY27)

Actuarial Valuations
AS 37.10.220(a)(8)

Trustee Appointments/ Nominations for

Terms Ending 3/01/2027
Finance Officer - TBD
Public - TBD

IAC Appointments
Seat 3 - TBD
March 2027 agenda
Effective Date: 7/01/207 (FY28)

Performance Measurement - General

Consultant Contract
1st Renewal Option or RFP - TBD
March 2027 agenda
Effective Date: 7/1/2027 (FY28)

Real Assets Consultant Contract
1st Renewal Option or RFP - TBD
March 2027 agenda
Effective Date: 7/1/2027 (FY28)

Review Actuary Contract (TRSY)
AS 37.10.220(a)(9)
RFP - March 2027
Effective Date: 7/01/2027 (FY28)

Actuarial Valuations
AS 37.10.220(a)(8)




Department of Revenue

THE STATE

of ALASKA RETIREMENT MANAGEMENT BOARD
ALASKA R

Juneau, Alaska 99811-0405

"OWVE / : 1 1AV Main: 907.465.3749
GOVERNOR MIKE DUNLEAVY Fox: 907 4654397

Chief Investment Officer Report

December 2021 - Revised

1. CIO Update

2. Watch List
a. Existing — Man Group on watch due to personnel turnover

b. New recommendation — Fidelity Real Estate High Income (REH]I) 6-year annualized
performance of 3.61% is less than benchmark of 4.58%

PERFORMANCE TEST BENCHMARK FAIL CRITERIA

Test 1: Annualized performance Fail if net of fee, trailing 6-
Trailing 6 year results relative to the agreed upon year annualized
market index or performance is less than the
performance benchmark. agreed upon market index

or performance benchmark.

3. Material contract and investment actions:

a. 09/09/21 Summit X1 $50 million private equity commitment
b. 09/10/21 Clearlake VII $50 million private equity commitment
c. 09/21/21 Brandes Amendment

4. Portfolio Transaction Update from September 2021 through October 2021



Individual Manager Transactions
September 2021 - October 2021

Asset Class Total
Fixed Income 87,250,994
Broad Domestic Equity (148,246,684)
Global Equity Ex-US 60,995,690
Real Assets -
Opportunistic -
Private Equity -
Net Buys 148,246,684
Net Sells (148,246,684)
Manager Total Fund | Asset Class |Description of Large Transactions
ARMB Multi-factor 100,000,000 | AYK4 | Dom. Equity |Rebalance Factor Allocation
Short Term Pool 70,250,994 | AY70 | Fixed Income |Quarter end rebalance
Brandes Investment Partners 65,000,000 | AY65 | Intl. Equity |Increasing active international equity
Ballie Gifford 61,000,000 | AYLR | Intl. Equity |Increasing active international equity
ARMB Barclays Agg Fund 17,000,000 | AY77 |Fixed Income|Quarter end rebalance
SSGA Transition (48)| AY30 | Dom. Equity |Closed account cleanup
International Equity Residual Asset (4,310)| AY69 | Intl. Equity |Closed account cleanup
ARMB Domestic Residual Assets (246,636)| AY5E | Dom. Equity |Closed account cleanup
ARMB S&P 600 (12,000,000) | AYGA | Dom. Equity |Quarter end rebalance
SSGA World ex-US IMI (65,000,000)| AYL7 | Intl. Equity |Increasing active international equity
ARMB S&P 900 (121,000,000) | AY4L | Dom. Equity |Quarter end rebalance
ARMB Scientific Beta (125,000,000) |AYLM | Dom. Equity |Rebalance Factor Allocation
Total Buys 313,250,994
Total Sells (313,250,994)




ALASKA RETIREMENT MANAGEMENT BOARD
STAFF REPORT

Fund Financials — Cash Flow Report
December 2, 2021

Ryan Kauzlarich, Assistant State Comptroller, Department of Revenue

As of October 2021 month-end, total plan assets were as follows: PERS - $25.1 billion, TRS - $11.8 billion, JRS - $296.8 million, NGNMRS - $50.2
million, SBS - $5.2 billion, DCP - $1.2 billion. Total non-participant directed plans totaled $34.4 billion, and participant-directed plans totaled $9.3
billion. Total assets were $43.7 billion.

Year-to-date income was $1.7 billion, and the plans experienced a net withdrawal of $254.2 million. Total assets were up 3.47% year-to-date.
Internally managed assets totaled $17.7 billion.

As of month-end, all plans were within the bands of their asset allocations.

Kevin Worley, Chief Financial Officer, Division of Retirement and Benefits

Presented is the Division of Retirement and Benefits (DRB) Supplement to the Treasury Division’s Financial Report as of October 31, 2021.

DRB’s supplement report expands on the ARMB Financial Report column “Net Contributions (Withdrawals)” located on pages 1 and 2. DRB
reports the summary totals of actual employee and employer, State of Alaska, and other revenue items, as well as benefit payments, refunds &
disbursements, and combined administrative & investment expenditures. DRB’s supplement report presents cash inflows and outflows for the 4-
months ended October 31, 2021 (page 1) and for the month of October 2021 (page 2).

Also presented are participant-directed distributions by plan and by type for the 4-month period on page 3. This page includes Tier information on the
defined benefit refunds, and vested percentage on defined contribution distributions.

“Notes for the DRB Supplement to the Treasury Report” includes information for the pension and healthcare plans. Additional information
regarding other income is also presented on pages 4 and 5.

lofl




ALASKA RETIREMENT MANAGEMENT BOARD
FINANCIAL REPORT

As of October 31, 2021



ALASKA RETIREMENT MANAGEMENT BOARD

Schedule of Investment Income and Changes in Invested Assets by Fund

Fiscal Year-to-Date through October 31, 2021

% Change due
Beginning Invested Net Contributions Ending Invested % Change in to Investment
Assets Investment Income ) (Withdrawals) Assets Invested Assets Income @
Public Employees’ Retirement System (PERS)
Defined Benefit Plans:
Retirement Trust $ 11,697,812,951 $ 507,334,476 $ (77,509,396) $ 12,127,638,031 3.67% 4.35%
Retirement Health Care Trust 9,655,275,640 413,206,176 (118,076,144) 9,950,405,672 3.06% 4.31%
Total Defined Benefit Plans 21,353,088,591 920,540,652 (195,585,540) 22,078,043,703 3.40% 4.33%
Defined Contribution Plans:
Participant Directed Retirement 1,964,383,666 66,708,372 27,133,212 2,058,225,250 4.78% 3.37%
Health Reimbursement Arrangement 670,208,687 29,154,500 15,253,045 714,616,232 6.63% 4.30%
Retiree Medical Plan 200,227,739 8,725,211 5,102,297 214,055,247 6.91% 4.30%
Defined Benefit Occupational Death and Disability:
Public Employees 41,171,441 1,796,939 1,224,128 44,192,508 7.34% 4.30%
Police and Firefighters 17,708,969 770,847 408,185 18,888,001 6.66% 4.30%
Total Defined Contribution Plans 2,893,700,502 107,155,869 49,120,867 3,049,977,238 5.40% 3.67%
Total PERS 24,246,789,093 1,027,696,521 (146,464,673) 25,128,020,941 3.63% 4.25%
Teachers' Retirement System (TRS)
Defined Benefit Plans:
Retirement Trust 6,614,621,768 289,046,986 (16,771,121) 6,886,897,633 4.12% 4.38%
Retirement Health Care Trust 3,671,369,667 157,159,520 (42,560,086) 3,785,969,101 3.12% 4.31%
Total Defined Benefit Plans 10,285,991,435 446,206,506 (59,331,207) 10,672,866,734 3.76% 4.35%
Defined Contribution Plans:
Participant Directed Retirement 812,550,138 27,379,469 1,725,206 841,654,813 3.58% 3.37%
Health Reimbursement Arrangement 196,700,402 8,522,640 2,881,955 208,104,997 5.80% 4.30%
Retiree Medical Plan 65,764,221 2,849,099 900,791 69,514,111 5.70% 4.30%
Defined Benefit Occupational Death and Disability 6,479,434 280,440 77,995 6,837,869 5.53% 4.30%
Total Defined Contribution Plans 1,081,494,195 39,031,648 5,585,947 1,126,111,790 4.13% 3.60%
Total TRS 11,367,485,630 485,238,154 (53,745,260) 11,798,978,524 3.80% 4.28%
Judicial Retirement System (JRS)
Defined Benefit Plan Retirement Trust 238,747,285 10,497,744 3,364,705 252,609,734 5.81% 4.37%
Defined Benefit Retirement Health Care Trust 42,511,516 1,827,595 (138,492) 44,200,619 3.97% 4.31%
Total JRS 281,258,801 12,325,339 3,226,213 296,810,353 5.53% 4.36%
National Guard/Naval Militia Retirement System (MRS)
Defined Benefit Plan Retirement Trust 49,296,334 1,483,658 (586,202) 50,193,790 1.82% 3.03%
Other Participant Directed Plans
Supplemental Annuity Plan 5,064,367,505 148,353,315 (43,595,491) 5,169,125,329 2.07% 2.94%
Deferred Compensation Plan 1,217,085,734 43,224,009 (13,047,231) 1,247,262,512 2.48% 3.57%
Total All Funds 42,226,283,097 1,718,320,996 (254,212,644) 43,690,391,449
Total Non-Participant Directed 33,167,896,054 1,432,655,831 (226,428,340) 34,374,123,545 3.64% 4.33%
Total Participant Directed 9,058,387,043 285,665,165 (27,784,304) 9,316,267,904 2.85% 3.16%
Total All Funds $ 42,226,283,097 $ 1,718,320,996 $ (254,212,644) $ 43,690,391,449 3.47% 4.08%
Notes:

(1) Includes interest, dividends, securities lending, expenses, realized and unrealized gains/losses

(2) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates and can be found at: http:/treasury.dor.alaska.gov/armb/Reports-and-Policies/ Investment-Performance.aspx

Page 1



ALASKA RETIREMENT MANAGEMENT BOARD

Schedule of Investment Income and Changes in Invested Assets by Fund

For the Month Ended October 31, 2021

% Change due to
Beginning Invested Investment Income Net Contributions Ending Invested % Change in Investment
Assets @ (Withdrawals) Assets Invested Assets Income @
Public Employees' Retirement System (PERS)
Defined Benefit Plans:
Retirement Trust $ 11,849,755,044 $ 317,991,513 $ (40,108,526) $ 12,127,638,031 2.35% 2.69%
Retirement Health Care Trust 9,724,136,081 259,375,980 (33,106,389) 9,950,405,672 2.33% 2.67%
Total Defined Benefit Plans 21,573,891,125 577,367,493 (73,214,915) 22,078,043,703 2.34% 2.68%
Defined Contribution Plans:
Participant Directed Retirement 1,968,892,964 81,460,684 7,871,602 2,058,225,250 4.54% 4.13%
Health Reimbursement Arrangement 691,819,580 18,495,286 4,301,366 714,616,232 3.30% 2.67%
Retiree Medical Plan 207,216,480 5,540,840 1,297,927 214,055,247 3.30% 2.67%
Defined Benefit Occupational Death and Disability:
Public Employees 42,714,020 1,142,584 335,904 44,192,508 3.46% 2.66%
Police and Firefighters 18,285,512 489,055 113,434 18,888,001 3.29% 2.67%
Total Defined Contribution Plans 2,928,928,556 107,128,449 13,920,233 3,049,977,238 4.13% 3.65%
Total PERS 24,502,819,681 684,495,942 (59,294,682) 25,128,020,941 2.55% 2.80%
Teachers' Retirement System (TRS)
Defined Benefit Plans:
Retirement Trust 6,744,298,276 180,802,290 (38,202,933) 6,886,897,633 2.11% 2.69%
Retirement Health Care Trust 3,697,649,242 98,625,634 (10,305,775) 3,785,969,101 2.39% 2.67%
Total Defined Benefit Plans 10,441,947,518 279,427,924 (48,508,708) 10,672,866,734 2.21% 2.68%
Defined Contribution Plans:
Participant Directed Retirement 805,272,446 33,554,956 2,827,411 841,654,813 4.52% 4.16%
Health Reimbursement Arrangement 201,626,617 5,384,079 1,094,301 208,104,997 3.21% 2.66%
Retiree Medical Plan 67,403,257 1,799,602 311,252 69,514,111 3.13% 2.66%
Defined Benefit Occupational Death and Disability 6,631,696 177,058 29,115 6,837,869 3.11% 2.66%
Total Defined Contribution Plans 1,080,934,016 40,915,695 4,262,079 1,126,111,790 4.18% 3.78%
Total TRS 11,522,881,534 320,343,619 (44,246,629) 11,798,978,524 2.40% 2.79%
Judicial Retirement System (JRS)
Defined Benefit Plan Retirement Trust 246,530,503 6,616,487 (537,256) 252,609,734 2.47% 2.69%
Defined Benefit Retirement Health Care Trust 43,071,213 1,149,625 (20,219) 44,200,619 2.62% 2.67%
Total JRS 289,601,716 7,766,112 (557,475) 296,810,353 2.49% 2.68%
National Guard/Naval Militia Retirement System (MRS)
Defined Benefit Plan Retirement Trust 49,379,491 953,152 (138,853) 50,193,790 1.65% 1.93%
Other Participant Directed Plans
Supplemental Annuity Plan 5,008,551,224 164,002,584 (3,428,479) 5,169,125,329 3.21% 3.28%
Deferred Compensation Plan 1,204,099,917 45,849,197 (2,686,602) 1,247,262,512 3.58% 3.81%
Total All Funds 42,577,333,563 1,223,410,606 (110,352,720) 43,690,391,449
Total Non-Participant Directed 33,590,517,012 898,543,185 (114,936,652) 34,374,123,545 2.33% 2.68%
Total Participant Directed 8,986,816,551 324,867,421 4,583,932 9,316,267,904 3.67% 3.61%
Total All Funds $ 42,577,333,563 $ 1,223,410,606 $ (110,352,720) $ 43,690,391,449 2.61% 2.88%
Notes:

(1) Includes interest, dividends, securities lending, expenses, realized and unrealized gains/losses

(2) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates and can be found at: http:/treasury.dor.alaska.gov/armb/Reports-and-Policies/Investment-Performance.aspx

Page 2



Millions

Total Non Participant Directed Assets

As of October 31, 2021
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Millions

Millions

Public Employees' Retirement Pension Trust Fund
Fiscal Year-to-Date through October 31, 2021
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Public Employees' Retirement Health Care Trust Fund
Fiscal Year-to-Date through October 31, 2021
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Millions

Teachers' Retirement Pension Trust Fund

Fiscal Year-to-Date through October 31, 2021
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ALASKA RETIREMENT MANAGEMENT BOARD
Reporting of Funds by Manager

All Non-Participant Directed Plans



Cash
Short-Term Fixed Income Pool
Securities Lending Income Pool
Total Cash

Fixed Income
Alternative Fixed Income
Crestline Investors, Inc.
Prisma Capital Partners
Crestline Specialty Fund
Crestline Specialty Lending Fund I1
Crestline Specialty Lending Fund 111
Total Alternative Fixed Income
Opportunistic Fixed Income
Fidelity Inst. Asset Mgmt. High Yield CMBS
Fidelity Institutional Asset Management
MacKay Shields, LLC
Total Opportunistic Fixed Income

ARMB Barclays Agg Bond Fund
Total Fixed Income

Domestic Equities
Small Cap

Passively Managed
ARMB S&P 600

Total Passive
Actively Managed

Transition Account

Total Active

Total Small Cap

Alaska Retirement Management Board
All Non-Participant Directed Plans by Manager

Schedule of Investment Income and Changes in Invested Assets

For the Month Ended October 31, 2021

Beginning Net Contributions Ending % % Change due
Invested Investment and Invested increase to Investment
Assets Income (Withdrawals) Assets (decrease) Income
$ 411,544,805 % (87,838) (26,638,007) $ 384,818,960 -6.49% -0.02%
16,673 109,080 (63,764) 61,989 271.79% 717.21%
411,561,478 21,242 (26,701,771) 384,880,949 -6.48% 0.01%
650,873,304 - (11,873,758) 638,999,546 -1.82% -
76,357,543 212,453 (17,500,000) 59,069,996 -22.64% 0.31%
6,647,979 - (185,127) 6,462,852 -2.78% -
48,350,237 - (748,986) 47,601,251 -1.55% -
26,559,420 - - 26,559,420 - -
808,788,483 212,453 (30,307,871) 778,693,065 -3.72% 0.03%
220,151,110 375,607 - 220,526,717 0.17% 0.17%
992,228,413 3,018,312 - 995,246,725 0.30% 0.30%
2,144,663 - - 2,144,663 - -
1,214,524,186 3,393,919 - 1,217,918,105 0.28% 0.28%
4,981,767,193 (4,777,286) 17,000,000 4,993,989,907 0.25% -0.10%
7,005,079,862 (1,170,914) (13,307,871) 6,990,601,077 -0.21% -0.02%
766,678,044 25,962,492 (12,000,000) 780,640,536 1.82% 3.41%
766,678,044 25,962,492 (12,000,000) 780,640,536 1.82% 3.41%
766,678,044 25,962,492 (12,000,000) 780,640,536 1.82% 3.41%
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Large Cap
Passively Managed
ARMB S&P 900
Total Passive
Actively Managed
ARMB Domestic Residual Assets
ARMB Large Cap Multi-Factor
ARMB Scientific Beta
Transition Account
Total Active
Total Large Cap
Total Domestic Equity

Global Equities
Large Cap
Arrow Street Capital
Baillie Gifford Overseas Limited
Brandes Investment Partners
Cap Guardian Trust Co
Legal & General
McKinley Capital Management

SSgA MSCI World Ex-US IMI Index Fund

State Street Global Advisors
Total Large Cap

Alaska Retirement Management Board

All Non-Participant Directed Plans by Manager
Schedule of Investment Income and Changes in Invested Assets
For the Month Ended October 31, 2021

6,098,377,512 417,507,010 (66,000,000) 6,449,884,522
6,098,377,512 417,507,010 (66,000,000) 6,449,884,522
249,341 5,985 (246,636) 8,690
576,900,646 34,867,356 - 611,768,002
1,928,912,091 111,182,481 181,591 2,040,276,163
48 - (48) -
2,506,062,126 146,055,822 (65,093) 2,652,052,855
8,604,439,638 563,562,832 (66,065,093) 9,101,937,377
9,371,117,682 589,525,324 (78,065,093) 9,882,577,913
652,506,984 2,157,960 - 654,664,944
393,047,799 15,289,842 61,397,909 469,735,550
465,811,177 1,065,464 339,456 467,216,097
586,323,977 16,985,760 - 603,309,737
889,686,380 19,554,042 79,534 909,319,956
2,790,648 (35,066) (4,310) 2,751,272
1,857,625,224 52,351,236 - 1,909,976,460
201,661 - - 201,661
4,847,993 850 107,369,238 61,812,589 5,017,175,677
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5.76%
5.76%

-96.51%
6.04%
5.77%

-100.00%
5.83%
5.78%
5.46%
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Alaska Retirement Management Board
All Non-Participant Directed Plans by Manager
Schedule of Investment Income and Changes in Invested Assets
For the Month Ended October 31, 2021

Emerging Markets Equity

MSCI Emerging Markets Index Fund 731,724,030 7,189,167 - 738,913,197 0.98% 0.98%
Legal & General Sci-Beta Emerging Markets 281,659,458 2,008,708 25,266 283,693,432 0.72% 0.71%
Total Emerging Markets 1,013,383,488 9,197,875 25,266 1,022,606,629 0.91% 0.91%
Total Global Equities 5,861,377,338 116,567,113 61,837,855 6,039,782,306 3.04% 1.98%
Opportunistic
Alternative Equity Strategy
Alternative Equity Strategies Transition Account - - - - - -
McKinley Global Health Care 395,919,769 19,146,927 - 415,066,696 4.84% 4.84%
Total Alternative Equity Strategy 395,919,769 19,146,927 - 415,066,696 4.84% 4.84%
Alternative Beta
Man Group Alternative Risk Premia 316,985,895 (1,851,026) - 315,134,869 -0.58% -0.58%
Total Alternative Beta 316,985,895 (1,851,026) - 315,134,869 -0.58% -0.58%
Other Opportunities
Project Pearl 8,340,490 - - 8,340,490 - -
Schroders Insurance Linked Securities 9,624,491 (62,063) (1,500,000) 8,062,428 -16.23% -0.70%
Total Other Opportunities 17,964,981 (62,063) (1,500,000) 16,402,918 -8.70% -0.36%
Tactical Allocation Strategies
Fidelity Signals 626,901,966 26,669,360 - 653,571,326 4.25% 4.25%
PineBridge 620,911,753 18,044,501 - 638,956,254 2.91% 2.91%
Total Tactical Allocation Strategies 1,247,813,719 44,713,861 - 1,292,527,580 3.58% 3.58%
Total Opportunistic 1,978,684,364 61,947,699 (1,500,000) 2,039,132,063 3.05% 3.13%
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Private Equity
Abbott Capital

Advent International GPE Fund VIII-B

Advent International GPE Fund IX
Angelo, Gordon & Co.
Clearlake Capital Partners VI
Dyal Capital Partners 111
Dyal Capital Partners IV
Genstar X
Glendon Opportunities
Glendon Opportunities 11
Insight XII
KKR Lending Partners 11
Lexington Capital Partners VII1I
Lexington Partners VII
Merit Capital Partners
NB SOF IlI
NB SOF IV
New Mountain Partners IV
New Mountain Partners V
New Mountain Partners VI
NGP XI
NGP XIlI
Onex Partnership 111
Pathway Capital Management LLC
Resolute Fund 111
Resolute Fund IV
Resolute Fund V
Summit Partners GE IX
Summit Partners GE X
Warburg Pincus Global Growth Fund
Warburg Pincus X
Warburg Pincus XI
Warburg Pincus X1I

Total Private Equity

Alaska Retirement Management Board
All Non-Participant Directed Plans by Manager

Schedule of Investment Income and Changes in Invested Assets

For the Month Ended October 31, 2021

1,918,690,981 15,277,135 (20,665,836) 1,913,302,280
36,296,136 - - 36,296,136
24,247,865 - 2,100,000 26,347,865
5,291 - - 5,291
26,274,941 1 3,950,243 30,225,185
40,652,934 - (916,891) 39,736,043
21,940,870 2,107 622,069 22,565,046
- - 121,396 121,396
26,370,771 - - 26,370,771
68,669,611 - - 68,669,611
9,990,635 - 4,000,000 13,990,635
14,172,469 - - 14,172,469
36,141,496 - (1,492,597) 34,648,899
14,482,763 - (1,082,127) 13,400,636
10,703,892 - - 10,703,892
16,262,417 - - 16,262,417
39,980,206 - - 39,980,206
19,077,903 - - 19,077,903
71,251,908 - - 71,251,908
7,299,287 - - 7,299,287
36,707,159 - (1,605,892) 35,101,267
26,064,320 - 369,827 26,434,147
3,996,328 - (120,658) 3,875,670
2,161,652,287 17,147,004 (28,500,621) 2,150,298,670
11,632,136 - (2,980,676) 8,651,460
54,367,476 - - 54,367,476
10,250,139 - 2,110,954 12,361,093
74,616,605 - (8,627,466) 65,989,139
21,774,997 - 1,624,001 23,398,998
34,841,749 - 2,930,000 37,771,749
733,934 - - 733,934
16,621,641 - - 16,621,641
91,241,564 - (975,000) 90,266,564
4,947,012,711 32,426,247 (49,139,274) 4,930,299,684
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8.66%
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Alaska Retirement Management Board
All Non-Participant Directed Plans by Manager
Schedule of Investment Income and Changes in Invested Assets
For the Month Ended October 31, 2021

Real Assets
Farmland
UBS Agrivest, LLC 898,076,649 - - 898,076,649 - -
Total Farmland 898,076,649 - - 898,076,649 - -
Timber
Timberland Invt Resource LLC 359,135,894 - (3,200,000) 355,935,894 -0.89% -
Total Timber 359,135,894 - (3,200,000) 355,935,894 -0.89% -
Energy
EIG Energy Fund XIV-A 4,598,022 99,775 - 4,697,797 2.17% 2.17%
EIG Energy Fund XV 8,531,587 483,662 - 9,015,249 5.67% 5.67%
EIG Energy Fund XVI 47,751,113 3,233,744 (2,421,033) 48,563,824 1.70% 6.95%
Total Energy 60,880,722 3,817,181 (2,421,033) 62,276,870 2.29% 6.40%
REIT
REIT Transition Account - - - - - -
ARMB REIT 593,339,757 41,957,994 - 635,297,751 7.07% 7.07%
Total REIT 593,339,757 41,957,994 - 635,297,751 7.07% 7.07%

Infrastructure Private

IFM Global Infrastructure Fund-Private 583,304,161 30,082,178 - 613,386,339 5.16% 5.16%
JP Morgan Infrastructure Fund-Private 136,111,581 - - 136,111,581 - -
Total Infrastructure Private 719,415,742 30,082,178 - 749,497,920 4.18% 4.18%
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Alaska Retirement Management Board
All Non-Participant Directed Plans by Manager
Schedule of Investment Income and Changes in Invested Assets
For the Month Ended October 31, 2021

Real Estate
Core Commingled Accounts
BlackRock US Core Property Fund 347,861,850 15,620,682 - 363,482,532 4.49% 4.49%
JP Morgan 163,567,577 5,215,816 (1,161,861) 167,621,532 2.48% 3.20%
UBS Trumbull Property Fund 42,232,492 2,532,623 (2,073,366) 42,691,749 1.09% 6.15%
Total Core Commingled 553,661,919 23,369,121 (3,235,227) 573,795,813 3.64% 4.23%
Core Separate Accounts
Sentinel Separate Account 187,302,349 - 270,160 187,572,509 0.14% -
UBS Realty 541,236,174 - (1,392,451) 539,843,723 -0.26% -
Total Core Separate 728,538,523 - (1,122,291) 727,416,232 -0.15% -
Non-Core Commingled Accounts
Almanac Realty Securities V 52,214 - - 52,214 - -
Almanac Realty Securities VII 25,589,544 - 667,308 26,256,852 2.61% -
Almanac Realty Securities VIII 15,608,036 - 1,607,456 17,215,492 10.30% -
Clarion Ventures 4 27,387,332 - - 27,387,332 - -
Colony Investors VIII, L.P. 1,258,497 - - 1,258,497 - -
ING Clarion Development Ventures 111 1,387,922 - - 1,387,922 - -
KKR Real Estate Partners Americas Il 21,436,615 - - 21,436,615 - -
KKR Real Estate Partners Americas L.P. 4,162,836 - (356,711) 3,806,125 -8.57% -
Silverpeak Legacy Pension Partners II, L.P. 1,008,612 - - 1,008,612 - -
Silverpeak Legacy Pension Partners 111, L.P. 2,565,727 - - 2,565,727 - -
Tishman Speyer Real Estate Venture VI 2,028,012 - - 2,028,012 - -
Tishman Speyer Real Estate Venture VII 149,024 - - 149,024 - -
Total Non-Core Commingled 102,634,371 - 1,918,053 104,552,424 1.87% -
Total Real Estate 1,384,834,813 23,369,121 (2,439,465) 1,405,764,469 1.51% 1.69%
Total Real Assets 4,015,683,577 99,226,474 (8,060,498) 4,106,849,553 2.27% 2.47%
Total Assets $ 33590517,012 $ 898,543,185 $ (114,936,652) $ 34,374,123,545 2.33% 2.68%
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ALASKA RETIREMENT MANAGEMENT BOARD
Reporting of Funds by Manager

Participant Directed Plans



Participant Options

T. Rowe Price
Stable Value Fund
Small Cap Stock Fund
Alaska Balanced Trust
Long Term Balanced Fund
AK Target Date 2010 Trust
AK Target Date 2015 Trust
AK Target Date 2020 Trust
AK Target Date 2025 Trust
AK Target Date 2030 Trust
AK Target Date 2035 Trust
AK Target Date 2040 Trust
AK Target Date 2045 Trust
AK Target Date 2050 Trust
AK Target Date 2055 Trust
AK Target Date 2060 Trust
AK Target Date 2065 Trust

Total Investments with T. Rowe Price

JP Morgan

JPMorgan SmartSpending 2015 R6
JPMorgan SmartSpending 2020 R6
Total Investments with JP Morgan

State Street Global Advisors
Money Market

S&P 500 Stock Index Fund Series A

Russell 3000 Index
World Equity Ex-US Index

Total Investments with SSgA

BlackRock

Passive U.S. Bond Index Fund

Strategic Completion Fund

Total Investments with BlackRock

Brandes and Baillie Gifford

AK International Equity Fund

Northern Trust

Environmental, Social, and Governance Fund

Total All Funds

Supplemental Annuity Plan
Schedule of Investment Income and Changes in Invested Assets
for the Month Ended

October 31, 2021

% Changein % Change due
Beginning Invested Net Contributions Ending Invested Invested to Investment
Assets Investment Income (Withdrawals) Transfers In (Out) Assets Assets Income (1)
$ 496,851,035 $ 706,974 $ (1,843,545) $ 707,111 $ 496,421,575 -0.09% 0.14%
267,769,138 12,660,400 (321,927) (3,925,981) 276,181,630 3.14% 4.77%
1,200,661,508 20,691,649 (4,577,673) 1,727,095 1,218,502,579 1.49% 1.73%
763,138,299 24,049,082 842,975 739,844 788,770,200 3.36% 3.15%
10,009,406 198,565 (20,905) 129,967 10,317,033 3.07% 1.97%
80,247,596 1,822,699 (1,906,625) 868,683 81,032,353 0.98% 2.29%
91,518,194 2,551,582 (288,965) 616,520 94,397,331 3.15% 2.78%
116,297,088 3,889,596 291,363 1,559,837 122,037,884 4.94% 3.32%
96,269,617 3,669,714 586,913 1,404,588 101,930,832 5.88% 3.77%
98,230,135 4,108,155 903,507 (1,022,794) 102,219,003 4.06% 4.18%
93,922,217 4,251,211 428,222 (533,477) 98,068,173 4.41% 4.53%
111,827,568 5,396,673 952,579 (314,146) 117,862,674 5.40% 4.81%
124,796,951 6,118,937 1,220,712 (102,518) 132,034,082 5.80% 4.88%
127,877,194 6,271,746 1,681,178 (351,430) 135,478,688 5.94% 4.88%
7,712,195 384,513 471,344 (19,988) 8,548,064 10.84% 4.84%
3,006,851 143,527 197,204 (137,480) 3,210,102 6.76% 4.73%
3,690,134,992 96,915,023 (1,383,643) 1,345,831 3,787,012,203
436 266 290 42,651 43,643 9909.86% 1.21%
2,964 328 351 46,536 50,179 1592.95% 1.24%
3,400 594 641 89,187 93,822
67,679,248 297 (181,591) 1,193,525 68,691,479 1.50% 0.00%
516,061,541 36,044,585 (1,014,105) (3,203,102) 547,888,919 6.17% 7.01%
142,405,356 9,726,730 (391,442) 3,519,736 155,260,380 9.03% 6.76%
55,740,087 1,616,035 3,941 3,165,513 60,525,576 8.59% 2.82%
781,886,232 47,387,647 (1,583,197) 4,675,672 832,366,354
185,482,439 (71,033) (522,769) (1,483,543) 183,405,094 -1.12% -0.04%
37,017,835 1,216,518 34,638 (224,552) 38,044,439 2.77% 3.29%
222,500,274 1,145,485 (488,131) (1,708,095) 221,449,533
147,219,183 3,118,379 208,424 (1,242,329) 149,303,657 1.42% 2.13%
166,807,143 15,435,456 (182,573) (3,160,266) 178,899,760 7.25% 9.35%
$ 5,008,551,224 $ 164,002,584 $ (3,428,479) $ - $ 5,169,125,329 3.21% 3.28%

Notes: Source data provided by the record keeper, Empower Retirement.

(1) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates.
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Supplemental Annuity Plan
Schedule of Invested Assets with
Schedule of Investment Income and Changes in Invested Assets
By Month Through the Month Ended
October 31, 2021

$ (Thousands)
Invested Assets (at fair value) July August September October
Investments with T. Rowe Price
Stable Value Fund $ 488,478 $ 491,047 $ 496,851 $ 496,422
Small Cap Stock Fund 277,757 277,500 267,769 276,182
Alaska Balanced Trust 1,223,740 1,228,707 1,200,662 1,218,503
Long Term Balanced Fund 774,789 783,806 763,138 788,770
AK Target Date 2010 Trust 10,085 10,174 10,009 10,317
AK Target Date 2015 Trust 83,324 83,550 80,248 81,032
AK Target Date 2020 Trust 92,999 93,604 91,518 94,397
AK Target Date 2025 Trust 116,770 119,535 116,297 122,038
AK Target Date 2030 Trust 97,336 98,709 96,270 101,931
AK Target Date 2035 Trust 99,225 101,763 98,230 102,219
AK Target Date 2040 Trust 94,988 96,923 93,922 98,068
AK Target Date 2045 Trust 113,224 116,158 111,828 117,863
AK Target Date 2050 Trust 126,689 129,643 124,797 132,034
AK Target Date 2055 Trust 128,109 131,897 127,877 135,479
AK Target Date 2060 Trust 7,336 7,669 7,712 8,548
AK Target Date 2065 Trust 3,129 3,452 3,007 3,210
Investments with JP Morgan
JPMorgan SmartSpending 2015 R6 14 0 0 44
JPMorgan SmartSpending 2020 R6 9 317 3 50
Investments with State Street Global Advisors
Money Market 66,716 67,010 67,679 68,691
S&P 500 Stock Index Fund Series A 534,147 547,482 516,062 547,889
Russell 3000 Index 139,778 145,498 142,405 155,260
World Equity Ex-US Index 53,790 54,806 55,740 60,526
Investments with BlackRock
Passive U.S. Bond Index Fund 189,913 188,612 185,482 183,405
Strategic Completion Fund 37,611 37,762 37,018 38,044
Investments with Brandes and Baillie Gifford
AK International Equity Fund 150,369 154,751 147,219 149,304
Investments with Northern Trust
Environmental, Social, and Governance Fund 175,596 179,135 166,807 178,900
Total Invested Assets $ 5,085920 $ 5,149,507 $ 5,008,551 $ 5,169,125
Change in Invested Assets
Beginning Assets $ 5,064,368 $ 5,085,920 $ 5,149,507 $ 5,008,551
Investment Earnings 40,530 73,949 (130,128) 164,003
Net Contributions (Withdrawals) (18,978) (10,361) (10,828) (3,428)
Ending Invested Assets $ 5085920 $ 5,149,507 $ 5,008,551 $ 5,169,125
Page 18
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Participant Options

T. Rowe Price
Stable Value Fund
Small Cap Stock Fund
Alaska Balanced Trust
Long Term Balanced Fund
AK Target Date 2010 Trust
AK Target Date 2015 Trust
AK Target Date 2020 Trust
AK Target Date 2025 Trust
AK Target Date 2030 Trust
AK Target Date 2035 Trust
AK Target Date 2040 Trust
AK Target Date 2045 Trust
AK Target Date 2050 Trust
AK Target Date 2055 Trust
AK Target Date 2060 Trust
AK Target Date 2065 Trust

Total Investments with T. Rowe Price

JP Morgan
JPMorgan SmartSpending 2015 R6
JPMorgan SmartSpending 2020 R6
Total Investments with JP Morgan

State Street Global Advisors
Money Market
S&P 500 Stock Index
Russell 3000 Index
World Equity Ex-US Index
Total Investments with SSgA

BlackRock
Passive U.S. Bond Index Fund
Strategic Completion Fund
Total Investments with BlackRock

Brandes and Baillie Gifford
AK International Equity Fund

Northern Trust

Environmental, Social, and Governance Fund

Total All Funds

Notes: Source data provided by the record keeper, Empower Retirement.

Deferred Compensation Plan
Schedule of Invested Assets and Changes in Invested Assets
for the Month Ended

October 31, 2021

% Change in % Change due
Beginning Invested Net Contributions Ending Invested Invested to Investment
Assets Investment Income (Withdrawals) Transfers In (Out) Assets Assets Income (1)
206,300,728 293,655 $ (563,767) $ 248,115 $ 206,278,731 -0.01% 0.14%
149,317,257 7,076,823 (152,485) (1,581,586) 154,660,009 3.58% 4.77%
45,772,632 792,612 (72,890) 745,374 47,237,728 3.20% 1.72%
91,456,582 2,885,403 17,044 390,437 94,749,466 3.60% 3.15%
3,404,177 64,110 (80,902) (189,567) 3,197,818 -6.06% 1.96%
9,823,425 225,627 (4,414) 13,876 10,058,514 2.39% 2.30%
25,784,409 723,288 (184,002) 925,967 27,249,662 5.68% 2.771%
31,684,026 1,051,971 (196,905) (78,555) 32,460,537 2.45% 3.33%
18,133,552 692,716 100,173 554,721 19,481,162 7.43% 3.75%
13,882,783 572,860 169,808 (256,766) 14,368,685 3.50% 4.14%
13,198,740 593,812 116,292 (167,838) 13,741,006 4.11% 4.51%
10,398,946 500,342 56,162 (34,090) 10,921,360 5.02% 4.81%
8,079,255 396,958 107,725 219,089 8,803,027 8.96% 4.82%
6,473,452 316,611 42,835 (37,429) 6,795,469 4.97% 4.89%
1,444,842 69,699 21,471 (70,910) 1,465,102 1.40% 4.91%
589,056 29,061 11,759 50,749 680,625 15.55% 4.68%
635,743,862 16,285,548 (612,096) 731,587 652,148,901
17 - 34 1 52 205.88% 0.00%
12,482 214 50 1 12,747 2.12% 1.71%
12,499 214 84 2 12,799
22,466,775 95 (979,555) 480,317 21,967,632 -2.22% 0.00%
266,971,578 18,633,984 (374,832) (1,229,482) 284,001,248 6.38% 7.00%
52,307,437 3,565,752 (272,719) 1,436,528 57,036,998 9.04% 6.74%
19,567,483 560,817 (14,138) 740,445 20,854,607 6.58% 2.81%
361,313,273 22,760,648 (1,641,244) 1,427,808 383,860,485
78,817,706 (31,069) (243,996) (527,593) 78,015,048 -1.02% -0.04%
16,195,987 526,008 8,497 (295,904) 16,434,588 1.47% 3.28%
95,013,693 494,939 (235,499) (823,497) 94,449,636
56,664,590 1,194,823 (6,952) (482,092) 57,370,369 1.25% 2.12%
55,352,000 5,113,025 (190,895) (853,808) 59,420,322 7.35% 9.33%
1,204,099,917 $ 45,849,197 $ (2,686,602) $ - $ 1,247,262,512 3.58% 3.81%

(1) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates.
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Deferred Compensation Plan
Schedule of Invested Assets with
Schedule of Investment Income and Changes in Invested Assets
By Month Through the Month Ended
October 31, 2021
$ (Thousands)

Invested Assets (at fair value) July August September October

Investments with T. Rowe Price
Stable Value Fund $ 204,937 $ 205,613 $ 206,301 $ 206,279
Small Cap Stock Fund 152,997 154,380 149,317 154,660
Alaska Balanced Trust 45,949 46,782 45,773 47,238
Long Term Balanced Fund 91,855 93,589 91,457 94,749
AK Target Date 2010 Trust 3,367 3,400 3,404 3,198
AK Target Date 2015 Trust 10,022 10,104 9,823 10,059
AK Target Date 2020 Trust 26,231 26,498 25,784 27,250
AK Target Date 2025 Trust 32,470 33,030 31,684 32,461
AK Target Date 2030 Trust 18,706 19,160 18,134 19,481
AK Target Date 2035 Trust 14,380 14,428 13,883 14,369
AK Target Date 2040 Trust 13,562 13,793 13,199 13,741
AK Target Date 2045 Trust 10,409 10,783 10,399 10,921
AK Target Date 2050 Trust 8,111 8,359 8,079 8,803
AK Target Date 2055 Trust 6,422 6,636 6,473 6,795
AK Target Date 2060 Trust 1,450 1,485 1,445 1,465
AK Target Date 2065 Trust 629 599 589 681

Investments with JP Morgan
JPMorgan SmartSpending 2015 R6 3 3 0 0
JPMorgan SmartSpending 2020 R6 3 3 12 13

Investments with State Street Global Advisors

Money Market 21,081 21,454 22,467 21,968
S&P 500 Stock Index 275,631 281,834 266,972 284,001
Russell 3000 Index 52,658 54,024 52,307 57,037
World Equity Ex-US Index 19,029 19,419 19,567 20,855

Investments with BlackRock
Passive U.S. Bond Index Fund 80,804 80,060 78,818 78,015
Strategic Completion Fund 16,889 16,832 16,196 16,435

Investments with Brandes and Baillie Gifford
AK International Equity Fund 58,826 59,613 56,665 57,370

Investments with Northern Trust
Environmental, Social, and Governance Fund 57,412 58,923 55,352 59,420

Total Invested Assets $ 1223830 $ 1,240,801 $ 1,204,100 $ 1,247,263

Change in Invested Assets

Beginning Assets $ 1,217,086 $ 1,223,830 $ 1,240,801 $ 1,204,100
Investment Earnings 10,325 20,564 (33,515) 45,849
Net Contributions (Withdrawals) (3,581) (3,594) (3,186) (2,687)
Ending Invested Assets $ 1223830 $ 1,240,801 $ 1,204,100 $ 1,247,263

Source data provided by the record keeper, Empower Retirement. Page 20



Participant Options

T. Rowe Price
Stable Value Fund
Small Cap Stock Fund
Alaska Balanced Trust
Long Term Balanced Fund
AK Target Date 2010 Trust
AK Target Date 2015 Trust
AK Target Date 2020 Trust
AK Target Date 2025 Trust
AK Target Date 2030 Trust
AK Target Date 2035 Trust
AK Target Date 2040 Trust
AK Target Date 2045 Trust
AK Target Date 2050 Trust
AK Target Date 2055 Trust
AK Target Date 2060 Trust
AK Target Date 2065 Trust

Total Investments with T. Rowe Price

JP Morgan

JPMorgan SmartSpending 2015 R6
JPMorgan SmartSpending 2020 R6
Total Investments with JP Morgan

State Street Global Advisors
Money Market

S&P 500 Stock Index Fund Series A

Russell 3000 Index
World Equity Ex-US Index

Total Investments with SSgA

BlackRock

Passive U.S. Bond Index Fund

Strategic Completion Fund

Total Investments with BlackRock

Brandes and Baillie Gifford

AK International Equity Fund

Northern Trust

Environmental, Social, and Governance Fund

Total All Funds

Defined Contribution Retirement - Participant Directed PERS
Schedule of Investment Income and Changes in Invested Assets

for the Month Ended

October 31, 2021

% Change in % Change due
Beginning Invested Net Contributions Ending Invested Invested to Investment
Assets Investment Income (Withdrawals) Transfers In (Out) Assets Assets Income (1)
$ 120,657,903 $ 171,576 $ (132,205) $ (102,903) $ 120,594,371 -0.05% 0.14%
119,941,106 5,668,811 79,283 (2,790,056) 122,899,144 2.47% 4.78%
49,778,940 873,851 18,359 1,856,582 52,527,732 5.52% 1.72%
17,911,878 619,814 (30,114) 3,406,048 21,907,626 22.31% 3.16%
3,416,050 66,760 (125,440) - 3,357,370 -1.72% 1.99%
13,269,309 307,192 10,410 547 13,587,458 2.40% 2.31%
45,731,339 1,272,320 (411,532) 383,519 46,975,646 2.72% 2.78%
85,889,659 2,848,693 235,810 (143,310) 88,830,852 3.42% 3.31%
96,309,749 3,639,350 614,970 (183,295) 100,380,774 4.23% 3.77%
121,832,833 5,116,741 781,610 (183,896) 127,547,288 4.69% 4.19%
144,451,025 6,551,802 669,066 (132,940) 151,538,953 4.91% 4.53%
187,799,016 9,075,286 1,298,839 (863,536) 197,309,605 5.06% 4.83%
224,317,108 10,988,759 1,285,566 (305,244) 236,286,189 5.34% 4.89%
239,298,059 11,728,026 2,158,742 (447,591) 252,737,236 5.62% 4.88%
8,023,332 404,781 627,582 (22,325) 9,033,370 12.59% 4.86%
3,785,085 190,411 295,036 (16,876) 4,253,656 12.38% 4.85%
1,482,412,391 59,524,173 7,375,982 454,724 1,549,767,270
61 1 - - 62 1.64% 1.64%
691 28 268 2,129 3,116 350.94% 1.48%
752 29 268 2,129 3,178
15,656,043 69 (30,011) (54,992) 15,571,109 -0.54% 0.00%
76,541,362 5,374,151 117,399 327,261 82,360,173 7.60% 7.00%
74,804,370 5,131,851 225,924 2,010,028 82,172,173 9.85% 6.76%
42,315,943 1,211,148 111,276 941,250 44,579,617 5.35% 2.83%
209,317,718 11,717,219 424,588 3,223,547 224,683,072
79,693,118 (31,506) (87,576) (1,812,140) 77,761,896 -2.42% -0.04%
5,688,723 185,806 26,638 (48,600) 5,852,567 2.88% 3.27%
85,381,841 154,300 (60,938) (1,860,740) 83,614,463
107,693,792 2,304,963 184,618 561,882 110,745,255 2.83% 2.13%
84,086,470 7,760,000 (52,916) (2,381,542) 89,412,012 6.33% 9.36%
$ 1,968,892,964 $ 81,460,684 $ 7,871,602 $ - $ 2,058,225,250 4.54% 4.13%

Notes: Source data provided by the record keeper, Empower Retirement.

(1) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates.
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Defined Contribution Retirement - Participant Directed PERS
Schedule of Invested Assets with
Schedule of Investment Income and Changes in Invested Assets
By Month Through the Month Ended

October 31, 2021

$ (Thousands)
Invested Assets (at fair value) July August September October
Investments with T. Rowe Price
Stable Value Fund $ 118,076 $ 119,540 $ 120,658 $ 120,594
Small Cap Stock Fund 124,848 125,147 119,941 122,899
Alaska Balanced Trust 47,383 49,356 49,779 52,528
Long Term Balanced Fund 13,857 15,467 17,912 21,908
AK Target Date 2010 Trust 3,467 3,515 3,416 3,357
AK Target Date 2015 Trust 13,574 13,592 13,269 13,587
AK Target Date 2020 Trust 46,846 47,035 45,731 46,976
AK Target Date 2025 Trust 86,710 88,196 85,890 88,831
AK Target Date 2030 Trust 97,134 98,887 96,310 100,381
AK Target Date 2035 Trust 123,227 125,787 121,833 127,547
AK Target Date 2040 Trust 145,065 148,749 144,451 151,539
AK Target Date 2045 Trust 189,980 194,566 187,799 197,310
AK Target Date 2050 Trust 226,477 231,766 224,317 236,286
AK Target Date 2055 Trust 239,429 246,604 239,298 252,737
AK Target Date 2060 Trust 7,460 7,796 8,023 9,033
AK Target Date 2065 Trust 3,250 3,699 3,785 4,254
Investments with JP Morgan
JPMorgan SmartSpending 2015 R6 5 0 0 0
JPMorgan SmartSpending 2020 R6 5 0 1 3
State Street Global Advisors
Money Market 14,810 15,438 15,656 15,571
S&P 500 Stock Index Fund Series A 78,578 80,615 76,541 82,360
Russell 3000 Index 72,802 76,379 74,804 82,172
World Equity Ex-US Index 42,667 42,874 42,316 44,580
Investments with BlackRock
Passive U.S. Bond Index Fund 83,219 82,134 79,693 77,762
Strategic Completion Fund 5,956 5,781 5,689 5,853
Investments with Brandes and Baillie Gifford
AK International Equity Fund 108,915 112,201 107,694 110,745
Investments with Northern Trust
Environmental, Social, and Governance Fund 89,553 91,018 84,086 89,412
Total Invested Assets $ 1983291 $ 2,026,142 $ 1968893 $ 2,058,225
Change in Invested Assets
Beginning Assets $ 1964384 $ 1983291 $ 2,026,142 $ 1,968,893
Investment Earnings 12,809 37,132 (64,693) 81,461
Net Contributions (Withdrawals) 6,098 5,720 7,443 7,872
Ending Invested Assets $ 1983291 $ 2,026,142 $ 1,968,893 $ 2,058,225

Source data provided by the record keeper, Empower Retirement.
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Participant Options

T. Rowe Price
Stable Value Fund
Small Cap Stock Fund
Alaska Balanced Trust
Long Term Balanced Fund
AK Target Date 2010 Trust
AK Target Date 2015 Trust
AK Target Date 2020 Trust
AK Target Date 2025 Trust
AK Target Date 2030 Trust
AK Target Date 2035 Trust
AK Target Date 2040 Trust
AK Target Date 2045 Trust
AK Target Date 2050 Trust
AK Target Date 2055 Trust
AK Target Date 2060 Trust
AK Target Date 2065 Trust

Total Investments with T. Rowe Price

JP Morgan
JPMorgan SmartSpending 2015 R6
JPMorgan SmartSpending 2020 R6
Total Investments with JP Morgan

State Street Global Advisors
Money Market
S&P 500 Stock Index Fund Series A
Russell 3000 Index
World Equity Ex-US Index
Total Investments with SSgA

BlackRock
Passive U.S. Bond Index Fund
Strategic Completion Fund
Total Investments with BlackRock

Brandes and Baillie Gifford
AK International Equity Fund

Northern Trust
Environmental, Social, and Governance Fund

Total All Funds

Notes: Source data provided by the record keeper, Empower Retirement.

Defined Contribution Retirement - Participant Directed TRS
Schedule of Investment Income and Changes in Invested Assets
for the Month Ended

October 31, 2021

% Change in % Change due
Beginning Invested Net Contributions Ending Invested Invested to Investment
Assets Investment Income (Withdrawals) Transfers In (Out) Assets Assets Income (1)
47,754,104 67,587 (91,918) $ (268,715) $ 47,461,058 -0.61% 0.14%
48,156,069 2,276,832 (16,541) (1,194,368) 49,221,992 2.21% 4.79%
20,990,101 363,782 (50,178) 430,604 21,734,309 3.55% 1.72%
7,354,371 247,340 20,241 1,306,065 8,928,017 21.40% 3.08%
1,239,133 24,546 10,861 - 1,274,540 2.86% 1.97%
4,112,761 94,948 30,838 - 4,238,547 3.06% 2.30%
13,533,562 376,996 (19,424) - 13,891,134 2.64% 2.79%
26,507,676 880,085 137,597 (30,062) 27,495,296 3.73% 3.31%
36,846,758 1,389,852 264,666 173,437 38,674,713 4.96% 3.75%
51,605,735 2,166,620 307,089 81,878 54,161,322 4.95% 4.18%
62,218,508 2,825,828 480,473 (48,396) 65,476,413 5.24% 4.53%
88,891,036 4,295,149 507,090 (134,697) 93,558,578 5.25% 4.82%
124,466,816 6,086,153 588,320 (9,634) 131,131,655 5.35% 4.88%
81,075,248 3,962,073 409,140 (216,260) 85,230,201 5.12% 4.88%
2,608,510 130,972 192,735 - 2,932,217 12.41% 4.84%
395,000 20,697 57,703 - 473,400 19.85% 4.88%
617,755,388 25,209,460 2,828,692 89,852 645,883,392
- - - - - 0.00% 0.00%
- - - - - 0.00% 0.00%
4,582,506 20 12,873 31,650 4,627,049 0.97% 0.00%
21,051,769 1,483,434 70,962 152,961 22,759,126 8.11% 7.01%
30,379,099 2,085,198 9,251 1,161,059 33,634,607 10.72% 6.73%
17,994,974 514,188 19,785 344,336 18,873,283 4.88% 2.83%
74,008,348 4,082,840 112,871 1,690,006 79,894,065
31,093,410 (12,694) (40,453) (807,551) 30,232,712 -2.77% -0.04%
1,521,263 50,187 2,951 (3,052) 1,571,349 3.29% 3.30%
32,614,673 37,493 (37,502) (810,603) 31,804,061
45,605,122 970,540 (13,451.00) 109,435 46,671,646 2.34% 2.13%
35,288,915 3,254,623 (63,199.00) (1,078,690) 37,401,649 5.99% 9.37%
805,272,446 $ 33,554,956 $ 2,827,411 $ - 841,654,813 4.52% 4.16%

(1) Income divided by beginning assets plus half of net contributions/(withdrawals). Actual returns are calculated by Callan and Associates.
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Defined Contribution Retirement - Participant Directed TRS
Schedule of Invested Assets with
Schedule of Investment Income and Changes in Invested Assets
By Month Through the Month Ended
October 31, 2021

$ (Thousands)
Invested Assets (at fair value) July August September October
Investments with T. Rowe Price
Stable Value Fund $ 46,955 $ 47,342 $ 47,754 $ 47,461
Small Cap Stock Fund 50,379 50,599 48,156 49,222
Alaska Balanced Trust 20,063 20,970 20,990 21,734
Long Term Balanced Fund 5,573 6,530 7,354 8,928
AK Target Date 2010 Trust 1,196 1,256 1,239 1,275
AK Target Date 2015 Trust 4,024 4,173 4,113 4,239
AK Target Date 2020 Trust 14,018 13,876 13,534 13,891
AK Target Date 2025 Trust 27,427 27,347 26,508 27,495
AK Target Date 2030 Trust 37,836 38,163 36,847 38,675
AK Target Date 2035 Trust 52,959 53,903 51,606 54,161
AK Target Date 2040 Trust 62,818 64,059 62,219 65,476
AK Target Date 2045 Trust 90,922 92,299 88,891 93,559
AK Target Date 2050 Trust 126,623 129,199 124,467 131,132
AK Target Date 2055 Trust 82,393 84,076 81,075 85,230
AK Target Date 2060 Trust 2,521 2,634 2,609 2,932
AK Target Date 2065 Trust 365 388 395 473
Investments with JP Morgan
JPMorgan SmartSpending 2015 R6 0 0 0 0
JPMorgan SmartSpending 2020 R6 0 0 0 0
Investments with State Street Global Advisors
Money Market 4,501 4,754 4,583 4,627
S&P 500 Stock Index Fund Series A 22,155 22,404 21,052 22,759
Russell 3000 Index 29,502 30,900 30,379 33,635
World Equity Ex-US Index 18,199 18,208 17,995 18,873
Investments with BlackRock
Passive U.S. Bond Index Fund 32,563 32,163 31,093 30,233
Strategic Completion Fund 1,591 1,549 1,521 1,571
Investments with Brandes and Baillie Gifford
AK International Equity Fund 46,757 47,935 45,605 46,672
Investments with Northern Trust
Environmental, Social, and Governance Fund 38,315 38,547 35,289 37,402
Total Invested Assets $ 819,656 $ 833,273 $ 805,272 $ 841,655
Change in Invested Assets
Beginning Assets $ 812,550 $ 819,656 $ 833,273 $ 805,272
Investment Earnings 5,164 15,463 (26,802) 33,555
Net Contributions (Withdrawals) 1,942 (1,845) (1,199) 2,827
Ending Invested Assets $ 819,656 $ 833,273 $ 805,272 $ 841,655
Page 24
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ALASKA RETIREMENT MANAGEMENT BOARD

FINANCIAL REPORT
(Supplement to the Treasury Division Report)

As of October 31, 2021

Prepared by the Division of Retirement & Benefits



Public Employees’ Retirement System (PERS)
Defined Benefit Plans:
Retirement Pension Trust
Retirement Health Care Trust
Total Defined Benefit Plans

Defined Contribution Plans:
Participant Directed Retirement
Health Reimbursement Arrangement ©
Retiree Medical Plan ©
Occupational Death and Disability: ©
All Others
Peace Officers and Firefighters
Total Defined Contribution Plans
Total PERS

Teachers' Retirement System (TRS)
Defined Benefit Plans:
Retirement Pension Trust
Retirement Health Care Trust
Total Defined Benefit Plans

Defined Contribution Plans:
Participant Directed Retirement
Health Reimbursement Arrangement ©
Retiree Medical Plan ©
Occupational Death and Disability ©
Total Defined Contribution Plans
Total TRS

Judicial Retirement System (JRS)
Defined Benefit Plan Retirement Pension Trust
Defined Benefit Plan Retirement Health Care Trust
Total JRS

National Guard/Naval Militia Retirement System (NGNMRS)
Defined Benefit Plan Retirement Pension Trust @

Other Participant Directed Plans
Supplemental Annuity Plan (SBS)

Deferred Compensation Plan ® (DCP)
Total All Funds

Total Non-Participant Directed
Total Participant Directed
Total All Funds

(a) Employer only contributions.
(b) Employee only contributions.

Prepared by the Division of Retirement and Benefits

ALASKA RETIREMENT MANAGEMENT BOARD
SCHEDULE OF NON-INVESTMENT CHANGES BY FUND

(Supplement to the Treasury Division Report)

For the Four Months Ending October 31, 2021

Contributions Expenditures Net
Contributions Total Refunds & Administrative Total Contributions/
EE and/or ER State of Alaska Other Contributions Benefits Disbursements & Investment Expenditures (Withdrawals)
$ 148,343,286 97,699,500 $ 51,807 $ 246,094,593 $ (316,703,777) $ (3,344,624) $ (3,555,588) $ (323,603,989) $ (77,509,396)
21,384,029 - 18,212,615 39,596,644 (156,446,959) - (1,225,829) (157,672,788) (118,076,144)
169,727,315 97,699,500 18,264,422 285,691,237 (473,150,736) (3,344,624) (4,781,417) (481,276,777) (195,585,540)
63,224,176 - - 63,224,176 (32,910,006) (3,180,958) (36,090,964) 27,133,212
15,425,617 - - 15,425,617 (135,240) - (37,332) (172,572) 15,253,045
5,536,565 - 24,057 5,560,622 (435,983) - (22,342) (458,325) 5,102,297
1,263,497 - - 1,263,497 (36,305) - (3,064) (39,369) 1,224,128
520,767 - - 520,767 (109,404) - (3,178) (112,582) 408,185
85,970,622 - 24,057 85,994,679 (716,932) (32,910,006) (3,246,874) (36,873,812) 49,120,867
255,697,937 97,699,500 18,288,479 371,685,916 (473,867,668) (36,254,630) (8,028,291) (518,150,589) (146,464,673)
14,318,235 142,665,000 10,876 156,994,111 (171,405,176) (795,980) (1,564,076) (173,765,232) (16,771,121)
5,519,748 - 6,123,296 11,643,044 (51,720,028) - (2,483,102) (54,203,130) (42,560,086)
19,837,983 142,665,000 6,134,172 168,637,155 (223,125,204) (795,980) (4,047,178) (227,968,362) (59,331,207)
16,475,950 - - 16,475,950 (13,652,035) (1,098,709) (14,750,744) 1,725,206
2,929,539 - - 2,929,539 (36,389) - (11,195) (47,584) 2,881,955
1,002,485 - 1,937 1,004,422 (94,881) - (8,750) (103,631) 900,791
87,449 - - 87,449 (8,099) - (1,355) (9,454) 77,995
20,495,423 - 1,937 20,497,360 (139,369) (13,652,035) (1,120,009) (14,911,413) 5,585,947
40,333,406 142,665,000 6,136,109 189,134,515 (223,264,573) (14,448,015) (5,167,187) (242,879,775) (53,745,260)
4,091,252 4,185,000 4 8,276,256 (4,868,358) - (43,193) (4,911,551) 3,364,705
270,326 - 49,723 320,049 (433,327) - (25,214) (458,541) (138,492)
4,361,578 4,185,000 49,727 8,596,305 (5,301,685) - (68,407) (5,370,092) 3,226,213
- - - - (442,896) - (143,306) (586,202) (586,202)
61,646,167 - - 61,646,167 (102,378,778) (2,862,880) (105,241,658) (43,595,491)
15,854,867 - - 15,854,867 (27,978,897) (923,201) (28,902,098) (13,047,231)
377,893,955 244,549,500 24,474,315 646,917,770 (702,876,822) (181,060,320) (17,193,272) (901,130,414) (254,212,644)
220,692,795 244,549,500 24,474,315 489,716,610 (702,876,822) (4,140,604) (9,127,524) (716,144,950) (226,428,340)
157,201,160 - - 157,201,160 - (176,919,716) (8,065,748) (184,985,464) (27,784,304)
$ 377,893,955 244,549,500 $ 24474315 $ 646,917,770 $ (702,876,822) $  (181,060,320) $ (17,193,272) $ (901,130,414) $ (254,212,644)
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Public Employees' Retirement System (PERS)
Defined Benefit Plans:

Retirement Pension Trust
Retirement Health Care Trust
Total Defined Benefit Plans

Defined Contribution Plans:
Participant Directed Retirement
Health Reimbursement Arrangement®
Retiree Medical Plan @
Occupational Death and Disability: ©
All Others
Peace Officers and Firefighters
Total Defined Contribution Plans
Total PERS

Teachers' Retirement System (TRS)
Defined Benefit Plans:
Retirement Pension Trust
Retirement Health Care Trust
Total Defined Benefit Plans

Defined Contribution Plans:
Participant Directed Retirement
Health Reimbursement Arrangement®
Retiree Medical Plan @
Occupational Death and Disability ©
Total Defined Contribution Plans
Total TRS

Judicial Retirement System (JRS)
Defined Benefit Plan Retirement Pension Trust
Defined Benefit Plan Retirement Health Care Trust
Total JRS

National Guard/Naval Militia Retirement System (NGNMRS)

ALASKA RETIREMENT MANAGEMENT BOARD
SCHEDULE OF NON-INVESTMENT CHANGES BY FUND

(Supplement to the Treasury Division Report)
For the Month Ended October 31, 2021

Defined Benefit Plan Retirement Pension Trust®

Other Participant Directed Plans
Supplemental Annuity Plan (SBS)

Deferred Compensation Plan ® (DCP)
Total All Funds

Total Non-Participant Directed
Total Participant Directed
Total All Funds

(a) Employer only contributions.
(b) Employee only contributions.

Prepared by the Division of Retirement and Benefits

Contributions Expenditures Net
Contributions Total Refunds & Administrative Total Contributions/
EE and/or ER State of Alaska Other Contributions Benefits Disbursements & Investment Expenditures (Withdrawals)
$ 40263192 $ -3 311 $ 40,263,503 $ (79,275,839) $ (653,015) $ (443,175) $ (80,372,029) % (40,108,526)
5,554,741 - 1,442,804 6,997,545 (38,287,573) - (1,816,361) (40,103,934) (33,106,389)
45,817,933 - 1,443,115 47,261,048 (117,563,412) (653,015) (2,259,536) (120,475,963) (73,214,915)
16,854,559 - - 16,854,559 - (8,214,264) (768,693) (8,982,957) 7,871,602
4,337,734 - - 4,337,734 (29,480) - (6,888) (36,368) 4,301,366
1,459,850 - 3,466 1,463,316 (159,595) - (5,794) (165,389) 1,297,927
345,370 - - 345,370 (9,076) - (390) (9,466) 335,904
140,952 - - 140,952 (27,351) - (167) (27,518) 113,434
23,138,465 - 3,466 23,141,931 (225,502) (8,214,264) (781,932) (9,221,698) 13,920,233
68,956,398 - 1,446,581 70,402,979 (117,788,914) (8,867,279) (3,041,468) (129,697,661) (59,294,682)
4,920,225 - 4,792 4,925,017 (42,806,512) (123,091) (198,347) (43,127,950) (38,202,933)
1,820,590 - 517,931 2,338,521 (11,983,791) - (660,505) (12,644,296) (10,305,775)
6,740,815 - 522,723 7,263,538 (54,790,303) (123,091) (858,852) (55,772,246) (48,508,708)
5,796,391 - - 5,796,391 - (2,635,871) (333,109) (2,968,980) 2,827,411
1,106,281 - - 1,106,281 (9,956) - (2,024) (11,980) 1,094,301
334,498 - 506 335,004 (22,254) - (1,498) (23,752) 311,252
31,194 - - 31,194 (2,025) - (54) (2,079) 29,115
7,268,364 - 506 7,268,870 (34,235) (2,635,871) (336,685) (3,006,791) 4,262,079
14,009,179 - 523,229 14,532,408 (54,824,538) (2,758,962) (1,195,537) (58,779,037) (44,246,629)
677,193 - - 677,193 (1,210,123) - (4,326) (1,214,449) (537,256)
69,892 - 4,742 74,634 (89,154) - (5,699) (94,853) (20,219)
747,085 - 4,742 751,827 (1,299,277) - (10,025) (1,309,302) (557,475)
- - - - (131,361) - (7,492) (138,853) (138,853)
20,170,846 - - 20,170,846 - (22,633,124) (966,201) (23,599,325) (3,428,479)
3,929,739 - - 3,929,739 - (6,325,712) (290,629) (6,616,341) (2,686,602)
107,813,247 - 1,974,552 109,787,799 (174,044,090) (40,585,077) - (220,140,519) (110,352,720)
61,061,712 - 1,974,552 63,036,264 (174,044,090) (776,106) (3,152,720) (177,972,916) (114,936,652)
46,751,535 - - 46,751,535 - (39,808,971) (2,358,632) (42,167,603) 4,583,932
$ 107,813,247 $ - $ 1974552 $ 109,787,799 $ (174,044,090) $ (40,585,077) $ (5,511,352) $ (220,140,519) $ (110,352,720)
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ALASKA RETIREMENT MANAGEMENT BOARD

SCHEDULE OF NON-INVESTMENT CHANGES BY FUND

(Supplement to the Treasury Division Report)
For the Four Months Ending October 31, 2021

PARTICIPANT DIRECTED DISBURSEMENTS BY PLAN AND TYPE

PERS TRS Supplemental Deferred

Type DCR Plan DCR Plan Annuity Plan Compensation TOTAL % of Total
Payment to Beneficiary $ 22,996 $ - $ 320,096 $ 136,630 $ 479,722 0.3%
Death Benefit 411,546 341,287 4,529,318 959,910 6,242,061 3.5%
Disability / Hardship 37,519 - 33,915 20,783 92,217 0.1%
Minimum Required Distribution 48,471 25,835 3,986,393 1,552,981 5,613,680 3.2%
Qualified Domestic Relations Order 113,518 60,669 1,918,363 243,808 2,336,358 1.3%
Separation from Service / Retirement 32,275,956 13,215,233 91,275,255 23,811,617 160,578,061 90.7%
Purchase of Service Credit - 9,011 315,438 91,051 415,500 0.2%
59 1/2 In-service Distribution - - - 1,162,117 1,162,117 0.7%

TOTAL $ 32,910,006 $ 13,652,035 $ 102,378,778 $ 27,978,897 $ 176,919,716 100.0%
PERS & TRS PARTICIPANT DIRECTED DISBURSEMENTS BY PLAN AND VESTED PERCENTAGE

PERS TRS

Vesting DCR Plan DCR Plan TOTAL % of Total
100% Vested $ 29,591,035 $ 12,273,986 $ 41,865,021 89.9%
75% Vested 527,179 416,736 943,915 2.0%
50% Vested 815,420 396,727 1,212,147 2.6%
25% Vested 908,496 243,710 1,152,206 2.5%
0% Vested 1,067,876 320,876 1,388,752 3.0%

TOTAL $ 32,910,006 $ 13,652,035 $ 46,562,041 100.0%

DEFINED BENEFIT REFUNDS BY PLAN, TIER, CONTRIBUTION TYPE AND VESTED STATUS

PERS DB Pension Plan TRS DB Pension Plan JRS TOTAL

Contribution Type Tier 1 Tier 2 Tier 3 Total Tier 1 Tier 2 Total DB Pension Plan DB Pension Plan
Mandatory Vested $ 192,799 $ 919,999 $ 761,710 $ 1,874,508 $ - $ 196,538 196,538 $ - $  2,071,046.00
Mandatory Non-Vested 58,586 49,337 212,764 320,687 109,451 471,393 580,844 - 901,531
Geographic Differential - 83,161 46,669 129,830 - - - - 129,830
Voluntary Full 161,859 404,513 322,394 888,766 - - - - 888,766
Indebtedness, Lagging & Partial 3,232 12,384 115,217 130,833 - 18,598 18,598 - 149,431

TOTAL $ 416,476 $ 1,469,394 $ 1,458,754 $ 3,344,624 $ 109,451 $ 686,529 795,980 $ - $ 4,140,604
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Notes for the DRB Supplement to the Treasury Report
October 2021

This report is the DRB supplement to the Treasury Division’s Financial Report. It expands the “Net Contributions/(Withdrawals)” column into contributions and
expenditures. It shows contributions received from both employees and employers, contributions from the State of Alaska, and other non-investment income.
This report also expands expenditures into benefits, refunds & disbursements, and administrative & investment expenditures.

The net amount of total contributions and total expenditures, presented as “Net Contributions/(Withdrawals)”, agrees with the same column in the Treasury
Division’s Report. Page one shows the year-to-date totals for the first four months of Fiscal Year 2022, while page two shows only the month of October 2021.

Highlights — On page one, for the four months ending October 31, 2021:

PERS DB Pension — Average employer and employee contributions of $34.9 million per month; benefit payments of approximately $78.5 million per
month; refunds average $812 thousand; and administrative and investment expenditures of $688 thousand per month (DOR and DRB).

PERS DB Healthcare — Average employer contributions of $5.4 million per month; benefit payments of approximately $38.3 million per month; other
income of $5.7 million from OptumRx EGWP Subsidies; $7.1 million from OptumRx pharmacy rebate (most recently received in August for 2nd Qtr
2021); $134 thousand from Aetna pharmacy rebate (most recently received in September for 1st Qtr 2021); $5.2 million from EGWP coverage gap
discount plan (CGDP) (most recently received in July for 1st Qtr 2021); and average administrative and investment expenditures of $698 thousand per
month (DOR and DRB).

PERS DC Pension — Average employer and employee contributions of $15.7 million per month; participant disbursements average $7.1 million per
month; and average administrative and investment expenditures of $588 thousand per month (DOR and DRB).

PERS DCR Health — For HRA, RMP, and OD&D, only employer contributions average $5.7 million per month on behalf of participating employees;
benefit payments of approximately $157 thousand per month. Currently, 14 benefits are being paid from the Occupational Death & Disability plans, 94
retirees are participating in RMP, and 133 retirees are participating in HRA. Other income of $13 thousand from OptumRx EGWP Subsidies; $11
thousand from OptumRx pharmacy rebate (most recently received in August for 2nd Qtr 2021); $61 thousand from Aetna pharmacy rebate (most
recently received in September for 1st Qtr 2021); $4 hundred from EGWP coverage gap discount plan (CGDP) (most recently received in July for 1st Qtr
2021); and administrative and investment expenditures were approximately $15 thousand per month (DOR and DRB).

TRS DB Pension - Average employer and employee contributions of $4.2 million per month; benefit payments of approximately $42.5 million per
month; refunds average $180 thousand; and average administrative and investment expenditures of $305 thousand per month (DOR and DRB).

TRS DB Healthcare — Average employer contributions of $1.6 million per month; benefit payments of approximately $12.5 million per month; other
income of $2.1 million from OptumRx EGWP Subsidies; $2.2 million from OptumRx pharmacy rebate (most recently received in August for 2nd Qtr
2021); $61 thousand from Aetna pharmacy rebate (most recently received in September for 1st Qtr 2021); $1.8 million from EGWP coverage gap
discount plan (CGDP) (most recently received in July for 1st Qtr 2021); and average administrative and investment expenditures of $592 thousand per
month (DOR and DRB).
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Highlights

TRS DC Pension — Average employer and employee contributions of $4.7 million per month; participant disbursements average $2.9 million per month;
and average administrative and investment expenditures of $206 thousand per month (DOR and DRB).

TRS DCR Health — For HRA, RMP, and OD&D only, employer contributions average $1.2 million per month on behalf of participating employees; benefit
payments of approximately $40 thousand per month. Currently, 1 benefit is being paid from the Occupational Death & Disability plans, 27 retirees are
participating in RMP, and 39 retirees are participating in HRA. Other income of $2 thousand was received from monthly OptumRx EGWP Subsidies; $4
hundred from OptumRx pharmacy rebate (most recently received in August for 2nd Qtr 2021); and administrative and investment expenditures were
approximately $5 thousand per month (DOR and DRB).

JRS Pension — Average employer and employee contributions of $793 thousand per month; benefit payments of approximately $1.2 million per month;
and average administrative and investment expenditures of $8 thousand per month (DOR and DRB).

JRS Healthcare — Average employer contributions of $57 thousand per month; benefit payments of approximately $105 thousand per month. Other
income of $17 thousand from OptumRx EGWP Subsidies; $13 thousand from OptumRx pharmacy rebate (most recently received in August for 2nd Qtr
2021); S8 dollars from Aetna pharmacy rebate (most recently received in September for 1st Qtr 2021); $18 thousand from EGWP coverage gap discount
plan (CGDP) (most recently received in July for 1st Qtr 2021); and average administrative and investment expenditures of $6 thousand per month (DOR
and DRB).

NGNMRS — A combination of lump-sum and monthly benefit payments of $103 thousand per month; and average administrative and investment
expenditures of $26 thousand per month (DOR and DRB).

SBS — Average employer and employee contributions and transfers in of $14.7 million per month. Participant disbursements average of $23.3 million
per month; and average administrative and investment expenditures of $623 thousand per month (DOR and DRB).

Deferred Compensation — Average member-only contributions and transfers in of $3.7 million per month; participant disbursements average of $6.7
million per month; and average administrative and investment expenditures of $207 thousand per month (DOR and DRB).

— On page two, activity for the one month of October 2021 only:

PERS DB Healthcare — Other Income of $1.4 million from OptumRx EGWP Subsidy.
TRS DB Healthcare — Other Income of $518 thousand from OptumRx EGWP Subsidy.
JRS DB Healthcare — Other Income of $5 thousand from OptumRx EGWP Subsidy.

All other funds — Nothing significant to report.

If you have any questions or comments, please let me know.
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ALASKA RETIREMENT MANAGEMENT BOARD

SUBJECT: Target Date Funds — Building Block ACTION: X
Modification
DATE: December 2-3, 2021 INFORMATION:
BACKGROUND

The participant directed plans under the fiduciary responsibility of Alaska Retirement
Management Board (ARMB)—Deferred Compensation Plan, Supplemental Annuity Plan and
PERS/TRS Defined Contribution Retirement Plans—offer target date and balanced trusts for the
plan participants. The characteristics of the Balanced, Long Term Balanced, and Target Date
Trusts are determined by an allocation to underlying building blocks trusts. These building
blocks include: U.S. Equity, International Equity (including Emerging Markets), U.S. Bond, and
Money Market trusts.

The values of the building block fund trusts, as of September 30, 2021 were:

Money Market $249,046,437
U.S. Bond $1,630,121,884
U.S. Equity $2,154,391,180
International Equity $939,047,288

Total $4,972,606,789
STATUS

The building block trusts are currently managed as enhanced indexes. For the last 10 years, this
has resulted in the Alaska Target Date Trusts posting excess returns, net of fees and expenses,
between 0 and 7 basis points for all vintages.

Recent negotiations between staff and T. Rowe Price (TRP) have focused on how to offer the least
expensive product to participants, with the most potential to outperform, based on TRP’s product
offerings and extensive knowledge of the industry.

During this analysis, TRP presented several options for reducing costs and providing excess return,
and eventually put forward two options for recommended changes to the current structure:

e Option #1, or the T. Rowe Price Building Block Trust (TRP BBT) + Active structure, takes
the existing ARMB investment options and implements them using TRP’s commingled
funds, as well as adding three active TRP funds to the mix. These three funds include the
Structured Research Trust, the International Core Equity Trust, and the U.S. High Yield
Trust. This structural change will allow for a reduction in weighted average total fees from




10.75bps to 9.92bps. Additional structural changes in this option include the removal of
Floating Rate Agreements (FRAS) within the U.S. Bond Trust and moving the Treasury
Inflation-Protected Securities (TIPS) allocation out of the U.S. Bond Trust and into the
Money Market Trust to use in lieu of the current money market investments.

e Option #2, or the TRP BBT structure, takes the existing ARMB investment options and
implements them using TRP’s commingled funds, allowing a reduction in total fees from
10.75bps to 5.75bps. The most significant changes in this option include the removal of
FRAs within the U.S. Bond Trust and moving the TIPS allocation out of U.S. Bond Trust
and into the Money Market Trust to use in lieu of the current money market investments.

Staff recommends Option #1 since it allows TRP to target higher excess returns at a modestly
lower cost.

RECOMMENDATION

The Alaska Retirement Management Board direct staff to amend the contract with T. Rowe to
implement Option #1, the TRP BBT + Active structure.




ALASKA RETIREMENT MANAGEMENT BOARD

SUBJECT: Proposed Revisions to the ARMB ACTION: X
Investment Policy & Procedures Manual

DATE: December 2, 2021 INFORMATION:

BACKGROUND

The Alaska Retirement Management Board (ARMB) Board of Trustees Investment Policy and Procedures
Manual states:

ARMB, through the Liaison Officer of the Department of Revenue, shall annually revisit the need to
update or supplement provisions contained in this manual. A report at least once a year with regard
to updating the manual shall be delivered to ARMB.

In addition, at the September 16, 2020 Operations Committee meeting, there was a discussion pertaining to
trustee travel and honoraria paid for the last five years. At the December 2, 2020 and September 22, 2021
Operations Committee meetings, Director Leary presented a schedule of travel and honoraria payments.
The request was made to have the information presented on an annual basis. Chair Johnson directed staff
to present a draft of the change to the manual, adding an annual presentation of this data for the Committee
and Board’s consideration at the next meeting.

STATUS
Staff reviewed the current version of the ARMB Board of Trustees Investment Policy and Procedures
Manual and proposes the following edits:

e Add Titles to Appendices.

¢ Remove Plan Detail, Asset Allocation and Other Information from the front of the manual and add
a link to the ARMB webpage which reflects the most current information to the Introduction
section.

e Update to I1l. B. 1. to reflect total amount of investments as of June 30, 2021.

o Remove listing under 111. C. Investment Policies and Guidelines and add link to ARMB
Investment Policies webpage.

e Add the following text under Education, Training, Travel and Reimbursement, located under
I11. D. Operating Procedures:
The Board will review travel, honorarium, and meeting costs annually, at the first meeting
after fiscal year end.

RECOMMENDATION

The Alaska Retirement Management Board approve the changes to the Alaska Retirement Management
Board of Trustees Investment Policy & Procedures Manual, as indicated in the red-line edits in the
attached draft of the manual.
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l. Introduction

The purpose of this manual is to provide the Alaska Retirement Management Board (ARMB) with
a comprehensive set of guidelines for proper management of its investment decisions. The
guidelines set forth are not binding but are intended to provide guidance and consistency when
making decisions. ARMB, in its role as a fiduciary, is obligated to follow a procedurally prudent
process when investing the trust assets. Fiduciary prudence is based on the conduct of the Trustees
in managing the assets and is evaluated by the process through which risk is managed, assets are
allocated, managers are chosen, and results are supervised and monitored.

Evolving legal standards have made clear the legal responsibility of fiduciaries to manage a plan’s
assets in a prudent manner, and the guidelines contained in this manual are based on the relevant
legislation and regulations confronted by public pension funds. However, the guidelines go beyond
simply outlining legally prudent management of investment decisions--they are intended to assist
the Trustees with long-term success in investing the plan’s assets.

Today’s prudence standard places the emphasis on fiduciary responsibility regarding the portfolio
and its purpose, rather than on the performance of the plan. Trustees as fiduciaries have the
responsibility for the general management of the plan’s assets. They are responsible for setting and
overseeing the implementation of the fund’s investment policy but need not be investment
managers or investment specialists and are not responsible for the ultimate investment results.
Although it is not possible to guarantee investment success, following the process outlined in this
manual will significantly improve the odds of structuring an investment portfolio which will stand
up to public scrutiny and benefit the plan’s beneficiaries by providing an acceptable long-run
return.

This manual, although comprehensive in its coverage, by its very nature does not provide an in-
depth analysis of important issues that Trustees must deal with when investing the plan’s assets. It
therefore should not be viewed as the only “tool” required by the Trustees for prudent investment
management, but rather as one component of the Trustees’ “educational tool kit,” to be used in
conjunction with continuing education and the advice and services of staff, investment consultants
and investment managers._ The ARMB website (https://treasury.dor.alaska.gov/ARMB) contains
current and historical information that may provide additional context for investment decisions
including asset allocations, monthly financial and quarterly investment reports.
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Il. ARMB Statutes
Fiduciary and General Responsibilities

1. A. Statutes

The Alaska Retirement Management Board (ARMB) was established by the Legislature in 2005
as the successor to the Alaska State Pension Investment Board (ASPIB) which had been created
by the legislature in 1992,

The purpose of ARMB is to serve as the trustee of the assets of the state’s retirement systems, the
State of Alaska Supplemental Annuity Plan, the deferred compensation program for state
employees, and the Alaska retiree health care trusts established under AS 39.30.097. Consistent
with standards of prudence and in coordination with the respective funding and benefit policies,
the board has the fiduciary obligation to manage and invest these assets in a manner that is
sufficient to meet the liabilities and obligations of the systems, plan, program, and trusts.

The Alaska Retirement Management Board consists of nine trustees, as follows: Two members,
consisting of the commissioner of administration and the commissioner of revenue; two trustees
who are members of the general public (who may not hold another state office, position or
employment and may not be members or beneficiaries of the system); one trustee who is employed
as a finance officer for a political subdivision participating in either the PERS or TRS system; two
trustees who are members of PERS; and two trustees who are members of TRS. The trustees
representing PERS and TRS participants are selected from a list of four nominees submitted by
the respective bargaining units. The seven trustees other than the two commissioners must meet
residency requirements and be professionally credentialed or have recognized competence in
investment management, finance, banking, economics, accounting, pension administration, or
actuarial analysis.

The operational structure for ARMB is set forth in AS 37.10.210-390. These provisions set forth
the powers and duties of ARMB and provide application of other provisions of law to ARMB
(such as conflicts of interest), prescribe rules for regulations and open meetings, procurement,
compensation, staff, an Investment Advisory Board (IAC), insurance, exemption from taxation,
limitations on ARMB activity in the areas of banking or private trust activity and lending, and
definitions.

ARMB is charged with fiduciary responsibility for funds held in trust for the beneficiaries of TRS
and PERS defined benefit plans and is also charged as fiduciary and investor of funds held in trust
for the beneficiaries of the Defined Contribution Retirement Plan, the Health Reimbursement
Arrangement Plan, Supplemental Benefit System (SBS), the State’s Deferred Compensation
System, the Judicial Retirement System, and the Alaska National Guard and Naval Militia
Retirement Trust Fund (Military Retirement System). The Department of Revenue, by law,
provides staffing for ARMB, and ARMB is placed for purposes of organization in the executive
branch within the Department of Revenue. As such, ARMB’s annual operating budget is presented
by the Department of Revenue to the legislature for appropriation, but ARMB develops that budget
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in consultation with the Department of Revenue. The Department of Administration operates and
administers the retirement systems, SBS and Deferred Compensation Plans.

General provisions and administrative aspects of ARMB are contained in Section 37.10 (Alaska
Retirement Management Board), Section 44.25 (Department of Revenue), Section 39.25 (State
Personnel Act), Section 14.25 (Teachers’ Retirement Plan), Section 22.25 (Judicial Retirement

Trust), Section 39.45 (State Deferred Compensation Plan), and Section 39.30 (State Supplemental
Benefits System).
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Il. B. Fiduciary Responsibilities of the Various Parties

The fiduciary responsibilities of ARMB are prescribed by statute, particularly the provisions set
forth in AS 37.10.071:

“In exercising investment, custodial or depository powers or duties, ARMB as fiduciary
shall apply the prudent investor rule and exercise the fiduciary standard in the sole
financial best interest of the funds entrusted to ARMB. Among beneficiaries of a fund, the
fiduciaries shall treat beneficiaries with impartiality.

This statutory standard would likely be applied by the court through the application of principles
set forth in the Restatement (Third) of Trusts and in many respects ERISA. As outlined by the
Restatement (Third) of Trusts, the fiduciary responsibilities of the ARMB Board of Trustees are
the following:

1. All actions are for the sole benefit of the plan participants.
2. Prepare written investment policies and document the process. In doing so the Trustees
must:
e Determine the fund’s missions and objectives;
e Choose an appropriate asset allocation strategy;
e Establish specific investment policies consistent with the fund’s objectives; and
e Select investment managers to implement the investment policy.

3. Diversify assets with regard to specific risk/return objectives for the
participants/beneficiaries.

4, Use “prudent experts” to make investment decisions.

5. Control investment expenses.

6. Monitor the activities of all investment managers and investment consultants.
7. Avoid conflicts of interest.

ARMB and staff should regularly undertake continuing education relevant for their duties.
Specifically, all Trustees and key staff should participate in an educational program which
provides basic instruction on the four primary components of the investment management process:

e Fiduciary responsibility and procedural process;

e Developing investment policy guidelines and designing optimal investment

manager structures;
e Implementing investment policy; and
e Monitoring and controlling an investment program.
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Fiduciaries, including investment managers and others who are determined to be fiduciaries, are
entitled to certain indemnification by ARMB and the State of Alaska. AS 37.10.071(e) provides
that the State shall indemnify such fiduciaries against liability to the extent that the alleged act or
omission was performed in good faith and was prudent under the applicable standard of prudence.
However, actions which do not fall within the area of good faith and prudent practices are not
statutorily entitled to indemnification. Indemnification language consistent with AS 37.10.071(e),
as well as the desire of ARMB to hold appointed investment managers and other appointed
fiduciaries to high standards, is included in contract language with such retained consultants.

Under AS 37.10.280, ARMB is required to ensure that trust assets and its own services are
protected and in that respect ARMB may purchase insurance or provide for self-insurance retention
in amounts recommended by the Commissioner of Revenue and approved by ARMB to cover the
acts including fiduciary acts, errors and omissions of its Board members and agents. The law
requires that insurance must protect ARMB and the State from liability to others and from loss of
trust assets due to the acts or omissions of the trustees.

As a general matter, the Attorney General has advised members of boards analogous to that of
ARMB that it would act in defense of such board member actions consistent with the provisions
of AS 37.10.071(e) or would retain such counsel to act in that regard.

A fiduciary under Alaska law relating to ARMB is the Board, each trustee who serves on ARMB,
and “any other person who exercises control or authority with respect to management or
disposition of assets for which the Board is responsible or who gives investment advice to the
Board”. (AS 37.10.071(f)(2)) In this respect, the consultants retained by ARMB are not fiduciaries
per se and as such are not entitled to the cross-indemnification for acts which were taken in good
faith or within the scope of prudent behavior under AS 37.10.071. However, such consultants
would certainly be held to a standard of care applicable to their standards of professional
responsibility, and liability and requirement to indemnify ARMB may be built into contracts.
Actuaries, auditors, and investment consultants are not fiduciaries within the statutory definition
of a fiduciary of ARMB funds because they do not control or have authority with respect to
management or disposition of assets or give investment advice. However, a custodial bank may
have certain fiduciary obligations to the extent that, for example, it is involved in short-term cash
management and securities lending functions if such services are utilized.
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I1. C. Code of Ethics and Conflicts of Interest

ARMB and its trustees, and employees of the Department of Revenue, are subject to the Alaska
Executive Branch Ethics Act (AS 39.52). In general, the act provides that high moral and ethical
standards are essential for the conduct of free government and that a Code of Ethics for the
guidance of public officers will discourage those officers from acting upon personal or financial
interests in the performance of their public responsibilities; and will improve standards for public
service and promote and strengthen faith and confidence in public officers.

The Code of Ethics provides that any effort to benefit a personal or financial interest through
official action is a violation. The Code details specific prohibitions pertaining to the abuse of
official position, acceptance of gifts, improper use of disclosure of information and improper
influence. Perhaps the most common potential for a violation of the Ethics Act arises under the
improper gift provision which has been interpreted in regulation and attorney general’s opinion
from time to time. AS 39.52.130 provides:

“Improper gifts. (a) A public officer may not solicit, accept, or receive, directly or
indirectly, a gift, whether in the form of money, service, loan, travel, entertainment, hospitality,
employment, promise, or in any other form, that is a benefit to the officer's personal or financial
interests, under circumstances in which it could reasonably be inferred that the gift is intended to
influence the performance of official duties, actions, or judgment. A gift from a person required
to register as a lobbyist under AS 24.45.041 to a public officer or a public officer's immediate
family member is presumed to be intended to influence the performance of official duties,
actions, or judgment unless the giver is an immediate family member of the person receiving the
gift.

(b) Notice of the receipt by a public officer of a gift with a value in excess of $150,
including the name of the giver and a description of the gift and its approximate value, must be
provided to the designated supervisor within 30 days after the date of its receipt

(2) if the public officer may take or withhold official action that affects the giver; or
(2) if the gift is connected to the public officer's governmental status.

(c) In accordance with AS 39.52.240, a designated supervisor may request guidance from
the attorney general concerning whether acceptance of a particular gift is prohibited.

(d) The restrictions relating to gifts imposed by this section do not apply to a campaign
contribution to a candidate for elective office if the contribution complies with laws and
regulations governing elections and campaign disclosure.

(e) A public officer who, on behalf of the state, accepts a gift from another government or
from an official of another government shall, within 60 days after its receipt, notify the Office of
the Governor in writing. The Office of the Governor shall determine the appropriate disposition
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of the gift. In this subsection, "another government™ means a foreign government or the
government of the United States, another state, a municipality, or another jurisdiction.

(f) A public officer who knows or reasonably ought to know that a family member has
received a gift because of the family member's connection with the public office held by the
public officer shall report the receipt of the gift by the family member to the public officer's
designated supervisor if the gift would have to be reported under this section if it had been
received by the public officer or if receipt of the gift by a public officer would be prohibited
under this section.

The Executive Branch Ethics Act requires disclosure and requires reports of potential violations.
ARMB’s “designated supervisor” with respect to delivery of notices of potential violation would
be the Chair of ARMB.

In addition, transaction disclosure statements are required for all members of ARMB, members of
ARMB’s IAC, and the Deputy Commissioner for Treasury, the Treasury Division’s investment
officers in the portfolio management section, the director, and the comptroller. ARMB has in place
regulations required by law to restrict trustees from having a substantial interest in any entity or
project in which assets under the control of ARMB are invested.

By law, the trustees are subject to conflict-of-interest disclosure requirements of AS 39.50 which
includes the delivery of annual reports on financial and business interests to the Alaska Public
Officers Commission.

The Department of Revenue has in place policies and procedures which implement the Executive
Branch Ethics Act to preclude use of ARMB/Revenue-owned facilities by staff for personal use.
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II. D. General Responsibilities of the VVarious Parties

The ARMB is the fiduciary responsible for the formulation, implementation, and management of
the funds under its supervision. ARMB has broad authority to engage experts and to delegate
investment responsibilities as it deems appropriate. ARMB must report periodically to the
Governor, the legislature, and employers participating in the retirement systems. ARMB
coordinates certain activities with the Department of Administration. ARMB is staffed by the
Department of Revenue and may contract for services necessary to carry out its powers and duties.

The principal entities include:  Board of Trustees
Investment Advisory Council
Revenue Staff
Auditor
Actuaries
Legal Counsel
Bank Custodian(s)
Investment Consultant(s)
Investment Managers

Board of Trustees — Summary of Responsibilities

e Maintain fiduciary responsibility for the invested assets of the Public Employees’, Teachers’,
Defined Contribution, Judicial, and Military Retirement Systems, the Health Reimbursement
Arrangement Plan, Supplemental Benefits System, and the Deferred Compensation Program;
Establish investment policies;

Review the performance of each plan;

Review actuarial assumptions, set contribution rates as required by statute;

Adopt asset allocations for each plan;

Conduct an asset/liability study at least every five years or when market conditions, liabilities,
or funding assumptions materially change;

Select consultants, external investment managers, Investment Advisory Council (IAC)
members, legal counsel and custodian;

Discuss and evaluate reports from the 1AC;

Develop annual budget;

Engage independent certified public accountant to perform annual audit;

Engage independent actuary to review and certify actuarial and health plan valuations made
by the state actuary;

Engage independent audit of the state actuary;

Engage independent audit of state’s performance consultant;

Provide training and investment education for trustees;

Report financial and investment policies and performance to the Governor and participating
employees;
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e Submit quarterly and long--range investment reports to the Legislative Budget and Audit
Committee; and
e Engage in the education of trustees.

Investment Advisory Council — Summary of Responsibilities

Review investment policies, strategies and procedures;

Make recommendations concerning policies, investment strategies and procedures;

Advise Board regarding selection of investment consultant and investment managers;

Provide other advice as requested by ARMB;

Attend all Board meetings, with individual Council members providing an individual report
either on a topic requested or on a topic they feel important to present, at the request of the
ARMB or staff; and,

e Engage in education of Trustees.

The Council consists of three members (although more could be appointed); it is desirable to obtain
the widest range of viewpoints from the Council. To that end, selection of council members will
be made to give preference among the three appointments to the following categories in addition
to the statutory required qualifications:

Seat One:

The candidate shall possess experience and expertise in financial investments and management of
investment portfolios for public, corporate or union pension benefit funds, foundations, or
endowments. Preference will be given to candidates with a minimum of ten years’ experience as
a manager/director or trustee of a pension or public fund of $10 billion or more in market value.

Seat Two:

The candidate shall possess experience and expertise in financial investments and management of
investment portfolios for public, corporate or union pension benefit funds, foundations, or
endowments. Preference will be given to candidates with a minimum of two years’ experience in
portfolio management of a fund of $2 billion or more in market value.

Seat Three:

The candidate shall be a professor (preferably full-time) of investment theory or a closely related
discipline at an accredited college or university. The candidate shall possess experience and
expertise in financial investments and management of investment portfolios for public, corporate
or union pension benefit funds, foundations, or endowments. Preference will be given to
candidates who demonstrate significant experience, including a minimum of five (5) years as an
academic.
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Department of Revenue Staff — Summary of Responsibilities

Treasury Division Director

Under the policy and executive direction of the Commissioner of Revenue, and acting as State
Treasurer:

e Maintain responsibility for the administration and management of the Treasury Division,
including debt, cash, comptroller, and investment functions;

e Ensure Treasury and ARMB compliance with Alaska statutes, Alaska Administrative Code,
Federal statutes, policies, and guidelines;

e Recommend and maintain information technology systems adequate to fulfill the accounting,
monitoring, investing, cash management and other information needs of the Division;

e Prepare the annual ARMB budget for Board approval, recommend budget strategies and
proposals to the Commissioner of Revenue and the ARMB; and

e Present Board approved proposals to the Legislature.

Liaison Officer To ARMB

Under the direction of the Treasury Division Director and, in conjunction with the ARMB or the
ARMB Chair, the Liaison Officer to ARMB is responsible for coordinating general administrative
functions for ARMB members. Duties include:

Prepare and distribute agenda packets for Board members;

Provide administrative assistance as necessary to Board members;

Act as procurement officer for the board per written delegation;

Update ARMB website as necessary;

Coordinate and distribute annual reports, and other types of informational materials to the

legislature, beneficiaries, and employees of the various retirement systems;

e Coordinate trustee nominations for the PERS and TRS designated seats with the appropriate
bargaining units, ensuring notification and publication in accordance with regulations;

e Coordinate with state and reviewing actuary for completions of valuations and review process
for presentation to the Board; and

e Other duties as assigned.

Chief Investment Officer

Act as “prudent expert” on behalf of ARMB;
Develop and recommend investment policy and strategy ARMB;

e Implement investment policy and strategy for ARMB;

e Manage specific portfolios with guidelines set by ARMB,;

e Evaluate the results of the investment policies and performance of the portfolios;

e Manage investment officers with responsibilities for ARMB portfolios; and
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Manage and coordinate the services provided to the ARMB by consultants, external investment
managers, Investment Advisory Council (IAC) members, legal counsel, and custodian.

Comptroller

Develop, recommend, and implement internal control systems and procedures to ensure all
investment assets are safeguarded,;

Account for and report on the investment activity of all funds under the investment
responsibility of ARMB;

Monitor investment managers and custodians for compliance with investment policies
established by ARMB;

Review and coordinate the update of the Departmental investment policy book; and
Coordinate the annual audits of all funds in accordance with statutory requirements.

Auditor — Summary of Responsibilities

Measure and validate financial statements and management of the plan;

Work with ARMB Audit Committee in outlining annual audit plan, provide updates and
answer any concerns expressed by the committee;

The auditor is selected by Department of Administration. ARMB does not have a direct say
over the work of the auditor; audits are based upon independent review consistent with the
standards prescribed by the American Institute of Certified Public Accountants and its
statement on auditing standards, and in conformance with generally accepted accounting
principles and Government Accounting Standards Board guidelines.

Bank Custodian — Summary of Responsibilities

Custodians are hired by, and responsible to, ARMB;

Provide safekeeping and custody of all securities purchased by managers on behalf of the
ARMB;

Provide for timely settlement of securities transactions;

Maintain short-term investment vehicles for investment of cash not invested by managers;
Check all manager accounts daily to make sure that all available cash is invested;

Collect interest, dividend, and principal payments on a timely basis;

Process corporate actions;

Price all securities at least on a monthly basis, preferably on a daily basis contingent on asset
class and types of securities;

Provide monthly, quarterly, and annual reports;

Value and monitor derivatives and the trades from which they emanate;

The Custodians generally are asked to provide data and reports directly to the ARMB and
service providers on a regular basis; and

Provide continuing education programs for the ARMB.
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Investment Consultants — Summary of Responsibilities

ARMB selects and appoints investment consultants to provide objective, independent third-party
advice on specific investment areas including real estate, alternative investments, and other areas
where focused attention is needed. Investment consultants do not accept discretionary decision-
making authority on behalf of ARMB. Investment consultants function in a research, evaluation,
education, and due diligence capacity for ARMB and have fiduciary responsibilities for the quality
of the service delivered.

e Investment Consultants are identified and hired by, and provide advice and services to, ARMB
and to its staff. However, the investment consultants make no decisions on behalf of ARMB;
Recommend strategic procedures and process;

Identify problems, issues and opportunities and makes recommendations;

Upon the request of ARMB, prepare an asset allocation study together with alternatives;
Assist with manager structure, selection, monitoring and evaluation;

Monitor and evaluate the overall performance of the portfolio

Carry out special projects at the request of ARMB; and

Provide continuing education to ARMB and staff, as appropriate.

Investment Managers — Summary of Responsibilities

Act as a “prudent expert” on behalf of ARMB;

Develop a portfolio strategy within the specific mandate and asset size determined by ARMB;
Manage, purchase, and sell assets for the portfolio;

The specific relationship (including fees, investment restriction, etc.) between each Manager
and ARMB are outlined in the agreement between the Manager and ARMB; and

e Act as a co-fiduciary for assets under its management.

Actuary

e ARMB coordinates with the retirement system administrator to have an annual actuarial
valuation of each retirement system prepared to determine system assets, accrued liabilities,
and funding ratios and to certify to the appropriate budgetary authority of each employer in the
system an appropriate contribution rate for normal costs and an appropriate contribution rate
for liquidating any past service liability;

e ARMB reviews actuarial assumptions prepared and certified by the actuary and conducts
experience analyses of the retirement systems not less than once every four years, except for
health cost assumptions, which shall be reviewed annually;

e ARMB contracts with a reviewing actuary to certify the results of all actuarial assumptions
prepared by the actuary before presentation to the board; and

e ARMB contracts for an independent audit of the state’s actuary not less than once every four
years.
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Legal Counsel

e The Attorney General is legal counsel for ARMB.
e ARMB may retain an independent legal counsel, subject to approval of the Attorney General,
to provide legal assistance as required.

I1l.  ARMB Program Structure

A. Mission Statement

ARMB has adopted a mission statement and vision. ARMB also has adopted general goals that
support fulfillment of the mission. Annually, specific objectives are developed and progress
toward achievement of the specific objectives is regularly monitored.

Mission Statement: As fiduciaries, we will establish policy, set direction, and provide oversight
and stewardship for the prudent investment and management of the fund.

Vision on Purpose: To be the best run and managed pension fund in the country.

Definition of “Best run and Managed”

1. Best financial performance: That we achieve superior investment returns on a risk-
adjusted basis relative to ARMB’s strategic asset allocation benchmark while
limiting total risk to that of an average public sector plan over the long term.

2. Best process:

Good financial reporting;

Good manager selection and evaluation;

Asset allocation; and

Awareness of new investment alternatives (innovations in industry).

3. Best management:

e Staff longevity;
e Independence; and
e Education and training.

4. Best communications with our constituents and stakeholders.
B. Investment Policy Statement
1. Purpose and background
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The Alaska Retirement Management Board (ARMB) was established by the Legislature in 2005
to serve as trustee for the assets of the state’s defined benefit and defined contribution retirement
systems, the State of Alaska Supplemental Annuity Plan, the deferred compensation program for
state employees, and the Alaska retiree health care trusts. Consistent with standards of prudence,
the board has the fiduciary obligation to manage and invest these assets in a manner that is
sufficient to meet the liabilities and obligations of the systems, plan, program, and trusts.

As of June 30, 26192021, the ARMB manages over $33-42 billion of investments on behalf of a
diverse set of over 16 retirement and benefits accounts, each with unique attributes including
funding status and demographic profile. The two biggest defined benefit systems, the Public
Employees’ Retirement System (PERS) and the Teachers’ Retirement System (TRS) are a large
majority of the total assets. The funding objective of these plans, as adopted by the ARMB, is
to set a contribution rate that will pay the normal cost and amortize the initial unfunded
actuarial accrued liability and each subsequent annual change in the unfunded actuarial
accrued liability over a rolling 25-year period. This funding objective is currently being met.
The State of Alaska is the largest contributor to paying down the unfunded liability and the
State is expected to make its contribution payments over the near term planning horizon.
The demographics of PERS and TRS are such that over half of the total plan participants are
retired and receiving benefits or otherwise no longer active in the system. Without
investment gains, distributions out of PERS and TRS are now larger than payments into the
systems. Like PERS and TRS, the other accounts that make up the system - the Judicial
Retirement System (JRS) and the National Guard Naval Militia System (NGNMRS), have their
own unique funding, demographic, and other attributes for the ARMB to consider.

2. Statement of Objectives

The ARMB?’s general investment goals are broad in nature. For the defined benefit plans under its
responsibility, the overall objective of the ARMB investment program is to provide members and
beneficiaries with benefits as required by law. This will be accomplished through a carefully
planned and executed long-term investment program that efficiently and effectively allocates and
manages the assets entrusted to the ARMB.

The investment policies have been designed to allow ARMB to seek its expected long-term total
return. Reasonable and prudent risk-taking is appropriate within the context of overall
diversification to meet ARMB long-term investment objectives. The assets of ARMB will be
broadly diversified to reduce the effect of short-term losses within any investment program in a
manner that controls the costs of administering and managing the portfolio.

Regarding the defined contribution plans under its responsibility, each participant has his or her
own risk tolerance, time horizon, and investment objectives. Participants are responsible for their
own investment decisions. To help meet these varying needs, the ARMB seeks to provide
participants with an array of investment choices across a range of asset classes, risk levels, and
investment strategies so they can construct and/or invest in portfolios that address their individual
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needs, and do so using investment vehicles and structures that provide competitive risk-adjusted
returns at a reasonable cost.

3. Investment Guidelines

The ARMB endeavors to achieve its expected long-term total return, as determined by the
actuarially-required rate of return, while minimizing risk as determined by the projected standard
deviation of the range of potential future returns.

The target allocation of assets among various asset classes shall be approved by the ARMB. The
asset allocation policy shall be predicated on the following factors:

= The historical performance and risk measures of capital markets adjusted for expectations
of the future long-term capital market performance

= The correlation of returns and risk among the relevant asset classes

= The expectations of future economic conditions, including inflation and interest rate
assumptions

= The projected liability stream of benefits and the costs of funding to both covered
employees and employers

= The relationship between the current and projected assets of the plan and the projected
actuarial liability stream.

This asset allocation policy will identify target allocations to the classes of assets ARMB can
utilize and the ranges within which each can fluctuate as a percent of the total portfolio for each
plan. At times the asset allocation for a plan may drift beyond the proscribed bands of the target
allocation. At such times, staff will consider the costs and benefits of rebalancing the asset
allocation to comply with the plan’s asset allocation policy.

4. Securities Guidelines

The desired attributes of a security vary substantially by asset class. As such, care is taken by the
ARMB to identify the types of securities that are allowable when formulating and updating the
investment guidelines at the asset class level. Particular care is given when considering the
inclusion of guideline language that would allow for leverage, shorting and the use of derivatives.

5. Selection of Investment Managers

The ARMB may use internal and external investment managers, subject to the Board’s discretion.
In selecting external investment managers, the ARMB will engage a consultant to conduct an
investment manager search. Investment staff will work with the consultant to construct applicable
search criteria which may include, but is not limited to:

= Relevant experience managing investments for institutional clients

= Stability in attracting and retaining high quality investment professionals

= Arecord of managing asset and client growth and an asset base sufficient to accommodate
the ARMB’s investment
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= Performance reporting compliant with Global Investment Performance Standards (GIPS)
where appropriate
= Competitive investment management fees

The consultant will recommend a group of semi-finalist candidates to staff. Staff will engage in
additional research and due diligence and will recommend one or more of the semi-finalists to the
ARMB for hiring consideration. Under certain circumstances, the ARMB may delegate
investment manager hiring authority to staff or use a modified hiring process.

6. Control procedures

The ARMB has control procedures in place to monitor compliance with investment policies and
objectives. The following parties have responsibility for elements of the investment monitoring
and control process:

Investment Consultant

The ARMB’s general Investment Consultant is a fiduciary and the primary source of asset

allocation and investment manager performance information. At least annually, the Consultant

will:

= Assist the ARMB in establishing long term goals and objectives that incorporate results
from actuarial studies which the ARMB will provide to the Consultant.

= Develop risk guidelines that offer an acceptable likelihood of achieving the objectives.

= Develop forward-looking capital market assumptions.

= Optimize the risk-return characteristics for the funds.

= Document the entire asset allocation in a written formal report and present the report to
ARMB at a regular meeting.

At least quarterly, the Consultant will provide the ARMB and Investment Staff with a
performance report that, at minimum, includes information on:

= Rates of return presented in tables and graphs for the component portfolios, the asset and
sub-asset classes, and the total investments for each of the funds for the past quarter as well
as the past one, three, and five year periods.

= Performance comparisons using relevant investment universes and indexes for fund level
returns as well as individual investment manager returns.

= Performance attribution analyses; market sensitivity analyses; measures of diversification,
capital ratios, price-earnings ratios, turnover; comparisons by style of management and
other comparisons or information that is relevant to the particular manager, pool or asset
class.

The Consultant will be available regularly to discuss the performance information with the
ARMB.

Chief Investment Officer and Investment Staff
The ARMB?’s Chief Investment Officer (C1O) and Investment Staff advise on, implement, and
monitor the board’s investment program. Investment Staff is responsible for a variety of
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investment functions and provide the following investment controls that are reported to the
ARMB:

= The CIO makes recommendations to the board on asset allocation and periodically
rebalances the investment portfolio so that it remains compliant with the ARMB asset
allocation.  All rebalancing and manager allocation changes are regularly
communicated to the ARMB Chair and communicated to the full ARMB at the next
regular meeting.

= On an ongoing basis, often daily, the Investment Staff monitors managers using
quantitative techniques, consultant information, discussions with managers, on-site due
diligence, and other tools to identify potential issues. Issues are communicated through
the CIO report to the ARMB at regular meetings. Exceptional issues are communicated
to board members between regular meetings.

= The CIO leads a formal annual investment manager review. As part of this process,
investment manager questionnaires are provided to the general consultant and the IAC.
The CIO provides feedback to the ARMB on special concerns or other issues.

= The CIO and investment staff is responsible for reviewing all ARMB investment
policies at least annually and recommending potential changes to the ARMB.

Comptroller and Accounting Staff
The State Comptroller is responsible for fund accounting and financial reporting. The State
Comptroller and Accounting Staff perform a wide range of accounting functions and provide
regular reporting to the ARMB that includes at minimum:

= A monthly financial report for each significant fund and investment manager including
account balances and net cash flows.
= A monthly comparison of the target and the actual asset allocation.

Compliance
The Department of Revenue has a compliance function with direct reporting authority to the
Deputy Commissioner of the Department of Revenue. The Compliance function monitors the
ARMB’s investment managers and staff to ensure compliance with the ARMB’s policies and
procedures. Compliance reports are distributed to the ARMB Audit Committee at least
monthly on the investment program’s adherence to board policies.

Financial Auditing Firm and ARMB Audit Committee
Annually, an independent accounting firm audits the financial statements of the pension
system. The ARMB has an audit committee charged with overseeing this process and both the
audit committee and the full ARMB meets directly with the auditors annually.

Fiduciary Auditing Firm
Periodically, the ARMB hires an independent firm to perform a review of the ARMB’s
investment policies and present their findings to the ARMB.

Consultant Auditing Firm
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Every four years, the ARMB hires an independent firm to audit the performance reports of the
Investment Consultant and present their findings to the ARMB.

Investment Advisory Council

The ARMB has an Investment Advisory Council (IAC) composed of up to five investment
experts charged with providing advice to the ARMB at board meetings and as requested.
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C. Investment Policies and Guidelines

ARMB has adopted the—feHowing-specific policies, procedures, and guidelines regarding the
investment and management of the assets under its control which can be found on the ARMB
website_—(http://treasury.dor.alaska.gov/armb/Reports-and-Policies/Investment-Policies.aspx) or

through the ARMB Liaison Officer.
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D. Operating Procedures

Meetings
1. The schedule for the regular meetings shall be reviewed by the Trustees at the first
meeting of the calendar year.
2. All special meetings shall be on days agreed upon by the Trustees.

3. The final composition of the agenda shall have the approval of the Chair of ARMB.

4. All regular meeting material should be sent to the Trustees no later than seven days
prior to the meeting date. To the extent possible, all special meeting material should
be sent to the Trustees no later than four days prior to the meeting date.

5. ARMB will look to Robert’s Rules of Order as a guide to parliamentary
procedure before ARMB.

Committees
Standing committees of ARMB are as follows:

Actuarial Committee

Audit Committee

Operations Committee

Defined Contribution Plan Committee

Standing committees are charged with certain responsibilities set out in a committee charter
approved by ARMB; committees may make recommendations to ARMB, but do not make
decisions on behalf of ARMB.

Ad hoc committees may be appointed by the chair for temporary specified purposes; the term of
the committee shall expire at the conclusion of the matter for which the committee was appointed.

Education, Training, Travel and Reimbursements

1. Trustee education will be provided during Board meetings; trustees may also
participate in an ARMB Education conference and two additional training or
educational opportunities per year.

2. Honorariums will be paid for time expended by trustees in the manner prescribed
by law.
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3. Reimbursement for travel expenses is outlined in the state travel regulations at
AAM.60.

4. Travel Policy. Travel by trustees and travel outside Alaska by staff of Revenue on
ARMB-related business shall be subject to approval by the Chair.

The Board will review travel, honorarium, and meeting costs annually, at the first meeting after
fiscal year end.

New Trustee Briefing

From time to time, new ARMB trustees are elected or appointed. To maintain continuity and
expedite familiarity with ARMB business, ARMB will request Revenue to provide an initial
briefing to include the following:

1. Department of Revenue Management:
Personnel introductions and review of the following presentations (Sub-sections
of each presentation will be reviewed in-depth):

AS 37.10.210 Alaska Retirement Management Board
ARMB Investment Policy and Procedures Manual
Historical Review

ARMB (Trustee Biography)

Investment Advisory Council

Ethics Video

Legal Opinions

Alaska Public Officer Commission (APOC)
Annual Reports

ARMB Web Page

Travel Regulations

ARMB Meeting Minutes

Trustee Disclosure Statements

Reference Materials/Training Conferences
Robert’s Rules of Order

Fiduciary Liability Insurance

2. Treasury Division, Portfolio Management:
Personnel introductions and review of the following presentations:

e History Investment Management Review (Chronology of Events)
e Introduction to Management of State Pension Funds
e Allocation of Assets/Capital Market Assumption
e Investment Asset Classes
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e Managers/Manager Performance

e Information Services (Bloomberg, , Standard & Poor’s, Moody’s, FTSE
Russell Yield Book,)

3. Treasury Comptroller Division:
Personnel introductions and review of the following presentations:

Annual Reports (Audited)
Financial Statements
Budget
Custody/Safekeeping
Contracts

4. Division of Retirement & Benefits:
Personnel introductions and review of responsibilities

Maintenance of Manual

ARMB, through the Liaison Officer of the Department of Revenue, shall annually revisit the need
to update or supplement provisions contained in this manual. A report at least once a year with
regard to updating the manual shall be delivered to ARMB.
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Appendix A

Fiduciary Responsibilities and Prudent Investment Decision Making

Material contained in this Appendix was obtained from two books: Procedural Prudence! and The
Management of Investment Decisions®. The material contained in the Appendix is meant to serve
as a general informational framework and is not an integral part of ARMB’s policies and
procedures.

A Fiduciary Responsibilities
1. Fiduciary Guidelines

The guidelines set forth in this Appendix A are designed to be a framework for ARMB actions to
fulfill its fiduciary responsibilities in the management of funds to which it has been entrusted with
fiduciary responsibilities. Fiduciary responsibilities applicable to ARMB are spelled out in AS
37.10.071 and a summary of this provision would state the following:

“In exercising investment, custodial or depository powers or duties, ARMB as fiduciary
shall apply the prudent investor rule and exercise the fiduciary standard in the sole
financial best interest of the funds entrusted to ARMB. Among beneficiaries of a fund, the
fiduciaries shall treat beneficiaries with impartiality.

To the extent that the provisions of law are to be interpreted by the courts, it is highly likely that
the courts would look to the requirements and codes of conduct contained in the Restatement
(Third) of Trusts and the interpretations of the Employee Retirement Income Security Act of 1974
(ERISA). In this section the most important parts of these are outlined, and the main tasks which
a fiduciary should carry out are summarized. Specific administrative tasks which fiduciaries should
carry out are contained in Appendix C: Fiduciary Investment Compliance Checklist. ARMB is
not bound by these fiduciary guidelines, as ERISA and the Third Restatement apply only to
corporate pension plans. However, a number of states have adopted these standards for public
pension plans, and the courts have often turned to these standards when asked to rule on “prudent”
practices of any pension plan. It is recommended that public pension plans try, as much as is
possible, to follow the standards set by ERISA and the Third Restatement, and the guidelines
which they imply, for the simple reason that fiduciary responsibility, due diligence, and a
procedurally prudent process of investment management should be undertaken by all pension
plans, both corporate and public.

! Procedural Prudence for Fiduciaries, The Handbook for The Management of Investment Decisions, Donald B.
Trone/William R. Allbright/Philip R. Taylor (Library of Congress Cataloging -- In Publication -- Date Pending)

2 The Management of Investment Decisions, Donald B. Trone/William R. Allbright/Philip R. Taylor (Irwin
Professional Publishing, 1996)
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Fiduciary Duty According to ERISA
ERISA defines the term fiduciary as any person who with respect to a plan:

1. Exercises any discretionary authority or discretionary control regarding management of the
plan, or

2. Exercises any authority or control (discretionary or otherwise) regarding management or
disposition of assets, or

3. Renders investment advice regarding plan assets for a fee or other compensation, direct or
indirect, or has any authority or responsibility to do so, or

4. Has any discretionary authority or discretionary responsibility in the administration of such
plan.*

ERISA stipulates that a fiduciary must act in all matters regarding the pension plan (including its
investments):

“with the care, skill, prudence and diligence under the circumstances then prevailing that a
prudent man acting in a like capacity and familiar with such matters would use in the
conduct of an enterprise of a like character and with like aims... The fiduciary must
diversify the investments of the plan so as to minimize the risk of large losses, unless under
the circumstances it is clearly prudent not to do so.”**

Restatement Third, Trusts, (Prudent Investor Rule)

In 1992 the Third Restatement, Trusts, was adopted by the American Law Institute, providing a
set of new and more specific standards for the handling of the investment process by fiduciaries.
These standards have brought legal thought closer to modern investment theory, and in essence
shift fiduciary responsibility from the standards of a “prudent man” to those of a “prudent
investor.” The main points embodied in the Third Restatement are:

e The Trustees should construct a portfolio based upon the plan’s objectives, specifically
incorporating risk and return objectives;

e Prudent investment should be viewed within a total portfolio context, not on an asset-by-
asset basis;

e Prudent investing does not call for the avoidance of risk, but rather prudent management
of risk;

*ERISA Sec. 3(21)(A), 29 U.S.C. Sec. 1002 (21) (A) (1985).
**ERISA Sec. 404 (a) (1) (B), (C).
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e Assets should be diversified unless there is a prudent reason not to do so;

e Trustees must take into account inflation so as to preserve the real value of trust assets and
income payments;

e Investment and administrative expenses should be included in the investment decision-
making process; and

e Strong consideration should be given to hiring an investment consultant.

2. Fiduciary Conduct and Primary Duties of the Trustees

Today’s prudence standard places the emphasis on fiduciary responsibility regarding the portfolio
and its purpose, rather than on the performance of the plan. Fiduciary prudence is therefore a test
of management and conduct, not of performance. A fiduciary will be found to have met the
prudence standard by examining the process through which risk is managed, assets are allocated,
managers are chosen, and results are supervised and monitored. Trustees as fiduciaries have
responsibility for the general management of the fund’s assets. They are responsible for
overseeing the implementation of the fund’s investment policy, but need not be investment
managers or investment specialists.

As outlined by ERISA and the Third Restatement, the most important tasks which the Trustees
should carry out (i.e., should not delegate) in terms of proper fiduciary conduct are the following:

1. Prepare written investment policies and document the process. In doing so, the Trustees
must:

e Determine the fund’s missions and objectives;

e Choose an appropriate asset allocation strategy;

Establish specific investment policies consistent with the fund’s objectives; and
Select investment managers to implement the investment policy.

2. Diversify assets with regard to specific risk/return objectives of the
participants/beneficiaries.

3. Use “prudent experts” to make investment decisions.

4. Control investment expenses.

5. Monitor the activities of all investment managers and investment consultants.

6. Awvoid conflicts of interest.
ARMB and Staff should regularly undertake continuing education relevant for their duties.
Specifically, all Trustees and key Staff should participate in an educational program which
provides basic instruction on the four primary components of the investment management process:

e Fiduciary responsibility and procedural process;
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e Developing investment policy guidelines and designing optimal investment manager
structures;

e Implementing investment policy; and
e Monitoring and controlling an investment program.

3. General Investment Guidelines for Trustees

In carrying out a process which fulfills their fiduciary duties, Trustees must make a number of
basic decisions regarding investment of the portfolio. In this section the nature of the basic
decisions confronted by the Trustees are outlined, and some general investment guidelines are
provided. A more precise procedurally prudent process for managing a pension fund is provided
on the following pages, and a checklist for fiduciary compliance is contained in Appendix C.

Basic Decisions which ARMB Must Make

For reasons to be explained below, the main decisions which must be made are ranked in a
hierarchy, starting with the most important and concluding with the least important.

What is the attitude towards risk?

How long can the portfolio be committed to a specific investment policy?
What asset classes will be considered for investing?

How much of the portfolio will be invested in each asset class?

Within each specific asset class, what strategies or styles will be used?

Which and how many manager(s) will be selected to invest for each specific strategy or
style?

Investment Risk Profile

A critical decision which the Trustees must make is to determine the degree of risk they wish to
accept in investing the portfolio’s assets. Although there are generally-accepted definitions of risk
which are used in quantitative models of asset allocation, Trustees have to determine their attitude
towards risk from a practical perspective, recognizing that the term “risk” has many different
connotations depending on the investor’s frame of reference, circumstances and objectives. It is
useful to consider various types of risk to see how each impacts the investment process (formal
definitions of each are provided in the glossary).

e Liquidity Risk Will there be sufficient cash to meet disbursement and expense
requirements?
e Boardroom Risk Are decision makers willing to “ride out” short-term volatility in
favor of appropriate long-term strategies?
e Purchasing Power Has an investment strategy been employed that will, at the very
Risk least, keep pace with inflation?
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e Funding Risk What is the probability that anticipated contributions will not be

made?
e Returnvs. Risk Are expected investment returns consistent with the level of risk
taken?
e Asset Allocation Risk Are assets optimally allocated to meet required return and risk
parameters?
e Lost Opportunity Have market timing strategies been inappropriately employed,
Risk exposing the investor to missed opportunities in the market?

Hierarchy of Decisions

An important study (B.G.P. Brinson, B.D. Singer and G.L. Beebower, “Determinants of Portfolio
Performance Il: An Update,” Financial Analysts Journal, May-June 1991) has found that the
historical return in U.S. capital markets can be broken down into the following components:

e asset allocation 91.5%
e security selection 4.6%
e market timing 1.7%
e other factors 2.2%

In other words, these figures indicate that 91.5% of the historical returns earned in U.S. capital
markets results from the allocation of the total assets among different asset classes (e.g. stocks,
bonds, real estate, etc.), while only 4.6% of the returns are the result of the selection of specific
investments within an asset class. Therefore, the most important decision in determining the return
on the total portfolio is allocating the portfolio among different asset classes. The asset allocation,
which encompasses the first four of the above “basic decisions,” is one of the main responsibilities
of ARMB.

The last two decisions which ARMB must make are of much less importance in terms of the
ultimate long-run performance of the portfolio. However, a mistake often made by fiduciaries is
to reverse the hierarchy of decisions, beginning on the bottom and focusing on choosing specific
managers and/or making specific investments.

4. Fundamental Investment Principles

There are a number of fundamental investment principles that a Board of Trustees should follow
when making the decisions that fall under its responsibility:

1. Trustees should set policy, delegate implementation and monitor the results. Trustees should
not focus on individual investment decisions and micro-manage.

2. Keep the plan structure simple.
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e Simple asset allocation and simple investment manager structures have been shown to
perform the best; complex structures are difficult to control and expensive; and
e The plan structure should be maintained over a long time period.

3. Do not expose the portfolio to more timing risk than is necessary.

e Any changes should evolve over a relatively long time period,;

e It is difficult to predict movements of the markets and changes in the performance of
managers; and

e The best policy is to average in and out of an investment manager or investment vehicle,
as opposed to undertaking a large one-time purchase or sale of securities.

4. Select the appropriate investment managers for the defined roles.

e Most firms are best at managing one or a few type of assets;

e Investment managers should have strength in their designated areas; and

e While a single firm may perform multiple roles, the firm’s capability in each must be
considered independently.

5. Diversify investment manager styles in order to produce a more stable return and to reduce
risk.

6. Cash flow is the best tool for reallocating assets.
e If rebalancing is necessary, the portfolio should be moving towards the target allocation;
and
e If the investment policy changes drastically, move gradually towards the new allocation.
7. Investment manager structure should contain capacity for growth.
e Never make an unfavorable allocation because there is no appropriate place to put
contributions; and
e Monitor portfolio sizes and the investment managers’ ability to manage their allocated

assets.

8. Weigh each investment manager based upon their impact on the total portfolio, allocating
sufficient funds to each manager so that they can impact overall results.

9. Trustees should always have a plan for contributions, rather than deciding how to allocate
contributions as they come in.

Investment Decision Making: The Procedurally Prudent Process
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1. Overview of the Procedurally Prudent Process

Trustees are responsible for following a procedurally prudent process in investing the plan assets.
Although it is not possible to guarantee investment success, following the five-step process
outlined below will significantly improve the odds of structuring an investment portfolio which
will stand up to public scrutiny and provide an acceptable long-run return. In this section the basic
elements of this process are outlined. Detailed guidelines for each of the five steps are provided in
following sections.

1. Analyze the Current Situation.

e Conduct a fiduciary audit;

e Review the legal and administrative constraints;

e Review the actuarial and accounting assumptions on contributions and disbursements;

e Review the current investment strategies and policies;

e Conduct an analysis of the current asset allocation and investment activities; and

e Review the costs of managing the portfolio.

2. Design the Optimal Portfolio.

e Propose various optimal asset allocation strategies;

e Address strategic (long-term) and tactical (short-term) investment strategies against the
backdrop of capital markets; and

e Analyze the investment alternatives based upon the concepts of modern portfolio theory.

3. Formalize the Investment Policy.

e A critically important function a fiduciary performs is to set investment policy and
implementation guidelines in a written Investment Policy Statement (IPS);

e Once the IPS is prepared, under most circumstances, the portfolio should not deviate from
the stated investment guidelines and asset allocation;

e Any time that the Trustees are contemplating allocating assets to a new investment area,
I.e., to an asset class not specified in the IPS, an analysis of the investment should be carried
out along the same lines as that performed for the assets which currently are in the portfolio;
and

e Ifitis decided to invest in a new asset class, the IPS should be rewritten.

4. Implement the Investment Policy.

e Propose a number of alternative investment manager structures, focusing on styles or
strategies within each broad asset class;

e Select investment managers;

e Negotiate account size minimums and fees with appropriate investment managers; and
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2.

e Coordinate custodial and brokerage services.
Monitor and Supervise the Portfolio.

e Provide ongoing supervision of the investment program;

e Prepare a detailed monthly appraisal of consolidated holdings and portfolio transactions;

e Prepare quarterly performance attribution reports comparing the performance of the
portfolio against appropriate benchmarks, stated investment objectives and investment
managers of similar style;

e Check the asset allocation to make sure that it meets that which is specified in the IPS and
rebalance the portfolio if necessary, or change the IPS as appropriate; and

e Monitor and control investment expenses and costs.

Step 1: Analysis of the Current Situation

The investment management process begins with a thorough understanding of the current situation
and future needs. Six main factors should be examined.

1. Conduct a fiduciary audit based upon the checklist contained in Appendix C.

2. Review the legal and administrative constraints.
e Review the local codes and regulations;
e Have any relevant government regulations concerning pension funds changed recently?
e Have there been any changes in legislation which specifically focus on the fund?

3. Review the actuarial and accounting assumptions on contributions and disbursements.
e Hasthe actuary indicated that important factors have changed since the last actuarial study?
e Has an audit indicated that the accounting and actuarial assumptions should be changed?
e Have the assumptions on contributions and disbursements changed due to either external

economic forces or internal changes regarding the participants?

4. Review the current investment strategies and policies. Have any fundamental factors changed,
such as:
e The broad asset classes in which the Trustees have identified as appropriate for the Plan;
e Key underlying economic variables;
e Attitude towards risk;
e Time horizon; and
e Expected returns of broad asset classes.

5. Conduct an analysis of the current asset allocation.
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e Examine how the current assets are allocated between the broad asset classes: stocks,
bonds, cash, and others;

e Examine how the assets are allocated to different styles within each broad asset class (i.e.,
review the investment manager structure); and

e Verify that the asset allocation complies with the Investment Policy Statement.

6. Review the costs of managing the portfolio, including:

e Custody costs, including transaction fees and annual expenses of money market accounts
used for cash sweeps; and

e Brokerage costs, including commission costs and “soft dollar” requirements; and

e Fees of investment managers and/or annual expenses of mutual funds; and

e Consulting fees.

3. Step 2: Design the Optimal Portfolio

The goal of this step is to evaluate the projected financial characteristics of the plan and determine
an appropriate investment policy that best meets the needs of the plan and its beneficiaries. Simply
stated, the goal of the plan is to design a portfolio which involves an acceptable level of risk and
which produces investment returns which pay a significant portion of member benefits.

In many cases a plan sponsor will turn to an investment consultant to assist with the design of the
optimal portfolio, as it relies on a highly technical and quantitative exercise. The purpose of the
quantitative modeling of possible investment portfolios is to assist the decision-making process.
However, the final choice by the Trustees of an optimal portfolio involves both qualitative and
quantitative analysis.

The quantitative modeling used in assisting with the design of the optimal portfolio generally
follows a three step process:

1. Model the asset side, which involves identifying a set of alternative optimal portfolios
tailored to the plan’s general constraints.

2. Model the liability projections of the plan.

3. Integrate the first two steps to identify alternative portfolios (with different return/risk
characteristics) which are appropriate for the plan.

Modeling the Asset Side

Although there is no unique methodology for quantitatively analyzing and identifying the set of
optimal portfolios, most asset allocation models rely heavily on Modern Portfolio Theory and the
accepted financial theory. It is not appropriate in this manual to go into detail concerning the
specifics of the basic model. Rather, the general nature of the model is described, the steps are
outlined, and key aspects are highlighted. Simply put, based upon historical information on various
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asset classes and future projections concerning capital markets, the model produces a set of
alternative investment portfolios, with each producing the greatest possible expected return for
given level of risk, and compares these to the current portfolio.

a. The plan’s general constraints. The first step in the process is to identify the asset classes in
which the plan wishes to invest, and any limits on the allocation to a given asset class. In a strict
sense, this decision is independent of the asset allocation modeling process, since an infinite
number of different optimal portfolios can be constructed. In addition, the choice of which asset
classes to invest in, and the limits on each, often involves non-economic considerations.

In practice, however, the choice of asset classes, and limits on the amount of the investment in
each, is often determined as the modeling exercise proceeds, since the asset allocation modeling
demonstrates the benefits (and risks) of various asset allocations. For example, many plans have
recently decided to increase the size of their investment in the international asset class (relative to
their previous investment or a preconceived target) once they have examined the diversification
and risk/return benefits of international investments. An additional benefit of the asset allocation
modeling process is that it clearly identifies the economic implications of alternative asset
allocations. Also, it pinpoints the investment implications of introducing “non-economic”
considerations into the asset allocation process, e.g. economically-targeted investments or an
aversion to international investments.

b. Collection of data on the specified asset classes. Once the plan has specified the asset classes
to be modeled, historical data must be collected on these assets, notably:

e average return of each asset class;

e standard deviation (i.e. statistical variation) of each asset class, which is the most
commonly used gquantitative measure of risk; and

e statistical correlation among the asset classes.

c. Capital market projections. Based on a variety of methodologies, projections must be made
for the future values of the return, standard deviation and correlation of each asset class over some
given time period (e.g. five years). In this step, careful attention is paid to the current and expected
values of a number of economic variables, including:

overall market valuations of each asset class;
interest rates;

economic growth;

inflation;

employment and productivity growth;
consumer confidence;

international economic trends; and

special factors (e.g. wars).
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d. Results. The optimization process identifies a number of different optimal portfolios. An
optimal portfolio is defined as a portfolio which produces the highest expected return for any given
level of risk (or, alternatively, minimum risk for a given level of expected return). The set of
optimal portfolios form what is called an efficient frontier of asset mix alternatives, which can be
compared to the current asset mix. Although taking on greater risk does not always guarantee
greater return, the asset allocation model makes sure that portfolios are identified only where
assuming greater risk does in fact lead to greater expected return.

It is not possible to uniquely identify the single “best” portfolio among the set of optimal portfolios,
as each has a different risk/return profile. The ultimate choice of a portfolio will depend upon the
liability side of the plan and the Trustees’ attitudes towards risk as well as their preferences for
investing in different asset classes.

The process of constructing the set of optimal portfolios illustrates a number of important points:

e Once the set of optimal portfolios is identified, greater expected return requires that greater
risk be assumed;

e Risk is reduced by diversifying a portfolio among a number of assets;

e Allocating a portion of the portfolio to a “high return, high risk” asset class (e.g.
international equity) often increases the overall return and reduces the overall risk of the
portfolio;

e By looking at alternative proposals, it is possible to precisely examine the return/risk
implications of adding or deleting a particular asset class from the portfolio; and

e The modeling of the optimal portfolios cannot answer a critical question which Trustees
must confront: recognizing that greater expected return requires greater risk, how much
risk should be taken?

Modeling the Liability Side

The second step in the process involves modeling the expected future liabilities of the plan, defined
as the expected member benefits earned over a future time horizon. This step paints a general
picture of the future of the plan based upon the most likely outcomes. The composition of the
projected plan liabilities is also a useful exercise for general planning purposes, as it provides a
direct way to evaluate the impact of investment results on the financial composition of the plan.

The actuarial liabilities in each year of the projection horizon are dependent upon a number of key
assumptions used in the most recent actuarial valuation, including:

Contributions;

existing level of funding;
actuarial discount rate;

active workforce growth rates;
salary scale growth rates;
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e membership growth rate;

e COLA:s for retiree benefits;

e decrement factors such as mortality, separation, retirement and disability; and
e actuarial funding method.

Combining Assets and Liabilities

After separately developing the asset and liability projections, the final stage of the process
examines their interaction from a long-term perspective. The main focus of this step is to allow an
asset allocation to be chosen by comparing the various possibilities against the plan’s liabilities.

Since there are hundreds of possible cases when both the asset and liability sides are considered, a
methodology for analyzing their interaction must be developed and a time horizon specified (e.g.
five years). Once a method is chosen, a number of key variables and aspects of each portfolio are
examined in conjunction with the plan’s liabilities. Projections of all the key elements and ranges
of conditions which might result from uncertain future conditions should be provided. Given that
there is uncertainty of both future returns and liabilities, ranges (e.g., the median value as well as
a number of percentiles) of the following variables for a given projection period (e.g. five years)
should be examined:

projected rates of return;
projected funded status;
unfunded liability; and
expected contributions.

In evaluating the results of the simulation in order to determine the appropriate asset allocation for
the plan, the Trustees should consider the following:

e How do the optimal portfolios under consideration compare to the current asset mix?

e Which optimal portfolios have five-year returns which equal or exceed the actuarial
discount rate?

e What are the implications of various sources of risk, such as poor returns on the portfolio,
increased benefit payments, and a reduced actuarial discount rate?

e The baseline results should be examined to see whether these are acceptable.

e The worst case results should be examined, with consideration given as to whether the plan
can “survive” these.

e A common rule is to choose the asset mix with the best combination of baseline and worst-
case results, which is either:
-- the best baseline results, provided the associated worst-case is acceptable; or
-- for the minimum acceptable worst case, the mix with the best baseline results.

Once again, it is important to emphasize that quantitative modeling of possible optimal portfolios
can only assist in the final choice of the plan’s asset allocation. The benefit of following a
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transparent and rigorous modeling exercise is that it forces the Trustees to explicitly identify and
estimate the key parameters which determine the asset and liability values, as well as providing
insights into the implications of various asset allocations.

4. Step 3: Formalization of the Investment Policy--The Investment Policy Statement

A critically important function that ARMB performs is to set investment policy and
implementation guidelines in a written Investment Policy Statement (IPS). The current Investment
Policy Statement approved by ARMB is contained in section I1l. By having specific policies and
guidelines, the Trustees will: (1) have a well-developed investment strategy that is consistently
applied; (2) concentrate resources to meet specific goals and objectives of the strategy; and (3)
provide continuity to the strategy throughout market cycles.

Any time that the Trustees are contemplating allocating assets to a new investment area, i.e., to an
area not specified in the IPS, an analysis of the investment should be carried out along the same
lines as that performed for the assets which currently are in the portfolio. If it is decided that the
new investment is to be undertaken, the IPS should be rewritten.

ERISA dictates that a strategy and guidelines are required, but does not specifically call for a
written IPS: “Every employee benefit plan shall provide a procedure for establishing and carrying
out a funding policy...” (Sec. 402 (2)(1)). However, subsequent case law and industry practices
have clearly mandated the need for a written IPS as part of a procedurally prudent process.
Moreover, the Third Restatement has reinforced the importance of a written IPS: “The Trustee
must give reasonably careful consideration to both the formulation and the implementation of an
appropriate investment strategy, with investments to be selected and reviewed in a manner
reasonably appropriate to the strategy,” (Restatement Third, Trusts (Prudent Investor Rule), pg.
14).

The above indicates that existing legislation and regulations require or at least strongly suggest the
formulation and adoption of an IPS. Other than the legal requirements for an IPS, there are five
main reasons why an IPS is a necessary part of a procedurally prudent process:

e The IPS provides a “paper trail” of policies and procedures concerning the plan’s
investment decisions. The IPS can be important evidence in the case of litigation or
accusations of imprudence, and serves as an excellent testimony of compliance to auditors;

e The IPS negates second guessing by new Board members and other interested parties, and
provides continuity of the investment strategy during turnover of ARMB;

e The IPS reassures individuals affected by the investment performance that the Trustees are
following a prudent investment process;

e The IPS keeps the investment process intact during periods of market upheaval. Trustees
may feel pressure to take action during periods of market decline, and the IPS serves to
remind them of why the investment strategy was structured in the first place and the risks
inherent in the portfolio; and
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e The IPS provides a baseline from which to monitor investment performance of the overall
portfolio, as well as the performance of individual investment managers. It also allows for
proposed changes to the investment process to be evaluated and reviewed against a stated
strategic investment policy.

An IPS consists of six main parts:
1. Purpose and background, including:

e An explanation of the purpose of the portfolio;

e The size of the portfolio, the likelihood and amount of future contributions and a schedule
of pending disbursements;

e Participant demographics, particularly as it impacts the timing of disbursements; and

e The fiscal health of the plan sponsor.

2. Statement of objectives. Objectives should be set in conjunction with a comprehensive review
and assessment of the goals, expectations, investment time horizon, level of risk tolerance,
present investment allocation and current projected financial requirements. Standard
investment objectives include:

e Maximizing return within reasonable and prudent levels of risk;

e Prudent diversification by providing exposure to a wide range of investment opportunities
in various markets;

e Establishing policies based on long-term total return; and

e Controlling the costs of administering and managing the portfolio.

There are a number of additional objectives that are relevant for pension plans:

e To maintain a fully-funded status with regard to Accumulated Benefit Obligations, and to
achieve a fully-funded status with regard to the Projected Benefit Obligation;

e To have the ability to pay all benefit and expense obligations when due;

e To maintain a funding cushion for unexpected developments, possible future increases in
benefit structure and expense levels or a reduction in the expected earnings ratio;

e To maintain flexibility in determining the future level of contributions; and

e To exceed actuarial earnings assumptions.

3. Investment guidelines. Guidelines should be established to clearly identify the parameters of
the investment strategy. The guidelines should be specific enough to identify the parameters
of the desired investment process, yet still provide enough latitude so as to not “micro-manage”
the investment process. If properly written, the guidelines should make it easy for a reviewer
to reconstruct the process which was used in putting together the portfolio. The following
guidelines should be identified:
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e risk tolerance;

e time horizon;

e asset class preferences ;

e rebalancing limits; and

e expected or desired rate of return.

4. Securities guidelines. Like the investment guidelines, the securities guidelines must be specific
enough to define the boundaries of investment managers, but not so specific that the Trustees
are in effect making detailed investment decisions.

5. Selection of investment managers. The IPS should clearly define the way in which investment
managers are to be selected. By establishing a very specific asset allocation (number 3 above)
and precise guidelines for selecting investment managers, a consistent framework is put into
place in order to meet the goals and objectives of the plan.

6. Control procedures. This section delineates the specific duties and responsibilities of all parties
involved in the investment management process, as well as the required periodic reviews.

5. Step4: Implementation of the Investment Policy--Structure and Selection of
Investment Managers

The fourth step mainly involves determining an investment manager structure and selecting
individual investment managers, as well as arranging for low-cost administration of the ultimate
investments. In addition, it is in the implementation stage that the specifics of real estate and
alternative investments must be considered.

Fiduciary Responsibility

In the implementation step, fiduciary responsibility is fulfilled by (1) choosing a manager structure
based upon sound investment principles, as dictated by ERISA Sec. 404(a)(1)(B); and (2) making
sure that “prudent experts” are hired to make the investment decisions; this part of the fiduciary
responsibility is referred to as the “safe harbor rule.”

The “safe harbor rule” spelled out in ERISA comes close to providing fiduciaries with protection
from liability concerning actual investment results:

“If an investment manager or managers have been appointed....no Trustee shall be liable
for the acts or commissions of such investment manager or managers, or be under any
obligation to invest or otherwise manage any asset of the plan which is subject to the
management of such investment manager.” (ERISA Sec. 405(d)(1))

The “safe harbor rule” underscores the importance which ERISA has placed on having investment
decisions made by experienced investment professionals. However, the mere hiring of investment
managers does not relieve Trustees from their fiduciary responsibility. The Trustees must still act
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in a prudent manner in selecting and supervising investment managers. In general, Trustees will
fulfill their fiduciary responsibility in identifying investment professionals by fulfilling the
following safe harbor rules:

e The selected investment manager must be a bank, an insurance company or a registered
investment advisor as defined by the Investment Advisors Act of 1940;

e Due diligence must be undertaken in selecting investment managers, i.e., they must be
“prudently selected”;

e Investment managers must be given the power to manage, acquire and dispose of plan
assets;

e Investment managers must acknowledge co-fiduciary status in writing; and

e Activities of investment managers must be carefully monitored.

Implementation Steps and Guidelines

In discussing the implementation of the investment policy, it is convenient to differentiate between
(1) traditional financial asset classes, namely stocks, bonds and cash, and (2) real estate and
alternative investments, e.g. private placements and venture capital. The first group, which follows
a straightforward two-step process, is covered in the present and following sections. The second
group is considered separately, as the process by which these investment decisions are made is
often different than for stocks, bonds and cash.

A. Traditional financial asset classes: stocks, bonds and cash

Implementation of the investment policy for traditional financial asset classes follows a two-step
process: first a manager structure is developed, then individual managers are selected. In general,
the first step follows the same basic investment principles which are used in determining the asset
allocation in the Investment Policy Statement, “Design the Optimal Portfolio.” In the second step
the Trustees must determine the performance benchmarks, gather and evaluate information on
relevant managers, and make a final selection of managers. Basic guidelines for carrying out each
step follow.

Manager Structure (Investment Style Groups)

The IPS should spell out the portfolio’s allocation to broad capital market asset classes (e.g.
domestic equities, domestic bonds, international). However, within each of these classes there are
a number of more specific allocations which are available. In the implementation step, the Trustees
usually decide on how they would like to invest within each of the broad asset classes by drawing
up a “manager structure,” which identifies the number and types of managers to which they want
to allocate assets. This process is referred to as identifying “investment manager styles” or
“investment manager strategies” within each broad asset category. Note that this step focuses on
types of investment managers, not individual managers themselves. Individual investment
managers are chosen only after the manager structure is determined.
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The development of a sound investment manager structure is part of the Trustees’ fiduciary
obligations and is an outgrowth of the asset allocation decision which is determined in drawing up
the IPS. Many of the factors considered in the asset allocation step are also brought into the
manager structure, such as expected returns, risk tolerances, and diversification benefits of various
manager styles. Similar to the asset allocation, the Trustees must decide on what manager styles
will be employed as well as the amount of assets which will be allocated to each style.

In order to minimize investment and administrative costs, the manager structure should be as
simple as possible in light of the investment goals of the plan.

In designing a manager structure, i.e. in determining the number and types of investment managers,
the following factors should be considered:

1. Choice of style groups.

e The first decision which must be made is the choice between active or passive
management;

e Style groups must be defined and appropriate benchmarks constructed;

e Expected returns and risk of style groups must be calculated,;

e The impact of diversification within a broad asset class must be assessed; and

e The overall benefits of style group diversification should be assessed, paying particular
attention to whether chosen manager styles are complementary.

2. Cost and administrative concerns.

e A choice must be made between commingled and separate accounts;

e Complex structures are difficult to control and are expensive;

e The active versus passive management decision must be evaluated in light of costs, as
in some instances (e.g. international), active management may not be feasible or is too
expensive; and

e The custodian banks and plan staff must be able to effectively monitor the chosen
manager styles.

3. Common style groups.
There are a very large number of style groups which have been defined by firms tracking
investment managers. The following general list illustrates the nature of the exercise, but
is not meant to be exhaustive; a more complete list and description of styles groups is
contained in Appendix D.
a. Equity

e Core;
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Yield;

Value;

Growth;

Small Cap;

International; and

Many of the above can be combined, e.g. small cap growth, international value.

b. Fixed Income

Defensive (short maturity);
Core (intermediate maturity);
Active Duration;
Mortgage-backed;

High yield,

Munis; and

International

% 3k % X ok %

c. Balanced

* A combination of equities and bonds;
* A decision must be made between strategic and tactical

d. Cash

* High quality;
* High yield;
*  Tax free

Selection of Individual Investment Managers

Once a manager structure is chosen, i.e. specific manager styles have been identified, individual
investment managers must be chosen to invest the assets committed to each style. When fiduciaries
of institutional-size portfolios conduct a search for a new investment manager, they should
undertake a formal search process.

Once the necessary information on investment managers is obtained, the “safe harbor rules”
indicate that managers must be “prudently selected.” In analyzing the large universe of investment
managers, a number of specific factors should be examined and evaluated.

1. Performance numbers. These should be based upon quarterly results, as too much
attention to annual results may hide the volatility of short-term performance. The
performance evaluation should examine whether an investment manager’s results are:
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e A composite of all portfolios managed, and not just those chosen for evaluation by
the investment manager;

e The result of actual management, and not simply historically-tested hypothetical
performance;

e Reported gross and net of fees and commissions; and

e Reported on a time-weighted basis versus a dollar-weighted basis. Time-weighted
results more accurately reflect the manager’s ability to manage the total portfolio
as the assets under management change due to contributions and withdrawals.

2. Performance relative to assumed risk.

e An investment manager’s performance should not be evaluated in isolation, but
must be examined in light of the amount of risk assumed;

e Risk is generally measured by statistics such as standard deviation, alpha, beta and
the Sharpe ratio;

e The results of the investment manager’s poorest and best quarters should be
examined;

e The frequency and amount that an investment manager underperforms or
outperforms the appropriate market indices should be examined; and

e Performance should be examined in both rising and falling markets.

3. Investment manager’s adherence to the stated investment style.

e Investment managers should have a clearly articulated investment style;

e Investment managers should have a demonstrated discipline to maintain the
strategy over time; and

e [tisimportant to independently assess whether the investment manager does indeed
fall into the desired manager style (i.e., it cannot be assumed that an investment
manager’s self-described style accurately reflects that which the plan has selected).

4. Performance among peers.

e An investment manager’s performance should be compared to managers of like
style or strategy by use of an appropriate benchmark. A common mistake is to
compare performance of several managers without taking their styles into
consideration;

e The peer style group and benchmark should be chosen by the Trustees, not the
investment manager; and

e The choice of the peer style group and benchmark is “objective” in the sense that it
comes directly from the manager structure decision. For example, if it is decided to
allocate assets to a “small cap value” manager, then for this part of the manager
search the peer group and benchmark should be “small cap value”;
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5. Performance of key decision makers and their organization.

e Examine whether the key decision makers that produced the performance record
are still with the firm;

e It should be determined whether any changes in the organization may impact the
firm’s abilities; and

e Examine whether the firm has experienced a rapid growth in assets, and how this
has affected the performance.

6. Subjective factors. ARMB shall utilize the IAC, Board committees, staff, and its
consultants to identify those candidates to be interviewed by the full Board.

B. Real assets and alternative investments

By their very nature real assets and alternative investments cannot be treated like stocks, bonds
and cash for two main reasons: they are a longer term investment and are less liquid. In addition,
there are no disclosure requirements or active policing in the private placements arena, so the
watch word is “buyer beware.”

1. Real Assets. Annually, the ARMB adopts by resolution a “Real Assets Investment Policy and
Procedures Manual. Given the detailed information contained in that resolution, it is appropriate
here only to outline the main responsibilities of each party participating in the real assets
investment program.

Board of Trustees

e Approve the investment policies and objectives judged to be appropriate and prudent in the
context of implementing the strategic investment plan for the portfolio’s total assets;

e Review the performance criteria and policy guidelines for the measurement and evaluation
of the investment managers of the plans assets;

e Retain qualified investment managers and set investment limits; and

e Supervise the real asset investments to ensure that they remain consistent with the strategic
planning and the Investment Policy Statement.

e Coordinate program compliance among all participants and communicate the investment
policies, objectives and performance criteria to the managers;

e Coordinate the receipt and distribution of capital; and

e In conjunction with the Investment Consultant, periodically review the managers’ and the
portfolio’s performance in relation to the assigned responsibilities.

Real Assets Consultant

Alaska Retirement Management Board Appendix A Page 20
Investment Policy & Procedures Manual
202062021



Ensure real assets program compliance in cooperation with the Staff;
Assist in the implementation of the multiple manager real assets program;

e Review all real assets program documentation and management relationships;

e Conduct manager searches when requested,;

e Provide periodic performance measurement analysis of the portfolio; and

e Provide special project research pertaining to technical real assets issues.
Managers

e Managers shall acquire and manage (on a non-discretionary basis) real estate and real asset
investments on behalf of the plan and in accordance with the guidelines and the agreed
upon investment plan.

2. Alternative investments. Alternative investments refers to institutional blind pool limited
partnerships which generally make private debt and equity investments in privately held
companies. The most common examples of these limited partnerships are venture capital and
leveraged buyout funds, bankruptcy investing, oil and gas partnerships, and investments in
subordinated debt.

The hiring of an “oversight advisor” should be seriously considered by any plan which includes
alternative investments in its portfolio. Oversight advisors help shoulder the burden of fiduciary
responsibility in their role as “prudent experts.” These investment management firms assist in
security selection, due diligence, negotiation of investments, monitoring and are proactive in value
maximization.

The following are general guidelines for alternative investments:

e As with any other asset class, the guidelines, policies and procedures should be explicitly
developed and set down in writing;

e Expectations for long-term rates of return and risk, a diversification strategy and
appropriate benchmarks should be developed;

e Strategic consultants should be considered to assist with top-down aspects such as
designing a program, setting-long term strategy and evaluation of performance; and

e Oversight managers or a fund of funds may provide assistance in bottom-up partnership
selection and in-depth investment monitoring.

Once a strategic program is developed, a procedurally prudent process for selecting partnerships
includes an examination of the following:

e The general partners should be evaluated based on criteria such as experience and prior
achievement, management skills, creativity and integrity;
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e The partnership’s investment strategy should be assessed, focusing on the reasonableness
of the objectives, the likelihood that they can be achieved, and whether the skills of the
partners are well-matched with the planned investments;

e A thorough evaluation of the partnership’s due diligence process should be undertaken;

e The partnership’s monitoring process should be evaluated;

e The partnership’s ability to generate a flow of quality investments should be assessed--will
they develop deals themselves or participate in deals originated by other parties?

e The ability to structure, negotiate and liquidate investments should be evaluated; and

e Partnership documents should be reviewed to determine:

-- how profits are split.

-- the general partners’ authority.
-- fees and expenses.

-- advisory board rules.

-- distribution of earnings.

-- reporting requirements.

6. Step 5: Monitoring and Supervising the Portfolio
Fiduciary Requirements to Monitor and Supervise

A common fiduciary breach is the failure to supervise the activities of an investment manager once
the manager has been hired. Both ERISA and the Third Restatement make specific references to
this oversight duty of Trustees:

“...In addition to any liability which he may have under any other provision of this part, a
fiduciary with respect to a plan shall be liable for a breach of fiduciary responsibility of
another fiduciary with respect to the same plan...” (ERISA Sec. 405(a)); and

“The Trustee is under a duty to deal fairly and to communicate to the beneficiary all
material facts the Trustee knows or should know in connection with the transaction.”
(Restatement Third, Trusts, (Prudent Investor Rule) Sec. 170).

Main Aspects to be Monitored
There are four broad aspects of the plan which must be monitored:
1. Determine whether the plan achieved its expected return and investment objectives.
e |f the plan has not reached its objectives, additional contributions may be necessary
and participants may question the Trustees’ prudent handling of the plan assets; and
e If the plan has underperformed, what was the cause of the shortfall: underexposure to

asset classes offering a greater return, market upheaval, manager performance, high
administrative and/or investment expenses, or a combination of factors?
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2. Determine whether investment managers are abiding by the plan’s Investment Policy
Statement.

e Are restrictions and constraints for various asset classes being followed?
e Isthe overall asset allocation being adhered to? If not, rebalancing should be considered
(see below).

3. Determine through performance attribution analysis what contributed to the total return of
the portfolio. Performance attribution analysis, discussed more extensively below, provides
insight into questions such as:

e What part of the performance is due to the manager structure?

e What was the value of choosing active versus passive management strategies?

e What performance can be attributed to the Trustees’ selection of individual investment
managers?

e How does the performance of the plan’s investment managers compare to their peers?

e Should an investment manager(s) be terminated?

4. Investment expenses must be monitored and controlled, and the services provided by
custodian banks and consultants must be monitored. By their very nature, investment
expenses have a direct impact on performance, and an important duty of the Trustees is to
control these expenses.

Steps in Monitoring and Supervision
1. Measuring Investment Manager Performance.

In measuring the performance of investment managers it is necessary to apply consistent standards
of measurement so that accurate evaluations and comparisons can be made. On January 1, 1993 a
standardized reporting format was instituted by the Association for Investment Management and
Research (AIMR). In 1995, AIMR became the CFA Institute, which sponsored and funded the
Global Investment Performance Standards (GIPS) to establish global standards for calculating and
presenting investment performance. Additional reporting standards have been adopted by the
Investment Management Consultants Association (IMCA). In addition, the SEC has issued
guidelines on advertising and reporting performance results. Some important guidelines follow,
and a more complete treatment is provided in Appendix C: Performance Measurement Checklist
and Detailed GIPS Standards.

A. Performance Calculations. The investment management industry has adopted certain
measurements which should be made when examining and evaluating portfolio
performance. Only short explanations of each measurement is provided here; more
complete definitions are contained in Appendix E: Glossary of Investment Terms.
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e standard deviation -- the most common statistical measure of risk;

e alpha -- measures the performance of the manager assuming the benchmark had no
gains or losses;

e Deta -- measures performance volatility against the market;

e Sharpe ratio -- measures return per unit of risk (standard deviation);

e geometric returns --calculates returns by linking time periods rather than simply taking
a mathematical average;

e total return -- performance results are calculated on all realized and unrealized gains
and losses, including accrued income;

e time-weighted -- performance results are calculated on a time-weighted basis (quarterly
is required and daily is recommended) rather than dollar-weighted; and

e information ratio -- a mathematical measure of excess return per unit of non-market
related risk.

B. GIPS Standards. The following is a summary of the main GIPS standards.

e A composite return figure must be calculated that includes all fee-paying discretionary
portfolios that represent a specific asset class or similar strategy or investment
objective;

e Firm composites must include only the actual assets under management;

e Performance results for accounts are to be asset weighted and not equal-weighted.
Equal-weighted results are recommended as an additional measurement, but not
required,;

e Performance results should be presented by asset class, and include cash equivalents or
any other securities held by the manager in place of assets of the particular asset class;

e The composite return results should be calculated for the investment management firm,
not the individual manager that produced the return;

e Results should be presented before fees; performance net of fees is permitted as well.
In either case, an appropriate fee schedule should be presented,

e Total return is to include both accrued income and capital appreciation;

e Portfolios should be valued at least quarterly;

e External risk measurements are strongly recommended but not mandatory for
compliance. Reporting of the dispersion of portfolio returns and standard deviation is
strongly recommended, and other measures such as beta and the Sharpe ratio are often
useful; and

e Composite results and performance figures should be verified as outlined in Appendix
C.

2. Performance Attribution Analysis.
Performance attribution analysis consists of two parts: performance measurement and performance

evaluation. The performance attribution analysis should be undertaken by the Trustees, or an
independent third party such as an investment consultant, and verified against and compared to
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measurements provided by the investment managers. General guidelines follow for each part of
the performance attribution analysis.

Performance measurement consists of calculating various statistics concerning the portfolio. For
equity portfolios the following averages should be calculated: price/earnings ratio; price/book
ratio; yield; market capitalization weighting (small, mid, or large cap companies); industry, sector
and country concentrations; trading costs; and turnover.

For fixed income portfolios, the following averages should be calculated: bond duration; bond
maturity; quality ratings; sector weights; country weights (for international portfolios); and trading
costs.

Performance evaluation consists of analyzing the factors that may have affected the performance
of each portfolio. The first step is to analyze the capital market and overall economic factors, such
as interest rates, economic growth, and market sentiment. Second, factors are examined which
provide insights into how the investment decisions, and ultimate performance, of the investment
manager compares to other managers following a similar style. This allows the Trustees to see
whether the manager is deviating from the stated investment strategy. Also, if a manager’s
performance has significantly deviated (either positively or negatively) from the peer group, an
examination of the portfolio’s characteristics should reveal the source of the outlying performance.

Finally, the performance of the investment manager is compared against the benchmarks and
security guidelines agreed upon in the IPS or in the written agreement between the plan and the
manager. It is important to emphasize that the benchmarks and guidelines should be put in writing
at the time the IPS is written and when individual investment managers are hired, not after the fact.
A common mistake is to evaluate (either positively or negatively) a manager against other hired
managers, rather than against the pre-determined benchmarks.

3. Rebalancing the Portfolio.

The third step in monitoring is rebalancing the portfolio back to the strategic asset allocation
formalized in the IPS. As the asset mix changes as a result of price fluctuations in the portfolio,
there will be times when the asset mix falls outside the limits that were established in the IPS.
Once the asset mix has fallen outside of the established limits, steps generally will be taken as
outlined in the Investment Policy Statement to return the actual asset allocation to within
acceptable boundaries.

Some important general guidelines concerning rebalancing include the following:

e Rebalancing limits in the IPS have to be set realistically wide enough so that frequent
readjustments of the portfolio do not occur;

e There are various methodologies which can be employed to rebalance, but a common
method is to utilize a sweep account, into which new contributions, stock dividend income
and bond interest income is placed,;
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e When rebalancing takes place, the asset allocation should be returned to within established
limits, not necessarily back to the exact target allocation;

e Trustees should not be tempted to forego rebalancing due to its “counter-intuitive” nature,
i.e. selling strong performing assets and purchasing weaker assets. It is precisely by selling
high and buying low in order to maintain the chosen asset allocation that the portfolio
continues to possess the preferred risk/return characteristics; and

e Periodic rebalancing of the portfolio creates additional transaction expenses. However, the
benefits of rebalancing (maintaining the strategic asset allocation) outweigh these
transactions costs.

4. Controlling Investment Expenses

The control of investment expenses is an important duty of the Trustees, since investment costs
have a direct impact on performance. Investment expenses should be reviewed and evaluated on
an annual basis. This is particularly important as plan assets increase in size, since larger assets
increase the negotiating power of the plan. Many expenses remain hidden, and it is the duty of the
Trustees to ask probing questions so that all costs are made transparent. There is a significant
disparity in fees charged by service providers and investment managers, and through the insistence
of full disclosure and the proper management of cost will the Trustees be assured of paying
reasonable expenses (and, therefore, fulfilling their fiduciary duty).

A related topic is the monitoring of the services provided by vendors. The Trustees must ensure
accountability on the part of the outside service providers which are engaged. Clearly defined
authority, duties, expectations and forms of compensation should be put down in writing. Service
providers which provide investment advice on a non-discretionary basis should be required to
acknowledge fiduciary responsibility in writing.

Portfolio management costs and expenses can be broken down into four categories:

A. brokerage costs, including commissions, execution expenses and soft dollars;

B. custodial charges, including transaction fees and annual expenses of money market funds
used for cash sweeps;

C. investment manager fees and/or annual expenses of mutual funds;

D. investment consulting fees;

A. Brokerage Costs. Brokerage costs, also referred to as trading costs, are comprised of
commissions, and the related concept of soft dollars, and execution costs. Trustees are
charged with seeking best execution, which means minimizing brokerage costs. Regarding
commission costs and soft dollar accounts, the following guidelines should be used.

e The duty of the Trustees is to choose a commission cost structure and to negotiate
commissions so that low, “competitive” commissions are paid. The negotiated fees for any
manager should be consistent with those paid by the ARMB to other managers providing
similar services; and
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e [Ifitisdecided to place all trades through one broker to benefit from “reduced” commission
costs and/or to receive ancillary services, such as investment consulting, it should be
determined whether this results in best execution by asking:

--Is the plan making full use of the ancillary services, or would it be better to purchase
these directly?

--Would total trading costs be lower if hired investment managers had been directed to
shop for minimum trading costs?

Execution costs are somewhat more complex. The execution cost is defined as the difference
between the price actually paid or received and the “fair market price.” If the market price changes
“immediately” after the trade is executed, the trade was not undertaken at the *“fair market price,”
and therefore an execution cost was incurred. In evaluating execution costs, the following factors
should be considered.

e There are various ways to measure execution cost, and it is recommended that the plan hire
a vendor which provides trading cost analysis services;

e Best execution is a more important issue in bond trading and thinly-traded securities; and

e If the current policy is to place all trades through one brokerage firm, the alternative of
asking hired investment managers to seek best execution should be evaluated.

Soft dollars refers to an arrangement where a particular broker is used so that part of the
commission costs can be applied to an activity which benefits the plan. The balance of the
commission cost is retained by the broker to cover the cost of the trade. A close corollary to soft
dollars is the practice of commission recapture, in which the paying of commissions earns credits
which can be applied for custodial fees or consulting services.

If the plan is using, or considering using, a soft dollar or commission recapture arrangement, best
execution indicates that a number of factors should be considered.

e Are the services being provided ones which the plan would purchase if a soft dollar or
commission recapture arrangement did not exist?

e How much would it cost to purchase the services directly, and how does this cost compare
to the commissions paid under the soft dollar or commission recapture arrangement versus
other possibilities?

e Itisdifficult to precisely equate the value of services received to the dollars “spent” through
soft dollar and commission recapture arrangements;

e Trustees should account for all dollars spent for services, whether paid directly from the
account or through soft dollar/commission recapture arrangements; and

e Soft dollar and commission recapture arrangements are ultimately paid for by the plan, so
they should be transparently disclosed as a plan expense.

B. Bank Custodial Charges. A bank custodian serves as an independent third-party
intermediary between the investment manager and the plan sponsor, and performs the
following tasks: (1) takes custody of securities; (2) provides reports on holdings and
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transactions; (3) collects interest and dividends; and (4) effectuates trades. Bank custodians
may be paid either directly or through soft dollar/commission recapture arrangements.

In evaluating whether a custodian provides the necessary services in a cost-effective
manner, a number of factors are important.

e The plan’s assets should be held in a separate account;

e The annual charge should be stated in basis points, and can be negotiated to a
competitive level;

e Available cash and interest payments should be swept daily into a money market or
cash management account. A reasonable annual expense for a money market account
used for cash sweeps is less than 40 basis points;

e Dividends should be posted as accrued income on the ex-dividend date;

e Will the account be charged wire redemption fees for incoming interest and dividends?

e What are the transaction costs, if any, for requesting checks for either beneficiaries or
service providers?

¢ In addition to asset-based fees, are there any fixed charges?

C. Investment Manager Fees. Investment manager fees, stated in basis points, vary widely
depending upon the asset class and the size of the account. Trustees should negotiate the
fees, and make sure that they are competitive and in line with the average pattern of fees
in the industry.

e [Fees generally decrease as the size of the account increases;

e [For a given portfolio size, fees for equity portfolios usually exceed those for bond
portfolios;

e For a given portfolio size, fees for international portfolios generally exceed those for
domestic portfolios;

e Fees for active management always exceed those for passive management;

e Fees are generally less if multiple portfolios are managed by the same organization;
and

e Particular attention should be paid to a situation where a manager is being paid an
above-average fee but is performing below its performance benchmark.

D. Investment Consulting Fees. Investment consultants may be paid either directly or
through a soft dollar/commission recapture arrangement. Fees may be quoted on either a
project or asset basis. There can be large disparities in the fees charged by consulting firms.
In evaluating the costs (and benefits) of an investment consulting firm, the following
should be examined.

e Does the investment consulting firm maintain a large support staff, maintain its own
data bases, and service its own software? Investment consultants which do not rely on
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third-party vendors for services will generally charge higher fees, but provide more
comprehensive and customized services;

e A good investment consultant should have a positive impact on the total fees paid by
assisting with the negotiation of brokerage, custodial and investment manager fees; and

e Fees paid to an investment consultant should be evaluated against the assistance the
investment consultant is providing in the management of investment decisions, most
importantly contributing to both a procedurally prudent process and better risk control
of the portfolio.

Terminating an Investment Manager

The monitoring process will eventually lead to a situation in which the Trustees will consider
terminating an investment manager. Specific guidelines concerning the possible termination of an
investment manager by the ARMB are contained in the watch list resolution. General questions
which Trustees should ask when evaluating an investment manager for possible termination
include:

e Has there been any change in the investment manager’s investment style?
e Have there been any organizational changes or changes in ownership structure?

e Has the investment manager experienced any large increase or decrease in assets or
accounts?

e Has there been any personnel turnover, or has a new portfolio manager been assigned?

e Is the investment manager beginning to consistently underperform relative to the peer
group?

e |s the investment manager still properly registered with the SEC and State regulators?

e Is the investment manager still adhering to the securities, asset allocation and procedural
guidelines established in the IPS?

e Has the investment manager been involved in any litigation, claims, assessments or
regulatory investigations?
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Appendix B
The following general principles provide a practical summary of the fiduciary guidelines to be
followed by the ARMB.

FIDUCIARY CODE OF CONDUCT*

If you’re going to do it,
do it right.

As you manage the investment decisions ----
document the process,
hire competent professionals,
and always, always remember
you work for the participant/beneficiary.

Never invest in something ----
you don’t understand,
offers a below market return,
can’t be sold within your own
investment horizon,
is difficult for you to value.

Only pay for what you get.
Don’t buy commissioned products when
there are no-load or fee-based alternatives.
Don’t hire... “the fox to count the chickens.”

Understand that when everyone is talking about
making a Killing - the market is already dead.
Believe in the statement ----

“The past is no indication of future performance.”
Cautiously approach investments
that promise superior results.

Relish the opportunity to be a steward
of sound investment practices.
For in the end,
it’s procedural prudence,
not performance, that counts.
*Copyright. Callan Associates Inc., 1993
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Appendix C

Performance Measurement Checklist and Detailed GIPS Standards

Monthly

1.

Review the custodian’s appraisal report to:

e check whether current holdings are consistent with each investment manager’s investment
strategy and mandate;

e check whether the asset mix falls within the guidelines, paying particular attention to the
cash component of an equity manager’s portfolio; and

e trading costs and custodial transactions.

2. Compare the performance against the relevant benchmarks for outlying performance (i.e.,
extreme over- or underperformance).

Quarterly

1. Review the portfolio for compliance with investment guidelines, paying particular attention to
the asset mix and guidelines for securities. If rebalancing is required, consider the impact that
forthcoming contributions and withdrawals will have on the asset mix.

2. Determine if there are anticipated withdrawals over the forthcoming quarter and insure that
there is adequate cash to meet disbursements. If securities have to be liquidated to raise cash,
determine which investment managers should be notified. Pay attention to how the liquidation
of securities may interact with possible rebalancing.

3. Determine if contributions are going to be made to the portfolio over the forthcoming quarter,
and decide how the contribution is to be invested. Pay attention to how the investment of
additional contributions relates to possible rebalancing.

4. Review the market values of all securities held in the portfolio, especially those with limited
marketability. If the investment manager is providing the market values, conduct periodic
audits to ensure accuracy.

5. Resolve any differences that exist between the investment manager’s report of holdings and
transactions and those contained in the custodian’s appraisal report.

6. Calculate the portfolio’s rate of return by asset class, by style or strategy (peer group
comparison), and on a composite basis.
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7.

8.

Compare each manager’s results against an appropriate benchmark, and against a performance
universe of the manager’s style or peer group.

Verify the fee computation of each investment manager and vendor.

Annually

1.

2.

3.

Review the plan’s short term investment procedures, including cash management.
Determine the performance results for short-term investments and cash management.
Review the managers’ proxy voting policy and results/issues.

Review the managers’ brokerage and trading activities, including:

e use of soft dollars;

e clearing arrangements and brokerage firms utilized,
e quality of the execution of trades;

e portfolio turnover; and

e COMMIssion COsts.

Review the investment manager’s organizational structure to determine if significant changes
have occurred in the corporate or capital structure, investment style, brokerage affiliation or
practices, investment process and professional staff.

Monitoring the Custodian

Custodial or brokerage statements should be reviewed at least annually.

1. Check that expenses are as specified and determined in accordance with the custodial or
brokerage agreement.

2. Examine the cash management procedures to verify that sweeps and other appropriate
accounting methodologies are being utilized.

3. Examine the credits, execution and brokerage costs, and uses of commission dollars.

4. Where appropriate, proxy voting policies and procedures should be determined, particularly if
the assets are in a third-party custodian’s name.

5. Check that asset valuation is credible and, where appropriate, has been independently verified.
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6. Make sure that income accruals are in place and are valid.

7. Verify that the account reconciles (i.e., that there are no suppressed trades).

Details of GIPS Performance Reporting Standards for Investment Managers
(enacted January 2010)

The provisions within Chapter | of the GIPS standards are divided into the following nine sections:
Fundamentals of Compliance, Input Data, Calculation Methodology, Composite Construction,
Disclosure, Presentation and Reporting, Real Estate, Private Equity, and Wrap Fee/Separately
Managed Account (SMA) Portfolios.

The provisions for each section are categorized into requirements and recommendations. Firms
must meet all the requirements to claim compliance with the GIPS standards. Firms are encouraged
to implement as many of the recommendations as possible. These recommended provisions are
considered to be industry best practice and assist firms in fully adhering to the spirit and intent of
the GIPS standards.

0. Fundamentals of Compliance: Several core principles create the foundation for the GIPS
standards, including properly defining the firm, providing compliant presentations to all
prospective clients, adhering to applicable laws and regulations, and ensuring that information
presented is not false or misleading. Two important issues that a firm must consider when
becoming compliant with the GIPS standards are the definition of the firm and the firm’s definition
of discretion. The definition of the firm is the foundation for firm-wide compliance and creates
defined boundaries whereby total firm assets can be determined. The firm’s definition of discretion
establishes criteria to judge which portfolios must be included in a composite and is based on the
firm’s ability to implement its investment strategy.

1. Input Data: Consistency of input data used to calculate performance is critical to
effective compliance with the GIPS standards and establishes the foundation for full, fair, and
comparable investment performance presentations. For periods beginning on or after 1 January
2011, all portfolios must be valued in accordance with the definition of fair value and the GIPS
Valuation Principles in Chapter II.

2. Calculation Methodology: Achieving comparability among investment management
firms’ performance presentations requires uniformity in methods used to calculate returns. The
GIPS standards mandate the use of certain calculation methodologies to facilitate comparability.

3. Composite Construction: A composite is an aggregation of one or more portfolios
managed according to a similar investment mandate, objective, or strategy. The composite return
is the asset-weighted average of the performance of all portfolios in the composite. Creating
meaningful composites is essential to the fair presentation, consistency, and comparability of
performance over time and among firms.

4. Disclosure: Disclosures allow firms to elaborate on the data provided in the presentation
and give the reader the proper context in which to understand the performance. To comply with
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the GIPS standards, firms must disclose certain information in all compliant presentations
regarding their performance and the policies adopted by the firm. Although some disclosures are
required for all firms, others are specific to certain circumstances and may not be applicable in all
situations. Firms are not required to make negative assurance disclosures (e.g., if the firm does not
use leverage in a particular composite strategy, no disclosure of the use of leverage is required).
One of the essential disclosures for every firm is the claim of compliance. Once a firm meets all
the requirements of the GIPS standards, it must appropriately use the claim of compliance to
indicate compliance with the GIPS standards. The 2010 edition of the GIPS standards includes a
revised compliance statement that indicates if the firm has or has not been verified.

5. Presentation and Reporting: After constructing the composites, gathering the input
data, calculating returns, and determining the necessary disclosures, the firm must incorporate this
information in presentations based on the requirements in the GIPS standards for presenting
investment performance. No finite set of requirements can cover all potential situations or
anticipate future developments in investment industry structure, technology, products, or practices.
When appropriate, firms have the responsibility to include in GIPS-compliant presentations
information not addressed by the GIPS standards.

6. Real Estate: Unless otherwise noted, this section supplements all of the required and
recommended provisions in Sections 0-5 in Chapter . Real estate provisions were first included
in the 2005 edition of the GIPS standards and became effective 1 January 2006. The 2010 edition
of the GIPS standards includes new provisions for closed-end real estate funds. Firms should note
that certain provisions of Sections 0-5 in Chapter | of the GIPS standards do not apply to real
estate investments or are superseded by provisions within Section 6 in Chapter 1. The provisions
that do not apply have been noted within Section 6 in Chapter I.

7. Private Equity: Unless otherwise noted, this section supplements all of the required and
recommended provisions in Sections 0-5 in Chapter I. Private equity provisions were first included
in the 2005 edition of the GIPS standards and became effective 1 January 2006. Firms should note
that certain provisions in Sections 0-5 in Chapter | of the GIPS standards do not apply to private
equity investments or are superseded by provisions within Section 7 in Chapter I. The provisions
that do not apply have been noted within Section 7 in Chapter I.

8. Wrap Fee/Separately Managed Account (SMA) Portfolios: Unless otherwise noted,
this section supplements all of the required and recommended provisions in Sections 0-5 in
Chapter 1. Firms should note that certain provisions in Sections 0-5 in Chapter | of the GIPS
standards do not apply to wrap fee/SMA portfolios or are superseded by provisions within Section
8 in Chapter I. The provisions that do not apply have been noted within Section 8 in Chapter 1.

0. FUNDAMENTALS OF COMPLIANCE

Fundamentals of Compliance — Requirements

0.A.1 Firms must comply with all the requirements of the GIPS standards, including any updates,
Guidance Statements, interpretations, Questions & Answers (Q&As), and clarifications published
by CFA Institute and the GIPS Executive Committee, which are available on the GIPS standards
website (www.gipsstandards.org) as well as in the GIPS Handbook.
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0.A.2 Firms must comply with all applicable laws and regulations regarding the calculation and
presentation of performance.

0.A.3 Firms must not present performance or performance-related information that is false or
misleading.

0.A.4 The GIPS standards must be applied on a firm-wide basis.

0.A.5 Firms must document their policies and procedures used in establishing and maintaining
compliance with the GIPS standards, including ensuring the existence and ownership of client
assets, and must apply them consistently.

0.A.6 If the firm does not meet all the requirements of the GIPS standards, the firm must not
represent or state that it is “in compliance with the Global Investment Performance Standards
except for...” or make any other statements that may indicate partial compliance with the GIPS
standards.

0.A.7 Statements referring to the calculation methodology as being “in accordance,” “in
compliance,” or “consistent” with the Global Investment Performance Standards, or similar
statements, are prohibited.

0.A.8 Statements referring to the performance of a single, existing client portfolio as being
“calculated in accordance with the Global Investment Performance Standards” are prohibited,
except when a GIPS-compliant firm reports the performance of an individual client’s portfolio to
that client.

0.A.9 Firms must make every reasonable effort to provide a compliant presentation to all
prospective clients. Firms must not choose to whom they present a compliant presentation. As long
as a prospective client has received a compliant presentation within the previous 12 months, the
firm has met this requirement.

0.A.10 Firms must provide a complete list of composite descriptions to any prospective client that
makes such a request. Firms must include terminated composites on the firm’s list of composite
descriptions for at least five years after the composite termination date.

0.A.11 Firms must provide a compliant presentation for any composite listed on the firm’s list of
composite descriptions to any prospective client that makes such a request.

0.A.12 Firms must be defined as an investment firm, subsidiary, or division held out to clients or
prospective clients as a distinct business entity.

0.A.13 For periods beginning on or after 1 January 2011, total firm assets must be the aggregate
fair value of all discretionary and non-discretionary assets managed by the firm. This includes both
fee-paying and non-fee-paying portfolios.
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0.A.14 Total firm assets must include assets assigned to a sub-advisor provided the firm has
discretion over the selection of the sub-advisor.

0.A.15 Changes in a firm’s organization must not lead to alteration of historical composite
performance.

0.A.16 When the firm jointly markets with other firms, the firm claiming compliance with the
GIPS standards must be sure that it is clearly defined and separate relative to other firms being
marketed, and that it is clear which firm is claiming compliance.

Fundamentals of Compliance — Recommendations

0.B.1 Firms should comply with the recommendations of the GIPS standards, including
recommendations in any updates, Guidance Statements, interpretations, Questions & Answers
(Q&As), and clarifications published by CFA Institute and the GIPS Executive Committee, which
will be made available on the GIPS website (www.gipsstandards.org) as well as in the GIPS
Handbook.

0.B.2 Firms should be verified.

0.B.3 Firms should adopt the broadest, most meaningful definition of the firm. The scope of this
definition should include all geographical (country, regional, etc.) offices operating under the same
brand name regardless of the actual name of the individual investment management company.

0.B.4 Firms should provide to each existing client, on an annual basis, a compliant presentation of
the composite in which the client’s portfolio is included.

1. INPUT DATA
Input Data — Requirements

1.A.1 All dataand information necessary to support all items included in a compliant presentation
must be captured and maintained.

1.A.2 For periods beginning on or after 1 January 2011, portfolios must be valued in accordance
with the definition of fair value and the GIPS Valuation Principles in Chapter II.

1.A.3 Firms must value portfolios in accordance with the composite-specific valuation policy.
Portfolios must be valued:

a. For periods beginning on or after 1 January 2001, at least monthly.

b. For periods beginning on or after 1 January 2010, on the date of all large cash flows.
Firms must define large cash flow for each composite to determine when portfolios in that
composite must be valued.

c. No more frequently than required by the valuation policy.
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1.A.4 For periods beginning on or after 1 January 2010, firms must value portfolios as of the
calendar month end or the last business day of the month.

1.A.5 For periods beginning on or after 1 January 2005, firms must use trade date accounting.

1.A.6 Accrual accounting must be used for fixed-income securities and all other investments that
earn interest income. The value of fixed-income securities must include accrued income.

1.A.7 For periods beginning on or after 1 January 2006, composites must have consistent
beginning and ending annual valuation dates. Unless the composite is reported on a non-calendar
fiscal year, the beginning and ending valuation dates must be at calendar year end or on the last
business day of the year.

Input Data — Recommendations

1.B.1 Firms should value portfolios on the date of all external cash flows.

1.B.2 Valuations should be obtained from a qualified independent third party.

1.B.3 Accrual accounting should be used for dividends (as of the ex-dividend date).

1.B.4 Firms should accrue investment management fees.

2. CALCULATION METHODOLOGY
Calculation Methodology — Requirements

2.A.1 Total returns must be used.

2.A.2 Firms must calculate time-weighted rates of return that adjust for external cash flows. Both
periodic and sub-period returns must be geometrically linked. External cash flows must be treated
according to the firm’s composite-specific policy. At a minimum:

a. For periods beginning on or after 1 January 2001, firms must calculate portfolio returns
at least monthly.

b. For periods beginning on or after 1 January 2005, firms must calculate portfolio returns
that adjust for daily-weighted external cash flows.

2.A.3 Returns from cash and cash equivalents held in portfolios must be included in all return
calculations.

2.A.4 All returns must be calculated after the deduction of the actual trading expenses incurred
during the period. Firms must not use estimated trading expenses.

2.A.5 If the actual trading expenses cannot be identified and segregated from a bundled fee:
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a. When calculating gross-of-fees returns, returns must be reduced by the entire bundled
fee or the portion of the bundled fee that includes the trading expenses. Firms must not use
estimated trading expenses.

b. When calculating net-of-fees returns, returns must be reduced by the entire bundled fee
or the portion of the bundled fee that includes the trading expenses and the investment
management fee. Firms must not use estimated trading expenses.

2.A.6 Composite returns must be calculated by asset-weighting the individual portfolio returns
using beginning-of-period values or a method that reflects both beginning-of-period values and
external cash flows.

2.A.7 Composite returns must be calculated:

a. For periods beginning on or after 1 January 2006, by asset-weighting the individual
portfolio returns at least quarterly.

b. For periods beginning on or after 1 January 2010, by asset-weighting the individual
portfolio returns at least monthly.

Calculation Methodology — Recommendations

2.B.1 Returns should be calculated net of non-reclaimable withholding taxes on dividends,
interest, and capital gains. Reclaimable withholding taxes should be accrued.

2.B.2 For periods prior to 1 January 2010, firms should calculate composite returns by asset-
weighting the individual portfolio returns at least monthly.

3. COMPOSITE CONSTRUCTION
Composite Construction — Requirements

3.A.1 All actual, fee-paying, discretionary portfolios must be included in at least one composite.
Although non-fee-paying discretionary portfolios may be included in a composite (with
appropriate disclosure), non-discretionary portfolios must not be included in a firm’s composites.

3.A.2 Composites must include only actual assets managed by the firm.

3.A.3 Firms must not link performance of simulated or model portfolios with actual performance.
3.A.4 Composites must be defined according to investment mandate, objective, or strategy.
COMPOSITES MUST include all PORTFOLIQOS that meet the composite definition. Any change
to a composite definition must not be applied retroactively. The composite definition must be made

available upon request.

3.A.5 Composites must include new portfolios on a timely and consistent basis after each portfolio
comes under management.
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3.A.6 Terminated portfolios must be included in the historical performance of the composite up to
the last full measurement period that each portfolio was under management.

3.A.7 Portfolios must not be switched from one composite to another unless documented changes
to a portfolio’s investment mandate, objective, or strategy or the redefinition of the composite
makes it appropriate. The historical performance of the portfolio must remain with the original
composite.

3.A.8 For periods beginning on or after 1 January 2010, a carve-out must not be included in a
composite unless the carve-out is managed separately with its
own cash balance.

3.A.9 If the firm sets a minimum asset level for portfolios to be included in a composite, the firm
must not include portfolios below the minimum asset level in that composite. Any changes to a
composite-specific minimum asset level must not be applied retroactively.

3.A.10 Firms that wish to remove portfolios from composites in cases of significant cash flows
must define “significant” on an ex-ante, composite-specific basis and must consistently follow the
composite-specific

policy.

Composite Construction — Recommendations

3.B.1 If the firm sets a minimum asset level for portfolios to be included in a composite, the firm
should not present a compliant presentation of the composite to a prospective client known not to
meet the composite’s minimum asset level.

3.B.2 To remove the effect of a significant cash flow, the firm should use a temporary new account.

4. DISCLOSURE
Disclosure — Requirements

4.A.1 Once a firm has met all the requirements of the GIPS standards, the firm must disclose its
compliance with the GIPS standards using one of the following compliance statements.

The claim of compliance must only be used in a compliant presentation. For firms that are verified:
“[Insert name of firm] claims compliance with the Global Investment Performance Standards
(GIPS®) and has prepared and presented this report in compliance with the GIPS standards. [Insert
name of firm] has been independently verified for the periods [insert dates]. The verification
report(s) is/are available upon request. Verification assesses whether (1) the firm has complied
with all the composite construction requirements of the GIPS standards on a firm-wide basis and
(2) the firm’s policies and procedures are designed to calculate and present performance in
compliance with the GIPS standards. Verification does not ensure the accuracy of any specific
composite presentation.”
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For composites of a verified firm that have also had a performance examination:

“[Insert name of firm] claims compliance with the Global Investment Performance Standards
(GIPS®) and has prepared and presented this report in compliance with the GIPS standards. [Insert
name of firm] has been independently verified for the periods [insert dates]. Verification assesses
whether (1) the firm has complied with all the composite construction requirements of the GIPS
standards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate
and present performance in compliance with the GIPS standards. The [insert name of composite]
composite has been examined for the periods [insert dates]. The verification and performance
examination reports are available upon request.”

For firms that have not been verified:

“[Insert name of firm] claims compliance with the Global Investment Performance Standards
(GIPS®) and has prepared and presented this report in compliance with the GIPS standards. [Insert
name of firm] has not been independently verified.”

4.A.2 Firms must disclose the definition of the firm used to determine total firm assets and firm-
wide compliance.

4.A.3 Firms must disclose the composite description.
4.A.4 Firms must disclose the benchmark description.

4.A.5 When presenting gross-of-fees returns, firms must disclose if any other fees are deducted in
addition to the trading expenses.

4.A.6 When presenting net-of-fees returns, firms must disclose:
a. If any other fees are deducted in addition to the investment management fees and trading
expenses;
b. If model or actual investment management fees are used; and
c. If returns are net of any performance-based fees.
4.A.7 Firms must disclose the currency used to express performance.
4.A.8 Firms must disclose which measure of internal dispersion is presented.
4.A.9 Firms must disclose the fee schedule appropriate to the compliant presentation.

4.A.10 Firms must disclose the composite creation date.

4.A.11 Firms must disclose that the firm’s list of composite descriptions is available upon request.
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4.A.12 Firms must disclose that policies for valuing portfolios, calculating performance, and
preparing compliant presentations are available upon request.

4.A.13 Firms must disclose the presence, use, and extent of leverage, derivatives, and short
positions, if material, including a description of the frequency of use and characteristics of the
instruments sufficient to identify risks.

4.A.14 Firms must disclose all significant events that would help a prospective client interpret the
compliant presentation.

4.A.15 For any performance presented for periods prior to 1 January 2000 that does not comply
with the GIPS standards, firms must disclose the periods of non-compliance.

4.A.16 If the firm is redefined, the firm must disclose the date of, description of, and reason for
the redefinition.

4.A.17 If a composite is redefined, the firm must disclose the date of, description of, and reason
for the redefinition.

4.A.18 Firms must disclose changes to the name of a composite.

4.A.19 Firms must disclose the minimum asset level, if any, below which portfolios are not
included in a composite. firms must also disclose any changes to the minimum asset level.

4.A.20 Firms must disclose relevant details of the treatment of withholding taxes on dividends,
interest income, and capital gains, if material. Firms must also disclose if benchmark returns are
net of withholding taxes if this information is available.

4.A.21 For periods beginning on or after 1 January 2011, firms must disclose and describe any
known material differences in exchange rates or valuation sources used among the portfolios
within a composite, and between the composite and the benchmark.

4.A.22 If the compliant presentation conforms with laws and/or regulations that conflict with the
requirements of the GIPS standards, firms must disclose this fact and disclose the manner in which
the laws and/or regulations conflict with the GIPS standards.

4.A.23 For periods prior to 1 January 2010, if carve-outs are included in a composite, firms must
disclose the policy used to allocate cash to carve-outs.

4.A.24 If a composite contains portfolios with bundled fees, firms must disclose the types of fees
that are included in the bundled fee.

4.A.25 For periods beginning on or after 1 January 2006, firms must disclose the use of a sub-
advisor and the periods a sub-advisor was used.
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4.A.26 For periods prior to 1 January 2010, firms must disclose if any portfolios were not valued
at calendar month end or on the last business day of the month.

4.A.27 For periods beginning on or after 1 January 2011, firms must disclose the use of subjective
unobservable inputs for valuing portfolio investments (as described in the GIPS Valuation
Principles in Chapter Il) if the portfolio investments valued using subjective unobservable inputs
are material to the composite.

4.A.28 For periods beginning on or after 1 January 2011, firms must disclose if the composite’s
valuation hierarchy materially differs from the recommended hierarchy in the GIPS Valuation
Principles in Chapter II.

4.A.29 If the firm determines no appropriate benchmark for the composite exists, the firm must
disclose why no benchmark is presented.

4.A.30 If the firm changes the benchmark, the firm must disclose the date of, description of, and
reason for the change.

4.A.31 If a custom benchmark or combination of multiple benchmarks is used, the firm must
disclose the benchmark components, weights, and rebalancing process.

4.A.32 If the firm has adopted a significant cash flow policy for a specific composite, the firm
must disclose how the firm defines a significant cash flow for that composite and for which
periods.

4.A.33 Firms must disclose if the three-year annualized ex-post standard deviation of the
composite and/or benchmark is not presented because 36 monthly returns are not available.

4.A.34 If the firm determines that the three-year annualized ex-post standard deviation is not
relevant or appropriate, the firm must:

a. Describe why ex-post standard deviation is not relevant or appropriate; and

b. Describe the additional risk measure presented and why it was selected.

4.A.35 Firms must disclose if the performance from a past firm or affiliation is linked to the
performance of the firm.

Disclosure — Recommendations
4.B.1 Firms should disclose material changes to valuation policies and/or methodologies.

4.B.2 Firms should disclose material changes to calculation policies and/or methodologies.
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4.B.3 Firms should disclose material differences between the benchmark and the composite’s
investment mandate, objective, or strategy.

4.B.4 Firms should disclose the key assumptions used to value portfolio investments.

4.B.5 If a parent company contains multiple firms, each firm within the parent company should
disclose a list of the other firms contained within the parent company.

4.B.6 For periods prior to 1 January 2011, firms should disclose the use of subjective unobservable
inputs for valuing portfolio investments (as described in the GIPS Valuation Principles in Chapter
I1) if the portfolio investments valued using subjective unobservable inputs are material to the
composite.

4.B.7 For periods prior to 1 January 2006, firms should disclose the use of a sub-advisor and the
periods a sub-advisor was used.

4.B.8 Firms should disclose if a composite contains proprietary assets.

5. PRESENTATION AND REPORTING
Presentation and Reporting — Requirements

5.A.1 The following items must be presented in each compliant presentation:

a. At least five years of performance (or for the period since the firm’s inception or the
composite inception date if the firm or the composite has been in existence less than five years)
that meets the requirements of the GIPS standards. After a firm presents a minimum of five years
of GIPS compliant performance (or for the period since the firm’s inception or the composite
inception date if the firm or the composite has been in existence less than five years), the firm must
present an additional year of performance each year, building up to a minimum of 10 years of
GIPS compliant performance.

b. Composite returns for each annual period. Composite returns must be clearly identified
as gross-of-fees or net-of-fees.

c. For composites with a composite inception date of 1 January 2011 or later, when the
initial period is less than a full year, returns from the Composite inception date through the initial
annual period end.

d. For composites with a composite termination date of 1 January 2011 or later, returns
from the last annual period end through the composite termination date.

e. The total return for the benchmark for each annual period. The benchmark must reflect
the investment mandate, objective, or strategy of the composite.

f. The number of portfolios in the composite as of each annual period end. If the composite
contains five or fewer portfolios at period end, the number of portfolios is not required.

g. composite assets as of each annual period end.

h. Either total firm assets or composite assets as a percentage of total firm assets, as of each
annual period end.
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i. A measure of internal dispersion of individual portfolio returns for each annual period.
If the composite contains five or fewer portfolios for the full year, a measure of internal dispersion
IS not required.

5.A.2 For periods ending on or after 1 January 2011, firms must present, as of each annual period
end:

a. The three-year annualized ex-post standard deviation (using monthly returns) of both the
composite and the benchmark; and

b. An additional three-year ex-post risk measure for the benchmark (if available and
appropriate) and the composite, if the firm determines that the three-year annualized ex-post
standard deviation is not relevant or appropriate. The periodicity of the composite and the
benchmark must be identical when calculating the ex-post risk measure.

5.A.3 Firms must not link non-GIPS-compliant performance for periods beginning on or after 1
January 2000 to their GIPS-compliant performance. Firms may link non-GIPS-compliant
performance to GIPS-compliant performance provided that only GIPS-compliant performance is
presented for periods beginning on or after 1 January 2000.

5.A.4 Returns for periods of less than one year must not be annualized.

5.A.5 For periods beginning on or after 1 January 2006 and ending prior to 1 January 2011, if a
composite includes carve-outs, the firm must present the percentage of composite assets
represented by carve-outs as of each annual period end.

5.A.6 If a composite includes non-fee-paying portfolios, the firm must present the percentage of
composite assets represented by non-fee-paying portfolios as of each annual period end.

5.A.7 If a composite includes portfolios with bundled fees, the firm must present the percentage
of composite assets represented by portfolios with bundled fees as of each annual period end.

5.A.8 a. Performance of a past firm or affiliation must be linked to or used to represent the
historical performance of a new or acquiring firm if, on a composite-specific basis:

i. Substantially all of the investment decision makers are employed by the

new or acquiring firm (e.g., research department staff, portfolio

managers, and other relevant staff);

ii. The decision-making process remains substantially intact and

independent within the new or acquiring firm; and

iii. The new or acquiring firm has records that document and support the

performance.

b. If a firm acquires another firm or affiliation, the firm has one year to bring any non-
compliant assets into compliance.

Presentation and Reporting — Recommendations
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5.B.1 Firms should present gross-of-fees returns.

5.B.2 Firms should present the following items:
a. Cumulative returns of the composite and the benchmark for all periods;
b. Equal-weighted mean and median composite returns;
c. Quarterly and/or monthly returns; and
d. Annualized composite and benchmark returns for periods longer than 12 months.

5.B.3 For periods prior to 1 January 2011, firms should present the three-year annualized ex-post
standard deviation (using monthly returns) of the composite and the benchmark as of each annual
period end.

5.B.4 For each period for which an annualized ex-post standard deviation of the composite and the
benchmark are presented, the corresponding annualized return of the composite and the benchmark
should also be presented.

5.B.5 For each period for which an annualized return of the composite and the benchmark are
presented, the corresponding annualized ex-post standard deviation (using monthly returns) of the
composite and the benchmark should also be presented.

5.B.6 Firms should present additional relevant composite-level ex-post risk measures.

5.B.7 Firms should present more than 10 years of annual performance in the compliant
presentation.

5.B.8 Firms should comply with the GIPS standards for all historical periods.
5.B.9 Firms should update compliant presentations quarterly.

6. REAL ESTATE

Unless otherwise noted, the following real estate provisions supplement the required and
recommended provisions of the GIPS standards in Sections 0-5 in Chapter I. real estate provisions
were first included in the GIPS standards in 2005 and became effective 1 January 2006. All
compliant presentations that included real estate performance for periods beginning on or after 1
January 2006 were required to meet all the requirements of the real estate provisions of the 2005
edition of the GIPS standards.

The following real estate provisions are effective 1 January 2011. All real estate composites that
include performance for periods beginning on or after 1 January 2011 must comply with all the
requirements and should adhere to the recommendations of the following real estate provisions.

The following investment types are not considered real estate and, therefore, must follow Sections
0-5 in Chapter I:
* Publicly traded real estate securities;
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» Commercial mortgage-backed securities (CMBS); and

* Private debt investments, including commercial and residential loans where the expected return
is solely related to contractual interest rates without any participation in the economic performance
of the underlying real estate.

REAL ESTATE — REQUIREMENTS
Input Data — Requirements (the following provisions do not apply: 1.A.3.a, 1.A.3.b, and
1.A4)

6.A.1 For periods beginning on or after 1 January 2011, real estate investments must be valued in
accordance with the definition of fair value and the GIPS Valuation Principles in Chapter II.

6.A.2 For periods beginning on or after 1 January 2008, real estate investments must be valued at
least quarterly.

6.A.3 For periods beginning on or after 1 January 2010, firms must value portfolios as of each
quarter end or the last business day of each quarter.

6.A.4 Real estate investments must have an external valuation:

a. For periods prior to 1 January 2012, at least once every 36 months.

b. For periods beginning on or after 1 January 2012, at least once every 12 months unless
client agreements stipulate otherwise, in which case real estate investments must have an external
valuation at least once every 36 months or per the client agreement if the client agreement requires
external valuations more frequently than every 36 months.

6.A.5 External valuations must be performed by an independent external professionally
designated, certified, or licensed commercial property valuer/appraiser. In markets where these
professionals are not available, the firm must take necessary steps to ensure that only well-qualified
independent property valuers or appraisers are used.

Calculation Methodology — Requirements (the following provisions do not apply: 2.A.2.a,
2.A4,and 2.A.7)

6.A.6 Firms must calculate portfolio returns at least quarterly.

6.A.7 All returns must be calculated after the deduction of actual transaction expenses incurred
during the period.

6.A.8 For periods beginning on or after 1 January 2011, income returns and capital returns
(component returns) MUST be calculated separately using geometrically linked time-weighted
rates of return.

6.A.9 Composite time-weighted rates of return, including component returns, must be calculated
by asset-weighting the individual portfolio returns at
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least quarterly.

Disclosure — Requirements (the following provisions do not apply: 4.A.5, 4.A.6.a, 4.A.15,
4.A.26,4.A.33, and 4.A.34)

6.A.10 The following items must be disclosed in each compliant presentation:

a. The firm’s description of discretion;

b. The internal valuation methodologies used to value real estate investments for the most
recent period,;

c. For periods beginning on or after 1 January 2011, material changes to valuation policies
and/or methodologies;

d. For periods beginning on or after 1 January 2011, material differences between an
external valuation and the valuation used in performance reporting and the reason for the
differences;

e. The frequency real estate investments are valued by an independent external
professionally designated, certified, or licensed commercial property valuer/appraiser;

f. When component returns are calculated separately using geometrically linked time-
weighted rates of return; and

g. For periods prior to 1 January 2011, if component returns are adjusted such that the sum
of the income return and the capital return equals the total return.

6.A.11 For any performance presented for periods prior to 1 January 2006 that does not comply
with the GIPS standards, firms must disclose the periods of noncompliance.

6.A.12 When presenting gross-of-fees returns, firms must disclose if any other fees are deducted
in addition to the transaction expenses.

6.A.13 When presenting net-of-fees returns, firms must disclose if any other fees are deducted in
addition to the investment management fees and transaction expenses.

Presentation and Reporting — Requirements (the following provisions do not apply: 5.A.1.i,
5.A.2,and 5.A.3)

6.A.14 Firms must present component returns in addition to total returns. Composite component
returns must be clearly identified as gross-of-fees or net-of-fees.

6.A.15 Firms must not link non-GIPS-compliant performance for periods beginning on or after 1
January 2006 to their GIPS-compliant performance. Firms may link non-GIPS-compliant
performance to their GIPS-compliant performance provided that only GIPS-compliant
performance is presented for periods beginning on or after 1 January 2006.

6.A.16 The following items must be presented in each compliant presentation:
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a. As a measure of internal dispersion, high and low annual time-weighted rates of return
for the individual portfolios in the composite. If the composite contains five or fewer portfolios for
the full year, a measure of internal dispersion is not required.

b. As of each annual period end, the percentage of composite assets valued using an
external valuation during the annual period.

The following provisions are additional requirements for real estate closed-end fund
composites:

Calculation Methodology — Requirements

6.A.17 Firms must calculate annualized since inception internal rates of return (SI-IRR).

6.A.18 The SI-IRR must be calculated using quarterly cash flows at a minimum.

Composite Construction — Requirements

6.A.19 Composites must be defined by vintage year and investment mandate, objective, or
strategy. The composite definition must remain consistent throughout the life of the composite.

Disclosure — Requirements

6.A.20 Firms must disclose the final liquidation date for liquidated composites.

6.A.21 Firms must disclose the frequency of cash flows used in the SI-IRR calculation.

6.A.22 Firms must disclose the vintage year of the composite and how the vintage year is defined.
Presentation and Reporting — Requirements

6.A.23 The following items must be presented in each compliant presentation:

a. Firms must present the net-of-fees SI-IRR of the composite through each annual period
end. Firms must initially present at least five years of performance (or for the period since the
firm’s inception or the composite inception date if the firm or the composite has been in existence
less than five years) that meets the requirements of the GIPS standards. Each subsequent year,
firms must present an additional year of performance.

b. For periods beginning on or after 1 January 2011, when the initial period is less than a
full year, firms must present the non-annualized net-of-fees SI-IRR through the initial annual
period end.

c. For periods ending on or after 1 January 2011, firms must present the net-of- fees SI-
IRR through the composite final liquidation date.
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6.A.24 If the gross-of-fees SI-IRR of the composite is presented in the compliant presentation,
firms must present the gross-of-fees SI-IRR of the composite for the same periods as the net-of-
fees SI-IRR is presented.

6.A.25 Firms must present, as of each annual period end:

a. composite since inception paid-in capital;

b. composite since inception distributions;

c. composite cumulative committed capital;

d. total value to since inception paid-in capital (investment multiple or TVPI);

e. since inception distributions to since inception paid-in capital (realization multiple or
DPI);

f. since inception paid-in capital to cumulative committed capital (P1C Multiple); and

g. residual value to since inception paid-in capital (Unrealized Multiple or RVPI).

6.A.26 Firms must present the SI-IRR of the benchmark through each annual period end. The
benchmark must:

a. Reflect the investment mandate, objective, or strategy of the composite;

b. Be presented for the same time period as presented for the composite; and

c. Be the same vintage year as the composite.

REAL ESTATE — RECOMMENDATIONS
Input Data — Recommendations (the following provision does not apply: 1.B.1)

6.B.1 For periods prior to 1 January 2012, real estate investments should be valued by an
independent external professionally designated, certified, or licensed commercial property
valuer/appraiser at least once every 12 months.

6.B.2 Real estate investments should be valued as of the annual period end by an independent
external professionally designated, certified, or licensed commercial property valuer/appraiser.

Disclosure — Recommendations

6.B.3 Firms should disclose the basis of accounting for the portfolios in the composite (e.g., U.S.
GAAP, IFRS).

6.B.4 Firms should explain and disclose material differences between the valuation used in
performance reporting and the valuation used in financial reporting as of each annual period end.

6.B.5 For periods prior to 1 January 2011, firms should disclose material changes to valuation
policies and/or methodologies.

Presentation and Reporting — Recommendations (the following provisions do not apply:
5.B.3,5.B.4, and 5.B.5)
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6.B.6 Firms should present both gross-of-fees and net-of-fees returns.

6.B.7 Firms should present the percentage of the total value of composite assets that are not real
estate as of each annual period end.

6.B.8 Firms should present the component returns of the benchmark, if available.

The following provision is an additional RECOMMENDATION for REAL ESTATE
CLOSED-END FUND COMPOSITES:

Calculation Methodology — Recommendations
6.B.9 The SI-IRR should be calculated using daily cash flows.

7. PRIVATE EQUITY
Unless otherwise noted, the following private equity provisions supplement the required and
recommended provisions of the GIPS standards in Sections 0-5 in Chapter I.

Private equity provisions were first included in the GIPS standards in 2005 and became effective
1 January 2006. All compliant presentations that included private equity performance for periods
ending on or after 1 January 2006 were required to meet all the requirements of the private equity
provisions of the 2005 edition of the GIPS standards.

The following private equity provisions are effective 1 January 2011. All private equity composites
that include performance for periods ending on or after 1 January 2011 must comply with all the
requirements and should comply with the recommendations of the following private equity
provisions.

The following are provisions that apply to the calculation and presentation of private equity
investments made by fixed life, fixed commitment private equity investment vehicles including
primary funds and funds of funds. These provisions also apply to fixed life, fixed commitment
secondary funds, which must apply either the provisions applicable to primary funds or the
provisions applicable to funds of funds depending on which form the secondary fund uses to make
investments. private equity open-end end evergreen funds must follow Sections 0-5 in Chapter 1.
real estate closed-end funds must follow Section 6 in Chapter I.

PRIVATE EQUITY — REQUIREMENTS
Input Data — Requirements (the following provisions do not apply: 1.A.3.a, 1.A.3.b, and
1.A4)

7.A.1 For periods ending on or after 1 January 2011, private equity investments must be valued in
accordance with the definition of fair value and the GIPS Valuation Principles in Chapter II.

7.A.2 Private equity investments must be valued at least annually.
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Calculation Methodology — Requirements (the following provisions do not apply: 2.A.2,
2.A4,2.A.6,and 2.A.7)

7.A.3 Firms must calculate annualized since inception internal rates of return (SI-IRR).
7.A.4 For periods ending on or after 1 January 2011, the SI-IRR must be calculated using daily
cash flows. Stock distributions must be included as cash flows and must be valued at the time of

distribution.

7.A.5 All returns must be calculated after the deduction of actual transaction expenses incurred
during the period.

7.A.6 Net-of-fees returns must be net of actual investment management fees (including carried
interest).

7.A.7 For funds of funds, all returns must be net of all underlying partnership and/or fund fees and
expenses, including carried interest.

Composite Construction — Requirements (the following provision does not apply: 3.A.10)
7.A.8 Composite definitions must remain consistent throughout the life of the composite.

7.A.9 Primary funds must be included in at least one composite defined by vintage year and
investment mandate, objective, or strategy.

7.A.10 Funds of funds must be included in at least one composite defined by vintage year of the
fund of funds and/or investment mandate, objective, or strategy.

Disclosure — Requirements (the following provisions do not apply: 4.A.5, 4.A.6.a, 4.A.6.b,
4.A.8,4.A.15, 4.A.26, 4 A.32,4.A.33, and 4.A.34)

7.A.11 Firms must disclose the vintage year of the composite and how the vintage year is defined.
7.A.12 Firms must disclose the final liquidation date for liquidated composites.

7.A.13 Firms must disclose the valuation methodologies used to value private equity investments
for the most recent period.

7.A.14 For periods ending on or after 1 January 2011, firms must disclose material changes to
valuation policies and/or methodologies.

7.A.15 If the firm adheres to any industry valuation guidelines in addition to the GIPS Valuation
Principles, the firm must disclose which guidelines have been applied.
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7.A.16 Firms must disclose the calculation methodology used for the benchmark. If firms present
the public market equivalent of a composite as a benchmark, firms must disclose the index used to
calculate the public market equivalent.

7.A.17 Firms must disclose the frequency of cash flows used in the SI-IRR calculation if daily
cash flows are not used for periods prior to 1 January 2011.

7.A.18 For gross-of-fees returns, firms must disclose if any other fees are deducted in addition to
the transaction expenses.

7.A.19 For Net-of-fees returns, firms must disclose if any other fees are deducted in addition to
the investment management fees and transaction expenses.

7.A.20 For any performance presented for periods ending prior to 1 January 2006 that does not
comply with the GIPS standards, firms must disclose the periods of non-compliance.

Presentation and Reporting — Requirements (the following provisions do not apply: 5.A.1.a,
5A1lb,5A1c5A1d5A.1e 5A.1i, 5A.2, and5A.3)

7.A.21 The following items must be presented in each compliant presentation:

a. firms must present both the net-of-fees and gross-of-fees SI-IRR of the composite
through each annual period end. Firms must initially present at least five years of performance (or
for the period since the firm’s inception or the composite inception date if the firm or the composite
has been in existence less than five years) that meets the  requirements of the GIPS standards.
Each subsequent year, firms must present an additional year of performance. composite returns
must be clearly identified as gross-of-fees or net-of-fees.

b. For periods beginning on or after 1 January 2011, when the initial period is less than a
full year, firms must present the non-annualized net-of-fees and gross-of-fees SI-IRR through the
initial annual period end.

c. For periods ending on or after 1 January 2011, firms must present the net-of-fees and
Gross-of-fees SI-IRR through the composite final liquidation date.

7.A.22 For periods ending on or after 1 January 2011, for fund of funds composites, if the
composite is defined only by investment mandate, objective, or strategy, firms must also present
the SI-IRR of the underlying investments aggregated by vintage year as well as other measures as
required in 7.A.23. These measures must be presented gross of the fund of funds investment
management fees and must be presented as of the most recent annual period end.

7.A.23 Firms must present as of each annual period end:
a. composite since inception paid-in capital;
b. composite since inception distributions;
c. composite cumulative committed capital;
d. total value to since inception paid-in capital (investment multiple or TVPI);

Alaska Retirement Management Board Appendix C Page 22
Investment Policy & Procedures Manual
202062021



e. since inception distributions to Since inception paid-in capital (realization multiple or
DPI);

f. since inception paid-in capital to cumulative committed capital (PIC multiple); and

g. residual value to since inception paid-in capital (unrealized capital or RVPI).

7.A.24 Firms must present the SI-IRR for the benchmark through each annual period end. The
benchmark must:

a. Reflect the investment mandate, objective, or strategy of the composite;

b. Be presented for the same time periods as presented for the composite; and

c. Be the same vintage year as the composite.

7.A.25 For fund of funds composites, if the composite is defined only by investment mandate,
objective, or strategy and a benchmark is presented for the underlying investments, the benchmark
must be the same vintage year and investment mandate, objective, or strategy as the underlying
investments.

7.A.26 For periods ending on or after 1 January 2011, for fund of funds composites, firms must
present the percentage, if any, of composite assets that is invested in direct investments (rather
than in fund investment vehicles) as of each annual period end.

7.A.27 For periods ending on or after 1 January 2011, for primary fund composites, firms must
present the percentage, if any, of composite assets that is invested in fund investment vehicles
(rather than in direct investments) as of each annual period end.

7.A.28 Firms must not present non-GIPS-compliant performance for periods ending on or after 1
January 2006. For periods ending prior to 1 January 2006, firms may present non-GIPS-compliant
performance.

PRIVATE EQUITY — RECOMMENDATIONS
Input Data — Recommendations (the following provision does not apply: 1.B.1)

7.B.1 Private equity investments should be valued at least quarterly.

Calculation Methodology — Recommendations (the following provision does not apply:
2.B.2)

7.B.2 For periods ending prior to 1 January 2011, the SI-IRR should be calculated using daily cash
flows.

Composite Construction — Recommendations (the following provision does not apply:
3.B.2)
Disclosure — Recommendations
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7.B.3 Firms should explain and disclose material differences between the valuations used in
performance reporting and the valuations used in financial reporting as of each annual period end.

7.B.4 For periods prior to 1 January 2011, firms should disclose material changes to valuation
policies and/or methodologies.

Presentation and Reporting — Recommendations (the following provisions do not apply:
5.B.2,5.B.3, 5.B.4, and 5.B.5)

7.B.5 For periods ending on or after 1 January 2011, for fund of funds composites, if the composite
is defined only by vintage year of the fund of funds, firms should also present the SI-IRR of the
underlying investments aggregated by investment mandate, objective, or strategy and other
measures as listed in 7.A.23. These measures should be presented gross of the fund of funds
investment management fees.

7.B.6 For periods ending prior to 1 January 2011, for fund of funds composites, firms should
present the percentage, if any, of composite assets that is invested in direct investments (rather
than in fund investment vehicles) as of each annual period end.

7.B.7 For periods ending prior to 1 January 2011, for Primary fund composites, firms should
present the percentage, if any, of composite assets that is invested in fund investment vehicles
(rather than in direct investments) as of each annual period end.

8. WRAP FEE/SEPARATELY MANAGED ACCOUNT (SMA) PORTFOLIOS

The following provisions apply to the calculation and presentation of performance when
presenting a compliant presentation to a wrap fee/SMA prospective client (which includes
prospective wrap fee/SMA sponsors, prospective wrap fee/SMA clients, and existing Wrap
fee/SMA sponsors). Unless otherwise noted, the following wrap fee/SMA provisions supplement
all the required and recommended provisions of the GIPS standards in Sections 0-5 in Chapter I.

Although there are different types of wrap fee/SMA structures, these provisions apply to all wrap
fee/SMA portfolios where there are bundled fees and the wrap fee/SMA sponsor serves as an
intermediary between the firm and the end user of the investment services. These provisions are
not applicable to portfolios defined as other types of bundled fee Portfolios. These provisions are
also not applicable to model portfolios that are provided by a firm to a wrap fee/SMA sponsor if
the firm does not have discretionary portfolio management responsibility for the individual wrap
fee/SMA portfolios. Similarly, a firm or overlay manager in a Multiple Strategy Portfolio (MSP)
or similar program is also excluded from applying these provisions to such portfolios if they do
not have discretion.

All wrap fee/SMA Compliant presentations that include performance results for periods beginning
on or after 1 January 2006 must meet all the requirements of the following wrap fee/SMA
provisions.
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WRAP FEE/SMA REQUIREMENTS
Composite Construction — Requirements

8.A.1 Firms must include the performance record of actual Wrap fee/SMA portfolios in
appropriate composites in accordance with the firm’s established portfolio inclusion policies. Once
established, these composites (containing actual wrap fee/SMA portfolios) must be used in the
firm’s compliant presentations presented to wrap fee/SMA prospective clients

Disclosure — Requirements (the following provision does not apply: 4.A.15)

8.A.2 For all wrap fee/SMA compliant presentations that include periods prior to the inclusion of
an actual wrap fee/SMA portfolio in the composite, the firm must disclose, for each period
presented, that the composite does not contain actual wrap fee/SMA portfolios.

8.A.3 For any performance presented for periods prior to 1 January 2006 that does not comply
with the GIPS standards, firms must disclose the periods of non-compliance.

8.A.4 When firms present Composite performance to an existing wrap fee/SMA sponsor that
includes only that sponsor’s wrap fee/SMA portfolios (resulting in a *“sponsor-specific
composite”):

a. Firms must disclose the name of the wrap fee/SMA sponsor represented by the sponsor-
specific composite; and

b. If the sponsor-specific composite compliant presentation is intended for the purpose of
generating wrap fee/SMA business and does not include performance net of the entire wrap fee,
the compliant presentation must disclose that the named sponsor-specific compliant presentation
is only for the use of the named wrap fee/SMA sponsor.

Presentation and Reporting — Requirements (the following provision does not apply: 5.A.3)

8.A.5 When firms present performance to a wrap fee/SMA prospective client, the composite
presented must include the performance of all actual wrap fee/SMA portfolios, if any, managed
according to the composite investment mandate, objective, or strategy, regardless of the wrap
fee/SMA sponsor (resulting in a “style-defined composite™).

8.A.6 When firms present performance to a wrap fee/SMA Prospective client, performance must
be presented net of the entire wrap fee.

8.A.7 Firms must not link non-GIPS-compliant performance for periods beginning on or after 1
January 2006 to their GIPS-compliant performance. firms may link non-GIPS-compliant
performance to their GIPS-compliant performance provided that only GIPS-compliant
performance is presented for periods beginning on or after 1 January 2006.
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Appendix D

Callan Manager Style Groups

Domestic Fixed Income

Active Cash
Managers whose objective is to achieve a maximum return on short-term financial instruments
through active management. The average portfolio maturity is typically less than two years.

Active Duration

Managers who employ either interest rate anticipation or business cycle timing. Portfolios are
actively managed so that wide changes in duration are made in anticipation of interest rate changes
and/or business cycle movements.

Convertible Bond

Managers who invest in convertible bonds. Convertible bonds offer the downside price floor of a
“straight bond” while potentially allowing the holder to share in price appreciation of the
underlying common stock.

Core Bond

Managers who construct portfolios to approximate the investment results of the Lehman Brothers
Government/Corporate Bond Index with a modest amount of variability in duration around the
Index. The objective is to achieve value added from sector or issue selection.

Defensive
Managers whose objective is to minimize interest rate risk by investing only in short to
intermediate-term securities. The average portfolio maturity is typically two to five years.

Extended Maturity

Managers whose average portfolio maturity is greater than that of the Lehman Brothers
Government/Corporate Bond Index. Variations in bond portfolio characteristics are made to
enhance performance results.

High Yield

Managers whose investment objective is to obtain high current income by investing in lower-rated,
higher default-risk fixed income securities. As a result, security selection focuses on credit risk
analysis.

Intermediate
Managers whose objective is to lower interest rate risk by investing only in intermediate-term
securities. The average portfolio maturity is typically five to seven years.

Alaska Retirement Management Board Appendix D Page 1
Investment Policy & Procedures Manual
202062021



Money Market
Managers who invest mutual funds in low-risk, highly liquid, short-term financial instruments.
The average portfolio maturity is typically 30 to 60 days.

Short-Term Investment Funds

Managers who invest bank investment funds in low-risk, highly liquid, short-term financial
instruments. The average portfolio maturity is typically 30 to 60 days.

Domestic Equity

Aggressive Growth
Managers who invest in growth securities with significantly higher risk/return expectations.

Contrarian
Managers who invest in stocks that are out of favor or which have little current market interest.
These managers may sell stocks short as well.

Core Equity
Managers whose portfolio characteristics are similar to that of the S&P Index, with the objective
of adding value over and above the Index, typically from sector or issue selection.

Growth
Managers who invest in companies that are expected to have above-average prospects for long-
term growth in earnings and profitability.

Growth (Sector Rotation)

Growth managers who take advantage of expected changes in the performance of various sectors
of the economy. Research is done to identify the sectors that will respond most favorably to
emerging growth trends, after which markets and firms are targeted for investment within the
selected sectors.

Growth (Stock Selection)
Growth managers who perform analysis on individual firms to identify those with favorable
earnings growth prospects relative to the price of the stock.

Middle Capitalization

Managers who invest primarily in mid-range capitalization companies, defined as those lying
between core equity companies and small capitalization companies. The average market
capitalization of the companies is approximately $3 billion.

Sector Rotation
Managers who identify sectors of the economy that show the best potential for investment, and
then target markets and firms for investment within the selected industrial sectors.
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Small Capitalization
Managers who invest in companies with relatively small capitalization, on average approximately
$400 million.

Small Capitalization (Growth)
Managers who invest in small capitalization companies that have demonstrated consistently high
growth in earnings and profitability.

Small Capitalization (Value)

Managers who invest in small capitalization companies that are thought to currently be
undervalued, typically due to earnings weakness. These companies are expected to have a near-
term earnings rebound.

Value
Managers who invest in companies, believed to be undervalued or possessing lower than average
price/earnings ratios, based on their potential for capital appreciation.

Value (Bottom Up)

Value managers who perform fundamental analysis on individual firms, regardless of which sector
of the economy they are in, to identify securities that are underpriced relative to their underlying
value.

Value (Top Down)

Value managers who first use fundamental industry analysis to identify sectors that show the best
potential for investment, after which markets and firms are targeted for investment within the
selected sectors.

Yield
Managers whose primary objective is a higher than average dividend yield.

International Fixed Income

Global Fixed Income

Managers who invest in both foreign and domestic fixed income securities, excluding regional and
index funds. These funds seek to take advantage of international currency and interest rate
movements, bond yields, and/or international diversification.

Non-U.S. Fixed Income

Managers who invest their assets only in non-U.S. fixed income securities, excluding regional and
index funds. These funds seek to take advantage of international currency and interest rate
movements, bond yields, and/or international diversification.
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International Equity

Bottom Up/Stock Selection
Managers who primarily emphasize stock selection in their portfolio construction. The country
selection process is a by-product of the stock selection decision.

Core

Managers whose portfolio characteristics are similar to that of an index such as EAFE, with the
objective of adding value over and above the index, typically from stock selection and/or changes
in country allocation.

Europe
Managers who invest exclusively in European securities.

Global Equity
Managers who invest in both foreign and domestic equity securities excluding regional and index
funds.

Japan
Managers who invest exclusively in Japanese equities.

Non-U.S. Equity
Managers who invest their assets only in non-U.S. equity securities, excluding regional and index
funds.

Pacific Basin
Managers who invest exclusively in Pacific Basin countries.

Pacific Rim
Managers who invest exclusively in Pacific Basin countries except for Japan.

Top Down/Country Allocator

Managers who attempt to add value over an index such as EAFE by emphasizing macroeconomic
analysis in setting country allocation policies. Stock selection plays a secondary role in the
investment decision making process.

Domestic Real Estate

CAI Total Real Estate Funds
This is not actually a style group. Rather, it consists of 150 open and closed-end commingled funds
managed by real estate firms.
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Appendix E

Glossary of Investment Terms

Accrual Basis Accounting

As opposed to cash basis accounting, this values assets based upon accrued changes in values, not
actual cash flows. For example, dividends are included in the portfolio value (i.e. accrued) as of
the ex-dividend date, rather than the payment date (or the declaration date).

Active Management
A form of investment management which involves buying and selling financial assets with the
objective of earning positive risk-adjusted returns.

Alpha
A mathematical estimate of the amount of return expected from an investment. It is distinct from
the amount of return caused by volatility.

Alternative Investments

These generally refer to institutional blind pool limited partnerships which make private debt and
equity investments in privately held companies, as well as hedge funds and other publicly traded
derivatives-based strategies.

American Depository Receipts (ADRs)
Financial assets issued by U.S. banks that represent indirect ownership of a certain number of
equity shares in a foreign firm. ADRs are held on deposit in a bank in the firm’s home country.

Asset Allocation
The process of determining the optimal allocation of a fund’s portfolio among broad asset classes.

Asset Allocation Risk
The risk that a non-optimal asset allocation will be undertaken which does not meet the fund’s
return and risk targets.
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Balanced Fund
An investment strategy which is a combination of equities and bonds.

Basis Point
1/100th of 1%.

Benchmark Portfolio

A portfolio against which the investment performance of an investment manager can be compared
for the purpose of determining the value-added of the manager. A benchmark portfolio must be of
the same style as the manager, and in particular, similar in terms of risk.

Best Execution

This is formally defined as the difference between the strike price (the price at which a security is
actually bought or sold) and the “fair market price,” which involves calculating opportunity costs
by examining the security price immediately after the trade is placed. Best execution occurs when
the trade involves no opportunity cost, for example when there is no increase in the price of a
security shortly after it is sold.

Beta
A mathematical measure of an investment’s volatility in relation to the volatility of the market. A
beta of 1 is equal to that of the market.

Boardroom Risk
The risk that Trustees will not ride out short term volatility (and therefore wind up altering a sound
long-term strategy) due to pressure put on them in their role as Trustees.

Bottom-up Analysis
An approach to valuing securities which first involves analyzing individual companies, then the
industry, and finally the economy and overall capital market.

Capital Asset Pricing Model

An equilibrium model of asset pricing which states that the expected return of a security increases
as the security’s sensitivity to the market (i.e. beta) increases. That is, as the expected return of a
security or portfolio increases (decreases), risk increases (decreases) as well.

Capitalization-weighted Market Index

A method of calculating a market index where the return of a security (or group of securities) is
weighted by the market value of the security (or group of securities) relative to total value of all
securities.

Cash Sweep Accounts

A money market fund into which all new contributions, stock dividend income and bond interest
income is placed (“swept”) for a certain period of time. At regular intervals, or when rebalancing
IS necessary, this cash is invested in assets in line with the asset allocation stipulated in the IPS.
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CFA Institute

The CFA Institute is a global association of investment professionals. The organization provides
continuing education conferences, seminars, webcasts, and publications to allow members and
other participants to stay current on developments in the investment industry. It offers the
Chartered Financial Analyst (CFA) designation, the Certificate in Investment Performance
Measurement (CIPM) designation, and the Investment Foundations Certificate.

Commingled Fund
An investment fund which is similar to a mutual fund in that investors purchase and redeem units
that represent ownership in a pool of securities.

Commission Recapture

An agreement by which a plan sponsor earns credits based upon the amount of brokerage
commissions paid. These credits can be used for services which will benefit the plan, such as
consulting services, custodial fees, or hardware and software expenses.

Convertible Bond
A bond which may, at the holder’s option, be exchanged for common stock.

Core Bond

A fixed income investment strategy which constructs portfolios to approximate the investment
results of the Bloomberg Barclays US Aggregate Bond Index with a modest amount of variability
in duration around the index. The objective is to achieve value added from sector or issue selection.

Core Equity

An investment strategy where the portfolio’s characteristics are similar to that of the S&P 500
Index, with the objective of adding value over and above the index, typically from sector or issue
selection.

Correlation Coefficient
A statistical measure similar to covariance, in that it measures the mutual variation between two
variables. The correlation coefficient is bounded by the values -1 and +1.

Covariance
A statistical measure of the mutual variation between two variables.

Current Yield
The annual dollar amount of coupon payments made by a bond divided by the bond’s current
market price.

Defensive

A fixed income investment strategy where the objective is to minimize interest rate risk by
investing only in short to intermediate term securities. The average portfolio maturity is typically
two to five years.
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Derivative

A financial derivative is security which derives its value from a more fundamental financial
security such as a stock or bond. For example, the value of a stock option depends upon the value
from the underlying stock. Because the stock option cannot exist without the underlying stock, the
stock option is derived from the stock itself.

Dividend Yield
The current annualized dividend paid on a share of common stock, expressed as a percentage of
the stock’s current market price.

Duration

A measure of the average maturity of the stream of interest payments of a bond. The value of a
given bond is more sensitive to interest rate changes as duration increases, i.e. longer duration
bonds have greater interest rate volatility than shorter duration bonds.

Dollar-weighted Measurement
In calculating summary statistics, a process by which performance measures are weighted by the
dollar amounts of assets in each time period.

Earnings Per Share
A firm’s reported earnings divided by the number of its common shares outstanding.

Economically-targeted Investment

Investments where the goal is to target a certain economic activity, sector or area in order to
produce corollary benefits in addition to the main objective of earning a competitive risk-adjusted
rate of return.

Efficient Market
A theory which claims that a security’s market price equals its true investment value at all times
since all information is fully and immediately reflected in the market price.

Efficient Portfolio
A portfolio which offers maximum expected return for a given level of risk or minimum risk for a
given level of expected return.

ERISA

The Employee Retirement Security Act, signed into law in September 1974. ERISA established a
strict set of fiduciary responsibilities for corporate pension funds, and some states have adopted
the ERISA provisions for public plans. It is recommended that public pension plans use the ERISA
regulations as guidelines for managing the plan’s assets in a procedurally prudent manner.

Exculpatory
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A clause or set of regulations, for example the “safe harbor rules”, which generally frees Trustees
from responsibility and liability.

Extended Maturity

A fixed income investment strategy where average portfolio maturity is greater than that of the
Bloomberg Barclays US Aggregate Bond Index. Variations in bond portfolio characteristics are
made to enhance performance results.

Fiduciary

Indicates the relationship of trust and confidence where one person (the fiduciary) holds or controls
property for the benefit of another person. For example, the relationship between a Trustee and the
beneficiaries of the trust.

Funding Risk
The risk that anticipated contributions to the plan will not be made.

Geometric Returns

A method of calculating returns which links portfolio results on a quarterly or monthly basis. This
method is best illustrated by an example, and a comparison to arithmetic returns, which does not
utilize a time link. Suppose a $100 portfolio returned +25% in the first quarter (ending value is
$125) but lost 20% in the second quarter (ending value is $100). Over the two quarters the return
was 0%, and the method of calculating the geometric return would indicate this. However, the
arithmetic calculation would simply average the two returns: (25%)(.5) + (20%)(.5) = +2.5%.

Global Equity
Managers who invest in both foreign and domestic equity securities but excludes regional and
index funds.

Growth Equity
Managers who invest in companies that are expected to have above average prospects for long-
term growth in earnings and profitability.

High Yield

A fixed income investment strategy where the objective is to obtain high current income by
investing in lower rated, higher default-risk fixed-income securities. As a result, security selection
focuses on credit risk analysis.

Index Fund
A passively managed investment in a diversified portfolio of financial assets designed to mimic
the performance of a specific market index.

Interest Rate Risk
The uncertainty in the return on a bond caused by unanticipated changes in its value due to changes
in the market interest rate.
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Intermediate
A fixed income investment strategy where the objective is to lower interest rate risk by investing
only in intermediate-term securities. The average portfolio maturity is typically five to seven years.

Liquidity

In general, liquidity refers to the ease by which a financial asset can be converted into cash.
Liquidity is often more narrowly defined as the ability to sell an asset quickly without having to
make a substantial price concession.

Liquidity Risk
The risk that there will be insufficient cash to meet the fund’s disbursement and expense
requirements.

Lost Opportunity Risk
The risk that through inappropriate market timing strategies a fund’s portfolio will miss long-run
market opportunities.

Manager Search
The selection of specific managers following the manager structure.

Manager Structure
The identification of the type(s) of managers to be selected within each broad class of assets.

Marked to the Market
The daily process of adjusting the value of a portfolio to reflect daily changes in the market prices
of the assets held in the portfolio.

Market Risk
See Systematic Risk.

Market Timing
A form of active management that shifts funds between asset classes based on short-term
expectations of movements in the capital markets.

Money Markets
Financial markets in which financial assets with a maturity of less than one year are traded.

Passive Management
For a given asset class, the process of buying a diversified portfolio which attempts to duplicate
the overall performance of the asset class (i.e. the relevant market index).

Performance Attribution
The identification of the sources of returns for a security or portfolio over a particular time period.
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Price-earnings Ratio
A firm’s current stock price divided by its earnings per share.

Private Placement
The direct sale of a newly issued security to one or a small number of large institutional investors.

Proxy Voting

A written authorization given by a shareholder to someone else to vote his or her shares at a
stockholders annual or special meeting called to elect directors or for some other corporate
purpose.

Purchasing Power Risk
The risk that a portfolio will earn a return less than the rate of inflation, i.e., a negative real return.

Real Estate Investment Trust (REIT)
An investment fund whose objective is to hold real estate-related assets, either through mortgages,
construction and development loans, or equity interests.

Restatement Third, Trusts (Prudent Investor Rule)
A set of new and more specific standards for the handling of the investment process by fiduciaries.
These standards were adopted in 1992 and rely heavily on modern investment theory.

Return On Equity
The earnings per share of a firm divided by the firm’s book value per share.

Risk-adjusted Return
The return on an asset or portfolio, modified to explicitly account for the risk of the asset or
portfolio.

R-squared (R?)

Formally called the coefficient of determination, this measures the overall strength or “explanatory
power” of a statistical relationship. In general, a higher R? means a stronger statistical relationship
between the variables which have been estimated, and therefore more confidence in using the
estimation for decision-making.

Sharpe Ratio

This statistic is a commonly used measure of risk-adjusted return. It is calculated by subtracting
the "risk-free" return (usually 3 Month Treasury Bill) from the portfolio return and dividing the
resulting "excess return” by the portfolio's risk level (standard deviation). The result is a measure
of return gained per unit of risk taken. The higher the Sharpe ratio, the better the fund's historical
risk-adjusted performance.
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Small Capitalization

Managers who invest in equities of companies with relatively small capitalization. The cut-off
point for small capitalization varies from manager to manager, but on average targets firms with
capitalization of between $300 million to $2 billion.

Socially-targeted Investment
An investment which is undertaken based upon social, rather than purely financial, guidelines.

Soft Dollars

The portion of a plan's commissions expense incurred in the buying and selling of securities that
is allocated through a directed brokerage arrangement for the purpose of acquiring goods or
services for the benefit of the plan. In many soft dollar arrangements, the payment scheme is
effected through a brokerage affiliate of the investment consultant. Broker-investment consultants
servicing smaller plans receive commissions directly from the counseled account. Other soft dollar
schemes are effected through brokerages that, while acting as the clearing/transfer agent, also serve
as the conduit for the payment of fees between the primary parties to the directed fee arrangement.

Specific Risk
The part of a security’s total risk which is not related to movements in the market and therefore
can be diversified away.

Standard Deviation

A statistical measure of portfolio risk. It reflects the average deviation of the observations from
their sample mean. Standard deviation is used as an estimate of risk since it measures how wide
the range of returns typically is. The wider the typical range of returns, the higher the standard
deviation of returns, and the higher the portfolio risk. If returns are normally distributed (i.e. has a
bell shaped curve distribution) then approximately 2/3 of the returns would occur within plus or
minus one standard deviation from the sample mean.

Strategic Asset Allocation
Rebalancing back to the normal mix at specified time intervals (quarterly) or when established
tolerance bands (e.g., + and - 10%) are violated

Systematic Risk
The part of a security’s total risk that is related to movements in the market and therefore cannot
be diversified away.

Tactical Asset Allocation
Closely related to a strategy of market timing, this strategy uses certain indicators to make
adjustments in the proportions of a portfolio invested in stocks, bonds, and cash.

Term-to-maturity
The time remaining until a bond’s maturity date.
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Time-weighted Return
A method of measuring the performance of a portfolio over a particular period of time. It is the

cumulative compounded rate of return of the portfolio, calculated on each date that cash flow
moves into or out of the portfolio.

Top-down Analysis

An approach to valuing equities which first looks at the economy and overall capital market, then
industries, and finally individual firms.

Treynor Ratio

The portfolio’s average excess return over a specified period divided by the beta relative to its
benchmark over the same timeframe. This is used to measure the excess return per unit of
systematic risk taken.

Value Equity
Managers who invest in companies believed to be undervalued or possessing lower than average
price/earnings ratios, based on their potential for capital appreciation.
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Appendix F

Compendium of Statutes

Sec. 22.25.048. Accounting and investment.

(a) The commissioner of administration shall establish a judicial retirement trust fund for the
judicial retirement system in which the assets of the system are deposited and held. The
commissioner shall maintain accounts and records for the system.

(b) All income of the judicial retirement fund and all disbursements made from the fund shall be
credited or charged, whichever is appropriate, to the following accounts:

(1) an individual account that contains the mandatory contributions collected from a person
under AS 22.25.011,

(2) an account that is credited with the contributions of the state court system;
(3) a retirement reserve account; and

(4) an expense account for the judicial retirement system that shall be credited with funds
transferred from the account described in (2) of this subsection.

(c) The Alaska Retirement Management Board is the fiduciary of the fund and has the same
powers and duties under this section in regard to the judicial retirement trust fund as are provided
in AS 37.10.220.

(d) Within one year following retirement, an amount actuarially determined as necessary to pay
fully for the benefits to be received by a person under this chapter shall be transferred first from
the individual account described in (b)(1) of this section and, after the individual contributions
have been exhausted, then from the court system account described in (b)(2) of this section, into
the retirement reserve account described in (b)(3) of this section.

(e) The contributions of the court system to the retirement reserve account shall contain the
actuarially determined amount necessary to fully fund the pension, death benefits, and other
benefits paid under the judicial retirement system to a person under this chapter.

(f) The investment income of the judicial retirement fund shall be allocated in proportion to the
balances of assets first to the retired reserve account described in (b)(3) of this section and then
to the account described in (b)(2) of this section.
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(9) The account described in (b)(4) of this section is charged with all disbursements representing
the administrative expenses incurred by the judicial retirement system. Expenditures from this
account shall be included in the budget of the governor for each fiscal year.

Sec. 26.05.228. Accounting and investment.

(a) The commissioner of administration shall establish a military retirement trust fund for the
system in which the assets of the system are deposited and held. The commissioner shall
maintain accounts and records for the system.

(b) All income of the fund and all disbursements made by the fund shall be credited or charged,
whichever is appropriate, to the following accounts:

(1) an individual account for each retired member of the system that records the benefits paid
under this system to the member or surviving beneficiary;

(2) a separate account for the Department of Military and Veterans' Affairs' contribution to fund
the system based on the actuarial requirements of the system as established by the commissioner
of administration under this chapter;

(3) an expense account for the system; this account is charged with all disbursements
representing administrative expenses incurred by the system; expenditures from this account are
included in the governor's budget for each fiscal year.

(c) The Alaska Retirement Management Board is the fiduciary of the fund and has the same
powers and duties under this section in regard to the fund as are provided under AS 37.10.220.

Sec. 37.10.071. Investment powers and duties.
(@) In making investments under this section, the fiduciary of a state fund shall

(1) act as official custodian of cash and investments by securing adequate and safe custodial
facilities for them;

(2) receive all items of cash and investments;

(3) collect and deposit the principal of and income from owned or acquired investments;

(4) invest and reinvest the assets in accordance with this section;

(5) receive and spend appropriations to cover the cost of the exercise of duties under this section;

(6) exercise the powers of an owner with respect to the assets;
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(7) perform all acts, not prohibited by this section, whether or not expressly authorized, that the
fiduciary considers necessary or proper in administering the assets;

(8) maintain accounting records in accordance with generally accepted accounting principles;

(9) engage an independent certified public accountant to conduct an annual audit of the financial
condition and investment transactions;

(10) enter into and enforce contracts or agreements considered necessary, convenient, or
desirable for the investment purposes of this section; and

(11) when choosing to acquire or dispose of investments, secure competitive national or
international market rates or prices, or the equivalence of those rates or prices in the judgment of
the fiduciary.

(b) Under this section, the fiduciary of a state fund or the fiduciary's designee may

(1) delegate investment, custodial, or depository authority on a discretionary or nondiscretionary
basis to officers or employees of the state or to independent firms, banks, financial institutions,
or trust companies by designation through appointments, contracts, or letters of authority;

(2) acquire or dispose of investments either directly, indirectly, or through investment pools or
trusts, by competitive or negotiated agreements, contracts, or auctions, in public or private
markets;

(3) concentrate or diversify investments as the fiduciary considers appropriate to increase the
probable total rate of return or to decrease the overall exposure to potentially adverse market
value risks;

(4) protect the market value or the rate of return of the investments by entering into forward
agreements to buy or sell assets at a future date as a hedge against existing held assets or as a
precommitment of future cash flows;

(5) lend assets, under an agreement and for a fee, against deposited collateral of equivalent
market value;

(6) borrow assets on a short-term basis, under an agreement and for a fee, against the deposit of
collateral consisting of other assets in order to accommodate temporary cash or investment
needs;

(7) hold investments in bearer or registered form in the name of the state, a fund, or nominees
authorized by the fiduciary;

Alaska Retirement Management Board Appendix F Page 3
Investment Policy & Procedures Manual
20202021



(8) utilize consultants, advisors, custodians, investment services, and legal counsel for assistance
in investment matters on either a continuing or a limited-term basis and with or without
compensation;

(9) declare records to be confidential and exempt from AS 40.25.110 and 40.25.120 if the
records contain information that discloses the particulars of the business or the affairs of a
private enterprise, investor, borrower, advisor, consultant, counsel, or manager.

(c) In exercising investment, custodial, or depository powers or duties under this section, the
fiduciary of a state fund shall apply the prudent investor rule and exercise the fiduciary duty in
the sole financial best interest of the fund entrusted to the fiduciary. Among beneficiaries of a
fund, the fiduciaries shall treat beneficiaries with impartiality.

(d) In exercising investment, custodial, or depository powers or duties under this section, the
fiduciary or the fiduciary's designee is liable for a breach of a duty that is assigned or delegated
under this section, or under, AS 14.40.255 , 14.40.280(c), 14.40.400(b), AS 37.10.070, AS
37.14.110 (c), 37.14.160, 37.14.170, or. However, the fiduciary or the designee is not liable for a
breach of a duty that has been delegated to another person if the delegation is prudent under the
applicable standard of prudence set out in statute or if the duty is assigned by law to another
person, except to the extent that the fiduciary or designee [check other statute cites]

(1) knowingly participates in, or knowingly undertakes to conceal, an act or omission of another
person knowing that the act or omission is a breach of that person's duties under this chapter;

(2) by failure to comply with this section in the administration of specific responsibilities,
enables another person to commit a breach of duty; or

(3) has knowledge of a breach of duty by another person, unless the fiduciary or designee makes
reasonable efforts under the circumstances to remedy the breach.

(e) The state shall defend and indemnify the fiduciary or an officer or employee of the state
against liability under (d) of this section to the extent that the alleged act or omission was
performed in good faith and was prudent under the applicable standard of prudence.

() In this section, "fiduciary of a state fund" or "fiduciary" means

(1) the commissioner of revenue for investments under AS 37.10.070;

(2) with respect to the Alaska Retirement Management Board, for investments of the
collective funds that it manages and administers,

(A) each trustee who serves on the board of trustees; and
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(B) any other person who exercises control or authority with respect to management or
disposition of assets for which the board is responsible or who gives investment advice to the
board; or

(3) the person or body provided by law to manage the investments for investments not subject to
AS 37.10.070.

Sec. 37.10.210. Alaska Retirement Management Board.

(a) The Alaska Retirement Management Board is established in the Department of Revenue.
The board's primary mission is to serve as the trustee of the assets of the state's retirement
systems, the State of Alaska Supplemental Annuity Plan, and the deferred compensation program
for state employees, and the Alaska retiree health care trusts established under AS 39.30.097..
Consistent with standards of prudence, the board has the fiduciary obligation to manage and
invest these assets in a manner that is sufficient to meet the liabilities and pension obligations of
the systems, plan, program, and trusts. The board may, with the approval of the commissioner of
revenue and upon agreement with the responsible fiduciary, manage and invest other state funds
so long as the activity does not interfere with the board's primary mission. In making
investments, the board shall exercise the powers and duties of a fiduciary of a state fund under
AS 37.10.071..

(b) The Alaska Retirement Management Board consists of nine trustees, as follows:

(1) two members, consisting of the commissioner of administration and the commissioner of
revenue;

(2) seven trustees appointed by the governor who meet the eligibility requirements for an
Alaska permanent fund dividend and who are professionally credentialed or have recognized
competence in investment management, finance, banking, economics, accounting, pension
administration, or actuarial analysis as follows:

(A) two trustees who are members of the general public; the trustees appointed under this
subparagraph may not hold another state office, position, or employment and may not be
members or beneficiaries of a retirement system managed by the board;

(B) one trustee who is employed as a finance officer for a political subdivision participating
in either the public employees' retirement system or the teachers' retirement system;

(C) two trustees who are members of the public employees' retirement system, selected from
a list of four nominees submitted from among the public employees' retirement system
bargaining units;
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(D) two trustees who are members of the teachers' retirement system selected from a list of
four nominees submitted from among the teachers' retirement system bargaining units;

(E) the lists of the nominees shall be submitted to the governor under (C) and (D) of this
paragraph within the time period specified in regulations adopted under AS 37.10.240 (a).

(c) The trustees, other than the two commissioners, shall serve for staggered terms of four
years and may be reappointed to the board.

(d) The governor may, by written notice to the trustee, remove an appointed trustee for
cause. After an appointed trustee receives written notice of removal, the trustee may not
participate in board business and may not be counted for purposes of establishing a quorum.

(e) A vacancy on the board of trustees shall be promptly filled. A person filling a vacancy
holds office for the balance of the unexpired term of the person's predecessor. A vacancy on the

board does not impair the authority of a quorum of the board to exercise all the powers and
perform all the duties of the board.

(F) Five trustees constitute a quorum for the transaction of business and the exercise of the
powers and duties of the board.

(9) A trustee may not designate another person to serve on the board in the absence of the
trustee.

(h) The board shall provide annual training to its members on the duties and powers of a
fiduciary of a state fund and other training as necessary to keep the members of the board
educated about pension management and investment.

(i) The board shall elect a trustee to serve as chair and a trustee to serve as vice-chair for
one-year terms. A trustee may be reelected to serve additional terms as chair or vice-chair.

Sec. 37.10.215. Attorney general.

The attorney general is the legal counsel for the board and shall advise the board and represent it
in a legal proceeding.

Sec. 37.10.220. Powers and duties of the board.
(a) The board shall

(2) hold regular and special meetings at the call of the chair or of at least five members;
meetings are open to the public, and the board shall keep a full record of all its proceedings;
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(2) after reviewing recommendations from the Department of Revenue, adopt investment
policies for each of the funds entrusted to the board:;

(3) determine the appropriate investment objectives for the defined benefit plans established
under the teachers' retirement system under AS 14.25 and the public employees' retirement
system under AS 39.35;

(4) assist in prescribing the policies for the proper operation of the systems and take other
actions necessary to carry out the intent and purpose of the systems in accordance with AS
37.10.210 - 37.10.390;

(5) provide a range of investment options and establish the rules by which participants can
direct their investments among those options with respect to accounts established under

(A) AS 14.25.340 - 14.25.350 (teachers' retirement system defined contribution individual
accounts);

(B) AS 39.30.150 - 39.30.180 (State of Alaska Supplementary Annuity Plan);

(C) AS 39.35.730 - 39.35.750 (public employees' retirement system defined contribution
individual accounts); and

(D) AS 39.45.010 - 39.45.060 (public employees' deferred compensation program);

(6) establish the rate of interest that shall be annually credited to each member's individual
contribution account in accordance with AS 14.25.145 and AS 39.35.100 and the rate of interest
that shall be annually credited to each member's account in the health reimbursement
arrangement plan under AS 39.30.300_- 39.30.495; the rate of interest shall be adopted on the
basis of the probable effective rate of interest on a long-term basis, and the rate may be changed
from time to time;

(7) adopt a contribution surcharge as necessary under AS 39.35.160(c);

(8) coordinate with the retirement system administrator to have an annual actuarial valuation
of each retirement system prepared to determine system assets, accrued liabilities, and funding
ratios and to certify to the appropriate budgetary authority of each employer in the system

(A) an appropriate contribution rate for normal costs; and

(B) an appropriate contribution rate for liquidating any past service liability; in this
subparagraph, the appropriate contribution rate for liquidating the past service liability of the
defined benefit retirement plan under AS 14.25.009 — 14.25.220 or the past service liability of
the defined benefit retirement plan under AS 39.35.095 — 39.35.680 must be determined by a
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level percent of pay method based on amortization of the past service liability for a closed term
of 25 years;

(9) review actuarial assumptions prepared and certified by a member of the American
Academy of Actuaries and conduct experience analyses of the retirement systems not less than
once every four years, except for health cost assumptions, which shall be reviewed annually; the
results of all actuarial assumptions prepared under this paragraph shall be reviewed and certified
by a second member of the American Academy of Actuaries before presentation to the board;

(10) contract for an independent audit of the state's actuary not less than once every four
years;

(11) contract for an independent audit of the state's performance consultant not less than
once every four years;

(12) obtain an external performance review to evaluate the investment policies of each fund
entrusted to the board and report the results of the review to the appropriate fund fiduciary;

(13) by the first day of each regular legislative session, report to the governor, the
legislature, and the individual employers participating in the state's retirement systems on the
financial condition of the systems in regard to

(A) the valuation of trust fund assets and liabilities;

(B) current investment policies adopted by the board;

(C) a summary of assets held in trust listed by the categories of investment;

(D) the income and expenditures for the previous fiscal year;

(E) the return projections for the next calendar year;

(F) one-year, three-year, five-year, and 10-year investment performance for each of the
funds entrusted to the board; and

(G) other statistical data necessary for a proper understanding of the financial status of the
systems;

(14) submit quarterly updates of the investment performance reports to the Legislative
Budget and Audit Committee;

(15) develop an annual operating budget; and
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(16) administer pension forfeitures required under AS 37.10.310_using the procedures of AS
44.62 (Administrative Procedure Act).

(b) The board may
(1) employ outside investment advisors to review investment policies;

(2) enter into an agreement with the fiduciary of another state fund in order to assume the
management and investment of those assets;

(3) contract for other services necessary to execute the board's powers and duties;

(4) enter into confidentiality agreements that would exempt records from AS 40.25.110 and
40.25.120 if the records contain information that could affect the value of investment by the
board or that could impair the ability of the board to acquire, maintain, or dispose of investments.

(c) Expenses for the board and the operations of the board shall be paid from the retirement
fund.

Sec. 37.10.230. Conflicts of interest.
(a) Trustees are subject to the provisions of AS 39.50.

(b) If a trustee acquires, owns, or controls an interest, direct or indirect, in an entity or
project in which assets under the control of the board are invested, the trustee shall immediately
disclose the interest to the board. The disclosure is a matter of public record and shall be
included in the minutes of the board meeting next following the disclosure. The board shall adopt
regulations to restrict trustees from having a substantial interest in an entity or project in which
assets under the control of the board are invested.

Sec. 37.10.240. Regulations and open meetings.

(a) The board may adopt regulations to implement AS 37.10.210 - 37.10.390. Regulations
adopted by the board are not subject to the Administrative Procedure Act (AS 44.62). The board
shall adopt regulations required by AS 36.30.015 (f) relating to procurement. The board shall
comply with the requirements of AS 44.62.310 - 44.62.319 (Open Meetings Act).

(b) Notwithstanding (a) of this section, a regulation adopted under AS 37.10.210 - 37.10.390
shall be published in the Alaska Administrative Register and Alaska Administrative Code for
informational purposes. A regulation adopted under this section shall conform to the style and
format requirements of the drafting manual for administrative regulations that is published under
AS 44.62.050..
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(c) At least 30 days before the adoption, amendment, or repeal of a regulation under this
chapter, the board shall provide notice of the action that is being considered. The notice must
include publication in one or more newspapers of general circulation in each judicial district of
the state.

(d) A regulation adopted under this chapter takes effect 30 days after adoption by the board
unless a later effective date is stated in the regulation.

(e) Notwithstanding the other provisions of this section, a regulation may be adopted,
amended, or repealed, effective immediately, as an emergency regulation. For an emergency
regulation to be effective the board must find that the immediate adoption, amendment, or repeal
of the regulation is necessary. The board shall, within 10 days after adoption of an emergency
regulation, give notice of the adoption under (c) of this section. An emergency regulation
adopted under this subsection may not remain in effect past the date of the next regular meeting
of the board unless the board complies with the procedures set out in this section and adopts the
regulation as a permanent regulation.

(F) In this section, "regulation” has the meaning given in AS 44.62.640(a).
Sec. 37.10.250. Compensation of trustees.

Trustees, other than trustees who are employees of the state, a political subdivision of the state,
or a school district or regional educational attendance area in the state, receive an honorarium of
$400 for each day spent at a meeting of the board or at a meeting of a subcommittee of the board
or at a public meeting as a representative of the board, including a day in which a trustee travels
to or from a meeting. Trustees who are state employees are entitled to administrative leave for
service as a trustee. Trustees who are employees of a political subdivision of the state or a school
district or regional educational attendance area in the state are entitled to leave benefits provided
by their employers comparable to those provided to state employees for service as a trustee.
Trustees are entitled to per diem and travel expenses authorized for boards and commissions
under AS 39.20.180..

Sec. 37.10.260. Staff.

(a) The Department of Revenue shall provide staff for the board.

(b) The board may designate a trustee or an officer or employee of the Department of
Revenue to be responsible for signing on behalf of the board a deed, contract, or other document
that must be executed by or on behalf of the board.

Sec. 37.10.270. Investment advisory council.

(a) The board may appoint an investment advisory council composed of at least three and
not more than five members. Members of the council shall possess experience and expertise in
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financial investments and management of investment portfolios for public, corporate, or union
pension benefit funds, foundations, or endowments.

(b) Members of the council serve at the pleasure of the board for staggered terms of three
years.

(c) The board shall establish the compensation of members of the council. Members of the
council are entitled to per diem and travel expenses authorized for boards and commissions
under AS 39.20.180.

(d) The council shall
(1) review the investments made by the board,;

(2) make recommendations to the board concerning the board's investment policies,
investment strategy, and investment procedures;

(3) advise the board on selection of performance consultants and on the form and content of
annual reports;

(4) provide other advice as requested by the board.

(e) With approval of the board, the council may contract with other state agencies to provide
investment advice.

Sec. 37.10.280. Insurance.

The board shall ensure that trusteed assets and its own services are protected. The board may
purchase insurance or provide for self-insurance retention in amounts recommended by the
commissioner of revenue and approved by the board to cover the acts, including fiduciary acts,
errors, and omissions of its board members and agents. Insurance must protect the board and the
state from liability to others and from loss of trusteed assets due to the acts or omissions of the
trustees.

Sec. 37.10.290. Exemption from taxation.

Except as provided in AS 29.45.030(a) for property acquired through foreclosure or deed in lieu
of foreclosure, the board and all properties at any time owned by it, managed by it, or held by it
in trust, and the income from those activities, are exempt from all taxes and assessments in the
state. All security instruments issued by the board and income from them are exempt from all
taxes and assessments in the state, including transfer taxes.

Sec. 37.10.300. Limitations.
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The board may not engage in commercial banking activity or private trust activity. The board
may not act as a depository or trustee for a private person, association, or corporation. The board
may not act as a lender to a private person, association, or corporation of money from any source
except state funds under management by the board.

Sec. 37.10.310. Pension forfeiture by public officers convicted of crimes involving corruption.

() A public officer, as defined in AS 39.52.960, a legislator, or a person employed as a
legislative director, as that term is defined in AS 24.60.990 , who is convicted of a federal or
state felony offense of bribery, receiving a bribe, perjury, subornation of perjury, scheme to
defraud, fraud, mail fraud, misuse of funds, corruption, or tax evasion may not receive a state
pension benefit if the offense was committed on or after July 10, 2007 and was in connection
with the person's official duties.

(b) Pension benefits and employee contributions that accrue to a person before the date of
the person’'s commission of the offense described in (a) of this section are not diminished or
impaired by that subsection.

(c) A state pension benefit under (a) of this section does not include

(1) insurance, voluntary wage reductions, involuntary wage reductions, or supplemental or
health benefits under AS 39.30.090 - 39.30.495 or former AS 39.37.145 ;

(2) member or employee contributions under AS 14.25.050, 14.25.055, 14.25.075,
14.25.340, 14.25.360(a), AS 22.25.011, AS 39.35.160_, 39.35.165(f), 39.35.180, 39.35.730,
39.35.760(a), or former AS 39.37.070.

(d) In a pension forfeiture matter under this section, the board may award to a spouse,
dependent, or former spouse of the person governed by the limitations in (a) of this section some
or all of the amount that, but for the forfeiture under (a) of this section, may otherwise be
payable. In determining whether to make an award under this subsection, the board shall
consider the totality of circumstances, including

(2) the role, if any, of the person's spouse, dependent, or former spouse in connection with
the illegal conduct for which the person was convicted; and

(2) the degree of knowledge, if any, possessed by the person's spouse, dependent, or former
spouse in connection with the illegal conduct for which the person was convicted.

Sec. 37.10.390. Definitions.
In AS 37.10.210 - 37.10.390, unless the context otherwise requires,

(1) "board" means the board of trustees of the Alaska Retirement Management Board;
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(2) "fund" means the fund or funds composed of the assets of each of the retirement systems
administered and managed by the board,;

(3) "recognized competence™ means a minimum of 10 years' professional experience
working or teaching in the field of investment management, finance, banking, economics,
accounting, pension administration, or actuarial analysis;

(4) "retirement systems" or "systems" means the teachers' retirement system, the judicial
retirement system, the Alaska National Guard and Alaska Naval Militia retirement system, the
public employees' retirement system, the State of Alaska Teachers' and Public Employees'
Retiree Health Reimbursement Arrangement Plan, and the elected public officers' retirement
system under former AS 39.37.

At the request of the Governor, the 28" Legislature appropriated $3,000,000,000 to the PERS
and TRS trust funds through SB119 which included the following intent language:

(d) Itis the intent of the legislature that the Alaska Retirement Management
Board and the Department of Administration direct the plans’ actuary to eliminate
the two-year rate-setting lag in the public employees’ retirement system and the
teachers’ retirement system actuarial valuations.

(e) Itis the intent of the legislature that the Alaska Retirement Management

Board and the Department of Administration direct the plans’ actuary to eliminate

asset value smoothing from the public employees’ retirement system and the

teachers’ retirement system actuarial valuations.
Sec. 39.30.160. Benefits.
(a) The Department of Administration shall, in accordance with policies prescribed by
regulations of the Public Employees Retirement Board, provide to employees for whom special

individual employee benefit accounts are established under AS 39.30.150(c) the following
benefit options:

(1) supplemental health benefits,

(2) supplemental death benefits,

(3) supplemental disability benefits, and

(4) supplemental dependent care benefits.

(b) An employee may select the types and amounts of supplemental benefits to be purchased

with the money deposited in the employee's special individual employee benefit accounts under
AS 39.30.150. The selection must be from the benefit options listed in (a) of this section.
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(c) [Repealed, sec. 9 ch 55 SLA 1988].
(d) [Repealed, sec. 40 ch 146 SLA 1980].

(e) Regulations adopted by the Public Employees Retirement Board implementing AS 39.30.150
and this section are not subject to AS 44.62 (Administrative Procedure Act).

Sec. 39.30.175. Investment of benefit program receipts.

(a) The Board is the fiduciary of the mandatory receipts, under AS 39.30.150 (a), of the
employee benefits program established under AS 39.30.150 - 39.30.180 and has the same powers
and duties concerning the management and investment in regard to those receipts as are provided
under AS 37.10.220.

(b) The board may provide a range of investment options and permit a participant or beneficiary
of the program to exercise control over the assets in the individual employee annuity account
established under AS 39.30.150(a). If the board offers investment options, and if a participant or
beneficiary exercises control over the assets in the individual employee annuity account,

(1) the participant or beneficiary is not considered a fiduciary for any reason on the basis of
exercising that control; and

(2) a person who is otherwise a fiduciary is not liable under this section for any loss, or by reason
of any breach, that results from the individual's exercise of control.

(c) If the board is considering entering into a contract or modifying an existing contract
concerning the management or investment of the mandatory receipts of the supplemental
employee benefits program, the board shall consult with the commissioner of administration
before making a decision on the issue.

(d) The board shall develop a contingency plan that addresses the board's response to possible
future investment problems.

(e) Except to the extent clearly set out in the terms of the plan document offered by the employer
to the employee, the employer is not liable to the employee for investment losses if the prudent
investment standard has been met.

Sec. 39.45.020. Administration of program.
(a) The administration of the deferred compensation program for state employees is under the

direction of the Department of Administration. A political subdivision coming under the
provisions of this chapter shall designate the office or official to administer its program.
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(b) Payroll deductions are authorized by this chapter and shall be made by the appropriate
payroll officer.

(c) The administrator of a deferred compensation program may contract with a private person for
providing consolidated billing and other administrative services. The administrator may contract
with an insurance carrier to reimburse the state or political subdivision of the state for the cost of
administering the deferred compensation program.

Sec. 39.45.030. Investment authority.

(a) The Alaska Retirement Management Board is authorized, subject to contracts with individual
employees, to invest the funds held under a deferred compensation program. The board has the
same powers and duties concerning the management and investment in regard to those funds as
are provided under AS 37.10.220.

(b) [Repealed, sec. 24 ch 31 SLA 1992].

(c) The board may provide a range of investment options and permit a participant or beneficiary
of the program to exercise control over the assets in the individual's account. If the board offers
investment options, and if a participant or beneficiary exercises control over the assets in the
individual's account,

(1) the participant or beneficiary is not considered a fiduciary for any reason on the basis of
exercising that control; and

(2) a person who is otherwise a fiduciary is not liable under this section for any loss, or by reason
of any breach, that results from the individual's exercise of control.

(d) If the board is considering entering into a contract or modifying an existing contract
concerning the management or investment of funds of the deferred compensation program, the
board shall consult with the commissioner of administration before making a decision on the
issue.

(e) The board shall develop a contingency plan that addresses the board's response to possible
future investment problems.

(f) Except to the extent clearly set out in the terms of the plan document offered by the employer
to the employee, the employer is not liable to the employee for investment losses if the prudent
investment standard has been met.

(9) In this section, "board" means the Alaska Retirement Management Board.

Sec. 39.52.130. Improper gifts.
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(a) A public officer may not solicit, accept, or receive, directly or indirectly, a gift, whether in the
form of money, service, loan, travel, entertainment, hospitality, employment, promise, or in any
other form, that is a benefit to the officer's personal or financial interests, under circumstances in
which it could reasonably be inferred that the gift is intended to influence the performance of
official duties, actions, or judgment. A gift from a person required to register as a lobbyist under
AS 24.45.041 to a public officer or a public officer's immediate family member is presumed to
be intended to influence the performance of official duties, actions, or judgment unless the giver
is an immediate family member of the person receiving the gift.

(b) Notice of the receipt by a public officer of a gift with a value in excess of $150,
including the name of the giver and a description of the gift and its approximate value, must be
provided to the designated supervisor within 30 days after the date of its receipt

(1) if the public officer may take or withhold official action that affects the giver; or
(2) if the gift is connected to the public officer's governmental status.

(c) In accordance with AS 39.52.240, a designated supervisor may request guidance from
the attorney general concerning whether acceptance of a particular gift is prohibited.

(d) The restrictions relating to gifts imposed by this section do not apply to a campaign
contribution to a candidate for elective office if the contribution complies with laws and
regulations governing elections and campaign disclosure.

(e) A public officer who, on behalf of the state, accepts a gift from another government or
from an official of another government shall, within 60 days after its receipt, notify the Office of
the Governor in writing. The Office of the Governor shall determine the appropriate disposition
of the gift. In this subsection, "another government™ means a foreign government or the
government of the United States, another state, a municipality, or another jurisdiction.

() A public officer who knows or reasonably ought to know that a family member has
received a gift because of the family member’s connection with the public office held by the
public officer shall report the receipt of the gift by the family member to the public officer's
designated supervisor if the gift would have to be reported under this section if it had been
received by the public officer or if receipt of the gift by a public officer would be prohibited
under this section.

Sec. 39.52.240. Advisory opinions.
(a) Upon the written request of a designated supervisor or a board or commission, the attorney

general shall issue opinions interpreting this chapter. The requester must supply any additional
information requested by the attorney general in order to issue the opinion. Within 60 days after
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receiving a complete request, the attorney general shall issue an advisory opinion on the
question.

(b) The attorney general may offer oral advice if delay would cause substantial inconvenience or
detriment to the requesting party.

(c) The designated supervisor or a board or commission shall make a written determination based
on the advice of the attorney general. If the advice of the attorney general provides more than
one way for a public officer to avoid or correct a problem found under AS 39.52.110 - 39.52.190,
the designated supervisor or the board or commission shall, after consultation with the officer,
determine the alternative that is most appropriate and advise the officer of any action required of
the officer to avoid or correct the problem.

(d) A public officer is not liable under this chapter for any action carried out in accordance with a
determination made under AS 39.52.210 - 39.52.240 if the officer fully disclosed all relevant
facts reasonably necessary to the determination.

(e) The attorney general may reconsider, revoke, or modify an advisory opinion at any time,
including upon a showing that material facts were omitted or misstated in the request for the
opinion.

(F) A person may rely on an advisory opinion that is currently in effect.

(9) A request for advice made under (a) of this section is confidential.

(h) The attorney general shall post on the Alaska Online Public Notice System (AS 44.62.175),
with sufficient deletions to prevent disclosure of the persons whose identities are confidential
under (g) of this section, the advisory opinions issued under this section that the attorney general
determines to be of major import because of their general applicability to executive branch
officers.

Sec. 44.25.020. Duties of department.

The Department of Revenue shall

(1) enforce the tax laws of the state;

(2) collect, account for, have custody of, invest, and manage all state funds and all revenues of
the state except revenues incidental to a program of licensing and regulation carried on by

another state department, funds managed and invested by the Alaska Retirement Management
Board, and as otherwise provided by law;
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Appendix G

Previous Change Logs

This table lists all changes made in previous revisions of this document, beginning with May
2020. All sections are accurate at the time of the original revision. Some content may shift in

future revisions

Edits made in 2020

Date

Section

Change

2020-05-20

D. Operating Procedures;
Education, Training, Travel,
and Reimbursements; 2.

For clarification purposes, the following language
was removed from the Education, Training,
Travel and Reimbursements section of the
document, "Entitlement to honorariums set by
law shall be construed to mean that Board
members shall be reimbursed daily honoraria for
any day in which attendance is required in person
or by teleconferenced Board meetings, committee
meetings, or workshops convened by ARMB;
while on an ARMB-approved seminar; and while
appearing on behalf of ARMB on legislative
matters. Attendance shall include time spent in
travel to or from a meeting if such travel time is
not the same day as the scheduled meeting or
gathering.

2020-07-07

Appendix G

As requested at the May 1, 2020 meeting, a
change log has been added to list all new changes
to the ARMB Policy and Procedures Manual.

Alaska Retirement Management Board
Investment Policy & Procedures Manual

20202021
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‘ Audit results Independence Inquiries

Our commitment to you

Delivering a better audit experience drives us.

With KPMG you can expect an experience that’s better for your
team, organizations and the capital markets. An experience
that’s built for a world that demands agility and integrity.

See patterns in what has passed. See where risks may emerge.
See opportunities emerge. See opportunities to optimize
processes. And see ahead to new possibilities.

We aim to deliver an exceptional client experience for the
Alaska Retirement Management Board by focusing on:

O&O
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QUALITY EXPERIENCE PRODUCTIVITY
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‘ Executive summary Audit results Independence Inquiries

Summary: Audit results required

communications and other matters

Outstanding matters None.

Significant unusual transactions No significant unusual transactions identified during the audit.
Uncorrected audit misstatements See slide 5

Corrected audit misstatements See slide 6

Financial presentation and disclosure .
No matters to communicate.

omissions
Non-GAAP policies and practices No matters to communicate.
Auditors’ report See slide 8

Changes to our risk assessment and

planned audit strategy No matters to report

Significant accounting policies and practices No matters to report

Significant accounting estimates
See slide 10

We will review the Annual Comprehensive Financial Reports when they are available for consistency with the

OrfiEr T financial statements and footnotes.




‘ Executive summary Audit results Independence Inquiries

Summary: Audit results required
communications and other matters

Response

Subsequent events No matters to report

No actual or suspected fraud involving management, employees with significant roles in internal control, or where fraud

lllegal acts or fraud results in a material misstatement in the financial statements were identified during the audit.

Noncompliance with laws and regulations No matters to report
Significant difficulties encountered during the
audit

Significant findings or issues discussed, or the
subject of correspondence, with management

No matters to report

No matters to report

Management'’s consultation with other

No matters to report
accountants

Difficult or contentious matters for which the

auditor consulted No matters to report

Disagreements with management No matters to report

Other significant matters No matters to report

Management representation letters, including summary of uncorrected misstatement to be distributed under separate
cover.

Written communications




Executive summary Audit results Independence Inquiries

Uncorrected audit misstatements

Subsequent to the September 22 meeting, additional information was received related to the remaining private equity investments for
which June 30 values had not previously been received and adjusted. The impact of these valuation changes resulted in an unadjusted
audit misstatement for the lagged reporting as follows:

Account Increase (decrease) Increase (decrease) As a % of
to invested assets to investment income reported
Private equity investments $79,917,000 1.5%
Private equity investment income $79,917,000 3.8%
Total investment income .8%




Executive summary Audit results Independence Inquiries

Corrected audit misstatements

The National Guard and Naval Militia Retirement System initially used an unsupported 7.0% discount rate to calculate the Total Pension
Liability. As a result of our audit, management further evaluated the rate through coordination with Buck and lowered the discount rate to
5.75%. The corrected rate resulted in a $2,573,000 increase to the total pension liability reported in the financial statement disclosure.



‘ Executive summary Audit results Independence Inquiries

Material weaknesses and significant
deficiencies in internal control

Material weaknesses

Description Potential effects Status
Management does not have Total Pension Liability could be Deficiency exists at year end
adequate processes in place to materially misstated

review the appropriateness of
forward-looking assumptions

Significant deficiencies
Description Potential effects Status

None reported



‘ Executive summary Audit results Independence Inquiries

Auditors’ report

Modifications

— We have issued unmodified opinions for the following systems:
— Public Employees’ Retirement System (PERS)
— Teachers’ Retirement System (TRS)
— Judicial Retirement System (JRS)
— Deferred Compensation Plan (DCP)
— Supplemental Benefits System (SBS)
— Alaska Retirement Management Board Invested Assets

— We plan to issue a qualified opinion for a scope limitation for the following system:
— National Guard and Naval Militia Retirement System

Emphasis of matter or other matter paragraphs

— Other matter paragraphs will be added to each System as relevant for:
— Prior year comparative information
— Required supplementary information
— Supplemental schedules



‘ Executive summary Audit results Independence Inquiries

Significant accounting policies and
practices

Description of significant accounting policies and

Audit findings

practices

— The Systems’ policies are disclosed in Note 2 to the financial Qualitative aspects
statements. — We did not identify indication of significant elements of
— There were no changes in the selection of accounting policies management bias when reviewing these policies.
from prior years.



‘ Executive summary Audit results Independence Inquiries

Significant accounting estimates

Description of significant accounting estimates

— The calculation of the Total Pension Liabilities and Total OPEB liabilities are considered significant estimates

Audit findings

Management’s process used to develop the estimates

— The ARMB has contracted with Buck to assess the Total Pension and Total OPEB Liabilities based on actuarial methods described in GASB
Statements No. 67 and 74 and assumptions adopted by the ARMB.

Significant assumptions used that have a high degree of subjectivity
— Rate of return

— Mortality rates

— Retirement rates

— Termination rates

Indicators of possible management bias

— None

Conclusions

— The assumptions used were reasonable and supported, except for NGNMRS, for which we identified a material misstatement.

— The financial statement disclosures related to the Total Pension and Total OPEB liabilities are consistent with prior years and do not have any
indication of management bias.
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‘ Audit results Independence Inquiries

An intentional effort to deliver an
exceptional audit experience

Transforming our audit

. Contributions and benefit payments Census data
process using data

— We analyzed the entirety of contribution — We used advanced data analysis to
and benefit payment data, rather than compare the census data year over year, to
. statistically sampling. identify all changes to relevant attributes in
Quality — We created visuals of transactions by the census file.

participant in order to quickly identify
outliers or unusual activity.

— We shared our insights with management. — We shared our insights with management.
— Based on our data analysis, we reduced — Rather than statistically sampling the
Experience the number of transactions sampled, census, we focused our work on data
resulting in a lesser demand on changes.
management.
— We were able to gain evidence over the — We were able to gain evidence over the
broad population, with smaller sample broad population, with smaller sample sizes
o sizes. focused on recent transactions, rather than
Productivity — The audit process was less disruptive to historical information.
the DRB staff. — The audit process was less disruptive to

the DRB staff.

— The next pages show one example of — We were able to specifically identify all

analysis performed. additions to the closed DB pension plans
Insights and review the underlying data to

determine appropriate eligibility.




@ Pension plan benefit insights - PERS

The distribution information on the following pages reflect System retirement benefit payments, distributed by the amount an individual
beneficiary received on an annual basis. The bars represent the total dollars distributed by range (for example, individuals who received

less than $10,000, between $10,000 and $20,000, between $20,000 and $30,000). The line represents the number of individuals who
received annual benefit payments within that range.

The aggregate amount distributed to
retirees who received between $40,000

/ and $50,000 of retirement benefit

during FY21 was $124,713,000.
2,790 retirees received between
$40,000 and $50,000 during FY21.

Only 23 individuals received more than
$150,000 during FY21, with aggregate
retirement benefits of $3,942,000.

/—/R
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@ Pension plan benefit insights - TRS
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@ Pension plan benefit insights - JRS
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@ Pension plan benefit insights - MRS
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© P'an distribution insights - DCP
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@ Plan distribution insights - SBS

17



Questions?

For additional information and audit committee resources, including
National Audit Committee Peer Exchange series, a Quarterly webcast,

and suggested publications, visit the KPMG Audit Committee Institute
(ACI) at www.kpmg.com/ACI

This presentation to those charged with governance is intended solely for the
information and use of those charged with governance and management and
is not intended to be and should not be used by anyone other than these
specified parties. This presentation is not intended for general use, circulation
or publication and should not be published, circulated, reproduced or used for
any purpose without our prior written permission in each specific instance.

m © 2021 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG
International Limited, a private English company limited by guarantee. All rights reserved. NDP155987-1B
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Purpose of the 2021 Valuations

« Measure each plan’s funded status as of June 30, 2021

« Compare actual FY21 experience (assets and liabilities) to expected experience
based on the assumptions used in the 2020 valuations

* Provide the basis for setting FY24 contribution rates




2021 Valuati



Highlights of 2021 Valuation Results

» Asset performance
o FY21 asset returns exceeded the 7.38% expected return
U Market returns were approximately 30%

O Due to 5-year asset smoothing, actuarial returns were approximately 12%
 Liability experience
o Liabilities are less than expected. Overall liability gains/(losses) and the more significant gain/(loss) amounts are:

Source PERS TRS
Pension Healthcare Pension Healthcare
PRPA/COLA increases $155M $82M
Salary increases $(17)M $(29)M The result:
Per capita claims cost $272M $97M « Funded ratios are up
Plan changes $62M $22M
« Contribution rates are down
Overall gains/(losses) $162M $384M $47M $135M
- as % of 6/30/21 liability 1.0% 5.6% 0.6% 5.5%

Note: The PERS liabilities reflect an adjustment for retroactive payments that were included in the data for a group of new retirees.
The final valuation liabilities will reflect an adjustment for retroactive payments that were included in the data for all new retirees.



Highlights of 2021 Valuation Results (cont'd)

« Key reasons for the $272M (PERS) and $97M (TRS) per capita claims cost gains:
0 Medical costs are lower than projected (4% lower for Pre-Medicare / 5% lower for Medicare)
o EGWP subsidy provided by Optum increased by 16% from $1,003 for 2021 to $1,168 for 2022

Medical Prescription Drugs (Rx)
Medicare Medicare

Pre-Medicare PartsA&B Part B Only Pre-Medicare Medicare EGWP
Fiscal 2022 valuation age 65 per capita cost
- Expected 16,358 1,705 5,628 3,647 3,591 (1,078)
- Actual 15,708 1,619 5,341 3,695 3,560 (1,168)
- Dollar (Gain) / Loss (650) (86) (287) 48 (31) (90)
- Percentage (Gain) / Loss -4.0% -5.0% -5.1% 1.3% -0.9% 8.3%

Note: The actual per capita costs in this table are before reflecting the impact of plan changes shown on the next slide.



Highlights of 2021 Valuation Results (cont'd)

« Two healthcare plan changes will be effective January 1, 2022:
o0 Preventive benefits are being added for pre-Medicare members
o Prior authorization of certain specialty medications is being implemented

» The estimated impact of these changes was provided by Segal

» Adjustments to the 6/30/21 valuation per capita costs to reflect these plan changes are as follows:

Medical Prescription Drugs (Rx)
Medicare Medicare
Pre-Medicare Parts A& B Part B Only Pre-Medicare Medicare EGWP
Fiscal 2022 valuation age 65 per capita cost
- Prior to plan changes 15,708 1,619 5,341 3,695 3,560 (1,168)
- Impact of plan changes 1.4% 0.0% 0.0% -8.7% -2.4% -3.2%
- After plan changes 15,926 1,619 5,341 3,375 3,474 (1,131)

Note: Figures in this table may differ due to rounding.



COVID-19 Impact — Medical Incurred Claims
Per Member Per Month (PMPM)

U65 Retiree Plan Medical PMPM Cost 065 Retiree Plan Medical PMPM Cost
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* Material decrease in PMPM cost during March — June of 2020 due to COVID-19

* Fiscal 2021 PMPM medical cost was lower than pre-COVID levels, so a 4% load was added to the Fiscal 2021
medical claims used in the per capita claims cost development to better reflect expected long-term costs



COVID-19 Impact — Rx Incurred Claims
Per Member Per Month (PMPM)
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* Observed a spike in prescription drug claims in March 2020
+ Fiscal 2021 PMPM Rx cost not impacted by COVID like medical
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Explanation of Terms

e “6/30/20 Actual”
0 The results from the 6/30/20 valuation

* “6/30/21 Expected”

o The 6/30/21 valuation results if FY21 experience matched all of the assumptions that were used
in the 6/30/20 valuation (e.g., assets earned 7.38%, salaries increased as expected, members
retired according to what the retirement assumption predicted, etc.)

« “6/30/21 Actual”

o The 6/30/21 valuation results reflecting actual FY21 asset performance, and actual changes in
the participant data from 6/30/20 to 6/30/21

« Gains and losses are the differences between “6/30/21 Expected” and “6/30/21 Actual”
o If the difference is favorable to the plan, we have a gain
o If the difference is unfavorable to the plan, we have a loss



PERS: Assets

($millions)
Market Value (MVA): Striped Bars
Actuarial Value (AVA): Solid Bars
Pension oo Healthcare
12,000 — 12,000
10,071 =04
10,000 0,460 9714 S 10,000
8,000 8.000 7.814 7969 S0
6,000 6,000
4,000 4,000
2,000 2,000
0 0
6/30/20 Actual 6/30/21 Expected 6/30/21 Actual 6/30/20 Actual 6/30/21 Expected 6/30/21 Actual
Approximate FY21 return: 30% (MVA); 12% (AVA) Approximate FY21 return: 30% (MVA); 12% (AVA)

FY21 asset gain: $2,103M (MVA); $396M (AVA) FY21 asset gain: $1,730M (MVA); $338M (AVA)




PERS: Assets vs. Liabilities

($millions)
Actuarial Accrued Liability (AAL): Striped Bars
Actuarial Value of Assets (AVA): Solid Bars
Pension Healthcare
16,000 15,280 15,581 15,419 16,000
14,000 — — — 14,000
12,000 — — — 12,000
— — =——10,467
10,000 =" — 10,000
. 6,243 8,581
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4,000 4,000
2,000 2,000
0 0
6/30/20 Actual ~ 6/30/21 Expected  6/30/21 Actual 6/30/20 Actual 6/30/21 Expected  6/30/21 Actual
FY21 AAL gain: $162M FY21 AAL gain: $384M

FY21 AVA gain: $396M FY21 AVA gain: $338M




PERS: Funded Status (AVA vs. AAL)
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PERS: Employer/State Contribution Rates
(% of DB/DCR payroll)

as of 6/30/20 as of 6/30/21
25% 24.11% 25%,
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TRS: Assets

($millions)
Market Value (MVA): Striped Bars
Actuarial Value (AVA): Solid Bars
Pension
8,000 8,000
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2,000 2 000
0 0

6/30/20 Actual 6/30/21 Expected  6/30/21 Actual

Approximate FY21 return: 30% (MVA); 12% (AVA)
FY21 asset gain: $1,200M (MVA); $226M (AVA)

Healthcare

3,723
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2954 3,021 3,067 3,141

6/30/20 Actual 6/30/21 Expected 6/30/21 Actual

Approximate FY21 return: 30% (MVA); 12% (AVA)
FY21 asset gain: $656M (MVA); $127M (AVA)



TRS: Assets vs. Liabilities

($millions)
Actuarial Accrued Liability (AAL): Striped Bars
Actuarial Value of Assets (AVA): Solid Bars
Pension Healthcare
8,000 i 7557 481 8,000

6,000 6,000
4,000 4,000
3,021 3,141 3268
2,571
2,000 2,000
0 0
6/30/20 Actual 6/30/21 Expected 6/30/21 Actual 6/30/20 Actual 6/30/21 Expected 6/30/21 Actual
FY21 AAL gain: $47M FY21 AAL gain: $135M

FY21 AVA gain: $226M FY21 AVA gain: $127M




TRS: Funded Status (AVA vs. AAL)
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TRS: Employer/State Contribution Rates
(% of DB/DCR payroll)

as of 6/30/20 as of 6/30/21
30% 30%
25(y 25.03%
0
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Next Steps

« Complete the DCR valuations and the JRS/NGNMRS roll-forward valuations
« Run projections of assets, liabilities and contributions
* Prepare draft valuation reports

« Discuss these items at the March meeting
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Actuarial Certification

The purpose of this presentation is to provide the ARMB Actuarial Committee with preliminary June 30, 2021 valuation results for
discussion at the December 1, 2021 meeting. More complete valuation results will be presented at the March 16, 2022 meeting. This
presentation should be considered part of the June 30, 2021 actuarial valuation report services.

The data, assumptions, methods, and plan provisions used to determine the results shown in this presentation are as shown in the June
30, 2021 actuarial valuation reports (draft reports will be provided within the next couple of months). The June 30, 2021 actuarial
valuation reports will include details related to potential risks associated with the plans, and information regarding our use of models.

Where presented, references to “funded ratio” and “unfunded actuarial accrued liability” typically are measured on an actuarial value of
assets basis. It should be noted that the same measurements using market value of assets would result in different funded ratios and
unfunded actuarial accrued liabilities. Moreover, the funded ratio presented is appropriate for evaluating the need and level of future
contributions but makes no assessment regarding the funded status of the plan if the plan were to settle (i.e., purchase annuities) all or a
portion of its liabilities.

Future actuarial measurements may differ significantly from current measurements due to plan experience differing from that anticipated
by the economic and demographic assumptions, increases or decreases expected as part of the natural operation of the methodology
used for these measurements, and changes in plan provisions or applicable law.

The results were prepared under the direction of David Kershner and Scott Young, both of whom meet the Qualification Standards of the
American Academy of Actuaries to render the actuarial opinions contained herein. These results have been prepared in accordance with
all applicable Actuarial Standards of Practice.

David Kershner Scott Young
FSA, EA, MAAA, FCA FSA, EA, MAAA
Principal, Retirement Director, Health
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State of Alaska

Timeline for June 30, 2021 Valuations (PERS/TRS DB and DCR, JRS, NGNMRS, EPORS)

Item Original Revised Date Team

# Task Deadline Deadline Completed | Responsible |Comments / Notes

1  Enrollment Data Request to Aetna 7/16/21 7/6/21 Buck Send to Daniel Dudley at Aetna. Enrollment counts received 7/21.

2 Valuation Data Request to DRB 7/16/21 7/16/21 Buck

3 Monthly Audit Discussion with GRS / Buck 7/21/21 not needed GRS / Buck

4 Preliminary 6/30/2021 Assets to Buck 8/6/21 8/10/21 DRB These will be used only for the adoption of FY23 contribution rates.

5  Monthly Audit Discussion with GRS / Buck 8/18/21 not needed GRS / Buck

6  Valuation Data to Buck 9/3/21 9/3/21 DRB

7  Monthly Audit Discussion with GRS / Buck 9/15/21 9/15/21 GRS / Buck

8  Audit Data and Sample Lives Request to Buck 9/17/21 9/22/21 GRS

9  Actuarial Committee Meeting - FY23 Contribution Rates 9/22/21 9/22/21 All Teleconference. Deadline for meeting materials is 9/3.

10 Claims Data Request to Segal/DRB 9/24/21 9/13/21 Buck Incurred claims through 6/30/21 that are paid through 8/31/21.

11 Data Questions to DRB 9/24/21 9/29/21 Buck PERS data questions sent on 9/24. TRS data questions sent on 9/29.

12 Data Answers to Buck 10/8/21 10/7/21 DRB

13 Final 6/30/2021 Assets to Buck 10/15/21 n/a DRB Use same assets as provided for 6/30/21 GASB reporting.

14 Monthly Audit Discussion with GRS / Buck 10/20/21 10/20/21 GRS / Buck

15 TRS (and selected school districts in PERS) updated active listing at 10/1/21 to capture 10/22/21 DRB Won't be reflected in 6/30/21 valuations, but DRB still wants Buck to track
term/rehires since 6/30/21 how many terms/rehires by plan.

16 Claims Data to Buck 10/22/21 10/8/21 Segal / DRB |Incurred claims through 6/30/21 that are paid through 8/31/21.

17 6/30/2021 Valuation Data and DRB Data Questions to GRS 10/29/21 11/15/21 Buck

18 Sample Life Information to GRS 11/5/21 11/19/21 Buck

19  Preliminary Valuation Results and PVB's by individual to GRS 11/15/21 11/23/21 Buck

20 Monthly Audit Discussion with GRS / Buck 11/17/21 GRS / Buck

21 Actuarial Committee Meeting - 6/30/21 valuation results (preliminary), economic assumptions 12/1/21 All Juneau. Deadline for meeting materials is 11/12.
for experience study

22 Monthly Audit Discussion with GRS / Buck 12/15/21 GRS / Buck

23 Draft DCR Valuation Reports to GRS 1/7/22 Buck

24 Monthly Audit Discussion with GRS / Buck 1/19/22 GRS / Buck

25 Draft DB Valuation Reports to GRS 1/21/22 Buck

26 Monthly Audit Discussion with GRS / Buck 2/16/22 GRS / Buck

27 Draft Actuarial Review Report to Buck 2/28/22 GRS

28 Monthly Audit Discussion with GRS / Buck 3/9/22 GRS / Buck

29 Actuarial Committee Meeting - 6/30/21 valuation results (full), projections, draft valuation 3/16/22 All Juneau. Deadline for meeting materials is 2/25. Also include demographic
reports, demographic assumptions for experience study assumptions for experience study.

30 Monthly Audit Discussion with GRS / Buck 4/20/22 GRS / Buck

31 Actuarial Committee Meeting - follow-up to March meeting (if needed) 4/28/22 All Teleconference.

32 Monthly Audit Discussion with GRS / Buck 5/18/22 GRS / Buck

33 Actuarial Committee Meeting - final valuation reports, follow-up discussion on assumptions for 6/15/22 All Anchorage. Deadline for meeting materials is 5/27.

experience study

Note

: All deadline and completion dates are specific to PERS/TRS.

Y:\Retirement\Alaska\2021\Project Management\AK - proj mgmt workbook_FY22
11/12/2021



Replication Audit Preliminary Results



ARMB Replication Audit

Scope of Services

* |n-depth review of the State’s pension plans

* The audit encompasses a full replication of the
June 30, 2020 valuations for the following plans:
— PERS Defined Benefit (DB) Pension & Medical
— TRS DB Pension & Medical

— PERS Defined Contribution Retirement (DCR) -
Occupational Death & Disability (OD&D) and Medical

— TRS DCR - OD&D and Medical
— JRS DB Pension & Medical
— NGNMRS DB Pension



ARMB Replication Audit

Scope of Services (cont’d)

1.

Evaluation of the available data for the performance of such
valuation

Evaluation of recommended economic and non-economic
assumptions and all projections as presented in the Primary
Actuary’s FY2020 Valuation Reports

Perform valuation as of June 30, 2020 using the assumptions,
methodologies and funding method used by the Primary Actuary
in their performance of the June 30, 2020 valuation of the plans

Evaluation of the valuation results and reconciliation of any
discrepancies between the findings, assumptions, methodology,
rates, and or adjustments of the Contractor and Primary Actuary



ARMB Replication Audit

Scope of Services (cont’d)

5.

Assessment of the conclusions of the valuation report for
completeness and accuracy

Communication of the peer review audit valuation results and the
reconciliation of any discrepancies between the findings,
assumptions, methodology, rates, and/or adjustments to the
Primary Actuary

Review format of the valuation report and offer recommendations

Provide a report of the work performed along with any opinions
and recommendations for improvement, and present findings to
the ARMB.



ARMB Replication Audit

Scope of Services (cont’d)

* This review differs from the test life audit that
we perform each year

* |n this audit, we coded up all of the benefits
and replicated the Present Value of Future
Benefits (PVB), the Actuarial Accrued Liability

(AAL) and the Actuarial Determined Employer
Contribution (ADEC)



ARMB Replication Audit

Data Evaluation

Compared Buck’s final data to original data
provided by Alaska Division of Retirement and
Benefits

— Confirmed counts are reasonable

— Confirmed averages and totals of ages, service
amounts, salaries, and benefits are reasonable

Reviewed data questions and responses for
reasonability and completeness

Reviewed data assumptions and disclosures
For purposes of replication, used Buck’s final data



ARMB Replication Audit

Assumption Review

 Most assumptions used in the June 30, 2020
valuations were based on the June 30, 2017
experience study performed by Buck for PERS,

TRS, NGNMRS and JRS

* Experience studies are performed on a
reasonable schedule

* Some healthcare assumptions are reviewed
onh an annual basis



ARMB Replication Audit

Assumption Review — Economic Assumptions

* Qverall, the economic assumptions are reasonable for the
purpose of the measurement

Inflation rate of 2.50%

Nominal investment rate of return/discount rate of 7.38% -
While reasonable a the time of the experience study, there may
be pressure to move this rate down in the upcoming experience
study

Individual salary increases
Total payroll growth of 2.75%

Healthcare cost trend - The updated Society of Actuaries’
Healthcare Cost Trend Model populated with assumptions that
are specific to the State of Alaska

EGWP Assumption — Assumed to continue in perpetuity; while
reasonable, there are risks associated with this assumption



ARMB Replication Audit

Assumption Review — Demographic Assumptions

* Overall, the demographic assumptions are
reasonable for the purpose of the measurement
— Mortality is based on the RP-2014 tables with MP

2017 generational improvement (and with the various
credibility adjustments)

— New public sector specific mortality tables were made
available since the last experience study

— We would expect to see Buck consider the use of
these updated tables as well as an update to the
generational mortality assumption



ARMB Replication Audit

Replication Results — PERS DB (S thousands)

Buck GRS Difference
PVB - Pension S 15,904,744 S 15,930,039 0.16%
PVB - Medical 7,432,011 7,642,583 2.83%
PVB - Total 23,336,755 23,572,621 1.01%
AAL S 22,316,075 S 22,485,572 0.76%
AVA 17,703,068 17,703,068 0.00%
UAAL 4,613,007 4,782,504
Funded Ratio 79.3% 78.7%
Normal Cost S 222,640 S 235,751 5.89%
ADEC S S 442,053 S 443,256 0.27%
ADEC % 18.38% 18.43%



ARMB Replication Audit
Replication Results — TRS DB (S thousands)

Buck GRS Difference
PVB - Pension S 7,688,262 S 7,696,468 0.11%
PVB - Medical 2,614,021 2,623,060 0.35%
PVB - Total 10,302,283 10,319,527 0.17%
AAL S 9,936,711 S 9,946,317 0.10%
AVA 8,608,347 8,608,347 0.00%
UAAL 1,328,364 1,337,970
Funded Ratio 86.6% 86.5%
Normal Cost S 75,823 S 77,335 1.99%
ADEC S S 135,109 S 134,656 -0.34%

ADEC % 17.90% 17.84%



ARMB Replication Audit

Replication Results — PERS DCR (S thousands)

Buck GRS Difference
PVB-OD&D S 43,975 43,211 -1.74%
PVB - Medical 247,650 251,188 1.43%
PVB - Total 291,625 294,399 0.95%
AAL S 161,335 160,565 -0.48%
AVA 187,776 187,776 0.00%
UAAL (26,441) (27,211)
Funded Ratio 116.4% 116.9%
Normal Cost S 20,316 20,565 1.22%
ADEC S S 154,165 154,646 0.31%
ADEC % 6.41% 6.43%



ARMB Replication Audit
Replication Results — TRS DCR (S thousands)

Buck GRS Difference
PVB-OD&D S 2,297 2,297 0.01%
PVB - Medical 63,321 64,344 1.62%
PVB - Total 65,618 66,641 1.56%
AAL S 40,857 41,172 0.77%
AVA 54,487 54,487 0.00%
UAAL (13,630) (13,315)
Funded Ratio 133.4% 132.3%
Normal Cost S 3,708 3,790 2.22%
ADEC S S 50,723 50,798 0.15%
ADEC % 6.72% 6.73%



ARMB Replication Audit
Replication Results —JRS

Buck GRS Difference
PVB - Pension S 249,945,586 S 248,823,194 -0.45%
PVB - Medical 22,457,366 22,456,334 0.00%
PVB - Total 272,402,952 271,279,528 -0.41%
AAL S 228,505,813 S 224,338,789 -1.82%
AVA 229,593,682 229,593,682 0.00%
UAAL (1,087,869) (5,254,893)
Funded Ratio 100.5% 102.3%
Normal Cost S 6,787,853 S 7,041,874 3.74%
ADEC S S 9,220,546 S 9,367,906 1.60%
ADEC % 70.08% 71.20%



ARMB Replication Audit

Replication Results — NGNMRS

PVB

AAL

AVA

UAAL
Funded Ratio

Normal Cost

ADEC S

Buck GRS Difference

S 25,110,009 S 25,202,489 0.37%

S 22,417,247 S 23,202,753 3.50%

43,020,393 43,020,393 0.00%
(20,603,146) (19,817,640)
191.9% 185.4%

S 759,140 S 623,872 -17.82%

S 0 S 0 0.00%



ARMB Replication Audit

Evaluation of Results

* Qverall, the replications produced results that were
within a reasonable range

* The match on the Present Value of Benefits and
Actuarially Accrued Liability is generally within 1%

* This can be considered a highly successful replication
of the aggregate results

* This replication of the actuarial accrued liabilities
indicates that the liabilities presented in the retained
actuary’s valuation reports provided a reasonable
representation of the AAL based on the assumptions,

methods and procedures used by the retained actuary
in the actuarial valuation



ARMB Replication Audit
Evaluation of Results — Individual PVB

Buck provided the Present Value of Benefits for all
individuals with liabilities under the plan

GRS was able to compare the results for each individual
valued in the liabilities, something which is not
considered to be a standard part of an actuarial audit
process

As an example, the chart on the next page shows the
distribution of the percent differences in the present
value of benefits by individual for the PERS and TRS

pension

This information will be very helpful in future test life
audits as it will inform our request for certain types of
test lives



ARMB Replication Audit
Evaluation of Results — Individual PVB
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ARMB Replication Audit

Conclusions

* We have performed both a test life audit and
a full replication audit

e Our results are within a reasonable range of
the Buck valuations

* |t is our opinion that the Buck valuation
conclusions accurately portray the actuarial
status of the systems and are reflected in the
required contribution rates



ARMB Replication Audit
Next Steps

* The full replication audit gave us insights into
the test lives we should be requesting for the
current audit

* We will identify some additional test lives to
check to pinpoint any particular issues that
can be incorporated into future valuations

 We will issue a report detailing all of our
findings and any recommendations



Questions?
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U.S. Economy—Summary
For periods ended 9/30/21

Quarterly Real GDP Growth
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Market Environment: 3Q21

Strong growth worldwide during the first half of 2021, but slowdown hit in 3Q

U.S.

— GDP growth slipped to 2% in 3Q, after a 6.7% gain in 2Q.
The Fed now expects 5.9% growth for the year.

— Consumer spending, non-residential investment, and
exports drove GDP gains through the first half of the year.
But consumers grew cautious in 3Q as the Delta variant
fueled a pandemic surge, and both spending and
employment disappointed.

—Unemployment dropped to 4.8% in September, but it is still
above the pre-COVID rate of 3.5%. The economy added
194,000 jobs in September, down from a monthly average
of 560,000 during 2021.

=

Global

— Euro zone GDP expanded 9.2% in 2Q21, after shrinking in
4Q20 and 1Q21.

—U.K. GDP grew 5.5% in 2Q21, far better than estimates.
U.K. may face a longer road to recovery than the euro
zone due to the double-whammy of the pandemic and
Brexit.

—Japan’s economy is expected to grow much more
modestly than other developed nations in 2021; 2Q21
GDP grew 1.9%.

—China’s GDP rose less than 1% annualized in 3Q21, after
recovering to 4.9% in 2Q21. Renewed pandemic

ol

Callan Knowledge. Experience. Integrity.

restrictions and supply chain issues challenged growth.

\_

J?
"x

oy

3Q21 Investment Performance



The Stock Market Is Not the Economy
Sector share of GDP, employment, and S&P 500 at 12/31/20
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o & Misc Services 0%
Energy 2%

. . >
Government, Agriculture & Industrials & Materials 11%

Misc Services 29% Government, Agriculture &
Misc Services 36% Cons Staples 7%
Utilities 2%

Energy 1%

Cons Discretionary 13%

Utilities 0%

Industrials & Materials 18% Energy 0%

Financial Services 13%
Industrials & Materials 18%

Cons Staples 12% Health Care 13%

Cons Discretionary 3%

Cons Staples 15%

Cons Discretionary 9%

Financial Services 22%

Financial Services 6% Technology 39%

Health Care 8% Health Care 14%

Technology 6% Technology 2%

2Q20 Nominal GDP Nov 2020 Employment Dec 2020 S&P 500

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, S&P Dow Jones Indices, J.P. Morgan Asset Management Guide to the Markets — U.S. Data are as of 12/31/20. Technology:
information (economy, employment), technology and communication services (S&P 500). Financial services includes real estate (S&P 500). Consumer discretionary: Arts, entertainment, recreation,
accommodation, and food services (economy), leisure and hospitality (employment). Consumer staples: wholesale trade and retail trade (economy, employment). Industrials and materials: construction,
manufacturing, transportation and warehousing (economy, employment). Energy: mining (economy), mining and logging (employment). Government, agriculture & misc. services: government, other
services, professional and business services, education and agriculture, forestry, fishing, and hunting (economy), government, other services, professional and business services, and education
(employment).
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The Stock Market Is Not the Economy

U.S. equity market has already recovered
from the March 2020 plunge. Large cap
(S&P 500) is up 97% from the bottom.

U.S. job market created 22.8 million jobs
from Feb 2010 — Feb 2020. The job market
lost over 22.4 million jobs in March and April
and has recovered 17.4 million since the
April low.

GDP regained its pre-pandemic peak in
June 2021, just 16 months.

Steep structural challenges face many job-
laden sectors that are underrepresented in
the current stock market valuation.

Containment of COVID-19 and continued
increase in the vaccination rate are key to
retaining confidence in the recovery.

Sources: Federal Reserve Bank of St. Louis, S&P Dow Jones Indices
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While the Recovery Continues, Employment Landscape Remains Depressed

Leisure/hospitality remains by far the hardest-hit sector for job losses

February 2020-September 2021 Change in Payroll Employment (thousands)

-1,501

Sources: IHS Markit, Department of Labor
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