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U.S. Pension System in the News Constantly — And Not for the Right
Reasons
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Pension Fund Scandal Shows That Corruption Still . e e
Pays Well in New York tlanta Schools' bad pension idea
John W. Moscow | Fosted 0.23.2011 | New York by o1, 2004 | James Saft | Reuters

Read More: David Loglisci. Hank Morris Pension Probe, Ray Harding, Hank Morrs Trisl, Pension Fund Scandsl & ) o wrwen o [ snere JCRES

New ‘York State Pension Fund. Hank Morris. Alan Hevesi Sentenced. Alan Hevesi, Alan Hevesi Pension Fraud,
Eliott Broidy. Corruption, Broidy Bribes, Bribes, New York News.
uters) - Atlanta Public Schools is considering selling up 1o $540 million of bonds to

In the NY pension fund scandal, we are at risk of seeing the principlacf"aanal £ g meaning
justice for all” being savaged as people who engaged in really bad
to be getting off with remarkably lenient sentences. There Is Power in a Union: The N
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Latest Chicago Pension Scandal

State-ynion relations and public pensions are on the political frontbumer... and a Tribune
Ehe New fJork Times rs drawing substantial city pensions will add

Five Officials in San Diego Are Indicted Over
Pensions

By JOHN M. BRODER
Published: January 7, 2006

LOS ANGELES, Jan. 6 - San Diego’s legal and financial troubles
deepened on Friday as a federal grand jury handed up fraud and
conspiracy indictments against five current and former officials of
the city's pension system.
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Wash

ington State: A Positive Exception to the Rule

One of Top Four U.S. Funded Pension Systems
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Source: The PEW Charitable Trusts, March 2014.

Washington Success Attributable to Three Factors

Sound Pension System Design

major reforms as far back as 1977
o Created Plans 2 with age 65 normal retirement age
o Washington State Investment Board (WSIB) created in 1981
o Early adopter of hybrid design — 1996

(bC)

o First state to create sophisticated risk assessment of plan
sustainability

returns, and contributions
o Other states following Washington’s earlier examples
(Mostly) Adequate Contributions
o History of full funding until this decade
Strong Investment Returns
o Consistently in top decile of public pension funds
o Exceeding actuarial return assumption in annualized time periods

o Washington State Legislature is a leader in pension reform starting

o Plan contains both defined benefit (DB) and defined contribution

o Measures funding ratio sensitivity to benefit changes, investment
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WSIB Has Scale Advantage — Washington State, County, and City
Employees Covered Under One Pension Roof

o DB plans and hybrid DB/DC plans commingled into one investment fund
run by the Washington State Investment Board (WSIB)

Public Employees' Retirement System Plan 1 (PERS) $7,658,609,409
Public Employees' Retirement System Plan 2/3 $29,027,195,195
Teachers' Retirement System Plan 1 (TRS) $6,227,963,768
Teachers' Retirement System Plan 2/3 $13,801,598,840
Volunteer Fire Fighters' Relief & Pension Fund (VOLFF) $184,008,387
Washington State Patrol Retirement System Plan 1 (WSPRS) $1,043,300,416
Washington State Patrol Retirement System Plan 2 $29,862,149
Law Enforcement Officers' & Fire Fighters' Plan 1 (LEOFF) $5,550,301,214
Law Enforcement Officers' & Fire Fighters' Plan 2 $9,140,899,729
School Employees' Retirement System Plan 2/3 (SERS) $4,994,489,426
Public Safety Employees' Retirement System Plan 2 (PSERS) $302,162,359
Higher Education Retirement Plan Supplemental Benefit Fund $22,033,277
Total $77,982,424,171
Deferred Compensation Program (DCP) $3,506,298,431
Judicial Retirement Account (JRA) $12,678,475
Total $3,518,976,906

Past 10 Fiscal Years

Retirement Funds

= Permanent Funds Labor and Industries

Defined Contribution

= Other Trusts = Deferred Compensation

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 FYTD
2014

Fiscal Years

Market Values and Allocation (in billions)

L&l Funds

Commingled Trust Fund (CTF) $78.0 75.3% 14.0%

DC Plans
L&I Funds $14.5 14.0% 7.3%

Permanent Funds
DC Plans $7.5 7.3% 0.9%

Other Funds
Permanent Funds $1.0 0.9% : 2.5%
Commingled
Trust Fund (CTF)
Other Funds $2.6 2.5% 75.3%

Total Assets Under Management $103.6
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With Scale Comes Cost Efficiency

WSIB's total investment cost is 46 basis points (bps) which is
considerably less than peers

WSIB operates its investment program with fewer staff than expected
o WSIB’s cost per FTE is well below the global and U.S. peer medians

90 professional staff

Ex-Officio

Appointment Authority

Board comprised of 15 members

\EWE]
Jim Mcintire
Marcie Frost, Chair
Joel Sacks

Strong Governance Structure Ensures Adequate Oversight

o 10 voting members drawn from a diverse group of system owners
o 5 non-voting investment experts selected by the voting members

Position
State Treasurer
Director, DRS
Director, Labor & Industries

Senate President
House Speaker

Sharon Nelson
Timm Ormsby

State Senator
State Representative

Governor

Judy Kuschel
George Masten
Kelly Fox, Vice Chair

Active Member, PERS
Retired Member, PERS
Active Member, LEOFF

Superintendent of Public
Instruction

Arlista D. Holman
Stephen Miller

Active Member, SERS
Active Member, TRS

Selected by the Board

Robert Nakahara
Jeffrey Seely

David Nierenberg
William A. Longbrake
Richard Muhlebach
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Board Guided by Fundamental Policies Set in Statute

“The Board shall establish investment policies and procedures
designed exclusively to maximize return at a prudent level of risk.”
(RCW 43.33A.110)

“The State Investment Board shall invest and manage the assets
entrusted to it with reasonable care, skill, prudence, and diligence
under circumstances then prevailing which a prudent person acting
in a like capacity and familiar with such matters would use in the
conduct of an activity of like character and purpose.” (RCW
43.33A.140)

“The Board shall consider investments not in isolation, but in the
context of the investment of the particular fund as a whole and as
part of an overall investment strategy, which should incorporate risk
and return objectives reasonably suited for that fund.” (RCW
43.33A.140)

WSIB has a Global Perspective

WSIB manages investments in:
o 33 different funds
o 74 different countries
o Across 6 continents
o 49 currencies
o Over 12,000 investment holdings




Geographic Diversification
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WSIB past success has been the result of being:
o Ahead of the market
o Private Equity
a Global
o Emerging and frontier markets
o Willing to be different
o Real estate operating company (REOC) strategy
o Tangible Assets
o Fixed Income — not benchmark driven
o Disciplined
o Stay away from strategies that do not fit (hedge funds)

o Walk away from transactions with unacceptable terms and/or
condition

o Stayed with asset allocation after crisis while others de-risked
o Long time horizon allows WSIB to withstand interim volatility
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Long-Term Investment Policy Expects Volatility

WSIB uses a 15-20 year horizon for investing

o WSIB does not need to strictly match pension liabilities with the short-term
ups and downs of the market
A long time horizon allows opportunities to take more risk

o Higher-risk portfolios have more volatility in annual returns, but can
achieve higher returns over the long term — this means lower pension
contribution rates over the long term

o Lower-risk portfolios have lower volatility in returns, but expected returns

are less — this means more of long-term pension costs must be covered by
contributions
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/ / Caution for Policy Makers

o While investment returns are volatile in the short-term, benefit policy and
funding practices should be consistent over time

o When investment returns exceed expectations, contribution rates have
declined and benefits have increased

Estimated Present Value of Liability Increases from Benefit Inprovements Compared to Historical

Annualized Returns
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September 30, 2014

Historical Market Value (billions)

$78.0

$63.9 g0 2

$62.3 $61. 8
$53.8
$4353475| $474|

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 FYTD
Fiscal Years (ending on June 30) 2014

Commingled Trust Fund Performance and Market Values

sal Allocation

Cash Fixed
1.5%
Innovation |nzc30£r;/e
0.4% 4%
Private
Pt Tangible
23.0% 10
Real Estate
12.7%
Public
Equity
37.3%

Return Since Inception of the
Commingled Trust Fund (CTF)
June 1992:

8.88%

Market Values and Returns

Commingled Trust Fund (CTF) Market Values and Returns

Total CTF $77,982,424,171  12.35% 12.74% 10.77%
Fixed Income $18,251,824,512 5.05% 4.00%  5.05%
$1,307,563,593 10.20%  5.04%  5.26%
$9,890,099,572 15.70% 13.27% 10.43%
Public Equity ~ $29,077,788,960 11.65% 17.32% 11.02%
Private Equity $17,961,299,569 19.67% 14.85% 16.35%
$323,236,211 16.96% 28.16% N/A
Cash $1,170,611,753  0.11% 0.14% 0.15%

Tangibles
Real Estate

Innovation

8.28%)
5.64%)
N/A
9.91%)
7.51%)
13.46%
N/A

1.70%]
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