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Oregon Public Employees Retirement System

Letter of Transmittal

Public Employees Retirement System
Headquarters:

11410 S.W. 68th Parkway, Tigard, OR
Mailing Address:

P.O. Box 23700

Tigard, OR 97281-3700

(503) 598-7377

TTY (503) 603-7766

January 27, 2014

Public Employees Retirement Board

Oregon Public Employees Retirement System
11410 SW 68th Parkway

Tigard, Oregon 97223

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the Oregon Public Employees
Retirement System (PERS or the System) for the fiscal year ended June 30, 2013. This report includes all funds over
which the Public Employees Retirement Board (Board) exercises authority. These funds were established to provide
retirement, death, and disability benefits to members; administer retiree health insurance programs; and oversee the
state-sponsored deferred compensation program. As of June 30, 2013, PERS provided services to 911 employers and to
nearly 332,000 active, inactive, and retired members and beneficiaries.

The CAFR is intended to fulfill the legal requirements of Oregon Revised Statute (ORS) 238.630. PERS management
is responsible for both the accuracy of the data and the completeness and fairness of the presentation, including all

disclosures.

Macias Gini & O’Connell LLP (MGO) has audited the accompanying financial statements in accordance with
generally accepted auditing standards, and its opinion is included in this report.

Management’s Discussion and Analysis

Management’s Discussion and Analysis (MD&A) provides a narrative introduction, overview, and analysis to
accompany the basic financial statements. This letter of transmittal is designed to complement MD&A and should be
read in conjunction with it. We would like to direct your attention to MD&A that begins on page 15.

Economic Condition and Major Initiatives

The economic condition of PERS is affected primarily by investment earnings. A comparative analysis of investment
rates of return is presented on page 69 of this report.

Major Initiatives

Strategic Management System

PERS has developed an outcome-based management system to improve its operational performance and
organizational alignment. The system uses a process-based orientation that integrates problem solving and decision
making with active engagement from the front-line staff who perform the daily work.

This new management system allows PERS to better align its strategic planning and organizational development in
support of its mission, vision, values, and operating principles. The agency identified six key goals that, as achieved,
will advance those ideals:

1. collaborative and transparent leadership,
2. engaged and empowered workforce,
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3. efficient, effective, adaptable organization,
4. engaged and educated stakeholders,

5. timely and accurate service, and

6. trusted and credible agency.

Supporting our key goals are six core operating processes and six core supporting processes. Each process has an
owner and outcome measures to monitor and document our progress. Quarterly target review meetings are held to
review our progress and identify areas for improvement.

Customer Satisfaction Survey

Our member and employer customer satisfaction surveys conducted in August 2013 show overall improvement
during the year, continuing the positive trend of year-to-year improvement over the eight-year survey period. Over
90 percent of the member survey respondents and 83 percent of the employer survey respondents rated our overall
customer service as “good” or “excellent.”

Benefit Overpayment Recovery Project

Based on Oregon Supreme Court decisions in 2012, PERS has begun recovery of approximately $170 million
from over 28,000 PERS benefit recipients. Overpayments resulted from applying 1999 earnings crediting rates
to affected member accounts that were later revised as directed by courts and legislation. Repayment plans for all
affected benefit recipients were completed by May 1, 2013, and the recovery rate is estimated at 79 percent.

Senate Bills

Senate Bill 822, enacted during the 2013 Oregon regular legislative session, eliminated the tax remedy benefit for
recipients who do not pay Oregon state income taxes because they do not reside in Oregon. During a special legisla-
tive session in 2013, the Oregon Legislative Assembly approved two bills that affect PERS members and employers.

Senate Bill 861 supersedes the 2014 COLA that was previously approved as part of Senate Bill 822. Under SB
822, the COLA payable August 1, 2014, and beyond would have varied based on the amount of the yearly benefit.
Senate Bill 861 does not affect the August 1, 2013 COLA, but modifies the yearly COLAs for all PERS benefit re-
cipients going forward. Effective with the August 1, 2014 benefit payment, the COLA will be limited to 1.25 percent
on the first $60,000 of a yearly benefit payment and 0.15 percent on amounts above $60,000. Additionally, Senate
Bill 861 provides a supplemental, one-time payment of 0.25 percent of the yearly benefit to all benefit recipients, not
to exceed $150. Those who have a PERS benefit of less than $20,000 per year will receive a second supplemental,
one-time payment of 0.25 percent of their yearly benefit. These supplemental payments will not be compounded into
the member’s yearly benefit and will be in effect for six years through 2019.

Senate Bill 862 contained three major provisions. First, for the purpose of final average salary for Oregon Public
Service Retirement Plan (OPSRP) members, the measure excluded certain increases in salary during the last 36
months of employment that are made by an employer so an individual employee may pay for insurance coverage
previously paid by the employer. Second, the measure allows PERS benefits to be garnished for restitution or com-
pensatory damages if the member has been convicted of a felony. Third, the measure prohibits most new legislators
from becoming members in PERS but allows them to choose to contribute to the state-sponsored deferred compen-
sation plan, the Oregon Savings Growth Plan (OSGP). Also, current legislators may opt out of PERS and elect to
make contributions to OSGP prospectively.

Changes in Accounting Standards

In June 2012, the Governmental Accounting Standards Board (GASB) published Statement No. 67, Financial
Reporting for Pension Plans, and Statement No. 68, Accounting and Financial Reporting for Pensions. Statement
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No. 67 addresses reporting by pension plans that administer benefits for governments, and is effective for financial
statements for periods beginning after June 15, 2013. Statement No. 68, which primarily relates to reporting by
governments that provide pensions to their employees, is effective for fiscal years beginning after June 15, 2014.

The guidance contained in these Statements changes how governments calculate and report the costs and obligations
associated with pensions. It is designed to improve the decision-usefulness of reported pension information and to
increase the transparency, consistency, and comparability of pension information across governments.

The new accounting standards are expected to have a significant impact on PERS operations and staff has begun
planning for their implementation.

Assumed Earnings Rate

One of the most significant issues addressed by the Board during the year was a reduction in the assumed earnings rate.

At its July 26, 2013 meeting, the Board directed its actuary to reduce the assumed earnings rate from 8 percent to
7.75 percent for the 2012 System valuation. The new assumed rate will become part of updated actuarial equivalency
factors (life expectancy tables) that will be effective January 1, 2014.

Financial Information

The basic financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America.

Internal Controls

Management is responsible for establishing and maintaining a system of internal controls to protect PERS’ assets
from loss, theft, or misuse and to ensure that adequate accounting data is compiled for the preparation of financial
statements in conformity with generally accepted accounting principles. There are inherent limitations in the
effectiveness of any system of internal controls, including the possibility of human error and the circumvention or
overriding of controls. Accordingly, even an effective internal control system may not prevent or detect misstatements
and can provide only reasonable assurance with respect to financial statement preparation.

Funding

Member contributions are set by statute at 6.0 to 7.0 percent of covered salary. Employer contributions are
established by actuarial valuations conducted biennially in odd-numbered calendar years. PERS’ funding objective is
to meet long-term benefit promises through contributions that fund benefits as they accrue. An adequate contribution
level, when combined with investment earnings, will result in the full funding of benefits as they come due. If the
level of funding is adequate, the ratio of assets accumulated to total liabilities will increase, and more income will be
available for investment. Prudent investment of assets and returns on those investments should increase the funding
base and allow for a more stable employer contribution rate. As of the December 31, 2012 actuarial valuation, PERS
has a funded ratio of 90.7 percent for the defined benefit plan it administers (see pages 56 and 57).

Investments

The Oregon Investment Council (OIC) has statutory authority (ORS 293.701) to establish policies for the investment
and reinvestment of PERS funds. The OIC’s primary investment objective is to make PERS’ investment funds as
productive as possible. At the same time, the OIC acts as a prudent investor in the management of the PERS portfolio.

An integral part of investment policy is the strategic asset allocation policy. The target investment portfolio mix at
fair value as of June 30, 2013, is 43 percent public equity, 16 percent private equity, 25 percent debt securities, 11
percent real estate and 5 percent alternatives. In addition to approved asset classes, target asset allocation ranges, and
rebalancing policies, other safeguards on investments include the use of an independent custodian, defined limits of
delegated authority, and independent audits. The System’s long-term investment outlook allows the portfolio to take
advantage of the favorable risk-return characteristics of equities by placing more emphasis on this category. The OIC
primarily uses external portfolio managers, employing both passive (indexed) and active strategies. The portfolio is
broadly diversified among equities, debt securities, real estate, and private equities, with additional diversification
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achieved through domestic and international investing. PERS securities are held by a custodian, State Street Bank and
Trust Company.

PERS’ Regular investment portfolio exhibited significant gains in fiscal year 2013 with a rate of return of 12.68
percent. This compares with a rate of return of 1.61 percent for fiscal year 2012. The fund’s trailing 10-year return was
8.40 percent, 0.65 percent higher than the System’s assumed rate of 7.75 percent. Descriptions of specific OIC policies
regarding diversification, performance objectives, fees, and asset allocation are found on pages 66 through 73.

Awards and Acknowledgements
Certificate of Achievement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to PERS for its Comprehensive Annual Financial Report (CAFR)
for the fiscal year ended June 30, 2012. The Certificate of Achievement is a prestigious national award that recognizes
conformance with the highest standards of preparation of state and local government financial reports.

To be awarded a Certificate of Achievement, a government unit must publish an easily readable and efficiently
organized CAFR, whose contents conform to program standards. The CAFR must satisfy both generally accepted
accounting principles and applicable legal requirements. A Certificate of Achievement is valid for one year only. PERS
has received a Certificate of Achievement for the last 22 consecutive years. We believe our current report continues to
conform to the Certificate of Achievement program requirements, and we are submitting it to the GFOA.

Public Pension Standards Award

The Public Pension Coordinating Council (PPCC) awarded the 2013 Public Pension Standards Award to PERS for
its plan design and administration.

The PPCC is a coalition of three associations representing public pension funds that cover the vast majority of public
employees in the United States. The associations are the National Association of State Retirement Administrators
(NASRA), the National Conference on Public Employee Retirement Systems (NCPERS), and the National Council
on Teacher Retirement (NCTR). Public pension standards are intended to reflect minimum expectations for public
retirement system management and administration and to serve as benchmarks by which all defined benefit public
plans are measured.

This is the eleventh year the PPCC has offered the award to public retirement systems and the tenth consecutive year
PERS has applied for and received the award.

Acknowledgments

PERS strives to provide complete and reliable information as a basis for making management decisions, to
demonstrate responsible stewardship of assets contributed by members and their employers, and to comply with legal
provisions. The compilation of this report reflects the combined efforts of the PERS staff.

This report is available on the PERS website at http://oregon.gov/pers, and a link to this document will be e-mailed
to all PERS employers. Summary financial information and the website link will be reported in the PERS newsletter,
Perspectives, which is distributed to active and retired members.

The cooperation of PERS employers contributes significantly to PERS’ success and is greatly appreciated. We would
also like to express our gratitude to the PERS Board and staff, the OIC, the Oregon State Treasury staff, our advisors
and consultants, and the many other people who work diligently to ensure the successful operation of PERS.

Falf lhoy Hiho 7 Gt

Paul R. Cleary Kyle Knoll
Executive Director Chief Financial Officer
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Public Employees Retirement Board

The Oregon Legislature has delegated authority to the PERS Board of Trustees to administer the System. The Board com-
prises five trustees who administer retirement (service and disability), death, and retiree health insurance benefits. PERS also
administers the Oregon Savings Growth Plan, a deferred compensation program for state government employees.

All members of the Board are appointed by the governor and confirmed by the state Senate. The governor designates the
chairperson.

One member must be a public employer manager or a local elected official, one member must be a union-represented public
employee or retiree, and three members must have experience in business management, pension management, or investing.

As of June 30, 2013, the three Board members representing business management, pension management, or investing are
John Thomas, Krystal Gema, and Rhoni Wiswall. Pat West was appointed to represent public employees and retirees, and
Michael Jordan was appointed to represent public employers. John Thomas is Board chair.

Terms for each member begin and expire with staggered dates.

John Thomas (chair)

John Thomas is the president and CEO of Financial Pathways Group, a fee-based retirement planning firm in Eugene,
Oregon. Mr. Thomas co-founded Pacific Benefit Consultants Inc. in 1993 and served in the past capacity as president and
manager of the Financial Services Division. John is vice-chair of Advantage Dental and is a past divisional vice-president
and chair of the Finance Committee of MDRT, an international association of insurance and financial service professionals
located in Chicago. Mr. Thomas previously served as chair of the McKenzie-Willamette Hospital Board of Trustees and was
chair of the Lane County Planning Commission and the Lane County Boundary Commission. John is also the past president
of the Springfield Area Chamber of Commerce. Mr. Thomas holds a B.A. from Willamette University and an M.S. in finan-
cial services from The American College in Bryn Mawr, Pennsylvania. Mr. Thomas holds professional designations of char-
tered life underwriter, chartered financial consultant, and certified financial planner.

Pat West (vice-chair)

Pat West began his career as a Salem firefighter in 1975 and retired as a captain in 2001. Pat was also the legislative
director of the Oregon State Firefighters Association from 1987 to 1998 and president from 1998 to 2008. He served on the
Oregon Workers’ Compensation Management Labor Advisory Committee, the Governor’s Fire Policy Committee, PERS’
Legislative Advisory Committee, and the Board of Oregon PERS Retirees, Inc. Pat is a graduate of South Salem High School
and Chemeketa Community College. He attended Oregon State University and was in the U.S. Army from 1968 to 1970.

Krystal Gema

During her six years with Portland General Electric’s Credit Risk Management, Krystal Gema has actively managed
credit exposures and safeguarded the firm’s assets from the risk of credit loss in connection with energy trading. She draws
on her analytical skills to monitor and analyze energy trading entities’ financial conditions for potential financial impacts.
Her expertise includes stress testing the firm’s trading portfolio, negotiating energy trading contracts, and preparing SEC
accounting disclosures. Prior to joining PGE, she worked with clients, investment managers, and consultants in Institutional
Trust and Custody for US Bank. Gema holds a degree in business finance from Portland State University. She served as a
board member for Step It Up, Inc. and is on the board of trustees for Legacy Health-Emanuel Medical Center Foundation.
She is a member of the City Club of Portland, Portland Business Alliance, and Urban League of Portland.

Michael Jordan

Michael J. Jordan has served as Oregon state government’s chief operating officer since March 2011 and was previously
Metro’s chief operating officer. He also served as a Clackamas County commissioner and as the city administrator for Canby.
Before entering public service, Jordan worked at Pacific Power and Light managing retail water distribution systems and
construction project management for electricity transmission delivery systems. Jordan attended the graduate program for
public administration at Lewis and Clark College, holds a B.S. from Portland State University, and attended the University
of Oregon. He has served in numerous volunteer leadership capacities including Canby City Council, League of Oregon
Cities Board of Directors, Association of Oregon Counties Board Directors, Clackamas County Charter Review Committee,
Clackamas County Commission on Children and Families, Clackamas County Economic Development Committee, Livable
Oregon Board, Oregon Downtown Development Association Board of Directors, Oregon Progress Board Chair, and the
United Way of the Columbia/Willamette Board of Directors.

Rhoni Wiswall

Rhoni Wiswall has been with Texas-based Crestline Investors since 2009. She currently serves as managing director
and head of Consultant Relations. She spent 23 years with Invesco where her positions included managing director and
senior account manager. She is a member of the Board of Trustees for Jesuit High School, Loaves and Fishes (Meals on
Wheels), and Bridge Meadows. Wiswall previously served on the Oregon Food Bank Board of Directors and is a member
of the Oregon Community Foundation Metro Leadership Council. She received a B.A. in business administration from
George Fox University.
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Certified Public Accountants.

Independent Auditor's Report

To the Honorable John A. Kitzhaber, M.D.
Governor of Oregon

To the Public Employees Retirement Board of the

Sacramento

3000 S Street, Suite 300
Sacramento, CA 95816
916.928.4600

Walnut Creek
Oakland
LA/Century City
Newport Beach
San Diego

Seattle

Oregon Public Employees Retirement System
Tigard, Oregon

Report on the Financial Statements

We have audited the accompanying financial statements of the fiduciary activities and proprietary
activities of the Oregon Public Employees Retirement System (the System), an agency of the State of
Oregon, as of and for the fiscal year ended June 30, 2013, and the related notes to the financial
statements, which collectively comprise the System’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

e 12 o



Oregon Public Employees Retirement System

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the fiduciary activities and proprietary activities of the Oregon Public
Employees Retirement System as of June 30, 2013, and the respective changes in financial position, and
where applicable, cash flows thereof for the fiscal year then ended in conformity with accounting
principles generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note 3(B) to the basic financial statements, based on the most recent pension plan
actuarial valuations as of December 31, 2012, the System’s independent actuary determined that the value
of the System’s actuarial accrued liability exceeded the actuarial value of its assets by $5.6 billion.

Also discussed in Note 3(B) to the basic financial statements, based on the most recent actuarial
valuations for the post-employment healthcare benefit plans as of December 31, 2012, the System’s
independent actuary determined that the value of the System’s actuarial accrued liabilities exceeded the
actuarial value of its assets by $180.2 million for the Retirement Health Insurance Account plan, and
$55.9 million for the Retiree Health Insurance Premium Account plan.

Our opinions are not modified with respect to these matters.
Other Matters
Prior-Year Comparative Information

We have previously audited the System’s 2012 financial statements, and we expressed an unmodified
audit opinion on the financial statements in our report dated December 18, 2012. In our opinion, the
partial comparative information presented herein as of and for the fiscal year ended June 30, 2012, is
consistent, in all material respects, with the audited financial statements from which it has been derived.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, the schedules of funding progress, the schedules of employer contributions, and
the schedule of claims development information, as listed in the table of contents, be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

e 13 o
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Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the System’s basic financial statements. The other supplementary information, introductory,
investment, actuarial, and statistical sections, as listed in the table of contents, are presented for purposes
of additional analysis and are not a required part of the basic financial statements.

The other supplementary information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the other
supplementary information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The introductory, investment, actuarial and statistical sections have not been subjected to the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not express an
opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 27,
2014 on our consideration of the System’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the System’s internal control over
financial reporting and compliance.

“H o /%cc e O gz el L&/
Sacramento, California ’
January 27, 2014
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MANAGEMENT’S DISCUSSION AND
ANALYSIS

This section presents management’s discussion and
analysis of the Oregon Public Employees Retirement
System’s (PERS or the System) financial performance
during the fiscal year that ended June 30, 2013. It is a
narrative overview and analysis that we present in con-
junction with the Letter of Transmittal, included in the
Introductory Section of this Comprehensive Annual
Financial Report. It should also be read in conjunction
with the basic financial statements of PERS, as presented
in this report.

PERS is primarily responsible for administering retire-
ment benefits, health benefits, and supplemental retire-
ment savings plans. PERS comprises six funds: a defined
benefit pension plan, including an account-based ben-
efit program, two other postemployment benefit plans, a
deferred compensation plan, and a proprietary fund.

OVERVIEW OF THE FINANCIAL
STATEMENTS AND ACCOMPANYING
INFORMATION

Management’s discussion and analysis provides an
introduction to and overview of the basic financial state-
ments, which comprise the following components:
Fund Financial Statements, Notes to the Basic Financial
Statements, Required Supplementary Information, and
Other Supplementary Information. Collectively, this infor-
mation presents the combined net position restricted for
pension benefits, other postemployment benefits (OPEB),
deferred compensation, and the unrestricted net position
of the proprietary fund administered by PERS as of June
30, 2013. It also summarizes the combined changes in net
position restricted for pension and other postemployment
benefits, the changes in unrestricted net position, and the
cash flows of the proprietary fund for the year then ended,
along with an actuarial view on the funded status of the
defined benefit pension and other postemployment benefit
plans. The information available in each of these sections
is briefly summarized below.

Fund Financial Statements

At June 30, 2013, financial statements are presented for
the two types of funds administered by PERS: fiduciary
funds, where PERS acts in a fiduciary capacity as a trustee
for others and is responsible for handling the assets placed
under its control; and proprietary fund, where fees are
charged for services provided and the focus is on deter-
mining financial position, operating and non-operating
income, cash flows, and changes in net position.

Fiduciary Funds — include the Defined Benefit Pension
Plan, the Individual Account Program, the Retirement
Health Insurance Account (RHIA), the Retiree Health
Insurance Premium Account (RHIPA), and the Deferred
Compensation Plan. Fiduciary funds are used to account for
resources held for the benefit of PERS participants. A state-
ment of fiduciary net position and a statement of changes in
fiduciary net position are presented for the fiduciary funds

Oregon Public Employees Retirement System

as of and for the year ended June 30, 2013, along with com-
parative total information as of and for the year ended June
30, 2012. These financial statements reflect the resources
available to pay benefits to retirees and other beneficiaries
as of year-end, as well as the changes in those resources
during the year.

Proprietary Fund — includes the Standard Retiree
Health Insurance Account (SRHIA), an enterprise fund.
A statement of net position, a statement of revenues,
expenses, and changes in net position, and a statement of
cash flows are presented for the proprietary fund as of and
for the year ended June 30, 2013, along with comparative
total information as of and for the year ended June 30,
2012. These financial statements reflect the net position,
changes in net position, and cash flows resulting from
PERS business-type activities.

Notes to the Basic Financial Statements

Note 1 — provides a general description of PERS as well as
a description of each of the funds administered by PERS.
Information regarding employer and member participa-
tion in the pension plans administered by PERS is also
provided.

Note 2 — provides a summary of significant accounting
policies, including the basis of accounting for each of the
fund types: investment accounting policies, management’s
use of estimates, and other significant accounting policies.

Note 3 — provides information about member and
employer contributions to the pension and other
postemployment benefit funds administered by PERS.

Note 4 — provides information about the System’s
accounts receivable and payable as of June 30, 2013.

Note 5 — provides information about capital assets used in
plan operations.

Note 6 — provides information on cash and cash equivalents.
The note also describes investments, including investing
authority, investment risk categorizations, and additional
information about unfunded investment commitments,
securities lending, and derivatives.

Note 7 — provides information about PERS’ long-term debt.

Note 8 — provides information about the potential
contingencies of PERS.

Note 9 — provides information about the estimated claims
liability of the SRHIA.

Note 10 — provides information about the prior period
adjustments related to employer receivables.

Required Supplementary Information

In addition to the financial statements and notes
explained above, this CAFR includes three additional
Required Supplementary Information schedules with his-
torical trend information and other supplementary infor-
mation as described below.

* The Schedules of Funding Progress, pages 56 and 57,
contain actuarial information about the status of the plan
from an ongoing, long-term perspective, showing whether
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there are sufficient assets to pay pension and postemploy-
ment benefits when due. Valuation Assets in excess of
Actuarial Liabilities would indicate that sufficient assets
have been accumulated as of the valuation date to fund the
future benefits of current members and retirees.

* The Schedules of Employer Contributions, page 58,
contain historical trend information regarding the value of
the total annual contributions employers must pay and the
actual contributions made to meet this requirement.

* The Schedule of Claims Development Information for
SRHIA, page 59, shows earned revenues and expenses over
the past three years.

Other Supplementary Information

*  The Schedule of Plan Net Position and Schedule of
Changes in Plan Net Position, pages 60 through 61, dis-
play the components of the defined benefit pension plan.

e The Schedule of Administrative Expenses and
Schedule of Payments to Consultants and Contractors on
page 62 show the costs of managing the System. The
Summary of Investment Fees, Commissions, and Expenses
on page 63 provides the detail of investment-related expens-
es included in the line item Investment Expense reported in
the Statement of Changes in Fiduciary Net Position.

FIDUCIARY FUNDS

* PERS’ assets exceed its liabilities at the close of fis-
cal year 2013, with $65,362.5 million restricted for pen-
sion, Oregon Public Service Retirement Plan Individual
Account Program (IAP), other postemployment benefits,
and deferred compensation benefits.

* Fiduciary net position increased by $5,906.3 million,
or 9.9 percent, during the fiscal year. High investment
returns and prior period adjustments to employer receiv-
ables exceeded increased benefits.

* PERS’ funding objective is to meet long-term benefit
obligations. As of December 31, 2012, the date of the lat-

TABLE 1
FIDUCIARY NET POSITION, PENSION
(in thousands) As of June 30:

Defined Benefit Pension Plan

Individual Account Program

est actuarial valuation, the funded ratio of the defined ben-
efit pension plan was 90.7 percent. In general, this means
that for every dollar of pension benefits due, PERS has
approximately $0.91 available for payment.

* Revenues (additions to fiduciary net position), which
include member and employer contributions of $1,486.9
million, net income from investment activities totaling
$7,754.3 million, and other income of $2.5 million, rose
372.0 percent to $9,243.7 million for fiscal year 2013,
compared to $1,958.5 in fiscal year 2012.

* Expenses (deductions from fiduciary net position)
increased to $3,963.0 million, or 7.3 percent, during the
fiscal year from $3,692.0 million in fiscal year 2012.

FIDUCIARY NET POSITION

The condensed comparative summaries of Fiduciary
Net Position on this page and page 17 demonstrate that the
pension trust funds are primarily focused on investments
and net position (reserves).

* Improving financial markets produced higher returns
on PERS investments than those of the previous fiscal
year, even as benefit payments continued to grow. The
net position of the defined benefit pension plan increased
approximately $4,819.5 million, or 9.0 percent, during the
year ended June 30, 2013.

 The net position of the OPSRP IAP increased approxi-
mately $897.7 million, or 20.4 percent, during the year
ended June 30, 2013, as member contributions and strong
investment returns outweighed benefit payments.

* The net position of the deferred compensation plan
increased approximately $138.4 million, or 12.2 percent,
during the year ended June 30, 2013, due to increased
investment income.

* The net position of the Retirement Health Insurance
Account increased approximately $51.0 million, or 19.1
percent, during the year ended June 30, 2013, due to
increased investment income.

Deferred Compensation Plan

2013 2012 2013 2012 2013 2012
Cash and Receivables  $ 6,889,379 $ 3,196,807 $ 600,818 § 306,519 $ 70,088 $ 79,308
Investments at Fair
Value 55,587,488 52,614,382 5,036,793 4,280,807 1,203,166 1,054,975
Securities Lending
Collateral 2,149,201 2,247,245 197,531 186,303 13 216
Other 42,703 46,568 765 865 — —
Total Assets 64,668,771 58,105,002 5,835,907 4,774,494 1,273,267 1,134,499
Investment Purchases 3,912,414 2,072,276 331,159 185,581 580 521
Securities Lending
Payable 2,154,453 2,261,127 198,014 187,450 13 215
Other Payables 122,990 112,175 16,889 9,343 711 195
Total Liabilities 6,189,857 4,445,578 546,062 382,374 1,304 931
Total Net Position $§ 58,478,914 § 53,659,424 $ 5,289,845 § 4,392,120 $ 1,271,963 $ 1,133,568
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TABLE 2
FIDUCIARY NET POSITION, OPEB
(in thousands) As of June 30:

Retirement Health Insurance

Retiree Health Insurance

Oregon Public Employees Retirement System

Premium Account were the
same in fiscal years 2013 and
2012 as contribution rates were
unchanged. Employer contribu-

Account Premium Account tions were $3.4 million in both
2013 2012 2013 2012 fiscal years 2013 and 2012.

Cash and Receivables $ 39,316 $ 21,480  $ 921 $ 631 « Net investment and other
Investments at Fair Value 297,952 255,398 3,608 4,115 income in the defined benefit
Securities Lending Collateral 11,702 11,183 144 190  pension plan was $6,949.7 mil-
Other 24 29 - _ lion, a $6,569.0' million, or
Total Assets 348,994 288,090 4,653 4,936 tlﬁzz ;‘ scfler;::rt’ Zlg‘irzeagszizvz
$380.8 million, due to an upturn

Investment Purchases 19,572 10,156 237 164 in financial markets.
Securities Lending Payable 11,730 11,252 144 190 e Net investment and other
Other Payables 108 102 32 23 income in the IAP was $635.4
Total Liabilities 31,410 21,510 413 377  million in fiscal year 2013, a
Total Net Position $ 317,584 $ 266580 $ 4240 $ 4550  /88.2 percent increase from the

* The net position of the Retiree Health Insurance
Premium Account decreased approximately $0.3 million dur-
ing the year ended June 30, 2013, as increases in employer
contributions and investment income fell short of increases
in healthcare premium subsidies.

CHANGES IN FIDUCIARY NET POSITION
Revenues — Additions to Fiduciary Net Position

Additions to Fiduciary Net Position needed to finance
retirement benefits are accumulated through the collection of
employer and member contributions and through investment
income.

» Member contributions to the defined benefit pension
plan increased $0.5 million, or 2.7 percent, from fiscal year
2012 to fiscal year 2013, due to an increase in service credit
purchases. Member contributions to the defined benefit pen-
sion plan have been closed since 2004 except for judge mem-
bers.

e Member contributions to the IAP decreased $5.4 million,
or 1.0 percent, as covered salaries decreased from fiscal year
2012 to fiscal year 2013.

* Member contributions to the deferred compensation plan
decreased $6.4 million, or 7.9 percent, in fiscal year 2013.
Active membership increased from 19,596 to 20,357 during
the year, but there were fewer pay dates than in fiscal year
2012, due to timing differences.

» Employer contributions to the defined benefit pension
plan increased $4.0 million, or 0.5 percent, in fiscal year
2013. Employer contribution rates did not change from fis-
cal year 2012 to 2013; however, the covered salary on which
contributions are based increased during fiscal year 2013.

* Employer contributions to the Retirement Health
Insurance Account increased slightly in fiscal year 2013 as
employer contribution rates were stable. Employer contri-
butions were $47.3 million in fiscal year 2013 compared to
$46.5 million in fiscal year 2012, a 1.8 percent increase.

» Employer contributions to the Retiree Health Insurance

fiscal year 2012 gain of $71.5
million. Fiscal year 2013 investment returns were strong
compared to the weak returns of fiscal year 2012.

* Net investment and other income in the Retirement
Health Insurance Account was $35.6 million, a $32.6 mil-
lion, or 1,078.6 percent, increase from the fiscal year 2012
gain of $3.0 million, due to improved market performance.

* Net investment and other income in the Retiree Health
Insurance Premium Account was $0.5 million, a significant
increase over the fiscal year 2012 gain of $17 thousand, due
to higher investment returns.

* Net investment and other income in the deferred com-
pensation plan was $135.6 million, a $125.7 million increase
from the fiscal year 2012 gain of $9.8 million as a result of
strong investment returns.

Expenses — Deductions from Fiduciary Net Position

Benefit payments, refunds of contributions by members
who terminate employment, health insurance premium sub-
sidies, deferred compensation payments, and administrative
costs comprise the System’s expenses.

* Pension benefit and other payments from the defined
benefit pension plan were $3,607.0 million in fiscal year
2013, a $244.2 million, or 7.3 percent, increase over fis-
cal year 2012 expenses of $3,362.8 million. An increase in
service retirements and benefit payments during the year
produced an increase in deductions to net position.

* IAP benefit and other payments increased $16.0 million,
or 6.9 percent, during the year, from $232.4 million in fiscal
year 2012 to $248.4 million in fiscal year 2013. Accounts
withdrawn increased due to higher cumulative contributions,
positive earnings, and an increase in retirements for the year.

* Deferred compensation benefits and other expenses
increased $9.5 million, or 15.4 percent, from $61.9 mil-
lion in fiscal year 2012 to $71.4 million fiscal year 2013.
Benefit payments were higher due to investment gains and
increased retirement activity.

» Retirement Health Insurance Account benefit and other
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payments increased $1.0 million, or 3.3 percent, from
$30.9 million in fiscal year 2012 to $31.9 million in fiscal
year 2013, as a result of increases in healthcare subsidy

payments due to additional retirements.

» Retiree Health Insurance Premium Account benefit
payments increased $0.3 million, or 7.7 percent, from $4.0
million in fiscal year 2012 to $4.3 million in fiscal year

TABLE 3

2013, as a result of increases in healthcare subsidy pay-
ments due to additional retirements.

The tables below show condensed comparative summa-
ries of the changes in fiduciary net position and reflect the
activities of the plans administered by the System.

CHANGES IN FIDUCIARY NET POSITION, PENSION

(in thousands) For the Years Ending June 30:

Defined Benefit Pension Plan

Individual Account Program

Deferred Compensation Plan

2013 2012 2013 2012 2013 2012
Additions:
Employer Contributions $ 834,161 $ 830,123 $ — 3 — $ — 3 —
Plan Members 16,986 16,535 510,796 516,175 74,248 80,633
Net Investment and
Other Income 6,949,742 380,750 635,350 71,536 135,573 9,842
Total Additions 7,800,889 1,227,408 1,146,146 587,711 209,821 90,475
Deductions:
Pension Benefits 3,556,060 3,295,710 241,327 224,730 70,551 61,465
Other 50,945 67,123 7,094 7,698 875 418
Total Deductions 3,607,005 3,362,833 248,421 71,426 61,882
232,428
Net Increase/(Decrease) 4,193,884 (2,135,425) 897,725 138,395 28,593
355,283
Net Position
Beginning of year 53,659,424 55,794,849 4,392,120 4,036,837 1,133,568 1,104,976
Prior Period
Adjustment 625,606 — — — — —
Beginning of Year,
as Restated 54,285,030 55,794,849 4,392,120 4,036,837 1,133,568 1,104,976
End of Year $ 58478914 § 53,659,424 $ 5,289,845 §$ 4,392,120 $ 1,271,963  § 1,133,568
TABLE 4
CHANGES IN FIDUCIARY NET POSITION, OPEB
(in thousands) For the Years Ending June 30:
Retirement Health Retiree Health Insurance
Insurance Account Premium Account
2013 2012 2013 2012
Additions:
Employer Contributions $ 47294 § 46465 § 3444  § 3,378
Net Investment and Other Income 35,637 3,024 499 17
Total Additions 82,931 49,489 3,943 3,395
Deductions:
Healthcare Premium Subsidies 30,778 29,936 4,093 3,886
Other 1,149 964 169 72
Total Deductions 31,927 30,900 4,262 3,958
Net Increase/(Decrease) 51,004 18,589 (319) (563)
Net Position
Beginning of Year 266,580 247,991 4,559 5,122
End of Year $ 317,584 $ 266,580 $ 4240  § 4,559
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PROPRIETARY FUND

The Standard Retiree Health Insurance Account uses
an enterprise fund to account for the activities of PERS’
healthcare program, a public entity risk pool.

NET POSITION

The net position of the Standard Retiree Health
Insurance Account as of June 30, 2013, is $78.0 million, a
$2.3 million, or 2.9 percent decrease from fiscal year 2012.
Although premium revenues increased during the year,
they were exceeded by greater increases in claims expense
and rate subsidy payments.

CHANGES IN NET POSITION

Standard Retiree Health Insurance Account insurance
premium and other revenue for the year ended June 30,
2013, are $195.6 million, a $6.6 million, or 3.5 percent,
increase from fiscal year 2012. This change resulted from
an increase in the number of retirees participating in the
healthcare program.

Standard Retiree Health Insurance Account healthcare
and other payments for the year ended June 30, 2013,
increased $25.1 million, or 14.5 percent, from $172.8
million in fiscal year 2012 to $197.9 million in fiscal
year 2013 due to increases in administrative and claims
expense.

The tables on this page show the condensed summary
of net position and the condensed summary of changes in
revenues, expenses, and net position for SRHIA.

TABLE 5
NET POSITION, ENTERPRISE FUND
(in thousands) As of June 30:

Standard Retiree Health
Insurance Account

2013 2012
Cash and Receivables $ 92412 $ 96,623
Securities Lending Collateral 5,300 757
Total Assets 97,712 97,380
Claims Payable 14,090 13,959
Other Payables 305 2,321
Securities Lending Payable 5,300 757
Total Liabilities 19,695 17,037
Total Net Position $ 78,017 $ 80,343

Oregon Public Employees Retirement System

TABLE 6

REVENUES, EXPENSES, AND CHANGES IN
NET POSITION, ENTERPRISE FUND

(in thousands) For the Years Ending June 30:

Standard Retiree Health
Insurance Account

2013 2012

Revenues:
Insurance Premiums $ 195252 $ 186,682

Federal Government

Reimbursements — 2,158
Investment Income 320 130
Other Income 22 20

Total Revenues 195,594 188,990
Expenses:

Claims 172,758 160,152
Increase/(Decrease) in

Estimated Liabilities 131 (9,533)
Administrative Expense 25,031 22,154

Total Expenses 197,920 172,773
Net Increase (Decrease) (2,326) 16,217
Net Position

Beginning of Year 80,343 64,126

End of Year $ 78,017  $ 80,343
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PLAN MEMBERSHIP
The table below reflects the defined benefit pension plan membership as of the beginning and end of the fiscal year.
TABLE 7
CHANGES IN PLAN MEMBERSHIP
As of June 30:
2013 2012 Percentage Change

Retirees and beneficiaries receiving benefits:

General 114,267 110,279 3.6 %

Police and Fire 9,560 9,067 54
Total 123,827 119,346 3.8
Current and terminated employees entitled to benefits but not yet receiving them:
Vested:

General 189,318 192,091 (1.4)

Police and Fire 15,945 16,026 (0.5)
Nonvested:

General 2,690 3,772 (28.7)

Police and Fire 125 178 (29.8)
Total 208,078 212,067 1.9 %

SERVICE RETIREMENTS

Service retirements rose for the fourth consecutive year due to a significant increase in members eligible to retire.
Service retirements in fiscal year 2013 were 7,902 compared to 7,473 in fiscal year 2012, an increase of 5.7 percent.

TABLE 8
SERVICE RETIREMENTS
By Fiscal Year
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FUNDED STATUS

The System’s Unfunded Actuarial Accrued Liability (UAAL) for pension benefits decreased by $5,409.1 million, going
from $11,030.2 million as of December 31, 2011, to $5,621.1 million in 2012. Several factors led to improvement in the
System’s funded status:

» the actuarial cost method was changed from projected unit cost to entry age normal,
* investment gains through December 31, 2012, exceeded actuarially assumed earnings, and

* two bills enacted by the 2013 Oregon Legislature reduced annual cost-of-living adjustments for retirees.

TABLE 9
SCHEDULE OF FUNDING PROGRESS
FUNDED RATIO
As of December 31
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INVESTMENT ACTIVITIES

During fiscal year 2013 investments increased 6.7 per-
cent over the prior fiscal year as markets advanced sig-
nificantly from the prior year. Positive investment returns
in real estate, public equity, and alternative equity asset
classes helped offset declines in debt investments and
opportunity portfolio investments. Public equity increased
approximately $3,436.2 million as both domestic and
international equity exhibited positive returns. Investments
in debt securities decreased $187.7 million as a result of
sales made in accordance with the Oregon Investment

Council’s asset allocation policy. Private equity invest-
ments were down approximately $153.2 million for the
year as distributions outweighed contributions and invest-
ment income. The opportunity portfolio decreased approx-
imately $121.3 million during the fiscal year due to returns
of capital. The alternative asset class increased $217.4,
or 53.0 percent, due to appreciation in investments. The
fair value of real estate investments increased by $727.9
million due to gains in both real property and real estate
investment trusts. One-year returns on asset classes and
comparative benchmarks are presented in the table below.

TABLE 10

INVESTMENT RETURN
Periods Ending June 30:

2013 2012
Total Portfolio 12.7% 1.6%
Policy Benchmark 12.4 2.6
Domestic Stocks 21.9 1.9
Benchmark: Russell 3000 Index 21.5 3.8
International Stocks 16.4 (13.4)
Benchmark: Custom Index! 13.9 (14.8)
Fixed Income Segment 3.6 7.4
Benchmark: Custom Index? 2.7 6.9
Real Estate’ 14.4 8.7
Benchmark: NCREIF 10.5 13.4
NAREIT Equity REIT Index 9.3 12.5
Private Equity* 12.7 6.7
Benchmark: Russell 3000 + 300 bps 18.0 10.4
Alternate Equity (0.1) 4.0
Benchmark: Consumer Price Index + 400 bps 5.8 5.8
Opportunity Portfolio 17.7 (0.3)
Benchmark: Russell 3000 21.5 3.8

! Morgan Stanley Capital International All Country World Index ex-Investable Market Index Net Index
60% Barclays Capital Universal/20% S&P/LSTA Leveraged Loan Index/10% JMP Emerging Market Bond
Index Global (EMBI Global) Index/10% Bank of America Merrill Lynch High Yield Master 1I Index

Returns are lagged one quarter

Returns are lagged one quarter
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EFFECT OF ECONOMIC FACTORS

The financial position of the System improved during
the fiscal year due to strong investment returns. Table 10
on page 22 shows portfolio returns and indexes, which are
reflective of the market environment.

Benefit payments are expected to increase in future fis-
cal years due to an increase in the number of retirees. The
majority of retirees retiring elect to transfer out of the vari-
able account at retirement. Retirees who elect to continue
participating in the variable account after retirement will
experience an increase in related benefits of approximately
17.07 percent, effective February 1, 2014, compared to an
increase of 3.0 percent effective February 1, 2013. This
increase in benefits is due to investment gains in the vari-
able account for the period of November 1, 2012, through
October 31, 2013.

Senate Bill 822, signed into law in May 2013, eliminat-
ed the tax-remedy payments for beneficiaries not subject
to Oregon income tax and limited the 2013 post-retire-
ment COLA to 1.5 percent of annual benefit. Senate Bill
861, signed into law in October 2013, limited the post-
retirement COLA for years beyond 2013 to 1.25 percent
on the first $60,000 of annual benefit and 0.15 percent
on annual benefits above $60,000. Passage of these bills
reduced PERS’ unfunded actuarial accrued liability as of
December 31, 2012, by approximately $5.0 billion.

Oregon Public Employees Retirement System

CONTACTING THE SYSTEM’S FINANCIAL
MANAGEMENT

This financial report is designed to provide plan partici-
pants, employers, citizens, taxpayers, and others with a gen-
eral overview of the System’s finances and to demonstrate
the Board’s oversight of the System. If you have questions
about this report or need additional financial information,
please contact the Financial and Administrative Services
Division Administrator at P.O. Box 23700, Tigard, Oregon
97281-3700.
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Statement of Fiduciary Net Position

Pension and Other Postemployment Plans
As of June 30, 2013, with Comparative Totals as of June 30, 2012

Oregon
Public Service OPEB Plans
Retirement Plan Retirement Retiree Health
Defined Individual Health Insurance
Benefit Account Insurance Premium
Pension Plan Program Account Account
Assets:
Cash and Cash Equivalents $  3,398,384,948 $ 337,605,601 $ 22,657,292 $ 567,936
Receivables:
Employer 23,318,650 — 1,386,496 135,952
Plan Member — 7,647,814 — —
Interest and Dividends 303,100,494 27,842,924 1,647,051 19,945
Member Loans — — — —
Investment Sales and Other Receivables 2,549,515,067 223,285,180 13,214,386 176,029
Transition Liability 613,560,681 — — —
Total Receivables 3,489,494,892 258,775,918 16,247,933 331,926
Due from Other Funds 1,498,973 4,436,748 410,352 599
Investments:
Debt Securities 12,971,254,886 1,191,544,314 70,485,933 853,568
Public Equity 21,365,669,021 1,893,163,343 111,990,282 1,356,175
Real Estate 6,824,050,783 626,859,851 37,081,963 449,054
Private Equity 13,113,982,034 1,204,655,283 71,261,514 862,960
Alternative Equity 572,009,211 52,544,980 3,108,304 37,641
Opportunity Portfolio 740,522,410 68,024,665 4,024,006 48,730
Total Investments 55,587,488,345 5,036,792,436 297,952,002 3,608,128
Securities Lending Collateral 2,149,200,742 197,531,249 11,701,659 143,751
Prepaid Expenses 5,015,682 409,030 24,196 293
Capital Assets at Cost, Net 37,687,590 355,718 — —
Total Assets 64,668,771,172 5,835,906,700 348,993,434 4,652,633
Liabilities:
Investment Purchases and Accrued Expenses 3,912,413,819 331,158,540 19,571,808 237,011
Deposits and Other Liabilities 115,263,528 15,940,852 1,438 1,036
Due to Other Funds 4,847,699 948,074 106,383 30,896
Bonds Payable 2,490,239 — — —
Unearned Revenue 388,798 — — —
Securities Lending Collateral Due Borrowers 2,154,453,357 198,013,756 11,730,202 144,097
Total Liabilities 6,189,857,440 546,061,222 31,409,831 413,040
Net Position Restricted for Pension and
Other Postemployment Benefits $ 58,478,913,732 $5,289,845,478 $ 317,583,603 $ 4,239,593

The accompanying notes are an integral part of the financial statements.
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Deferred
Compensation
Plan 2013 2012
$ 61,344,595 $  3,820,560,372 $  1,903,898,203
— 24,841,098 29,188,731
— 7,647,814 12,106,007
340,240 332,950,654 336,417,252
8,310,742 8,310,742 9,731,566
92,573 2,786,283,235 1,305,192,180
— 613,560,681 —
8,743,555 3,773,594,224 1,692,635,736
— 6,346,672 8,211,968
220,144,326 14,454,283,027 14,641,988,707
24,355,200,338 20,918,981,564

983,021,517

1,203,165,843

13,094

1,273,267,087

579,716
13,314
150,932
546,919
13,094

1,303,975

$1,271,963,112

7,488,441,651
14,390,761,791
627,700,136
812,619,811
62,129,006,754

2,358,590,495
5,449,201
38,043,308

72,131,591,026

4,263,960,894
131,220,168
6,083,984
2,490,239
935,717
2,364,354,506
6,769,045,508

$ 65,362,545,518

6,760,574,023
14,544,003,207
410,250,609
933,878,315

58,209,676,425

2,445,136,658
7,501,760
39,960,209

64,307,020,959

2,268,698,261
110,723,926
7,743,382
3,072,196
299,322
2,460,233,712

4,850,770,799

$ 59,456,250,160
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Statement of Changes in Fiduciary Net Position

Pension and Other Postemployment Plans

For the Year Ended June 30, 2013, with Comparative Totals for the Year Ended June 30, 2012

Additions:
Contributions:
Employer
Plan Member
Total Contributions

Investment Income:
Net Appreciation/(Depreciation) in
Fair Value of Investments

Interest, Dividends, and Other
Investment Income
Total Investment Income

Less Investment Expense
Net Investment Income

Securities Lending Income:
Securities Lending Income
Less Securities Lending Expense
Net Securities Lending Income

Other Income
Total Additions

Deductions:

Benefits

Death Benefits

Refunds of Contributions

Administrative Expense

Healthcare Premium Subsidies
Total Deductions

Net Increase (Decrease)

Net Position Restricted for Pension and
Other Postemployment Benefits
Beginning of Year, as Previously Reported
Prior Period Adjustment

Beginning of Year, as Restated

End of Year

The accompanying notes are an integral part of the financial statements.

Oregon
Public Service OPEB Plans
Retirement Plan Retirement Retiree Health
Defined Individual Health Insurance
Benefit Account Insurance Premium
Pension Plan Program Account Account

$ 834,161,587 $ — $ 47,294,060 $ 3,443,805
16,985,722 510,796,006 — —
851,147,309 510,796,006 47,294,060 3,443,805
5,784,956,941 526,295,623 29,539,953 412,580
1,514,640,705 141,833,499 7,959,454 111,300
7,299,597,646 668,129,122 37,499,407 523,880
374,237,126 34,832,057 1,977,182 26,467
6,925,360,520 633,297,065 35,522,225 497,413
26,376,208 2,218,527 132,359 2,041
(3,431,235) (300,941) (17,938) (253)
22,944,973 1,917,586 114,421 1,788
1,436,571 135,403 65 78
7,800,889,373 1,146,146,060 82,930,771 3,943,084
3,551,477,222 241,326,511 — —
4,582,777 — — —
17,439,568 — — _
33,505,928 7,093,871 1,149,475 169,137

— — 30,777,470 4,093,736
3,607,005,495 248,420,382 31,926,945 4,262,873
4,193,883,878 897,725,678 51,003,826 (319,789)
53,659,423,570 4,392,119,800 266,579,777 4,559,382
625,606,284 — — —
54,285,029,854 4,392,119,800 266,579,777 4,559,382
$ 58,478,913,732 $ 5,289,845,478 $ 317,583,603 $ 4,239,593
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Plan 2013 2012

$ — 884,899,452 879,966,593
74,248,188 602,029,916 613,342,331
74,248,188 1,486,929.368 1,493,308,924
126,142,855 6,467,347,952 (822,998,609)
11,095,712 1,675,640,670 1,599,815,840
137,238,567 8,142,988,622 776,817,231
2,633,489 413,706,321 335,163,728
134,605,078 7,729,282,301 441,653,503

29 28,729,164 26,399,481
(29) (3,750,396) (6,045,343)

— 24,978,768 20,354,138

967,741 2,539,858 3,160,131
209,821,007 9.243.730.295 1,958.476,696
70,550,942 3,863,354,675 3,577,986,671

— 4,582,777 3,918,168

— 17,439,568 34,020,450

874,584 42,792,995 42,254,365

— 34,871,206 33,821,689

71,425,526 3,963,041,221 3,692,001,343
138,395,481 5,280,689,074 (1,733,524,647)
1,133,567,631 59,456,250,160 61,189,774,807
— 625,606,284 —
1,133,567,631 60,081,856,444 61,189,774,807

$ 1,271,963,112 65,362,545,518 59,456,250,160
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Statement of Net Position - Proprietary Fund

As of June 30, 2013, with Comparative Totals as of June 30, 2012

Assets:
Current Assets
Cash and Cash Equivalents
Due from Other Funds
Securities Lending Collateral
Total Assets
Liabilities:
Current Liabilities
Estimated Insurance Claims Due
Accrued Expenses
Due to Other Funds
Securities Lending Collateral Due Borrowers
Total Current Liabilities

Long-Term Liabilities
Other Liabilities
Total Long-Term Liabilities

Total Liabilities
Total Unrestricted Net Position

Standard Retiree Health Insurance Account

2013 2012
92,412,569  $ 96,586,516
— 36,846
5,299,675 756,993
97,712,244 97,380,355
14,090,000 13,959,000
13,304 1,815,955
262,688 505,432
5,299,675 756,993
19,665,667 17,037,380
29,627 423
29,627 423
19,695,294 17,037,803

78,016,950  $ 80,342,552

The accompanying notes are an integral part of the financial statements.
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Statement of Revenues, Expenses, and Changes in Net Position - Proprietary Fund
For the Year Ended June 30, 2013, with Comparative Totals for the Year Ended June 30, 2012

Operating Revenues:
Insurance Premium Revenue
Federal Government Reimbursements
Other Income
Total Operating Revenues

Operating Expenses:
Claims Expense
Increase/(Decrease) in Estimated Liabilities

Administrative Expense

Total Operating Expenses
Operating Income/(Loss)

Non-Operating Revenues:
Interest, Dividends, and Other Investment Income

Securities Lending Income/(Expense)

Less Securities Lending Expense
Net Securities Lending Income

Total Non-Operating Revenue
Change in Unrestricted Net Position

Total Unrestricted Net Position
Beginning of Year
End of Year

The accompanying notes are an integral part of the financial statements.

Standard Retiree Health Insurance Account

2013 2012

195,251,909 186,681,811
— 2,158,326

22,451 20,361
195,274,360 188,860,498
172,758,371 160,152,655
131,000 (9,533,372)
25,030,801 22,154,403
197,920,172 172,773,686
(2,645,812) 16,086,812
320,210 129,544
7,887 9,096
(7,887) (9,096)
320,210 129,544
(2,325,602) 16,216,356
80,342,552 64,126,196
78,016,950 80,342,552
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Statement of Cash Flows - Proprietary Fund
For the Year Ended June 30, 2013, with Comparative Totals for the Year Ended June 30, 2012

Standard Retiree Health Insurance Account

2013 2012
Cash Flows from Operating Activities:
Insurance Premiums Collected $ 195,288,755 $ 186,865,693
Federal Government Reimbursements — 2,158,326
Claims Paid (172,758,371) (160,152,655)
Other Receipts 22,451 20,361
Other Payments (27,046,992) (20,434,605)
Net Cash Provided by/(Used for) Operating Activities (4,494,157) 8,457,120
Cash Flows from Investing Activities
Interest and Dividends Received 320,210 129,544
Net Increase/(Decrease) in Cash and Cash Equivalents (4,173,947) 8,586,664
Cash and Cash Equivalents Beginning of Year 96,586,516 87,999,852
Cash and Cash Equivalents End of Year $ 92,412,569 $ 96,586,516
Reconciliation of Operating Income/(Loss) to Net
Cash Provided by/(Used for) Operating Activities
Operating Income/(Loss) $ (2,645,812) $ 16,086,812
Changes in Assets and Liabilities
Plan Member Receivables — 183,882
Due from Other Funds 36,846 (36,846)
Estimated Insurance Claims Due 131,000 (9,533,372)
Accrued Expenses (1,802,651) 1,638,541
Due to Other Funds (242,744) 136,215
Other Liabilities 29,204 (18,112)
Net Cash Provided by/(Used for) Operating Activities $ (4,494,157) $ 8,457,120

The accompanying notes are an integral part of the financial statements.
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Notes to the Financial Statements
June 30, 2013

Note 1 - Description of Plan
A. Pension Plan Membership

The Oregon Public Employees Retirement System (PERS
or the System) provides statewide defined benefit retire-
ment plans for units of state government, political subdi-
visions, community colleges, and school districts. PERS
is administered under Oregon Revised Statutes (ORS)
Chapter 238, Chapter 238A, and Internal Revenue Code
Section 401(a) by the Public Employees Retirement Board
(Board). For employers that participate in the State and

TABLE 1 Local Government Rate
Employee and Retiree Pool and the School
Members Districts Pool, PERS is

Retirees and beneficiaries
currently receiving benefits:

a cost-sharing, multiple-
employer system. PERS is
an agent multiple-employ-

6/30/2013 S
er system for political
General 114,267 subdivisions that have not
Police and fire 9,560 | elected to join the State
Total 123,827 and Local Government

Rate Pool. Participation
by state government units,
school districts, and com-
munity colleges is manda-
tory. Participation by most
political subdivisions is

Current employees and
terminated employees entitled
to benefits but not yet
receiving them:

Vested: . . .
General 189,318 | optional, but irrevocable if
Police and Fire 15,945 elected. Plan assets of the
Nonvested: defined benefit pension,
General 2,690 | postemployment health-
Police and Fire 125 care, deferred compensa-
Total 208,078 | tion plans, and asset-based

account may legally be
used to pay benefits only to plan members or plan ben-
eficiaries of the respective plans for which the assets were
accumulated.

The 1995 Legislature enacted Chapter 654, Section 3,
Oregon Laws 1995, which has been codified into ORS
238.435. This legislation created a second tier of benefits
for those who established membership on or after January
I, 1996. The second tier does not have the Tier One
assumed earnings rate guarantee and has a higher normal
retirement age of 60, compared to 58 for Tier One. As of
June 30, 2013, there were 39,554 active and 19,160 inac-
tive for a total of 58,714 Tier One members and 45,190
active and 16,889 inactive for a total of 62,079 Tier Two
members in the System.

The 2003 Legislature enacted HB 2020, codified as
ORS 238A, which created the Oregon Public Service
Retirement Plan (OPSRP). OPSRP consists of the Pension
Program (defined benefit) and the Individual Account
Program. Membership includes public employees hired on
or after August 29, 2003. As of June 30, 2013, there were
78,515 active and 8,770 inactive members for a total of
87,285 OPSRP Pension Program members.

Oregon Public Employees Retirement System

Beginning January 1, 2004, PERS active Tier One and
Tier Two members became members of the Individual
Account Program (IAP) of OPSRP. PERS members retain
their existing PERS accounts, but member contributions
are now deposited into the member’s IAP account, not
into the member’s PERS account. Accounts are credited
with earnings and losses net of administrative expenses.
OPSRP is part of PERS and is administered by the Board.
The PERS Board is directed to adopt any rules necessary
to administer OPSRP, and such rules are to be considered
part of the plan for IRS purposes.

B. Plan Benefits
a. PERS Pension (Chapter 238)
1. Pension Benefits

The PERS retirement allowance is payable monthly for
life. It may be selected from 13 retirement benefit options.
These options include survivorship benefits and lump-sum
refunds. The basic benefit is based on years of service and
final average salary. A percentage (2.0 percent for police
and fire employees and 1.67 percent for general service
employees) is multiplied by the number of years of service
and the final average salary. Benefits may also be calculat-
ed under either a formula plus annuity (for members who
were contributing before August 21, 1981) or a money
match computation if a greater benefit results. Monthly
payments must be a minimum of $200 per month or the
member will receive a lump-sum payment of the actuarial
equivalence of benefits to which he or she is entitled.

Police and fire members may purchase increased ben-
efits that are payable between the date of retirement and
age 65.

A member is considered vested and will be eligible at
minimum retirement age for a service retirement allowance
if he or she has had a contribution in each of five calendar
years or has reached at least 50 years of age before ceas-
ing employment with a participating employer (age 45 for
police and fire members). General service employees may
retire after reaching age 55. Police and fire members are
eligible after reaching age 50. Tier One general service
employee benefits are reduced if retirement occurs prior
to age 58 with fewer than 30 years of service. Police and
fire member benefits are reduced if retirement occurs prior
to age 55 with fewer than 25 years of service. Tier Two
members are eligible for full benefits at age 60. The ORS
Chapter 238 Defined Benefit Pension Plan is closed to new
members hired on or after August 29, 2003.

A judge member who has made contributions to the
PERS Fund during each of five calendar years shall receive
a retirement allowance, payable monthly, for life. Before
reaching age 60, judge members must choose the calcula-
tion formula under which they will retire. The election is
irrevocable after the member attains age 60. The two formu-
las, A and B, are described in the following paragraph.

The Plan A retirement allowance for judge members is
computed by multiplying 2.8125 percent by the final aver-
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age salary for the first 16 years of service and 1.67 percent
of the final average salary multiplied by the number of
years of service as a judge with years of service in excess
of 16. For most judge members the maximum amount is
limited to 65 percent of final average salary. The Plan B
retirement allowance for judge members is computed by
multiplying 3.75 percent by the final average salary for
the first 16 years of service and 2.0 percent of the final
average salary multiplied by the number of years of ser-
vice as a judge with years of service in excess of 16. For
most judge members the maximum amount is limited to
75 percent of final average salary. Plan B requires a judge
to serve up to 35 days per year for a period of five years as
a pro-tem judge. There is no actuarial reduction for retire-
ment before age 65.

2. Death Benefits

Upon the death of a non-retired member, the beneficiary
receives a lump-sum refund of the member’s account bal-
ance (accumulated contributions and interest). In addition,
the beneficiary will receive a lump-sum payment from
employer funds equal to the account balance, provided one
or more of the following conditions are met:

* the member was employed by a PERS employer
at the time of death,

e the member died within 120 days after termina-
tion of PERS-covered employment,

* the member died as a result of injury sustained
while employed in a PERS-covered job, or

¢ the member was on an official leave of absence
from a PERS-covered job at the time of death.

A member’s beneficiary may choose a monthly payment
for life instead of the lump-sum or a combination of lump-
sum and monthly payments, if eligible. The monthly pay-
ment must be a minimum of $30 per month for deaths

that occur July 30, 2003, and earlier; $200 per month for
deaths that occur after July 30, 2003.

3. Disability Benefits

A member with 10 or more years of creditable service
who becomes disabled from other than duty-connected
causes may receive a non-duty disability benefit. A dis-
ability resulting from a job-incurred injury or illness quali-
fies a member (including PERS judge members) for dis-
ability benefits regardless of the length of PERS-covered
service. Upon qualifying for either a non-duty or duty dis-
ability, service time is computed to age 58 (55 for police
and fire members) when determining the monthly benefit.

Judge members of PERS who have served a minimum
of six consecutive years and who become physically or
mentally incapacitated are entitled to benefits as provided
in ORS 238.555.

4. Benefit Changes After Retirement

Members may choose to continue participation in a vari-
able equities investment account after retiring and may
experience annual benefit fluctuations due to changes in

the market value of equity investments.

Monthly benefits are adjusted annually through cost-of-
living changes. Two percent per year was the maximum
cost-of-living adjustment in fiscal year 2013.

The COLA in fiscal year 2014 will be capped at 1.5
percent for all benefit recipients. The cap on the COLA in
fiscal year 2015 and beyond will vary based on the amount
of the annual benefit.

b. OPSRP Pension Program (OPSRP DB)
1. Pension Benefits

This portion of OPSRP provides a life pension funded
by employer contributions. Benefits are calculated with
the following formula for members who attain normal
retirement age:

Police and fire: 1.8 percent is multiplied by the number
of years of service and the final average salary. Normal
retirement age for police and fire members is age 60 or age
53 with 25 years of retirement credit. To be classified as a
police and fire member, the individual must have been
employed continuously as a police and fire member for at
least five years immediately preceding retirement.

General service: 1.5 percent is multiplied by the number
of years of service and the final average salary. Normal
retirement age for general service members is age 65, or
age 58 with 30 years of retirement credit.

A member of the pension program becomes vested on
the earliest of the following dates: the date the member
completes 600 hours of service in each of five calendar
years, the date the member reaches normal retirement
age, and, if the pension program is terminated, the date on
which termination becomes effective.

2. Death Benefits

Upon the death of a non-retired member, the spouse or
other person who is constitutionally required to be treated
in the same manner as the spouse, receives for life 50 per-
cent of the pension that would otherwise have been paid
to the deceased member. The surviving spouse or other
person may elect to delay payment of the death benefit,
but payment must commence no later than December 31
of the calendar year in which the member would have
reached 70" years.

3. Disability Benefits

A member who has accrued 10 or more years of retire-
ment credits before the member becomes disabled or a
member who becomes disabled due to job-related injury
shall receive a disability benefit of 45 percent of the
member’s salary determined as of the last full month of
employment before the disability occurred.

¢. OPSRP Individual Account Program (OPSRP IAP)
1. Pension Benefits

Upon retirement, a member of the OPSRP Individual
Account Program (IAP) may receive the amounts in his
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or her employee account, rollover account, and employer
account as a lump-sum payment or in equal installments
over a 5-, 10-, 15-, 20-year period or an anticipated life span
option. Each distribution option has a $200 minimum distri-
bution limit.

An TAP member becomes vested on the date the
employee account is established or on the date the rollover
account was established. If the employer makes option-
al employer contributions for a member, the member
becomes vested on the earliest of the following dates: the
date the member completes 600 hours of service in each of
five calendar years, the date the member reaches normal
retirement age, the date the IAP is terminated, the date the
active member becomes disabled, or the date the active
member dies.

2. Death Benefits

Upon the death of a non-retired member, the beneficiary
receives in a lump sum the member’s account balance,
rollover account balance, and employer optional contribu-
tion account balance. If a retired member dies before the
installment payments are completed, the beneficiary may
receive the remaining installment payments or choose a
lump-sum payment.

3. Recordkeeping

PERS contracts with ING (Internationale Nederlanden
Groep) to maintain IAP participant records.

d. Other Postemployment Healthcare Benefits

ORS 238.420 established the Retirement Health
Insurance Account (RHIA) and authorizes a payment of
up to $60 from RHIA toward the monthly cost of health
insurance for eligible PERS members. RHIA is a cost-
sharing, multiple-employer defined benefit OPEB plan for
911 participating employers. The plan was closed to new
entrants hired on or after August 29, 2003.

To be eligible to receive this monthly payment toward
the premium cost the member must: (1) have eight years
or more of qualifying service in PERS at the time of retire-
ment or receive a disability allowance as if the member
had eight years or more of creditable service in PERS,
(2) receive both Medicare Parts A and B coverage, and (3)
enroll in a PERS-sponsored health plan.

A surviving spouse or dependent of a deceased PERS
retiree who was eligible to receive the subsidy is eligible
to receive the subsidy if he or she (1) is receiving a retire-
ment benefit or allowance from PERS or (2) was insured
at the time the member died and the member retired before
May 1, 1991.

For the year ended June 30, 2013, PERS employers con-
tributed 0.09 percent of PERS-covered salaries for Tier One
and Tier Two members to fund the normal cost portion of
RHIA benefits. PERS employers contributed 0.50 percent
of all PERS-covered salaries to amortize the unfunded
actuarial accrued liability over a fixed period with new
unfunded actuarial accrued liabilities being amortized over
20 years. These rates were based on the December 31, 2009
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actuarial valuation. This is included in the employer contri-
bution rates listed in Table 2 on page 37.

Employer contributions are advance-funded on an
actuarially determined basis. There is no inflation
assumption for RHIA postemployment benefits because
the payment amount is set by statute and is not adjusted
for increases in healthcare costs. The number of active
plan RHIA participants was 42,497 for the fiscal year
ended June 30, 2013. As of December 31, 2012, there
were 88,222 active and 16,338 inactive members who
meet the requirements to receive RHIA benefits when
they retire.

ORS 238.415 established the Retiree Health Insurance
Premium Account (RHIPA) and requires the Board on or
before January 1 of each year to calculate the average dif-
ference between the health insurance premiums paid by
retired state employees under contracts entered into by the
Board and health insurance premiums paid by state employ-
ees who are not retired. ORS 238.415 authorizes payment of
this average difference to qualified retired state employees.
Retired state employees are qualified to receive this benefit
if they had eight or more years of qualifying service in the
System at the time of retirement or are receiving a disabil-
ity pension calculated as if they had eight or more years of
qualifying service, but are not eligible for federal Medicare
coverage. RHIPA is a single-employer (the state as one
employer) defined-benefit OPEB plan and was closed to
new entrants hired on or after August 29, 2003.

A surviving spouse or dependent of a deceased retired
state employee is eligible to receive the subsidy if he or
she (1) is receiving a retirement benefit or allowance from
PERS or (2) was insured at the time the member died, and
the member retired on or after September 29, 1991.

For the year ended June 30, 2013, state agencies contrib-
uted 0.05 percent of PERS-covered salaries for Tier One
and Tier Two members to fund the normal cost portion of
RHIPA benefits. State agencies contributed 0.11 percent
of all PERS-covered salaries to amortize the unfunded
actuarial accrued liability over a fixed period with new
unfunded actuarial accrued liabilities being amortized over
20 years. These rates were based on the December 31,
2009 actuarial valuation. This is included in the employer
contribution rates listed in Table 4 on page 39.

The number of active plan RHIPA participants was
1,193 for the fiscal year ended June 30, 2013. As of
December 31, 2012, there were 21,112 active members
who meet the requirements to receive RHIPA benefits
when they retire. Inactive members are not eligible for
these benefits. All subsidy payments from the RHIA and
RHIPA are initially deposited in the Standard Retiree
Health Insurance Account, described on page 34, and sub-
sequently remitted to the appropriate PERS health plan.

e. Deferred Compensation Plan

Deferred compensation plans are authorized under
Internal Revenue Code Section 457. The Oregon
Legislature enacted Chapter 179, Oregon Laws 1997
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that established the Deferred Compensation Fund. ORS
243.400 to 243.507 established and provided for PERS to
administer the state deferred compensation plan, known as
the Oregon Savings Growth Plan (OSGP). As of June 30,
2013, the fair value of investments was $1,203.2 million.

The deferred compensation plan is a benefit available to
all state employees. To participate, an employee executes
an individual agreement with the state deferring current
earnings to be paid at a future date. Participants in the plan
are not required to pay federal and state income taxes on
the deferred contributions and earnings until the funds are
withdrawn. Participants or their beneficiaries cannot with-
draw the funds until at least one of the following occurs:
termination by reason of resignation, death, disability, or
retirement; unforeseeable emergency; or by requesting a
de minimis distribution from inactive accounts valued less
than $5,000. A loan program is also available for eligible
participants. Member loans receivable at June 30, 2013,
total $8.3 million. Of that amount $6.7 million is not
expected to be collected within one year.

PERS contracts with ING to maintain OSGP partici-
pant records. The Oregon State Treasury, as custodian
of the assets, also contracts with State Street Bank and
Trust Company to provide financial services. There are
19 investment options with varying degrees of market
risk. Up to five financial institutions provide investment
services in mutual funds for each investment option. A
participant receives a blend of these mutual funds within
the investment option. Participants direct the selection
of investment options and also bear any market risk. The
state has no liability for losses under the plan but does
have the prudent investor responsibility of due care. Total
membership as of June 30, 2013, was 20,357.

PERS may assess a charge to the participants not to
exceed 2.0 percent on amounts deferred, both contribu-
tions and investment earnings, to cover costs incurred for
administering the program. Actual charges to participants,
including investment charges, for the year ended June 30,
2013, averaged 0.22 percent of amounts deferred.

Oregon Revised Statute 243.505 established a Deferred
Compensation Advisory Committee to provide input to the
PERS Board. This committee is composed of seven mem-
bers who meet at least quarterly.

f. Standard Retiree Health Insurance Account

ORS 238.410 established the Standard Retiree Health
Insurance Account (SRHIA), a public entity risk pool.
SRHIA 1is both a risk sharing and insurance purchasing
pool. The Board contracts for medical and hospital insur-
ance on behalf of retired members. Members and their
dependents are eligible for PERS healthcare coverage if
the member is receiving a retirement allowance or benefit
under the System. A surviving spouse or dependent of a
PERS retiree is eligible to participate if he or she was cov-
ered under the health plan at the time of the retiree’s death.
As of June 30, 2013, there were 56,711 retirees and their
dependents participating in the health insurance program.

PERS has contracted with various carriers on an insur-
ance purchasing basis and remits premiums collected
from participating members to the carriers on a monthly
basis. PERS has contracted with Moda Health for claims
payment services for a minimum premium funding plan
and also remits premiums monthly for stop-loss coverage.
SRHIA is ultimately at risk for all amounts collected and
on deposit with Moda Health and other health insurance
providers, which totaled approximately $12.7 million as
of June 30, 2013. Moda Health becomes responsible for
claims in excess of $200 thousand per year per individual
and all claims in excess of contractually required reserves
on deposit with Moda Health.

The current estimate of Incurred But Not Reported
(IBNR) insurance claims is $14.1 million. In fiscal year
2012 SRHIA received $2.2 million in Early Retiree
Reinsurance Program (ERRP) revenues through the fed-
eral government’s Affordable Care Act. The purpose of
ERRP is to generate cost savings so that employers can
maintain healthcare coverage for early retirees age 55
and older who are not yet eligible for Medicare. PERS
has achieved this purpose by using the ERRP revenues to
reduce healthcare insurance premiums. Unexpended ERRP
funds at June 30, 2013, are approximately $1.0 million.

Note 2 - Summary of Significant Accounting
Policies
A. Reporting Entity

The Public Employees Retirement Board is the govern-
ing authority of the System. It consists of five members
appointed by the governor and subject to confirmation by
the state Senate. The Board appoints an executive director
to act as the principal administrative officer of the System.
The Board has independence in the operation and manage-
ment of the System. The state Legislature has significant
ability to influence funding, approve the System’s budget,
and pass laws governing the System.

PERS’ financial statements are prepared on the basis of
a fiscal year ended June 30. The Oregon State Treasury
has statutory responsibility for custody and investment
of PERS assets. As a result of this fiduciary responsibil-
ity, PERS is included as part of the primary government
in the State of Oregon Comprehensive Annual Financial
Report.

B. Basis of Presentation

The accompanying financial statements are prepared
in accordance with Governmental Accounting Standards
Board Statements 10, 25, 30, 31, 32, 34, 43, 50, and 63 as
well as generally accepted accounting principles that apply
to governmental accounting for fiduciary funds and enter-
prise funds. Fiduciary funds are used to account for assets
held by a governmental unit in a trustee capacity (trust
funds). Enterprise funds may be used to report any activ-
ity for which a fee is charged to external users for goods or
services.

PERS’ pension, other postemployment benefit, and
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deferred compensation activities are accounted for in five
pension and other postemployment benefit trust funds:

* Defined Benefit Pension Plans

¢ Individual Account Program

» Retirement Health Insurance Account
 Retiree Health Insurance Premium Account

* Deferred Compensation Fund (Oregon Savings
Growth Plan)

PERS’ public entity risk pool activity is accounted for in
a single enterprise fund:

 Standard Retiree Health Insurance Account
C. Basis of Accounting

The accrual basis of accounting is used for all
funds. Revenues are recognized when earned. Contributions
are recognized when due, pursuant to formal commitments,
as well as statutory and Board requirements. Expenses are
recognized when incurred. Benefits and refunds are recog-
nized in the month they are due and payable.

Proprietary funds distinguish operating revenues and
expenses from non-operating items. Operating revenues
and expenses generally result from providing services and
producing and delivering goods in connection with a pro-
prietary fund’s principal ongoing operations. The principal
operating revenues are insurance premiums, and operat-
ing expenses include claims and administrative expenses.
All revenues and expenses not meeting this definition are
reported as non-operating revenues and expenses.

D. Budgetary Data

Only administrative expenses are subject to biennial leg-
islative budget control. The Legislature exercises this con-
trol at the agency level. Any unobligated balance lapses at
the end of each biennium.

Encumbrance accounting is allowed only during the
biennium. All encumbrances lapse at the end of the bien-
nium except capital construction, capital improvements,
and disputed claims.

Budgetary accounting is not consistent with gener-
ally accepted accounting principles (GAAP) because the
measurement focus is on decreases in financial resources
rather than net income determination.

E. Valuation of Investments

Investments are recognized at fair value, the amount at
which financial instruments could be exchanged in a cur-
rent transaction between willing parties other than in a
forced or liquidation sale.

The fair value of publicly traded debt and equity securi-
ties in active markets is determined by the custodian’s pric-
ing agent using nationally recognized pricing services. The
custodian’s pricing agent values equity securities traded on
a national or international exchange at the last reported sales
price, and generally values debt securities by using evaluat-
ed bid prices. For securities that do not have an active mar-
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ket, such as private placements or commingled investment
vehicles, a market price is calculated by either the custodi-
an’s pricing agent or the investment manager. For example,
a similar benchmark security may be used to derive the fair
value. The benchmark will typically have a coupon rate and
maturity date comparable to the debt security being valued,
and its market risk will be similar, considering current mar-
ket conditions.

Investments in private equities, alternative equities, and
the opportunity portfolio are recorded at fair value as of
June 30, 2013, as determined by management based on
valuation information provided by the general partner.
Investments in private equities, alternative equities, and
the opportunity portfolio representing publicly traded
securities are stated at quoted market price. Where observ-
able market inputs are not available, valuation models
are applied. The general partner determines fair value
based on the best information available and by reference
to information including, but not limited to, the follow-
ing: projected sales, net earnings, earnings before inter-
est, taxes, depreciation and amortization, balance sheets,
public and private transactions, valuations for publicly
traded comparable companies, and/or other measures, and
consideration of any other pertinent information including
the types of securities held and the general partner’s own
assumptions regarding the investment. The methods used
to determine the fair value of these investments typically
include: (1) the market approach (whereby fair value is
derived by reference to observable valuation measures
for comparable companies or assets) and (2) the income
approach (e.g., the discounted cash flow method).

The fair value of real estate investment trust (REIT) secu-
rities is determined by the custodian’s pricing agent using
recognized pricing services. Publicly traded REIT securi-
ties account for 22.7 percent of the real estate asset class
as of June 30, 2013. Investments in real estate, with the
exception of publicly traded REITS, for which observable
market prices in active markets do not exist, are reported
at fair value as of June 30, 2013, as determined by man-
agement based on valuation information provided in good
faith by the general partner. Direct investments in real
estate are appraised every two to three years, and between
appraisals, investment managers adjust values to reflect
current and projected operating performance and financial
transactions. In the absence of observable market prices,
general partners determine the fair value of real estate
partnerships using valuation methods considered most
appropriate. A variety of factors are considered, includ-
ing the nature of the investment, local market conditions,
trading values on public exchanges for comparable invest-
ments, current and projected operating performance, and
financing transactions subsequent to the acquisition of the
investment.

Due to the inherent uncertainty and the degree of judg-
ment involved in determining private equity, opportunity,
alternative equity, and real estate portfolio investment
valuations, the fair values reflected in the accompanying
financial statements may differ significantly from values
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that would have been used had a readily determinable
market value for the investments existed and the differ-
ence could be material. In addition, these investments are
generally considered to be illiquid long-term investments,
and the recorded fair values may materially differ from the
amounts that eventually may be realized from the sale or
other disposition of these investments.

F. Earnings Crediting

By law earnings are credited to member accounts on a
calendar-year basis. Members in Tier One are currently
guaranteed to receive at least the assumed earnings rate
used in the most recent actuarial valuation. Members par-
ticipating in the variable account, IAP members, and Tier
Two members are credited actual earnings or losses, less
deductions allowed by law.

G. Use of Estimates in the Preparation of Financial
Statements

The preparation of the System’s financial statements in
conformity with accounting principles generally accepted
in the United States of America requires management to
make estimates and assumptions that affect certain finan-
cial statement amounts and disclosures. Actual results
could differ from those estimates.

H. Comparative Totals

The basic financial statements include certain prior year
summarized comparative information in total but not at
the level of detail required for a presentation in conformity
with the accounting principles generally accepted in the
United States of America. Accordingly, such information
should be read in conjunction with the System’s financial
statements for the year ended June 30, 2012, from which
the summarized information was derived. Certain reclas-
sifications have been made to June 30, 2012 balances to
conform to the presentation as of and for the year ended
June 30, 2013.

1. GASB Pronouncements
New GASB Pronouncements
GASB Statement No. 62

Governmental Accounting Standards Board (GASB)
Statement No. 62, Codification of Accounting and
Financial Reporting Guidance Contained in Pre-
November 30, 1989 FASB and AICPA Pronouncements,
incorporates into the GASB’s authoritative literature cer-
tain accounting and financial reporting guidance that
is included in Financial Accounting Standards Board
(FASB) Statements and Interpretations, Accounting
Principles Board Opinions, and Accounting Research
Bulletins of the AICPA Committee on Accounting
Procedures that do not conflict with or contradict other
GASB pronouncements. PERS implemented this standard
effective July 1, 2012. The implementation of this state-
ment does not have an impact on the System’s financial
statements.

GASB Statement No. 63

Effective July 1, 2012, the System implemented the pro-
visions of GASB Statement No. 63, Financial Reporting
of Deferred Outflow of Resources, Deferred Inflow of
Resources, and Net Position. Certain defined transac-
tions that do not qualify for treatment as either assets or
liabilities are accounted for and reported as either deferred
outflows of resources or deferred inflow of resources.
These elements define as a consumption and/or acquisition
of the net position that is applicable to a future reporting
period. With the implementation of GASB No. 63, the
Statement of Fiduciary Net Assets became the Statement
of Fiduciary Net Position. The new standard clarifies
where these elements are to be reported in the statement
of financial position. GASB Statements No. 53 and No. 60
previously identified certain transactions requiring the use
of deferred outflows and deferred inflows of resources.
Based on review and analysis of GASB No. 53 and No.
60, the System does not have these types of transactions.

Future Implementation of GASB Pronouncements
GASB Statement Nos . 67 and 68

In June 2012, GASB approved Statement No. 67,
Financial Reporting for Pension Plans, an amend-
ment of GASB Statement No. 25, and Statement No. 68,
Accounting and Financial Reporting for Pensions, an
amendment of GASB Statement No. 27. GASB Statement
No. 67 addresses reporting by pension plans that adminis-
ter benefits for governments and is effective for financial
statements for periods beginning after June 15, 2013.
GASB Statement No. 68, which primarily relates to
reporting by governments that provide pensions to their
employees, is effective for fiscal years beginning after
June 15, 2014. These standards were subsequently pub-
lished in August 2012.

Key changes include:

* Incorporating ad hoc cost-of-living adjustments and
other ad hoc postemployment benefit changes into projec-
tions of benefit payments, if an employer’s past practice
and future expectations of granting them indicate they are
essentially automatic.

* Using a discount rate that applies (a) the expected
long-term rate of return on pension plan investments
to projected benefit payments for which plan assets are
expected to be available to make projected benefit pay-
ments, and (b) the interest rate on a tax-exempt 20-year
AA/Aa- or higher rated municipal bond index to projected
benefit payments for which plan assets are not expected to
be available for long-term investment in a qualified trust.

* Requiring more extensive note disclosures and
required supplementary information.

The System will be subject to the provisions of GASB
Statement No. 67 beginning with the fiscal year end-
ing June 30, 2014. GASB Statement No. 67 replaces
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the requirements of GASB Statement No. 25, Financial
Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, and GASB
Statement No. 50, Pension Disclosures, as they relate to
pension plans that are administered through trusts or simi-
lar arrangements meeting certain criteria. GASB Statement
No. 67 builds upon the existing framework for financial
reports of defined benefit pension plans and enhances
note disclosures and required supplementary information
for both defined benefit and defined contribution pension
plans. In addition, it requires the presentation of new infor-
mation about the annual money-weighted rates of return
on pension plan investments in the notes to the financial
statements and in 10-year required supplementary informa-
tion schedules.

Note 3 - Contributions and Reserves
A. Contributions
a. Member Contributions

Beginning January 1, 2004, all member contributions,
except for contributions by judge members, were placed
in the OPSRP Individual Account Program (IAP). Prior
to that date, all member contributions were credited to the
Defined Benefit Pension Plan. Member contributions are set
by statute at 6.0 to 7.0 percent of salary and are remitted by
participating employers, who may agree to make member
contributions on the member’s behalf. The contributions
are either deducted from member salaries or paid by the
employers. The Member Reserve, described in Note 3C.1.,
represents accumulated member contributions and earnings
allocations made prior to January 1, 2004, and subsequent
earnings allocations less refunds and amounts transferred to
reserves for retirements and disabilities. The IAP member

Oregon Public Employees Retirement System

accounts represent member contributions made on or after
January 1, 2004, plus earnings allocations less disburse-
ments for refunds, death benefits, and retirements.

b. Employer Contributions

PERS funding policy provides for monthly employer
contributions at actuarially determined rates. These con-
tributions, expressed as a percentage of covered payroll,
are intended to accumulate sufficient assets to pay ben-
efits when due. This funding policy applies to the PERS
Defined Benefit Plan and the Other Postemployment
Benefit Plans.

Employer contribution rates during the period were
based on the December 31, 2009 actuarial valuation, which
became effective July 1, 2011. The state of Oregon and cer-
tain schools, community colleges, and political subdivisions
have made excess contributions to the defined benefit pen-
sion plans (unfunded actuarial liability payments), and their
rates have been reduced. (See Table 2 below.)

1. PERS Defined Benefit Plan Contributions (ORS
238)

Pension rates for the State and Local Government Rate
Pool were 15.05 percent, schools 18.81 percent, and judi-
ciary 17.58 percent of PERS-covered salaries, effective
July 1, 2011. Political subdivisions that have not joined
the State and Local Government Rate Pool had an average
pension rate of 13.91 percent.

Oregon Laws 2001, Chapter 945, Section 13 authorized
the establishment of the State and Local Government
Rate Pool. Local political subdivisions were given the
option to join the state of Oregon and community colleges
for the actuarial purpose of calculating employer rates.
Participation by local political subdivisions in this pool

TABLE 2
Contribution Postemployment
Rate Summary Defined Benefit Pension Healthcare
OPSRP Pension
PERS Defined Benefit Plan rogram RHIA RHIPA
Pooled Employers Non-Pooled Employers All Employers All Employers State Only
State and Local
State Government Political General Police and
Agencies 2 Rate Pool 3 School Pool3 Subdivisions 34 Judiciary _ Service Fire
Employee IAP 6.00% 6.00% 6.00% 6.00% 0.00% 6.00% 6.00% 0.00% 0.00%
Employee
Normal Cost 0.00 0.00 0.00 0.00 7.00 0.00 0.00 0.00 0.00
Employer
Normal Cost 8.67 8.89 7.55 10.35 23.53 6.13 8.84 0.09 0.05
Unfunded Actuarial
Liability 1.23 6.16 11.26 3.56 (5.95) 0.08 0.08 0.50 0.11
Total Employer
Contributions 9.90 15.05 18.81 13.91 17.58 6.21 8.92 0.59 0.16

1 Group average rates shown were effective as of July 1, 2011.

A subcomponent of the State and Local Government Rate Pool; includes UAL payment rate offset.

3 Does not include UAL payment rate offsets.

Non-pooled Political Subdivisions are valued separately for the Defined Benefit Plan.
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was effective for the actuarial valuation period beginning
January 1, 2002.

Based on the actuarial valuation as of December 31,
2009, judiciary, state agencies, schools, and political sub-
divisions had increases in employer contribution rates.
These rate changes are measured against the actual aver-
age rates paid since July 1, 2009. The Board practice is to
implement new employer contribution rates July 1 of each
odd-numbered year based on the valuation of the previous
odd-numbered year.

2. OPSRP Pension Program Contributions (ORS 238A)

PERS employers participating in the OPSRP Pension
Program participate in the same rate sharing pool and
therefore share the same contribution rate. The OPSRP
Pension Program employer rates effective July 1, 2011,
through June 30, 2013, were 6.21 percent of covered
salaries for general service employees and 8.92 percent of
covered salaries for police and fire employees. These rates
increased from 5.73 percent of covered salaries for general
service and 8.44 percent of covered salaries for police and
fire employees. Each of these rates includes a component
related to disability benefits for general service and police
and fire members.

B. Actuarial Cost Method and Assumptions

The employer contribution rates effective July 1, 2011,
through June 30, 2013, based on the December 31, 2009
valuation, were set using the projected unit credit (PUC)
actuarial cost method. For the Tier One/Tier Two compo-
nent of the PERS Defined Benefit Plan, this method pro-
duced an employer contribution rate consisting of (1) an
amount for normal cost (the estimated amount necessary
to finance benefits earned by the employees during the
current service year), (2) an amount for the amortization
of unfunded actuarial accrued liabilities, which are being
amortized over a fixed period with new unfunded actuarial
accrued liabilities being amortized over 20 years, and (3)
an actuarially determined amount for funding postemploy-

TABLE 3 (dollar amounts in millions)!

ment healthcare subsidies. For the OPSRP Pension Program
component of the PERS Defined Benefit Plan, this method
produced an employer contribution rate consisting of (a) an
amount for normal cost (the estimated amount necessary to
finance benefits earned by the employees during the current
service year), (b) an actuarially determined amount for fund-
ing a disability benefit component, and (c) an amount for the
amortization of unfunded actuarial accrued liabilities, which
are being amortized over a fixed period with new unfunded
actuarial accrued liabilities being amortized over 16 years.

The equivalent single amortization period used to calcu-
late contribution rates effective July 1, 2011, through June
30, 2013, was 30 years for the defined benefit plan and 10
years for the postemployment healthcare plans.

The following economic assumptions were used in setting
contribution rates effective July 1, 2011, through June 30,
2013:

¢ Inflation: 2.75 percent
* Investment rate of return: 8.0 percent
* Projected salary increases: 3.75 percent

 Healthcare cost trend rate: For RHIA there is no trend
rate. Statute stipulates a $60 monthly payment for
healthcare insurance. For RHIPA the trend rate is grad-
ed from 7.0 percent in 2011 to 4.5 percent in 2029.

The funded status of the pension plan and each postem-
ployment healthcare plan as of the most recent actuarial
valuation date is illustrated in Table 3.

Actuarial valuations of an ongoing plan involve estimates
of the value of reported amounts and assumptions about the
probability of events far into the future. Actuarially deter-
mined amounts are subject to continual revision as actual
results are compared to past expectations and new estimates
are made about the future. The required schedule of funding
progress immediately following the notes to the financial
statements presents multi-year trend information about
whether the actuarial value of plan assets is increasing or

Funded Status
Actuarial Actuarial Liability Unfunded Covered % of Covered
Valuation Value of Assets (AAL) AAL (UAAL) Funded Ratio Payroll Payroll
Date (a) () (b-2) (a/b) (© ((b-a)/c)
Defined Benefit
Pension
12/31/2012 $54,784.12 $60,405.2 $5,621.1 90.7% $8,590.9 65.4%
RHIA
12/31/2012 291.6 471.8 180.2 61.8 8,590.9 2.1
RHIPA
12/31/2012 4.4 60.3 55.9 7.4 2,432.43 2.3
1 Discrepancies contained in this table are the result of rounding differences.
2 Includes individual employer side accounts of $5,518.2 million.
Covered payroll is for state agencies only.
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decreasing over time relative to the actuarial accrued liability
for benefits.

The actuarial valuation calculations are based on the benefits
provided under the terms of the plan in effect at the time of
each valuation and on the pattern of sharing of costs between
the employer and plan members as of the December 31, 2011
valuation. Senate Bill 822, signed into law in May 2013, elimi-
nated the tax-remedy payments for beneficiaries not subject
to Oregon income tax and limited the 2013 post-retirement
COLA to 1.5 percent of annual benefit. Senate Bill 861, signed
into law in October 2013, limits the post-retirement COLA
for years beyond 2013 to 1.25 percent on the first $60,000
of annual benefit and 0.15 percent on annual benefits above
$60,000.

Actuarial calculations reflect a long-term perspective.
Actuarial methods and assumptions include techniques
designed to reduce short-term volatility in actuarial accrued
liabilities and the actuarial value of assets consistent with the
long-term perspective of the calculations.

Actuarial methods and assumptions used in the latest actu-
arial valuation are illustrated in Table 4.

C. Reserves and Designations

Chapter 238 Defined Benefit Plan, Other Postemployment
Benefit Plans. and Enterprise Fund

1. Member Reserve

The Member Reserve of $7,199.2 million as of June 30,
2013, represents member contributions made through
December 31, 2003, and earnings allocations less refunds
and amounts transferred to reserves for retirements and dis-
abilities.

2. Employer Contribution Designation

The Employer Contribution Designation of $24,973.7 mil-
lion as of June 30, 2013, represents employer contributions

and earnings allocations less amounts transferred to reserves
for retirements and disabilities.
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3. Benefit Reserve

The Benefit Reserve of $21,027.9 million as of June
30, 2013, is the amount set aside to pay future benefits. It
includes funds transferred from the individual member and
employer accounts and earnings allocations less amounts paid
for retirements and disabilities.

4. Tier One Rate Guarantee Reserve

The Tier One Rate Guarantee Reserve may be credited
with investment earnings in excess of the required Tier One
assumed earnings rate guarantee. ORS 238.255 requires
regular accounts for Tier One members to be credited at the
assumed rate of return on investments adopted by the Board
for use in actuarial valuations.

The regular account for Tier One members and alternate
payees of those members cannot be credited with earnings in
excess of the assumed interest rate until:

(a) the reserve is fully funded with amounts determined by
the Board, after consultation with the actuary employed by
the Board, necessary to ensure a zero balance in the reserve
when all Tier One members and alternate payees of those
members have retired; and

(b) the reserve has been fully funded as described in para-
graph (a) of this subsection in each of the three immediately
preceding calendar years. As of June 30, 2013, the balance of
this reserve was ($0.3) million.

5. Board Actions Affecting Reserves

As part of its December 31, 2012 earnings crediting deci-
sion, the Board decided to distribute $66.9 million to the
Contingency Reserve so that it is maintained at approximate-
ly 1 percent of the PERS Fund calendar year-end balance.

6. Contingency Reserve

The Contingency Reserve is to be maintained and used by
the Board to prevent any deficit of moneys available for the
payment of retirement allowances due to interest fluctuations,
changes in mortality rates, or other unforeseen contingencies.
As of June 30, 2013, the balance of this reserve was $575.2
million.

TABLE 4
Actuarial Methods and Assumptions
Pension
Valuation date December 31, 2012
Actuarial cost method Entry Age Normal

Amortization method Amortized as a level percentage of pay-

roll; Tier One/Tier Two UAL (20 year)
and OPSRP pension UAL (16 year)
amortization periods are closed
Equivalent single amortization period
Asset valuation method
Actuarial assumptions:
Inflation rate

24 years
Market value of assets

2.75 percent
Investment rate of return 7.75 percent
Projected salary increases 3.75 percent
Healthcare cost trend rate N/A

RHIA RHIPA
December 31, 2012 December 31, 2012
Entry Age Normal Entry Age Normal

Amortized as a level percentage of
payroll; UAL (10 year) amortization
period is closed

Amortized as a level percentage of
payroll; UAL (10 year) amortization
period is closed

7 years
Market value of assets

9 years
Market value of assets

2.75 percent
7.775 percent
3.75 percent
None. Statute stipulates $60 monthly
payment for healthcare insurance.

2.75 percent
7.75 percent
3.75 percent
Graded from 8.0 percent in 2013
to 4.7 percent in 2083.
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7. Employer Contingency Reserve

The Employer Contingency Reserve was established by
the Board to prevent any deficit in the fund caused by the
insolvency of an employer. Only earnings on employer
contributions fund this reserve. As of June 30, 2013, the
reserve had a balance of $25.0 million.

8. Capital Preservation Reserve

The Capital Preservation Reserve, as of June 30, 2013,
had a balance of zero. In accordance with ORS 238.670,
funds in this reserve may be used only to offset gains and
losses of invested capital.

9. Unallocated Earnings Designation

The Unallocated Earnings Designation represents January
through June investment earnings or losses less administra-
tive expenses, which will be credited on a calendar year
basis. Crediting takes place in March of the following year
after employer annual reports have been reconciled and
contributions have been posted to individual member and
employer accounts. As of June 30, 2013, the balance of this
designation was $3,308.5 million.

10. OPSRP Defined Benefit Program

The OPSRP Defined Benefit plan net position balance
represents the program’s accumulation of employer contri-
butions and investment earnings less benefits and adminis-
trative expenses. As of June 30, 2013, the balance of this
account was $1,369.7 million.

Other Postemployment Benefits Plans
11. Retirement Health Insurance Account (RHIA)

The RHIA plan net position represents the program’s
accumulation of employer contributions and investment
earnings less premiums and administrative expenses. As of
June 30, 2013, the balance of this account was $317.6 mil-
lion. The Internal Revenue Code limits employer contribu-
tions to a 401(h) account to a maximum of 25 percent of the
employer’s normal cost contributions to the pension plan.

12. Retiree Health Insurance Premium Account
(RHIPA)

The RHIPA plan net position represents the program’s
accumulation of employer contributions and investment earn-
ings less premiums and administrative expenses. As of June
30, 2013, the balance of this account was $4.2 million. The
Internal Revenue Code limits employer contributions to a
401(h) account to a maximum of 25 percent of the employ-
er’s normal cost contributions to the pension plan.

Enterprise Fund

13. Standard Retiree Health Insurance Account
(SRHIA)

The SRHIA plan net position represents the program’s
accumulation of insurance premiums and interest earnings
less claims payments and administrative expenses. Net posi-

tion may be used for incurred but not reported expenses
(IBNR) and to stabilize future premium rates. As of June 30,
2013, the balance of this account was $78.0 million.

D. Administrative Costs

The System’s administrative expenses are funded from
investment earnings and administrative fees collected from
members and are allocated to all plans and programs admin-
istered by the System. If investment earnings and fees are
insufficient for such purpose, the remaining expenses are
paid from employer contributions.

Note 4 - Receivables and Payables

A. Receivables

Table 5 disaggregates receivable balances reported in the
Statement of Fiduciary Net Position as Investment Sales
and Other Receivables.

The Strunk/Eugene Accrual resulted from recalculat-
ing benefits for recipients who received overpayments
based on the reallocation of 1999 earnings. Approximately
85.0 percent of these receivables, or $98.2 million, is not
expected to be collected by June 30, 2014.

TABLE 5
Accounts Receivable
June 30, 2013
Broker Receivable $ 2,667,228.267
Strunk/Eugene Accrual 115,541,662
Overpaid Benefits 3,127,963
Other 385,343
Total $ 2,786,283,235
B. Payables

Table 6 disaggregates payable balances reported in
the Statement of Fiduciary Net Position as Investment

Purchases and Accrued Expenses.

TABLE 6
Accounts Payable
June 30, 2013

Broker Payable $ 3,923,856,952
Pension Roll 298,870,379
Investment Fees 29,230,042
Death Benefits 7,869,292
Compensated Absences 1,674,523
Services and Supplies 1,771,434
Other 688,272

Total $  4,263,960,894

Note 5 - Capital Assets Used in Plan Operations

Capital construction of PERS’ headquarters in Tigard,
Oregon, was completed May 31, 1997. The land, building,
and improvements are recorded at cost. The depreciation of
the building and improvements is computed on the straight-
line method over the estimated useful life of 40 years.
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Data processing hardware, furniture, and equipment are
recorded at cost. These are items that are not consumed
in the normal course of operations, have a useful life of
more than one year, and whose value is $5,000 or more.
Depreciation is computed using the straight-line method
over the assets’ estimated useful lives. Useful lives range
from three to 10 years.

Data processing software generated internally as part
of the Oregon Retirement Information On-line Network
(ORION) project is recorded at cost. The useful life is
amortized using the straight-line method over 20 years. (See
Table 7.)

Note 6 - Deposits and Investments

The Oregon State Treasury is the investment officer for
the state of Oregon. Investment standards are established in
ORS 293.726 and require funds to be managed as a prudent
investor would do. The Oregon Investment Council (OIC)
establishes policies for the investment and reinvestment of
moneys in the Public Employees Retirement Fund (PERF).
Policies are established based on the primary investment
asset class of each investment manager and do not reflect
the classifications of individual holdings as presented in the
financial statements. Contracts with individual investment
managers provide additional guidelines that vary from man-
ager to manager.

A. Deposits

PERS cash and cash equivalents consist of cash on
hand, deposits in the Oregon Short Term Fund (OSTF),
moneys held by external investment managers, and cash
equivalents held by health insurance providers. OSTF
is a cash and investment pool that operates as a demand
deposit account and is required for use by all state funds.
(See Table 8.) OSTF is separately audited by the Oregon
Audits Division. The audited financial statements can be

TABLE 7
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TABLE 8

Depository Account

Bank Balance
250,000

1,644,899,152

2,272,653,265

S 3917802417

Insured $
Oregon Short Term Fund
Uninsured and uncollateralized
Total deposits

viewed at http://www.sos.state.or.us/audits/pages/state
audits/full/2013/2013-27.pdf. OSTF investment risks are
addressed in the notes to those financial statements.

1. Custodial Credit Risk

Custodial credit risk for deposits is the risk that in
the event of a bank failure, PERS’ deposits may not be
recovered.

As noted above, the deposit and investment risks, includ-
ing custodial risk, of the OSTF are outlined in the OSTF
financial statements. As of June 30, 2013, the carrying
amount of PERS’ deposits in OSTF totaled $1,640.1 mil-
lion, and the corresponding bank balance was $1,644.9 mil-
lion.

Investment managers’ deposits with custodian banks
consist of cash and cash equivalents that represent buying
reserves. As of June 30, 2013, there was $2,142.0 mil-
lion on deposit for the accounts of the Public Employees
Retirement Fund (PERF) investment managers.

Cash and cash equivalents of $12.7 million as of June
30, 2013, held by the Moda Health in the Standard Retiree
Health Insurance Account are exposed to custodial credit
risk because the underlying investments are not held in
PERS’ name.

Schedule of Capital Assets as of June 30,2013
Beginning of Year Increases Decreases End of Year
Capital Assets
Furniture and Equipment $ 1,243,189 $ 23,870 §  (1594417) $ 1,107,642
Data Processing Software 40,159,618 — — 40,159,618
Data Processing Hardware 1,791,132 470,851 (312,854) 1,949,129
Building and Building Improvements 8,288,663 31,661 — 8,320,324
Land 944,463 — — 944,463
Total Capital Assets 52,427,065 526,382 (472,271) 52,481,176
Less Accumulated Depreciation
Furniture and Equipment (544,343) (173,758) 159,417 (558,684)
Data Processing Software (7,834,275) (1,857,166) — (9,691,441)
Data Processing Hardware (1,295,126) (188,4006) 312,854 (1,170,678)
Building and Building Improvements (2,793,112) (223,953) — (3,017,065)
Total Accumulated Depreciation (12,466,856) (2,443,283) 472,271 (14,437,868)
Capital Assets, Net $ 39,960,209  $(1,916,901) $ — $§ 38,043,308
Depreciation Expense Amount
Defined Benefit Pension Plan Depreciation $ 2,421,051
Oregon Public Service Retirement Plan
Individual Account Program Depreciation 22,232
Total Depreciation Expense $ 2,443,283
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2. Foreign Currency Risk

Foreign currency risk for deposits is the risk that
changes in exchange rates will adversely affect the
fair value of the deposits. Foreign currency risk is
controlled via contractual agreements with the invest-
ment managers. As of June 30, 2013, $123.0 million
in cash and cash equivalents was exposed to for-
eign currency risk. The U.S. dollar balances of these
deposits, organized by currency denomination, are
presented in Table 12 on page 44.

3. Restricted Cash Equivalents

PERS’ cash and cash equivalents at June 30, 2013,
include futures and swap collateral of $26.1 million
held by investment managers. Swap collateral is
offset by a related liability with a net settlement fea-
ture. Collateral is restricted and is not available to
pay current liabilities.

B. Investments

Table 9 presents the fair value of investments
held by the state of Oregon for PERS as of June 30,
2013.

1. Credit Risk Debt Securities

It is OIC’s policy that no more than 35 percent of
the fixed income manager positions be below invest-
ment grade. Securities with a quality rating of below
BBB- are considered below investment grade. There
is no policy restriction on other investment managers
who may hold debt securities. As of June 30, 2013,
the fair value of below grade investments, excluding
unrated securities, is $3,504.7 million, or 27.5 per-
cent, of total securities subject to credit risk, and the
weighted quality rating average is BBB. Overall credit
quality deteriorated due to downgrades in both corpo-
rate bonds and non-agency mortgages. Unrated securi-
ties include $819.4 million in bank loans, $1,518.1
million in mutual funds, and $753.9 million in other
debt securities.

Table 10 shows the quality ratings for credit risk
debt securities as of June 30, 2013.

2. Custodial Credit Risk

Custodial credit risk for investments is the risk that
in the event of a failure of the counterparty, PERS
will not be able to recover the value of the invest-
ments or collateral securities that are in the posses-
sion of an outside party. OIC has no formal policy
regarding the holding of securities by a custodian or
counterparty. As of June 30, 2013, no investments
were exposed to custodial credit risk.

TABLE 9

Investments at June 30, 2013 Fair Value
Repurchase Agreements $ 1,248,000
U.S. Treasury Obligations 1,579,422,970
U.S. Federal Agency Mortgage Securities 993,888,777
U.S. Federal Agency Mortgage TBAs 1,021,272,025
U.S. Federal Agency Debt 138,298,501
U.S. Federal Agency Strips 54,740,690
U.S. Treasury Obligations — Strips 24,818,146
U.S. Treasury Obligations — TIPS 71,721,336

International Debt Securities 2,458,123,960

Corporate Bonds 3,201,903,840
Bank Loans 1,893,152,201
Municipal Bonds 57,950,717
Collateralized Mortgage Obligations 892,185,689
Asset-Backed Securities 547,425,903
Mutual Funds — Domestic Fixed Income 1,276,594,767
Mutual Funds — International Fixed Income 241,535,505
Total Debt Securities 14,454,283,027
Derivatives 61,261,970
Domestic Equity Securities 8,916,234,915
International Equity Securities 9,482,237,496
Mutual Funds — Domestic Equity 2,399,575,396
Mutual Funds — Global Equity 756,528,457
Mutual Funds — International Equity 2,394,397,300
Mutual Funds — Target Date 342,047,053
Oregon Savings Growth Plan - Self-Directed 2,917,751

7,488,441,651
14,390,761,791

Real Estate and Real Estate Investment Trusts
Limited Partnerships and Leveraged Buyouts

Alternative Equity 627,700,136

Opportunity Portfolio 812,619,811

Total PERS Investments $ 62,129,006,754
TABLE 10
Credit Risk Debt Securities at June 30, 2013 Fair Value
Quality Rating
AA{\ $ 932,215,299
AA 2,122,000,655
A 831,944,044
BBB 2,259,409,125
BB 899,303,671
B 1,827,845,356
CCC 645,770,506
CC 130,808,355
C 401,961
D 614,188
Unrated 3,091,383,847
Total Subject to Credit Risk 12,741,697,007
U.S. Government Guaranteed Securities 1,712,586,020
Total Debt Securities $ 14.454.283.027
IThe AA rating total includes $1,777.4 million of mortgage pass-through
securities, which are not rated by credit rating agencies.
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3. Concentrations of Credit
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Risk TABLE 11
0IC . Schedule of Interest Rate Risk - Effective Duration at June 30,2013
expects .1nv.estr‘nent Effective Weighted
managers to maintain d.1ver— Duration Rate
S,lﬁ?d p Ort,thOSj Ther? 1s no Investment Fair Value (in years)
limit on single issuer invest-
ments for domestic, global, |U.S. Treasury Obligations $ 1,538,036,368 6.50
and international equity fund |U.S. Treasury Obligations - Strips 24,818,146 22.14
managers. Policy states that |U.S. Treasury Obligations - TIPS 71,721,336 18.50
the asset classes will be diver- |U.S. Federal Agency Mortgage Securities 1,980,689,174 5.24
Slfled across their respective U.S. Federal Agency Debt 135,152,888 7.08
markets. Additionally, both }Jts FetqeralllA)girtugf Strl‘]‘:[).s , 2(5);1,;431(;,2?2 iég
. . . nternational Debt Securities ,204,538, .
passive and active ”l“'es(ti' Corporate Bonds 3,127,646,788 5.25
Ing strategies are employed, gynk [ oans 1,740,297,129 133
and several external managers | Municipal Bonds 48,008,552 5.37
engage 1n active management. Collateralized Mortgage Obligations 806,617,355 3.53
oIC ides the followi Asset-Backed Securities 539,489,394 2.82
7 ,prOVI cs 8 ¢ 0, OWINE | N utual Funds - Domestic Fixed Income 1,088,936,445 4.001!
limitations 'f(.)r fixed income | \fyiyal Funds - International Fixed Income 241,535,505 6.04 1
manager pOSlthIlS:
e oblications issued No Effective Duration:
g oot U.S. Treasury Obligations 41,386,602 N/A
or guaranteed by the U.S. Federal Agency Mortgage Securities 34,471,628 N/A
US. gOVemmenta U.S. Federal Agency Debt 3,145,613 N/A
U.S. agencies, or International Debt Securities 253,585,543 N/A
government-sponsored | Corporate Bonds 74,257,052 N/A
enterprises —no Bank Loans 152,855,072 N/A
restriction; Munlclpal. Bonds o 9,942,165 N/A
Collateralized Mortgage Obligations 85,568,334 N/A
»  obligations of other Asset-Backed Securities 7,936,509 N/A
national governments Guaranteed Investment Contract 157,671,240 N/A
— no more than 10 Mutual Funds - Domestic Fixed Income 29,987,082 N/A
percent of the debt Repurchase Agreements 1,248,000 N/A
investment portfolio | 1.} pebt Securities $  14,454,283,027
per 1ssuer;
. private mortgage- Cash Equivalent - U.S. Government Short Term Funds 59,431,546 37 Days!
backed and a,ss,et_ Total Subject to Interest Rate Risk $ 14,513,714,573
backed securities, 'Weighted average maturity

unless collateral is
credit-independent
of the issuer and
the security’s credit enhancement is generated
internally — no more than 10 percent of the debt
investment portfolio per issuer; 25 percent per
issuer if the collateral exception is met; and

»  other issuers, excluding investments in commingled
vehicles — no more than 3 percent of the debt
investment portfolio.

As of June 30, 2013, there were no single issuer debt
investments that exceeded the above guidelines nor were
there investments in any one issuer that represent 5 percent
or more of total investments or total net position.

4. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates
will adversely affect the fair value of an investment. This
risk is managed within the portfolio using the effective
duration methodology. Policies state that the fixed income
manager positions will maintain a weighted average effec-

tive duration within plus or minus 20 percent of the bench-
mark’s effective duration. There is no policy restriction for
non-fixed income investment managers who may hold fixed
income positions. As of June 30, 2013, the weighted average
duration of PERS’ fixed income portfolio was 4.63 years.

Effective duration is a measure of a fixed income invest-
ment’s exposure to fair value changes arising from chang-
es in interest rates. Effective duration makes assumptions
regarding the most likely timing and amounts of variable
cash flows. These assumptions take into consideration fac-
tors indicative of investments highly sensitive to interest
rate changes, including callable options, prepayments, and
other factors. These factors are reflected in the effective
duration numbers provided herein.

No individual fixed income investment manager’s port-
folio was outside the policy guidelines at June 30, 2013.
Table 11 shows the investments by type, amount, and
effective weighted duration.
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At June 30, 2013, PERS held approximately $1,886.1
million in debt instruments backed by pooled mortgages,
Collateralized Mortgage Obligations (CMOs), or fixed-rate
mortgages. These securities represent a stream of principal
and interest payments from underlying mortgages. Assets
with these characteristics are susceptible to prepayment
by the mortgage holders, which may result in a decrease in
total interest realized. The value of these securities can be
volatile as interest rates fluctuate. Additionally, the risk of
default exits and collateral held may potentially be insuf-
ficient to cover the principal due. PERS also held approxi-
mately $1,021.3 million in To Be Announced (TBA) feder-
al agency-issued mortgage pools. An additional $547.4 mil-
lion of debt instruments are asset-backed securities backed

primarily by automobile, equipment lease, and student loan
receivables.

5. Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange
rates will adversely affect the fair value of an investment or
a deposit. Policy states that no more than 15 percent of the
fixed income manager positions may be invested in non-dol-
lar denominated securities. Policies for the non-fixed portion
of PERS’ portfolio are silent regarding this risk. As of June
30, 2013, approximately 3.1 percent of the debt investment
portfolio was invested in non-dollar denominated securities.
(See Table 12 below.)

TABLE 12

Currency Exposures by Asset Class in U.S. Dollar Equivalents as of June 30, 2013

Cash and Cash Debt Public Real Private Opportunity
Currency Equivalents Securities Equity Estate Equity Portfolio Total
Argentine peso $ 61,953 § -3 - $ -3 - 8 - 8 61,953
Australian dollar 1,516,909 84,814,703 350,131,744 77,609,692 - - 514,073,048
Bolivar fuerte 4,256 - 20 - - - 4,276
Brazilian real 1,081,751 18,255,864 139,398,275 3,822,858 - - 162,558,748
Canadian dollar (466,060) 42,655,339 351,578,721 16,634,327 - 25,647,532 436,049,859
Chilean peso 40,014 - 6,895,469 - - - 6,935,483
Chinese yuan 189,274 - 2,883,570 - - - 3,072,844
Colombian peso - 1,056,632 5,618,106 - - - 6,674,738
Costa Rica colon - 740,208 - - - - 740,208
Czech koruna 38,444 - 4,890,209 - - - 4,928,653
Danish krone 198,194 23,009 82,912,083 - - - 83,133,286
Dominican Republic peso - 1,574,034 - - - - 1,574,034
Egyptian pound 204,884 - 5,560,443 - - - 5,765,327
Euro 47,391,086 120,740,086 2,008,379,815 73,313,819 358,202,064 - 2,608,026,870
Hong Kong dollar 2,766,072 - 430,329,076 112,395,963 - - 545,491,111
Hungarian forint 4,121 - 8,649,673 - - - 8,653,794
Indian rupee 182,424 - 65,421,926 - - - 65,604,350
Indonesian rupiah 321,479 - 51,255,857 - - - 51,577,336
Israeli shekel 527,457 - 21,509,578 - - - 22,037,035
Japanese yen 12,914,536 64,941,419 1,700,092,195 116,468,949 - - 1,894,417,099
Kenya shilling - - 252,887 - - - 252,887
Malaysian ringgit 178,018 - 26,795,483 - - - 26,973,501
Mexican peso 753,646 14,641,361 45,412,056 1,266,212 - - 62,073,275
New Zealand dollar 98,323 - 11,210,532 - - - 11,308,855
Nigerian naira 4 1,344,439 7,541,220 - - - 8,885,663
Norwegian krone 427,071 - 66,496,332 1,147,702 - - 68,071,105
Pakistan rupee 138,657 - 839,097 - - - 977,754
Peruvian nuevo sol 35 469,765 1,280,312 - - - 1,750,112
Philippine peso 75,850 - 9,580,254 - - - 9,656,104
Polish zloty 53,366 1,345,995 9,213,290 - - - 10,612,651
Pound sterling 35,213,430 33,741,157 1,257,483,173 58,565,791 - - 1,385,003,551
Qatar riyal - - 3,709,218 - - - 3,709,218
Russian ruble 186,717 7,184,316 - - - - 7,371,033
Singapore dollar 1,331,828 - 96,987,384 40,823,240 - - 139,142,452
South African rand 443,905 362,971 127,189,427 - - - 127,996,303
South Korean won 7,764,154 - 339,093,191 - - - 346,857,345
Swedish krona 981,062 50,246,238 185,430,821 6,293,035 - - 242,951,156
Swiss franc 255,484 - 476,338,252 6,218,903 - - 482,812,639
Taiwan dollar 7,588,614 - 166,974,208 - - - 174,562,822
Thai baht 176,616 - 115,178,523 1,508,077 - - 116,863,216
Turkish lira 377,346 4,692,525 95,266,251 371,623 - - 100,707,745
United Arab Emirates dirham - - 4,676,948 - - - 4,676,948
Total Subject to Foreign
Currency Risk $ 123,020,920 $ 448,830,061 $ 8,282,455,619 $ 516,440,191 $ 358,202,064 $ 25,647,532 $  9,754,596,387
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6. Unfunded Commitments

OIC has entered into agreements that commit the Public
Employees Retirement Fund (PERF), upon request, to
make additional investment purchases up to a prede-
termined amount. As of June 30, 2013, the PERF had
$7,072.1 million in commitments to purchase private equity
investments, $2,214.0 million in commitments to purchase
real estate investments, $491.6 million in commitments to
purchase alternative equity investments, and $176.3 million
in commitments to purchase opportunity portfolio invest-
ments, which includes $79.8 million in recallable distribu-
tions. These amounts are unfunded and are not recorded in
the Statement of Fiduciary Net Position.

C. Securities Lending

In accordance with state investment policies, PERF par-
ticipates in securities lending transactions. Through secu-
rities lending authorization agreements, the Oregon State
Treasury has authorized its custodian, State Street Bank, to
lend its securities pursuant to the terms and conditions of
policy and applicable agreements. Both PERF and the bor-
rowers maintained the right to terminate all securities lend-
ing transactions on demand. There were no significant vio-
lations of the provisions of securities lending agreements
during the period of these financial statements.

The custodian had the authority to loan short-term, fixed
income, and equity securities and to receive as collateral
U.S. dollar and foreign currency cash, U.S. government
and agency securities, letters of credit, and foreign sover-
eign debt of Organization of Economic Cooperation and
Development (OECD) countries. Borrowers were required
to deliver collateral for each loan equal to not less than 102
percent of the market value of loaned U.S. securities and
international fixed income securities or 105 percent in the
case of international equity. The custodian did not have the
ability to pledge or sell collateral securities absent a bor-
rower default, and PERF did not impose any restrictions
during the fiscal year on the amount of the loans the custo-
dian made on its behalf. PERF is fully indemnified against
losses due to borrower default by its current custodian.
There were no losses during the year from the failure of
borrowers to return loaned securities and no recoveries of
amounts from prior losses.

Prior to July 1, 2010, PERF was a participant in a securi-
ties lending collateral reinvestment pool managed by State
Street Global Advisors (SSgA), a division of State Street
Bank. On July 1, 2010, PERF withdrew from this pool and
directed SSgA to allocate its share of pool assets into a new
legacy fund owned exclusively by PERF. At the same time
PERF also directed SSgA to open a new securities lending
collateral reinvestment fund for ongoing lending activities.
The legacy fund will be maintained until all existing assets
have matured or been sold, and proceeds will be invested
in the new fund. Since the assets in the legacy and new
funds are wholly owned by PERF, the balances in the funds
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are stated at fair value in the Statement of Fiduciary Net
Position as of June 30, 2013. Previous securities lending
collateral reinvestment pool balances were stated at “con-
stant value” since PERF was a participant in a pool along
with other qualified plans, due to the lending agent’s prac-
tice of redeeming shares at $1.00 per unit. The investments
in the legacy and new funds are held by the custodian.

The maturities of investments made with cash collat-
eral did not generally match the maturities of the securities
loaned. Since the securities loaned are callable on demand
by either the lender or borrower, the life of the loans at
June 30, 2013, is effectively one day. On June 30, 2013,
PERF had no credit risk exposure to borrowers because the
amounts PERF owes borrowers exceed the amounts bor-
rowers owe PERF.

On June 30, 2013, the fair value of cash collateral
received and invested cash collateral were $2,352.7 mil-
lion and $2,346.9 million, respectively. The cumulative
unrealized loss in invested cash collateral of $5.8 million
has been recognized in securities lending income in the
Statements of Changes in Fiduciary Net Position in the
period in which the gains or losses occurred. For the fis-
cal year ended June 30, 2013, total income from securities
lending activity was $28.7 million, and total expenses for
the period were $3.8 million for a net gain of $24.9 million.

During fiscal year 2011 SSgA hired an independent con-
sultant to review the pool’s activities during the recent eco-
nomic downturn to determine if pool participants who were
net users of liquidity benefited at the expense of partici-
pants who were net providers of liquidity. The result of the
review indicated that PERF was a net provider of liquidity
and was entitled to compensation of $5.6 million, which
PERF received from SSgA in May 2011. That compensa-
tion was used to establish an allowance for future losses
recognized at the sale of securities held within the legacy
fund. As of June 30, 2013, the remaining balance was $4.1
million.

OSTF also participates in securities lending activity.
PEREF receives an allocated portion of this activity based on
its deposits in OSTF. As of June 30, 2013, PERF’s allocat-
ed portion of cash collateral received and invested cash col-
lateral were $17.0 million and $17.0 million, respectively.

Cash collateral received for OSTF securities lent is
invested in securities lending collateral pools and is not
exposed to custodial risk.

Table 13 on page 46 shows the combined balances of the
securities on loan, cash and securities collateral received,
and investments of cash collateral held. Securities lending
collateral subject to credit risk at June 30, 2013, is shown in
Table 14 on page 46. Securities lending collateral subject to
interest rate risk at June 30, 2013, is shown in Table 15 on
page 46.
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TABLE 13

Securities L.ending as of June 30, 2013

Investments of

Investment Type Securities on Loan Cash and Securities Cash Collateral at
at Fair Value Collateral Received Fair Value
U.S. Treasury Securities $ 631,075,629 $ 643,649,678 $ 374,772,466
U.S. Agency Securities 79,962,782 81,689,865 13,230,114
Domestic Equity Securities 931,694,926 960,528,985 935,495,352
Domestic Debt Securities 421,910,812 430,557,332 496,663,027
International Equity Securities 821,785,045 870,280,732 464,026,452
International Debt Securities 62,658,220 62,860,060 62,706,053
Allocation from Oregon Short Term Fund 23,747,863 24,232,938 16,996,706
Total $  2,972,835,277 $  3,073,799,590 $  2,363,890,170
TABLE 14
Securities Lending Invested Cash Collateral Subject to Credit Risk at June 30, 2013
Quality Rating Fair Value
AAA $ 201,148,512
AA 415,563,631
Al 594,166,620
BBB 4,809,209
B 5,117,347
Unrated 1,098,000,000
Total Subject to Credit Risk 2,318,805,319
Allocation from Oregon Short Term Fund 16,996,706
Cash 28,088,145
Total Securities Lending Invested Cash Collateral $ 2,363,890,170
! Commercial paper ratings of A-1+/P-1 categorized as AA; A-1/P-1 as A.
TABLE 15
Securities L.ending Invested Cash Collateral Subject to Interest Rate Risk at June 30, 2013
Effective
Weighted Rate
Duration
Security Type Fair Value (in days) '
Asset-Backed Securities $ 111,208,543 24
Certificates of Deposit 59,990,764 22
Collateralized Mortgage Obligations 96,637,873 16
Commercial Paper 97,999,368 39
Corporate Bonds 198,956,171 41
International Debt Securities 656,012,600 46
Repurchase Agreements 1,098,000,000 3
Total Subject to Interest Rate Risk 2,318,805,319 36
Allocation from Oregon Short Term Fund 16,996,706
Cash 28,088,145

Total Securities Lending Invested Cash Collateral

! Weighted average days to maturity or next reset date.

$ 2,363,890,170
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D. Derivatives

Oregon Investment Council
policy allows, with some restric-
tions, for the use of derivative
instruments in the prudent man-
agement of PERS’ investments.
Certain internally and externally
managed accounts are allowed,
through contract and policy, to
invest in derivative instruments
to carry out their investment
management activities. Risks
inherent with derivatives are
managed through investment
management’s adherence to con-
tractual and policy prescribed
terms that are consistent with
the funds’ investing objectives.
All derivatives are considered
investments. The fair value of
PERS’ derivative investments
is reported in the Investment
Sales and Other Receivables,
Investment Purchases and
Accrued Expenses, and the
Public Equity lines of the
Statement of Fiduciary Net
Position — Pension and Other
Postemployment Plans on
pages 24 and 25. Changes
in fair value during the fiscal
year are reported in the Net
Appreciation (Depreciation) in
Fair Value of Investments line
of the Statement of Changes in
Fiduciary Net Position — Pension
and Other Postemployment
Plans on pages 26 and 27. The
fair values reported in Tables
16 through 23 are not the same
as amounts reported as invest-
ments in the financial statements
because derivatives with net loss
positions have been reclassified
as Investment Purchases and
Accrued Expenses. The fair value
of futures reported in Table 17 on
page 48 is $0.
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TABLE 16

Foreign Currency Exchange Contracts as of June 30, 2013

Description Delivery Dates Notional Value Fair Value

Foreign currency exchange contracts purchased:
Australian dollar 7/11/2013 - 9/18/2013 $ 142,915,790 $ (7,366,253)
Brazilian real 7/2/2013 - 8/2/2013 33,577,533 (929,857)
Canadian dollar 7/18/2013 - 9/23/2013 169,047,089 (3,992,724)
Chinese yuan 8/5/2013 - 9/8/2015 10,921,742 (76,469)
Danish krone 7/2/2013 - 9/18/2013 89,062,135 (1,583,295)
Euro 7/1/2013 - 9/18/2013 327,544,494 (4,028,851)
Hong Kong dollar 7/31/2013 - 9/18/2013 129,412,948 78,215
Indian rupee 9/18/2013 359,102 (4,713)
Israeli shekel 7/31/2013 - 9/18/2013 7,027,299 (7,830)
Japanese yen 7/11/2013 - 9/18/2013 223,994,191 (4,017,848)
Malaysian ringgit 9/18/2013 177,170 (815)
Mexican peso 7/11/2013 - 9/18/2013 26,429,982 (1,287,364)
New Zealand dollar 8/16/2013 - 9/18/2013 101,211,569 (3,860,860)
Nigerian naira 12/9/2013 352,431 5,909
Norwegian krone 7/31/2013 - 9/18/2013 66,046,815 (2,973,980)
Philippine peso 9/18/2013 185,194 502
Pound sterling 7/2/2013 - 9/18/2013 166,593,320 (3,049,350)
Singapore dollar 9/18/2013 23,890,221 (233,074)
South Korean won 8/16/2013 1,758,166 32,564
Swedish krona 7/31/2013 - 9/18/2013 136,186,891 (3,310,504)
Swiss franc 7/31/2013 - 9/18/2013 101,921,765 (429,264)
Turkish lira 7/19/2013 1,419,289 (30,767)

Total foreign currency exchange contracts purchased 1,760,035,136 (37,066,628)

Foreign currency exchange contracts sold:
Australian dollar 7/9/2013 - 10/9/2014 252,655,877 18,372,539
Brazilian real 7/2/2013 - 9/4/2013 53,212,172 878,170
Canadian dollar 7/11/2013 - 9/23/2013 109,372,777 2,560,012
Chinese yuan 8/5/2013 - 9/8/2015 10,692,019 (153,255)
Columbian peso 9/18/2013 1,130,302 20,015
Danish krone 7/31/2013 - 9/18/2013 10,327,340 116,408
Euro 7/2/2013 - 8/13/2015 481,396,999 6,485,500
Hong Kong dollar 9/18/2013 13,299,614 (5,595)
Israeli shekel 9/18/2013 3,412,130 21,401
Japanese yen 7/11/2013 - 9/18/2013 227,448,746 3,219,074
Mexican peso 7/11/2013 24,017,348 (683,901)
New Zealand dollar 8/16/2013 - 9/18/2013 71,580,955 1,713,575
Norwegian krone 9/18/2013 45,779,397 1,738,684
Peruvian nouveau sol 9/18/2013 493,719 7,042
Polish zloty 7/19/2013 1,504,264 27,614
Pound sterling 7/2/2013 - 11/29/2013 214,544,302 4,254,728
Russian ruble 8/23/2013 - 9/18/2013 2,215,541 16,065
Singapore dollar 9/18/2013 304,346 37)
South African rand 8/5/2012 - 9/18/2013 1,585,800 1,852
South Korean won 8/16/2013 35,336,690 1,148,458
Swedish krona 8/16/2013 - 9/18/2013 77,419,055 796,983
Swiss franc 7/31/2013 - 9/18/2013 113,307,971 853,050
Turkish lira 7/19/2013 1,427,595 33,346

Total foreign currency exchange contracts sold 1,752,464,959 41,421,728

Total foreign currency exchange contracts subject to

foreign currency risk $ 3,512,500,095 $ 4,355,100

47 o




Oregon Public Employees Retirement System

TABLE 17

Futures Contracts as of June 30,2013
Number of
Expiration Date Contracts Notional Value
Fixed Income
Long cash and cash equivalents:
90 Day Euro 9/18/2013 523§ 129,553,713
3 Month Euribor 6/16/2014 361 116,748,297
Total Long cash and cash
equivalents 246,302,010
Short cash and cash equivalents:
90 Day Euro 9/14/2015 4 (987,550)
Total Short cash and cash
equivalents (987,550)
Long fixed income:
10 Year U.S. Treasury Notes 9/19/2013 6,047 765,323,438
5 Year U.S. Treasury Notes 9/30/2013 7,132 863,306,313
2 Year U.S. Treasury Notes 9/30/2013 2,750 605,000,000
U.S. Long Bond 9/19/2013 2,271 308,501,156
Ultra Long U.S. Treasury Bonds 9/19/2013 879 129,487,688
UK Long Gilt Bond 9/26/2013 72 12,219,752
Total Long Fixed Income 2,683.,838,347
Short Fixed Income:
10 Year Japanese Gov’t Bonds 9/10/2013 81 (116,360,793)
10 Year U.S. Treasury Notes 9/19/2013 4,829 (611,170,313)
5 Year U.S. Treasury Notes 9/30/2013 249 (30,140,672)
2 Year U.S. Treasury Notes 9/30/2013 185 (40,700,000)
Euro-OAT 9/6/2013 127 (21,868,260)
German Euro BUND 9/6/2013 74 (13,612,645)
US Long Bonds 9/19/2013 567 (77,023,406)
Ultra Long U.S. Treasury Bonds 9/19/2013 90 (13,258,125)
Total Short Fixed Income (924,134,214)
Total Fixed Income _2,005,018,593
Indexes
Long purchased indexes:
Amsterdam 7/19/2013 110 9,860,136
CAC 40 10 Euro 7/19/2013 1,197 58,105,814
DAX 9/20/2013 213 55,141,700
DJ Euro STOXX 50 9/20/2013 951 32,115,349
FTSE 100 9/20/2013 1,213 113,356,663
FTSE MIB 9/20/2013 57 5,653,915
Hang Seng 7/30/2013 185 24,720,809
IBEX 35 7/19/2013 304 30,303,978
MSCI Singapore IX ETS 7/30/2013 33 1,839,029
OMX 30 7/19/2013 458 7,805,295
Russell 1000 Mini 9/20/2013 659 58,453,300
Russell 2000 Mini 9/20/2013 1,868 182,073,960
S&P 500 E Mini 9/20/2013 4,484 358,563,060
S&P 500 9/19/2013 3 1,199,475
S&P Midcap 400 E Mini 9/20/2013 14 1,621,060
S&P TSE 60 9/19/2013 203 26,662,572
SP1200 9/19/2013 178 19,425,609
TOPIX 9/12/2013 890 101,332,864
Total Long purchased indexes 1,088,234,588
Short purchased indexes:
FTSE MIB 9/20/2013 84 (8,332,085)
OMX 30 7/19/2013 1,549 (26,398,258)
S&P 500 E MINI 9/20/2013 534 (42,701,310)
S&P TSE 60 9/19/2013 214 (28,107,342)
SPI 200 9/19/2013 229 (24,991,373)
Swiss Market 9/20/2013 113 (9,149,638)
Total Short purchased indexes (139,680,006)
Total Indexes 948,554,582
Total Futures $ 2,953,573,175
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Currency Forwards

A forward foreign currency exchange contract is a for-
ward contract that is a commitment to purchase or sell a
foreign currency at a future date at a negotiated forward
rate. Foreign currency forward contracts are privately nego-
tiated contracts with customized terms and are transacted in
over-the-counter markets. In the PERS portfolio, forward
currency exchange contracts may be used to gain exposure
or hedge against the effects of fluctuations in foreign cur-
rency exchange rates. Risk associated with such contracts
includes movement in the value of foreign currencies and
the ability of the counterparty to perform. The change in
fair value arising from the difference between the original
contracts and the closing of such contracts is $46.2 million
for the fiscal year ended June 30, 2013. Table 16 on page
47 presents currency forward balances at June 30, 2013.

Futures & Forwards

Futures and forward contracts represent commitments
to buy or sell an underlying asset at a future date and at a
specified price. Futures contracts have standardized terms
and are exchanged-traded. Forward contracts are privately
negotiated contracts with customized terms and are transact-
ed in over-the-counter markets. The counterparty credit risk
for futures is generally less than privately negotiated for-
ward contracts, since the clearinghouse, which is the issuer
or counterparty to each exchange-trade future, daily settles
the net change in the futures contract’s value in cash with
the broker. In the PERS portfolio futures and forward con-
tracts may be used to gain exposure to or hedge against the
effects of fluctuations in interest rates, currency exchange
rates, equity indexes, and other market conditions. PERS
bears the market risk that arises from changes in the value
of these instruments and the imperfect correlation between
movements in the price of the futures and forward contracts
and movements in the price of the securities hedged or used
for cover. The change in fair value resulting from futures
contract settlements totaled $209.7 million for the fiscal
year ended June 30, 2013. The change in fair value result-
ing from forward contract settlements totaled ($3.4) million
for the fiscal year ended June 30, 2013. Table 17 on page
48 presents futures contracts balances, and Table 18 below
presents forwards contracts balances at June 30, 2013.

TABLE 18
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Swaps

A swap is an agreement that obligates two parties to
exchange a series of cash flows or the net value of cash
flows at specified intervals based upon or calculated by ref-
erence to changes in specified prices or rates for a specified
amount of an underlying asset. PERF may enter into vari-
ous types of swaps including credit default, interest rate,
and total return swaps. PERF may use swaps to obtain effi-
cient investment exposure or to hedge exposure to interest
and currency rates and to movements in the debt and equity
markets. The payment flows are usually netted against each
other, with the difference being paid by one party or anoth-
er. In addition, collateral may be pledged or received by the
PERF in accordance with the terms of the respective swap
agreements to provide value and recourse to the PERF or
its counterparties.

Credit default swaps represent agreements between par-
ties to exchange a fixed rate premium by the buyer of pro-
tection in exchange for a contingent payment by the seller
of protection equal to the loss in value of an underlying
debt instrument triggered by the occurrence of a defined
credit event (such as bankruptcy, restructuring, failure to
make payments when due, and repudiation/moratorium for
sovereign underlying instruments). Under the terms of the
swap, the protection seller acts as a guarantor receiving a
periodic payment that is equal to a fixed percentage applied
to a notional principal amount. In return the seller of pro-
tection agrees to pay the notional amount of the underlying
instrument, less its distressed value, if a credit event occurs
during the term of the swap. Credit default swaps are pri-
vately negotiated contracts with customized terms and
are transacted in over-the-counter markets. In the PERS
portfolio, credit default swap contracts may be used to gain
exposure to or hedge against the effects of fluctuations in
specific investments, bond markets, and other market con-
ditions. Credit default swaps are subject to general market
risk, liquidity risk, credit risk, and the risk that the counter-
party fails to perform.

Interest rate swaps represent agreements between two
parties to exchange cash flows or the net value of cash
flows based on a notional amount and an underlying inter-
est rate. Interest rate swaps are privately negotiated con-

Forwards as of June 30, 2013
Expiration Date Notional Value Fair Value
Assets:
German Government Bonds 9/4/2022 $ 12,544,886 $ (547,268)
Sweden Government Bonds 6/1/2022 50,246,238 (4,054,372)
Total Forward Assets 62,791,124 (4,601,640)
Liabilities:
German Government Bonds 9/4/2022 (45,817,783) 384,068
US Treasury - TIPS 1/15/2023 (50,620,663) 4,849
Total Forward Liabilities (96,438,446) 388,917
Total Forwards S (33,647,322) $ (4,212,723)
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tracts with customized terms and are transacted in over-
the-counter markets. The Fund may elect to pay a fixed
rate and receive a floating rate, or, receive a fixed rate and
pay a floating rate based on a notional amount and a refer-
ence rate. In the PERS portfolio, interest rate swap con-
tracts may be used to gain exposure to or hedge against the
effects of fluctuations in interest rates, bond markets, and
other market conditions. Risk associated with such con-
tracts includes liquidity risk, interest rate risk, and the risk
that the counterparty fails to perform.

Total return swaps are agreements to exchange the return
generated by one instrument for the return generated by
another instrument. Total return swaps are privately negoti-

ated contracts with customized terms and are transacted in
over-the-counter markets. In the PERS portfolio, total return
swap contracts may be used to gain exposure to or hedge
against the effects of fluctuations in interest rates, bond
markets, equity markets, and other market conditions. Total
return swaps are subject to general market risk, liquidity risk,
and the risk that the counterparty fails to perform.

The change in fair value from PERS’ swap contracts for
the year ended June 30, 2013, was $88.3 million. Table 19
below presents swaps balances at June 30, 2013. The coun-
terparties’ credit ratings for swaps in asset positions at June
30, 2013, are shown in Table 20 on page 51.

TABLE 19
Swaps as of June 30, 2013
Notional
Description PERS Receives PERS Pays Maturity date Value Fair Value

Interest Rate Swaps - 3 Month or 6 Month 3/20/2018 -

Pay Fixed Asset LIBOR 1.00 - 3.08% 6/19/2043 $§ 880,500,000 $ 14,240,176
Interest Rate Swaps - 3/20/2018 -

Pay Fixed Liability 3 Month LIBOR 1.70 - 2.71% 7/1/2023 23,700,000 (222,422)
Interest Rate Swaps - 3 Month CDOR or  6/16/2016 -

Receive Fixed Asset 0.54 % - 10.58% 3 Month LIBOR 12/15/2025 53,775,000 2,087,107
Interest Rate Swaps - 3 Month CDOR or  1/2/2015 -

Receive Fixed Liability 0.54 % 12 Month BRCDI 1/2/2017 131,400,000 (1,665,975)
Credit Default Swaps - Credit Default 12/20/2013 -

Pay Fixed Assets Protection ! 0.09 - 1.00% 10/12/2052 157,031,776 20,235,492
Credit Default Swaps - Credit Default 9/20/2013 -

Pay Fixed Liabilities Protection! 0.58 - 5.00% 3/20/2019 496,639,000 (7,642,329)
Credit Default Swaps - Credit Default 4/20/2014 -

Receive Fixed Assets 1.00 - 5.00% Protection! 12/25/2037 110,357,201 6,663,266
Credit Default Swaps - Credit Default 9/20/2015 -

Receive Fixed Liabilities 0.08 - 5.00% Protection | 5/11/2063 89,866,864 (12,428,885)

1 or 3 Month 5/15/2014 -
Total Equity Return Swaps Equity Position LIBOR 1/12/2041 761,584 (17,180,686)
Total Swaps $ 1,944,031,425 $ 4,085,744
1 Represents the difference between the original price of the reference asset and the recovery amount if a credit default event occurs|.
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TABLE 20
Swaps at June 30, 2013
Total

Counterparty Credit Default  Interest Rate Return

Information Ratings1 Swaps Swaps Swaps Total
Bank of America Merrill Lynch ~ A-/A/Baa2  § 2,859,378 $ -3 - $ 2859378
Barclay’s Bank A-/A/A3 1,323,484 - 12,629 1,336,113
Citigroup Global Markets A-/A/Baa2 2,883,698 - - 2,883,698
CME Group AA-/NR/Aa3 - 7,125,090 - 7,125,090
Credit Suisse A-/A/A2 2,274,182 - - 2,274,182
Deutsche Bank A/A+A2 5,299,296 5,261 - 5,304,557
Goldman Sachs A-/A/A3 1,578,105 9,196,932 - 10,775,037
Intercontinental Exchange N/A 50,720 - - 50,720
JP Morgan Chase A/A+/A2 3,301,358 - - 3,301,358
Morgan Stanley A-/A/Baal 4,182,663 - - 4,182,663
Royal Bank of Scotland A-/A/Baal 297,458 - - 297,458
UBS AG Stamford A/A/A2 2,848,416 - - 2,848,416
Total Swaps Subject to Credit Risk $ 26,898,758 $ 16,327,283 §$ 12,629 § 43,238,670
I Standard & Poor’s/Fitch/Moody’s
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TABLE 21
Options as of June 30, 2013
Gross Notional
Description Expiration Date Contracts Amount Fair Value
Fixed Income:
Calls
Written
INF CAP USD CPURNSA 3/4/2015 1,800,000 $ (1,800,000) $ (757)
IRO Euro 1Y 0.4 BOA 3/12/2014 2,000,000 (2,000,000) (2,420)
IRO Euro 1Y 0.4 GLM 3/12/2014 500,000 (500,000) (605)
IRO Euro 1Y 0.4 DUB 3/12/2014 1,100,000 (1,100,000) (1,331)
IRO Euro 1Y 0.4 RYL 3/12/2014 1,500,000 (1,500,000) (1,815)
Total Calls Written (6,900,000) (6,928)
Puts
Purchased
IRO USD 30Y 3.45 9/21/2015 3,000,000 3,000,000 382,353
IRO USD 30Y 3.45 CBK 9/21/2015 1,900,000 1,900,000 242,157
Total Puts Purchased 4,900,000 624,510
Written
INF Floor USD CPURNS 3/4/2015 1,800,000 (1,800,000) (1,008)
INF Floor USD CPURNSA 10/13/2020 800,000 (800,000) (1,460)
IRO Euro 1Y 0.4 BOA 3/12/2014 2,000,000 (2,000,000) (5,792)
IRO Euro 1Y 0.4 GLM 3/12/2014 500,000 (500,000) (1,448)
IRO Euro 1Y 0.4 DUB 3/12/2014 1,100,000 (1,100,000) (3,186)
IRO Euro 1Y 0.4 RYL 3/12/2014 1,500,000 (1,500,000) (4,344)
IRO USD 5Y 2.5 9/21/2015 12,600,000 (12,600,000) (492,282)
IRO USD 5Y 2.5 CBK 9/21/2015 8,400,000 (8,400,000) (328,188)
Total Puts Written (28,700,000) (837,708)
Total Fixed Income (30,700,000) (220,126)
Option Futures:
Calls
Purchased 9/13/2013 2,716 6,790,000 540,956
2 Year Euro Midcurve 6,790,000 540,956
Total Calls Purchased
Written
10 Year Treasury Note 8/23/2013 498 (498,000) (62,250)
3 Year Euro Midcurve 9/13/2013 225 (562,500) (14,063)
2 Year Euro Midcurve 9/13/2013 4,092 (10,230,000) (249,288)
Total Calls Written (11,290,500) (325,601)
Puts
Written
10 Year Treasury Note 8/23/2013 498 (498,000) (638,063)
Total Puts Written (498,000) (638,063)
Total Option Futures $ (4,998,500) $ (422,708)

Options

An option is an instrument that gives one party the right,
but not the obligation, to buy or sell an underlying asset from
or to another party at a fixed price over a specified period
of time. A European option is an option that can only be
exercised on the expiration date. A call option gives the pur-
chaser the option to buy (and the seller the obligation to sell)
the underlying investment at the contracted exercise price.
A put option gives the purchaser the option to sell (and the

writer the obligation to buy) the underlying investment at the
contracted exercise price. Options can be exchange traded
or private contracts between two or more parties. Exchange-
traded options are cleared through and guaranteed by clear-
ing houses. In the PERS portfolio option and European
option contracts may be bought or sold to gain exposure to
or hedge against the effects of fluctuations in interest rates,
currency exchange rates, bond markets, equity markets, and
other market conditions.
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In writing an option, the Fund bears the market risk of an
unfavorable change in the price of the underlying invest-
ment of the written option. Exercise of an option written by
the Fund could result in the Fund selling or buying an asset
at a price different from the current market value. The risk
associated with purchasing an option is that the Fund pays
a premium whether or not the option is exercised. Options
and European options may be subject to interest rate risk,
general market risk, liquidity risk, credit risk, foreign cur-
rency risk, and, for non-exchange traded options, the risk
of the counterparty’s ability to perform. The change in fair
value from PERS’ options contracts for the year ended
June 30, 2013, was $1.1 million. Table 21 on page 52 pres-
ents options balances at June 30, 2013.

Swaption

A swaption is an option to enter into an interest rate
swap at an agreed upon fixed rate until or at some future
date. Swaption contracts entered into by the Fund typically
represent an option that gives the purchaser the right, but
not the obligation, to enter into a swap contract on a future
date. If a call swaption is exercised, the purchaser will enter
into a swap contract to receive the fixed rate and pay a

Oregon Public Employees Retirement System

floating rate in exchange. Exercising a put swaption would
entitle the purchaser to pay a fixed rate and receive a float-
ing rate. Swaptions are privately negotiated contracts with
customized terms and are transacted in over-the-counter
markets. In the PERS portfolio, swaption contracts may
be bought or sold to gain exposure to or hedge against the
effects of fluctuations in interest rates, bond markets and
other market conditions.

In writing a swaption, the Fund bears the market risk
of an unfavorable change in the price of the underlying
investment of the written swaption. Exercise of a swap-
tion written by the Fund could result in the Fund selling
or buying an asset at a price different from the current
market value. The risk associated with purchasing a swap-
tion is that the Fund pays a premium whether or not the
option to enter a swap is exercised. Swaptions may be
subject to interest rate risk, liquidity risk, and the risk of
the counterparty’s ability to perform. The change in fair
value from PERS’ swaptions contracts for the year ended
June 30, 2013, was ($2.4) million. Table 22 below pres-
ents swaptions balances at June 30, 2013.

TABLE 22
Swaptions as of June 30, 2013
Gross Notional
Description Expiration Date Contracts Amount Fair Value
Calls
Purchased
30 Year RTR 3/14/2014 14,800,000 14,800,000 $ 149,658
Total Calls Purchased 14,800,000 149,658
Written
5 Year RTR 12/12/2013 - 3/20/2017 161,400,000 (161,400,000) (528,477)
Total Calls Written (161,400,000) (528,477)
Total Calls (146,600,000) (378,819)
Puts
Purchased
30 Year RTP 10/21/2013 - 11/11/2013 26,600,000 26,600,000 75
30 Year RTP 9/16/2013 17,000,000 17,000,000 -
10 Year RTP 11/21/2013 - 3/16/2017 93,150,000 93,150,000 4,359,651
Pound sterling 12/15/2015 2,800,000 2,800,000 212971
IRO Pound sterling 12/15/2015 6,300,000 6,300,000 479,184
Total Puts Purchased 145,850,000 5,051,881
Written
10 Year RTP 3/16/2017 54,000,000 (54,000,000) (934,568)
5 Year RTP 12/12/2013 - 3/20/2017 227,600,000 (227,600,000) (5,179,525)
IRO Euro 7/1/2014 2,500,000 (2,500,000) -
Total Puts Written (284,100,000) (6,114,093)
Total Puts (138,250,000) (1,062,212)
Total Swaptions (284,850,000) $ (1,441,031)
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Rights and Warrants

Rights are the right, but not the obligation, to purchase
newly issued equity shares, often in proportion to the num-
ber of shares currently owned, in a specified company, at
a pre-established price on or within a pre-determined date.
Rights are privately transacted in over-the-counter markets.
In the PERS portfolio, rights are often obtained and held
due to existing investments. Rights are subject to general
market risk and liquidity risk.

A warrant provides the holder the right, but not the obli-
gation, to purchase securities from the issuing entity at a
specific price and within a certain time period. Warrants
are privately transacted in over-the-counter markets. In the
PERS portfolio, warrants are often obtained and held due to
existing investments. Warrants are subject to general market
risk and liquidity risk. The change in fair value from PERS’
rights and warrants for the year ended June 30, 2013, was
$4.3 million. The fair value of PERS’ rights and warrants at
June 30, 2013, are shown in Table 23 below.

TABLE 23

Note 7 - Long-Term Debt

In 1997 PERS completed construction on its retirement
system headquarters building in Tigard, Oregon. The con-
struction was financed by the sale of certificates of partici-
pation (COP), Series A. In March 2002, a new COP, Series
B, was issued and used to refund the original Series A
COP. In April 2012, an XI-Q general obligation bond, 2012
Series K, was issued to refund the 2002 Series B COP.
The Series K bond amount outstanding at June 30, 2013, is
$2,310,000 and has a final repayment due May 1, 2017.

Table 24 below summarizes all future PERS building
bond payments of principal and interest for each fiscal year
during the next five-year period ending June 30, 2017. The
current portion of the PERS building debt is $545,000.

Table 25 below summarizes the changes in long-term
debt for the year ended June 30, 2013.

Note 8 - Litigation
Following is a summary of current PERS-related cases:

A. Sundermier v. PERS

Rights and Warrants as of June 30, 2013

Paul Sundermier requested judicial review
of his Notice of Dispute in Marion County

Related L i R )
Number Fair Circuit Court.. Ig addition to. judicial review,
Expiration Date of Shares Value Mr. Sundermier included civil complalnts for
breach of contract, breach of fiduciary duty,
Rights 7/3/2013 - 8/28/2013 1,269,923 210,139 | money had and received, violations of constitu-
Warrants ~ 10/1/2013 -1/19/2021 1,252,166 11,446,160 | tional rights under 42 USC §1983, and uncon-

Total Rights and Warrants

2,522,089 $ 11,656,299

stitutional takings. All of his complaints cen-
tered around four issues: 1) calculation of his

tax-remedy increase, 2) purchase of waiting and

military time, 3) male and female blended actu-
arial factors, and 4) alleged intentional delay

TABLE 24
PERS Building Debt Service Requirements to Maturity

Series “K”

in paying his benefits. PERS prevailed on all issues in the
trial court. Mr. Sundermier has filed a Notice of Appeal in
the Court of Appeals, solely on issue 1. Legal counsel is
unable to provide an opinion as to the outcome.

Fiscal
Year Principal Interest Total B. Moro, et al. v. PERB, Jones v. PERB, Reynolds v.
2014 S 545000 $ 104600 $ 640600 |PERB, Riemerv. PERB
2015 565,000 88,250 653,250 These four petitions, filed in the Supreme Court, chal-
2016 585,000 60,000 645,000 lenge Oregon Laws 2013, chqpter 5.3 (SB 822), which
enacted changes to cost-of-living adjustments (COLAs)
2017 615,000 30,750 645,750 | and provisions in ORS chapter 238 relating to taxation of
Total $ 2,310,000 $ 283,600 $ 2,593,600 | PERS benefits paid to persons who are not residents of the
state of Oregon. The Supreme Court appointed a Special
TABLE 25
Long-Term Debt Activity
Balance Balance Amounts Due
June 30, 2012 Additions Deductions June 30, 2013 Within One Year
PERS Building Principal $ 2,845,000 $ — 8 535,000 $ 2,310,000 $ 545,000
Plus: Premium (Net) 303,751 — 62,779 240,972 62,779
Less: Deferred Gain (Net) (76,555) — (15,822) (60,733) (15,822)
Total Bonds Payable $ 3,072,196 $ — 3 581,957 $ 2,490,239 $ 591,957
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Master and directed the Special Master to provide proposed
findings of fact to the Supreme Court. Proceedings were
halted upon enactment of Oregon Laws 2013 (Special
Session), chapters 2 and 3 (SB 861 and SB 862). SB 861
amends the COLA provisions of SB 822. SB 862 makes
changes to other PERS statutes. Both SB 861 and SB 862
provide for challenges to be filed within 60 days of their
effective date (October 8, 2013).

Mr. Jones filed a petition for leave to amend his petition
challenging SB 822 to add a challenge to SB 861. Legal
counsel is unable to provide an opinion as to the outcome.

C. Riemer v. PERB

Mr. Riemer filed a petition challenging SB 861. It is
likely that additional challenges to SB 861 will be filed,
whether as new petitions such as this one, or as an amend-
ment to a petition challenging SB 822, as has been filed by
Mr. Jones. Legal counsel expects all challenges to SB 861,
as well as challenges to SB 862, if any, to be consolidated
with the challenges to SB 822. Legal counsel is unable to
provide an opinion as to the outcome.

Note 9 - Standard Retiree Health Insurance
Account - Basis for Estimated Liabilities

The Standard Retiree Health Insurance Account
(SRHIA) establishes claim liabilities based on estimates of
the ultimate costs of claims (including future claim adjust-
ment expenses) that have been reported but not settled
and of claims that have been incurred but not reported

TABLE 26
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(IBNR). The estimated claims liability was calculated by
Butler, Partners, & Associates, PERS’ health insurance
consultant at June 30, 2013, using a variety of actuarial and
statistical techniques and adjusted for actual experience to
produce current estimates that reflect recent settlements,
claim frequency, and other economic and social factors.
Adjustments to claims liabilities are charged or credited to
expense in the periods in which they are made. The esti-
mated claims liability of $14.1 million is carried at its face
amount, and no interest discount is assumed. The IBNR
portion represents an estimate for claims that have been
incurred prior to June 30, 2013, but have not been reported
to the SRHIA. Table 26 below shows the changes in the
aggregated estimated claims liabilities as of June 30, 2013
and 2012.

Note 10 - Prior Period Adjustment

During fiscal year 2013, PERS became aware that
employer contributions receivable had not been reported
in accordance with GAAP in prior fiscal years. Prior to fis-
cal year 2013, a receivable for transition liabilities owed to
PERS by certain employers that joined the State and Local
Government Rate Pool was not reported.

In the Statement of Changes in Fiduciary Net Position on
pages 26 and 27 Defined Benefit Pension Plan net position
was increased by $625.6 million to reflect the recognition
of contributions receivable related to the pre-SLGRP transi-
tion liabilities.

Total Estimated Claims at

Beginning of Fiscal Year

Insured Claims and Claim Adjustment Expenses
Provision for Insured Events

of Current Fiscal Year
Decrease in Provision for

Insured Events of Prior Years
Total Incurred Claims and

Claim Adjustment Expenses

Payments
Claims and Claim Adjustment Expenses

Attributable to Insured Events of
Current Fiscal Year

Claims and Claim Adjustment Expenses
Attributable to Insured Events of
Prior Fiscal Year

Total Payments

Total Estimated Claims at
End of Fiscal Year

Changes in the Aggregated Estimated Claims Liabilities of SRHIA for the Years Ended June 30

2013 2012
$ 13,959,000 $ 23,492,372
175,197,532 163,099,600
(2,308,161) (12,480,317)
172,889,371 150,619,283
161,107,532 149,140,600
11,650,839 11,012,055
172,758,371 160,152,655
$ 14,090,000 $ 13,959,000
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Required Supplementary Information
Schedules of Funding Progress
(dollar amounts in millions)"

Actuarial Actuarial Unfunded UAAL as a
Actuarial Value of Accrued (Overfunded) Funded Covered % of Covered
Valuation Assets Liability (AAL) AAL (UAAL) Ratio Payroll® Payroll
Date (a) (b) (b-a) (a/b) (©) ((b-a)/c)
Defined Benefit Pensions —Tier One/Tier Two and OPSRP'
12/31/20032 § 42,7533 $ 44,078.1 $1,324.8 97.0% $ 6,248.5 21.2%
12/31/2004* 45,581.1 47,398.6 1,817.5 96.2 6,772.4° 26.8
12/31/2005%¢ 51,382.6 49,294.0 (2,088.6) 104.2 6,791.9 (30.8)
12/31/2006 56,616.5 51,252.9 (5,363.5) 110.5 7,326.8 (73.2)
12/31/20077 59,327.8 52,871.2 (6,456.7) 112.2 7,721.8 (83.6)
12/31/2008 43,520.6 54,259.5 10,738.9 80.2 8,130.1 132.1
12/31/2009* 48,729.2 56,810.6 8,081.4 85.8 8,512.2 94.9
12/31/2010 51,583.6 59,329.5 7,746.0 86.9 8,750.1 88.5
12/31/2011° 50,168.2 61,198.4 11,030.2 82.0 8,550.5 129.0
12/31/2012" 54,784.1 60,405.2 5,621.1 90.7 8,590.9 65.4
Postemployment Healthcare Benefits — Retirement Health Insurance Account
12/31/20032 $ 117.1 $ 522.5 § 4054 22.4% $ 6,248.5 6.5%
12/31/2004* 148.0 556.9 408.9 26.6 6,772.4° 6.0
12/31/2005 181.0 495.9 3149 36.5 6,791.9 4.6
12/31/2006 221.3 511.8 290.5 43.2 7,326.8 4.0
12/31/2007 250.8 499.6 248.8 50.2 7,721.8 3.2
12/31/2008 183.8 494.0 310.2 37.2 8,130.1 3.8
12/31/2009 214.1 511.2 297.1 41.9 8,512.2 3.5
12/31/2010 2323 547.1 314.8 42.5 8,750.1 3.6
12/31/2011 239.6 461.1 221.5 52.0 8,550.5 2.6
12/31/2012 291.6 471.8 180.2 61.8 8,590.9 2.1
Postemployment Healthcare Benefits — Retiree Health Insurance Premium Account'’
12/31/20032 $ 4.0 $ 25.0 $ 21.0 16.0% $ 1,711.9 1.2%
12/31/2004* 52 28.2 23.0 18.4 1,851.4° 1.2
12/31/2005 6.1 27.0 20.9 22.7 1,827.0 1.1
12/31/2006 7.0 234 16.4 30.0 1,946.8 0.8
12/31/2007 7.8 233 15.5 33.6 2,080.2 0.7
12/31/2008 5.7 213 15.6 26.7 2,217.9 0.7
12/31/2009 6.4 24.5 18.2 25.9 2,371.8 0.8
12/31/2010 5.7 33.9 28.2 16.8 2,379.7 1.2
12/31/2011 4.5 344 29.9 13.2 2,376.9 1.3
12/31/2012 4.4 60.3 55.9 7.4 2,432.4 2.3

1 Includes UAAL for Multnomah Fire District ($166 million as of December 31, 2012).

2 The 2001 valuation was revised to include the impact of PERS Reform Legislation enacted in 2003. Figures through 12/31/2003 do not reflect the judicial
review or subsequent Board action.

3 Effective with the 2004 valuation, the Oregon Supreme Court rulings in Strunk v. PERB, et al. (issued March 8, 2005) and City of Eugene v. State of Oregon,
PERB, et al. (issued August 11, 2005) are reflected. Amounts include OPSRP payroll.

4 Effective with the 2004 valuation, the cost method was changed from Entry Age Normal to Projected Unit Credit, and the actuarial value of assets was
changed from a four-year smoothed value to market value.

5 Assets and liabilities for OPSRP are first valued in the 2005 valuation. OPSRP payroll, however, was included in the amortization of the UAAL beginning
with the 2004 valuation.

6 Reflects the transfer in assets and liabilities for new employers that joined the SLGRP effective January 1, 2006.
7 Reflects the transfer in assets and liabilities for new employers that joined the SLGRP effective January 1, 2008.
8 Reflects the transfer in assets and liabilities for new employers that joined the SLGRP effective January 1, 2010.
9 Reflects the transfer in assets and liabilities for new employers that joined the SLGRP effective January 1, 2012.
10 covered payroll is for state agencies only.

Footnotes 11 and 12 continued on next page.

o 56 o



Oregon Public Employees Retirement System

T The December 31, 2012 valuation reflects the following changes:
Changes in Actuarial Methods and Assumptions — Tier One/Tier Two and OPSRP

A summary of key changes implemented since the December 31, 2011 valuation are described briefly below. Additional detail and a comprehensive list of
changes in methods and assumptions can be found in the 2012 Experience Study for the System, which was published on September 18, 2013.

Changes in Actuarial Methods and Allocation Procedures
Actuarial Cost Method

The Actuarial Cost Method was changed from the Projected Unit Credit (PUC) Cost Method to the Entry Age Normal (EAN) Cost Method. This change will
allow PERS to use the same cost method for contribution rate calculations as will soon be required for future financial reporting under GASB Statements 67 and
68.

Tier One/Tier Two UAL Amortization

In combination with the change in cost method, the Board chose to re-amortize the outstanding Tier One/Tier Two UAL as of December 31, 2013 over a closed
period of 20 years as a level percentage of projected payroll. Gains and losses between subsequent rate-setting valuations will be amortized over a closed
20-year period from the valuation in which they are first recognized.

Contribution Rate Stabilization Method

The “grade-in range” over which the rate collar gradually doubles was modified so that the collar doubles as funded status (excluding side accounts) decreases
from 70 percent to 60 percent or increases from 130 percent to 140 percent. Previously the ranges had been 80 percent to 70 percent and 120 percent to 130
percent. The modification to the grade-in range was made in combination with the change to actuarial cost method, as discussed at the July 2013 PERS Board
meeting.

Allocation of Liability for Service Segments

For purposes of allocating Tier One/Tier Two members’ actuarial accrued liability among multiple employers, the valuation uses a weighted average of the
Money Match methodology and the Full Formula methodology used by PERS when the member retires. The weights are determined based on the prevalence

of each formula among the current Tier One/Tier Two population. For the December 31, 2010 and December 31, 2011 valuations, the Money Match was
weighted 40 percent for general service members and 10 percent for police and fire members. For the December 31, 2012 and December 31, 2013 valuations,
this weighting has been adjusted to 30 percent for general service members and 5 percent for police and fire members, based on a projection of the proportion of
liability attributable to Money Match benefits at those valuation dates.

Changes in Economic Assumptions
Investment Return and Interest Crediting

The assumed investment return and interest crediting to both regular and variable account balances was reduced to 7.75 percent. Previously, the assumed
investment return and interest crediting to regular account balances was 8.00 percent and the assumed interest crediting to variable account balances was 8.25
percent.

OPSRP Administrative Expenses
Assumed administrative expenses for the OPSRP System were reduced from $6.6 million per year to $5.5 million per year.
Healthcare Cost Inflation

The healthcare cost inflation for the maximum RHIPA subsidy was updated based on analysis performed by Milliman’s healthcare actuaries. This analysis
includes the consideration of the excise tax that will be introduced in 2018 by the Patient Protection and Affordable Care Act.

Changes in Demographic Assumptions
Healthy Mortality

The healthy mortality assumption is based on the RP2000 generational mortality tables with group-specific class and setback adjustments. The group-specific
adjustments have been updated to more closely match recently observed system experience.

Disabled Mortality

The disabled mortality assumption base was changed from the RP2000 healthy tables to the RP2000 disabled tables.
Gender-specific adjustments were applied to align the assumption with recently observed system experience.
Disability, Retirement from Active Status, and Termination

Rates for disability, retirement from active status, and termination were adjusted. Termination rates were changed from being indexed upon age to being indexed
upon duration from hire date.

Changes in Salary Increase Assumptions

Merit Increases, Unused Sick Leave, and Vacation Pay

Assumed merit increases were lowered for School District members. Unused Sick Leave and Vacation Pay rates were adjusted.
Retiree Healthcare Participation

The RHIA participation rate for healthy retirees was reduced from 48 percent to 45 percent. The RHIPA participation rate was changed from a uniform rate of
13 percent to a service-based table of rates.

Changes in Salary Plan Provisions

Senate Bill 822, signed into law in May 2013, eliminated the SB 656/HB 3349 tax remedy payments for beneficiaries not subject to Oregon income tax and
limited the 2013 post-retirement COLA to 1.5 percent of annual benefit. The effects of this legislation were reflected in this valuation.

Senate Bill 861, signed into law in October 2013, limited the post-retirement COLA for years beyond 2013 to 1.25 percent on the first $60,000 of annual benefit
and 0.15 percent on annual benefits above $60,000. The effects of this legislation were reflected in this valuation.

12 Discrepancies contained in this table are the result of rounding differences.
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Required Supplementary Information
Schedules of Employer Contributions
(dollar amounts in millions)

Annual
Actuarial Required Percentage
Valuation Date Contribution “**  Contributed >’

Defined Benefit Pension Plan

12/31/2012 $ 1,2394 72%
12/31/2011 779.1 83 ¢
12/31/2010 472.4 100*
12/31/2009 630.8 100*
12/31/2008 707.4 100*
12/31/2007 805.7 74
Postemployment Healthcare Plan - Retirement Health Insurance Account’®
12/31/2012 $47.5 101%
12/31/2011 37.0 88
12/31/2010 26.5 83
12/31/2009 29.8 87
12/31/2008 33.0 85
12/31/2007 38.8 91
Postemployment Healthcare Plan - Retiree Health Insurance Premium Account®

12/31/2012 $34 101%
12/31/2011 2.8 83
12/31/2010 23 64
12/31/2009 2.6 68
12/31/2008 2.9 63
12/31/2007 2.7 79

1 The Annual Required Contribution (ARC) prior to July 1, 2007, is based on the July 1, 2005 rates developed in the December 31, 2003 Milliman valuation prior to the
adjustment to phase-in the rate increase and adjusted for supplemental payments since December 31, 2003. For most employers, the actual amount contributed from July 1,
2005, to June 30, 2007, was based on the phased-in rates.

2 The ARC shown for December 31,2010, and prior years is an estimated amount based on system-wide contribution rates in effect for the year in question and system payroll
as reported by PERS. For example, the 2010 pension benefits ARC is based on rates developed in the December 31, 2007 actuarial valuation and 2010 payroll as reported by
PERS.

3 The ARC shown beginning in December 31, 2011, is based on contribution rates in effect for individual employers for the year in question, system payroll as reported by PERS,
and contribution rates for individual employers that would have been effective in the absence of the contribution rate stabilization method (rate collar).

4 For both the July 2007-June 2009 and July 2009-June 2011 biennia, system employers are generally required to contribute 100 percent of the ARC for Tier One/Tier Two and
OPSRP as a percent of pay. The actual dollar amount contributed in a given calendar year can vary from the estimated ARC based on factors such as month-to-month variations
in payroll and timing of contributions. During the July 2011-June 2013 biennium, the percentage of ARC contributed will be less than 100 percent due to the application of
contributions rate stabilization method (rate collar).

5 The Retirement Health Insurance Account provides postemployment healthcare benefits for eligible members for all participating employers.

6 The Retiree Health Insurance Premium Account provides postemployment healthcare benefits only for eligible members who retired from state of Oregon employers.

7 Percentages were changed to whole numbers in 2009. Prior amounts are restated.

o 58 o



Required Supplementary Information

Schedule of Claims Development Information

Standard Retiree Health Insurance Account
Fiscal and Policy Year Ended (In Millions of Dollars)

1. Net earned required
contributions and investment revenues

2. Unallocated expenses

3. Estimated incurred claims
and expense, end of policy year

4. Paid (cumulative) as of:

End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later

Nine years later

5. Reestimated incurred
claims and expense:

End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

6. Increase (decrease) in estimated incurred
claims and expense from end of policy year
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Other Supplementary Information
Schedule of Plan Net Position

Defined Benefit Pension Plan

As of June 30, 2013
Oregon Public
Service
Retirement Plan
Regular Pension Variable
Account Program Account Total
Assets:
Cash and Cash Equivalents $ 3,287,197,570 98,677,782 $ 12,509,596 $ 3,398,384,948
Receivables:
Employer 20,011,725 3,306,925 — 23,318,650
Interest and Dividends 296,001,585 7,098,909 — 303,100,494
Investment Sales and Other Receivables 2,492,581,825 56,933,242 — 2,549,515,067
Transition Liability 613,560,681 — — 613,560,681
Total Receivables 3,422,155,816 67,339,076 — 3,489,494,892
Interaccount Receivables and Payables 13,729,819 1,037,813 (14,767,632) —
Due from Other Funds 1,498,973 — — 1,498,973
Investments:
Debt Securities 12,667,455,450 303,799,436 — 12,971,254,886
Public Equity 20,126,454,398 482,686,166 756,528,457 21,365,669,021
Real Estate 6,664,224,860 159,825,923 — 6,824,050,783
Private Equity 12,806,839,789 307,142,245 — 13,113,982,034
Alternative Equity 558,612,198 13,397,013 — 572,009,211
Opportunity Portfolio 723,178,653 17,343,757 — 740,522,410
Total Investments 53,546,765,348 1,284,194,540 756,528,457 55,587,488,345
Securities Lending Collateral 2,098,674,380 50,440,767 85,595 2,149,200,742
Prepaid Expenses 4,911,394 104,288 — 5,015,682
Capital Assets, Net 34,809,511 2,878,079 — 37,687,590
Total Assets 62,409,742,811 1,504,672,345 754,356,016 64,668,771,172
Liabilities:
Investment Purchases and Accrued Expenses 3,825,193,881 84,355,748 2,864,190 3,912,413,819
Deposits and Other Liabilities 115,149,913 95,570 18,045 115,263,528
Due to Other Funds 4,847,699 — — 4,847,699
Bonds Payable 2,490,239 — — 2,490,239
Unearned Revenue 388,798 — — 388,798
Securities Lending Collateral Due Borrowers 2,103,803,973 50,563,789 85,595 2,154,453,357
Total Liabilities 6,051,874,503 135,015,107 2,967,830 6,189,857,440
Net Position Restricted for Pension Benefits $  56,357,868,308 1,369,657,238 $ 751,388,186 $ 58.,478,913,732
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Other Supplementary Information
Schedule of Changes in Plan Net Position
Defined Benefit Pension Plan

For the Year Ended June 30, 2013

Oregon Public
Service Retirement
Plan
Regular Pension Variable
Account Program Account Total
Additions:
Contributions:
Employer 621,105,350 $ 213,056,237 $ — S 834,161,587
Plan Member 16,831,502 — 154,220 16,985,722
Total Contributions 637,936,852 213,056,237 154,220 851,147,309
Investment Income:
Net Appreciation
in Fair Value of Investments 5,519,421,566 134,416,879 131,118,496 5,784,956,941
Interest, Dividends, and Other Investment Income 1,477,976,273 36,454,795 209,637 1,514,640,705
Total Investment Income 6,997,397,839 170,871,674 131,328,133 7,299,597,646
Less Investment Expense 364,783,196 8,933,529 520,401 374,237,126
Net Investment Income 6,632,614,643 161,938,145 130,807,732 6,925,360,520
Securities Lending Income:
Securities Lending Income 25,867,328 508,688 192 26,376,208
Less Securities Lending Expense (3,358,205) (72,838) (192) (3,431,235)
Net Securities Lending Income 22,509,123 435,850 — 22,944,973
Other Income 597,505 838,892 174 1,436,571
Total Additions 7,293,658,123 376,269,124 130,962,126 7,800,889,373
Deductions:
Benefits 3,512,514,196 6,026,619 32,936,407 3,551,477,222
Death Benefits 4,582,777 — — 4,582,777
Refunds of Contributions 16,913,780 1,878 523,910 17,439,568
Administrative Expense 27,695,473 4,865,135 945,320 33,505,928
Interaccount Transfers (105,553,227) — 105,553,227 —
Total Deductions 3,456,152,999 10,893,632 139,958,864 3,607,005,495
Net Increase (Decrease) 3,837,505,124 365,375,492 (8,996,738) 4,193,883,878
Net Position Restricted for Pension Benefits
Beginning of Year, as Previously Reported 51,894,756,900 1,004,281,746 760,384,924 53,659,423,570
Prior Period Adjustment 625,606,284 — — 625,606,284
Beginning of Year, as Restated 52,520,363,184 1,004,281,746 760,384,924 54,285,029,854
Net Position, End of Year 56,357,868,308 $  1,369.657.238 $ 751,388,186 $_ 58.478,913,732
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Other Supplementary Information
Schedule of Administrative Expenses - All Funds
For the Year Ended June 30, 2013

Personal Services:

Staff Salaries $ 17,579,688
Social Security 1,318,907
Retirement 3,630,639
Insurance 5,093,359
Assessments 121,637
Total Personal Services 27,744,230
Professional Services:
Actuarial 591,352
Data Processing 11,881
Audit 247,767
Legal Counsel 449,950
Medical Consultants 64,820
Training and Recruitment 275,056
Contract Services 3,362,354
Healthcare Fees 27,429,589
Total Professional Services 32,432,769
Communications:
Printing 66,705
Telephone 212,206
Postage 581,776
Travel 141,075
Total Communications 1,001,762
Rentals:
Office Space 546,290
Equipment 104,505
Total Rentals 650,795
Miscellaneous:
Central Government Charges 702,568
Supplies 1,251,146
Maintenance 1,351,485
Non-Capitalized Equipment 174,356
Depreciation 2,443,283
Bond Amortization 71,402
Total Miscellaneous 5,994,240
Total Administrative Expenses $ 67,823,796

Other Supplementary Information
Schedule of Payments to Consultants and Contractors
For the Year Ended June 30, 2013

Individual or Firm Commission/Fees Nature of Service
Milliman, Inc. $ 591,352 Actuarial

Macias Gini & O’Connell LLP 245,350  Audit

Oregon Audits Division 2,417  Audit

CEM Benchmarking Inc. 40,000 Benchmarking
Moda Health 24,219,033  Health Insurance
BenefitHelp Solutions 3,092,656  Health Insurance
Butler Partners & Associates LLC 117,900  Health Insurance
ING 2,220,270  TAP Administration
Oregon Department of Justice 293,997 Legal

Bennett Hartman Morris Kaplan LLP 100,000 Legal

Orrick, Herrington & Sutcliffe LLP 27,969  Legal

Trucker Huss 14,338 Legal

Ice Miller LLP 13,646  Legal

Frederick William Miller, MD 58,950 Medical

Ronald N. Turco, MD 3,800 Medical

Elyse Berkovitch 1,190  Medical
Examworks Inc. 780  Medical

Lake Oswego Psychiatric 100 Medical

Mass Ingenuity 218,745  Strategic and Organizational Planning
HP Enterprise Services 1,600,407 Technology

MMC Systems Inc. 1,047,487 Technology

TriTek Solutions Inc. 59,636 Technology

Oregon Department of Administrative Services 782 Technology
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Other Supplementary Information

Summary of Investment Fees, Commissions, and Expenses

For the Year Ended June 30, 2013

International Equity Fund Managers
Acadian Asset Management, Inc.
AllianceBernstein International
AQR Capital Management
Arrowstreet Capital, LP
Brandes Investment Partners LLC
Dimensional Fund Advisors
Genesis Investment Management, Ltd.
Harris Associates
Pyramis Global Investors
TT International Co., Ltd.

Victory Capital Management

Walter Scott & Partners Limited

William Blair & Company, LLC

Other International Equity Fund Managers

Domestic Equity Fund Managers
AQR Capital Management
Aronson-+Johnson+Oritz
The Boston Company Asset Management, LLC
Delaware Capital Management
MES Institutional Advisors, Inc.

Next Century Growth Investors
Northern Trust Company

PIMCO

Pyramis Global Advisors

Wanger Asset Management, LP
Wellington Management Company, LLP
Wells Capital Management

Other Domestic Equity Fund Managers

Debt Securities Managers
Alliance Capital Management
BlackRock Asset Management
KKR Financial Credit Portfolio
Oak Hill Advisors
Wellington Management Company, LLP
Western Asset Management Company

Alternative Equity Managers

Opportunity Portfolio Managers

Custodian
State Street Bank

Private Equity Managers
Apollo Management
Aquiline Capital Partners LLC
Avista Capital Partners
Black Diamond Capital Management
CVC Capital Partners
Centerbridge Partners, L.P.

Coller Capital

Endeavour Capital

First Reserve Corporation
Fisher Lynch Capital

Green Equity Investors IV, L.P
Grove Street Advisors
Kohlberg Kravis Roberts & Co.
KSL Capital Partners

Oak Hill Capital Partners
Oaktree Capital Management
Pathway Capital Management, LLC
Providence Equity Partners
Rhone Capital Partners

Texas Pacific Group

Warburg Pincus

Other Private Equity Fees

Real Estate Fees and Expenses

State Treasury Fees

Brokerage Commissions

Other Investment Fees and Expenses

Deferred Compensation Investment Fees and Expenses

Total Investment Fees, Commissions, and Expenses
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2013

$ 2,622,098
2,725,259
3,528,793
6,433,298
2,670,335
2,086,297
3,618,936
1,986,958
5,985,623
1,791,339
1,486,818
2,338,975
1,383,242
5,125,763

1,357,258
1,725,310
1,703,855
2,199,556
2,478,939
1,977,687
1,154,590
4,255,542
1,010,919
2,402,048
2,097,421
1,843,667
3,313,741

2,809,760
3,221,347
11,137,274
7,247,736
3,356,881
2,064,716
16,122,808
10,241,222

261,301

2,999,699
4,810,483
7,013,446
4,501,823
3,948,083
2,686,197
2,718,465
3,098,294
5,167,572
4,006,864
2,377,763
3,375,000
5,123,533
2,396,122
5,557,099
6,579,651
4,793,961
2,321,504
2,106,953
8,951,845
3,603,678
70,247,422
46,728,283
8,781,193
20,827,280
48,582,707
2,633,489

_— s

$ 413,706,321
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Investment Officer’s Report

JOHN D. SKJERVEM
CHIEF INVESTMENT OFFICER
INVESTMENT DIVISION

PHONE 503-378-4111
FAX 503-378-6772

STATE OF OREGON

OFFICE OF THE STATE TREASURER
350 WINTER STREET NE, SuITE 100
SALEM, OREGON 97301-3896

October 14, 2013

Dear PERS Members:

I am writing to share with you both fiscal year and select, cumulative investment results for the period
ended June 30, 2013. Moreover, I am delighted to report that these results, and particularly those
attributable to recent time periods, have been strongly accretive in terms of the Oregon State Treasury’s
investment activities on behalf all PERS members and beneficiaries. Specifically, the Oregon Public
Employees Retirement Fund (“OPERF” or the “Fund”) recorded a 12.7% advance over the twelve-
month period ended June 30, 2013, a result which handily beat the Fund’s 8% net annual return target.

This fine result in fiscal year 2013 (FY13) also helped propel the Fund’s three-, five- and ten-year
annualized returns to 11.9%, 5.0% and 8.4%, respectively. PERS members and beneficiaries should
also know that such excellent historical performance pushes OPERF to an advantaged position relative
to other large, U.S. state pension plans. In fact, OPERF’s long-term (i.e., 10-year) investment record is
now top percentile in its peer group ranking!

The Fund’s recent performance has been driven by positive results among investments in risk-based
asset classes. For example, OPERF’s investments in stocks of publically traded companies produced a
19.2% return in FY'13 while its real estate investments generated a 14.4% total return during that same
time period. Private equity, which includes various types of private market holdings, added another
12.7% to the Fund’s FY13 performance. Alternative investments in new areas such as infrastructure
were essentially flat last fiscal year, but opportunistic investments in highly-focused, short-term
strategies added 17.7% to the Fund’s FY 13 returns.

Lagging the robust results produced by most of its risk-based asset class investments, the Fund’s
allocation to fixed income securities contributed 3.6% to OPERF performance in FY13. This fixed
income allocation includes investments in various types of government, agency and corporate bonds,
and at June 30, 2013, comprised approximately 25% of OPERF’s total portfolio. Returns on bonds and
most other types of fixed income securities have been under pressure since May of this year when
speculation regarding the extent to which the U.S. Federal Reserve (the “Fed”) would continue its
accommodative monetary policies produced a sudden and sharp rise in interest rates.

While we are proud to share this uniformly positive, high-level performance summary with PERS
members and beneficiaries, we would also like to comment on our expectations for the current fiscal
year and immediate future. Specifically, we expect the investment environment to prove more
challenging in the months and quarters ahead due to important changes now underway in both the
monetary and fiscal policy arenas. As of this writing, President Obama has nominated Janet Yellen to
succeed Ben Bernanke as Fed Chair, and market participants have already begun a collective
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assessment of how Ms. Yellen’s presumptive leadership may change the direction of U.S. monetary
policy. Simultaneously, fiscal policy uncertainty in the form of the current political impasse in U.S.
budget and debt ceiling negotiations has added a new and highly unpredictable dimension to financial
market volatility.

Despite these concerns, the OPERF portfolio is well positioned relative to its unique investment
objectives and risk tolerance parameters. Moreover, PERS members and beneficiaries enjoy the regular
and dedicated engagement of the Oregon Investment Council which when combined with Treasury
staff’s daily management activities ensures that the OPERF portfolio is deployed as productively and
prudently as possible.

Sincerely,

ot —

John D. Skjervem
Chief Investment Officer

Note: all performance figures were calculated using a time-weighted rate of return and are prepared and
presented in accordance with the CFA Institute’s Global Investment Performance Standards.
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Description of Investment Policies

Oregon Revised Statute (ORS) 293.706 established the
Oregon Investment Council (OIC), which consists of five
voting members. Four members of the council, who are
qualified by training and experience in the field of invest-
ment or finance, are appointed by the governor subject to
state Senate confirmation. The state treasurer serves as the
council’s remaining voting member. In addition, the direc-
tor of the Public Employees Retirement System serves as a
non-voting OIC member.

ORS 293.701 defines the investment funds over which
OIC has responsibility. Included are the Public Employees
Retirement Fund (PERF) and the Deferred Compensation
Fund. OIC establishes policies for the investment and rein-
vestment of moneys in the investment funds as well as
the acquisition, retention, management, and disposition of
investments in the investment funds. OIC is also responsible
for providing an examination of the effectiveness of the
investment program.

OIC ensures moneys in the investment funds are
invested and reinvested to achieve the investment objec-
tive of making the moneys as productive as possible.
Furthermore, the investments of those funds are managed
as a prudent investor would do under the prevailing cir-
cumstances and in light of the purposes, terms, distribution
requirements, and laws governing each investment fund.
This standard requires the exercise of reasonable care,
skill, and caution and is applied to investments not in iso-
lation, but in the context of each fund’s portfolio as part of
an overall investment strategy. The strategy should incor-
porate risk and return objectives reasonably suitable to the
particular investment fund.

When implementing investment decisions, OIC has a
duty to diversify the investments of the investment funds
unless, under the circumstances, it is not prudent to do so.
In addition, OIC must act with prudence when selecting
agents and delegating authority.

OIC has approved the following asset classes for PERF:
Short-Term Investing, Fixed Income, Real Estate, Public
and Private Equities, and Alternative Investments. In addi-
tion, PERF invests in the Opportunity Portfolio, which
may be populated with investment approaches across a
wide range of investment opportunities with no limita-
tion as to asset classes or strategies. OIC must approve, in
advance, the purchase of investments in a new asset class
not described above.

OIC has an open-door policy wherein investment offi-
cers employed by the Oregon State Treasury will hear
and consider investment proposals and solicitations from
any person, firm, or partnership that submits a proposal or
solicitation in good faith. However, under no circumstance
does this policy require that the Oregon State Treasury
purchase the proposed investment.

OIC maintains an equal opportunity policy. When
awarding contracts or agreements, OIC does not discrimi-
nate because of age, race, color, sex, religion, national
origin, marital status, sexual orientation, or disability.
Furthermore, OIC encourages firms doing or seeking to
do business with OIC to have equal opportunity programs.
OIC requires that all written contracts or agreements with
OIC incorporate reference that affirms compliance with
applicable nondiscrimination, equal opportunity, and con-
tract compliance laws.

In compliance with ORS 192.630-660, OIC holds its
meeting in a public forum. Public notice, including a
meeting agenda, is provided to interested persons and
news media that have requested notice. Written minutes
and recordings are taken at all meetings.

OIC regularly reviews various aspects of investment
policy, performance of investment managers and accounts,
asset allocation, and a large number of investment propos-
als and recommendations. OIC’s statement of Investment
Objectives and Policy Framework is available on the
Oregon State Treasury website at http://www.ost.state.
or.us/About/OIC/Governance.Documents.asp
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Investment Results”
Periods Ending June 30, 2013

Annualized

1-Year 3-Year 5-Year
Total Portfolio, Excluding Variable 12.7% 11.9% 5.0%
Policy Benchmark 12.4 11.6 54
Variable Account 17.4 12.9 3.0
Variable Account Blended Index 17.1 12.6 2.8
Domestic Stocks 21.9 18.5 6.9
Benchmark: Russell 3000 Index 21.5 18.6 7.3
International Stocks 16.4 9.7 1.0
Benchmark: Custom Index' 13.9 8.1 (0.4)
Fixed Income Segment 3.6 6.6 7.9
Benchmark: Custom Index? 2.7 4.6 5.8
Real Estate’ 14.4 14.5 1.5
Benchmarks: NCREIF Property Index 10.5 13.3 2.3
NCREIF Equity REIT Share Price Index 10.2 18.5 7.7
Private Equity* 12.7 134 6.8
Russell 3000 +300 bps 18.0 16.3 10.3

Calculations were prepared using a time-weighted rate of return based on the market rate in accordance with the
Global Investment Performance Standards performance presentation standards.

1 Morgan Stanley Capital International All Country World Index (MSCI ACWI) ex U.S. Gross through May 31, 2008, and thereafter linked with the
MSCI ACWI ex U.S. Investable Market Index Net Index

2 90% Barclays Capital Universal/10% Solomon Smith Barney Inc. Non-US World Government Bond Hedged through February 28, 2011, and thereafter
60% Barclays Capital Universal/20% S&P/LSTA Leveraged Loan Index/10% JMP Emerging Market Bond Index Global (EMBI Global) Index/
10% Bank of America Merrill Lynch High Yield Master II Index.

3 Returns are lagged one quarter.
4 Returns are lagged one quarter.

*The Investment Results are based on OIC asset classes as determined by each manager’s primary investment type, not the financial statement
classification of individual holdings.
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Oregon Public Employees Retirement System

OIC Target and Actual Investment Allocations as of June 30, 2013”

Low High OIC Target
Asset Class/Strategy Range Range Allocation
Cash 0.0% 3.0% 0.0%
Debt Securities 20.0 30.0 25.0
Public Equity 38.0 48.0 43.0
Private Equity 12.0 20.0 16.0
Real Estate 8.0 14.0 11.0
Alternative Equity 0.0 8.0 5.0
Opportunity Portfolio! 0.0 0.0 0.0
Total 78.0% 123.0% 100.0%

| Opportunity Portfolio is an investment strategy and it may be invested up to 3% of total plan net position.

Asset Class/ Actual
Strategy Allocation
Cash 5.8%
Debt Securities 21.9
Public Equity 36.9
Private Equity 21.8
Real Estate 114
Alternative Equity 1.0
Opportunity Portfolio! 1.2
Total 100.0%

Investment Mix by Asset Class/Strategy

Alternative
Opportunity
Real Estate Portfolio
11.4% 1.2%

Private Equity
21.8%

Actual Allocation

Total Fund Performance
10-Year Review, One-Year Returns

22.3%

2012 2013

2004 2005 2006

2007 2010 2011

-22.3%

* The OIC Target Allocations are based on OIC asset classes as determined by each manager's primary investment type, not the financial statement classification
of individual holdings. The Target Allocation amounts do not include Deferred Compensation Plan investments. The Actual Investment Allocation is based on
the financial statement investment classifications, including Deferred Compensation Plan investments.
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List of Largest Assets Held

Oregon Public Employees Retirement System

Largest Stock Holdings (by Fair Value)

June 30, 2013
Description Shares Fair Value
Wellington Management Company, LLP 27,808,572 293,936,606
Exxon Mobil Corporation 1,760,326 159,045,454
JPMorgan Chase & Co. 2,070,001 109,275,353
Apple Inc. 266,144 105,414,316
Samsung Electronics Co. Limited 89,042 104,631,464
Google Inc. 112,014 98,613,765
Johnson & Johnson Services, Inc. 1,102,683 94,676,362
Roche Holding AG-Genusschein 366,339 90,989,447
Novartis International AG 1,276,435 90,523,478
Pfizer Inc. 3,093,262 86,642,269
Largest Bond Holdings (by Fair Value)
June 30, 2013
Description Par Value Fair Value
FNMA TBA 30 Year Single Family 3.5% 505,050,000 512,706,558
Due December 1, 2099
US Treasury Notes 0.5% 259,025,000 257,931,922
Due June 15, 2016
US Treasury Notes 0.375% 228,115,000 228,194,849
Due June 30, 2015
FNMA TBA 3% 210,010,000 205,186,070
Due December 1, 2099
FNMA TBA 15 Year 2.5% 116,435,000 117,107,994
Due December 1, 2099
US Treasury Notes 1% 115,378,400 116,263,342
Due August 31, 2016
US Treasury Notes 2.875% 104,970,000 92,874,304
Due May 15, 2043
Brambles Payment In-Kind Senior Subordinated Notes 12% 92,761,840 84,814,703
Due July 18,2014
FNMA TBA 30 Year Single Family 4% 68,845,000 71,719,967
Due December 1, 2099
US Treasury Notes 1.375% 73,530,000 70,944,782

Due May 30, 2020

A complete list of portfolio holdings may be requested from the Oregon State Treasury, 350 Winter Street NE, Suite 100,
Salem, OR 97301-3896.
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Oregon Public Employees Retirement System

Schedule of Fees and Commissions
For the Fiscal Year Ended June 30, 2013

Assets Under

Management Fees Basis Points

Investment Managers’ Fees:

Debt Securities Managers $ 14,454,283,027 29,837,714 0.206428

Public Equity Managers 24,355,200,338 71,304,267 0.292768

Real Estate Managers 7,488,441,651 46,728,283 0.624005

Private Equity Managers (Limited Partnerships) 14,390,761,791 158,386,057 1.100609

Alternative Equity Managers 627,700,136 16,122,808 2.568553

Opportunity Portfolio Managers 812,619,811 10,241,222 1.260272
Total Assets Under Management $ 62,129,006,754
Other Investment Service Fees:

Investment Consultants 3,358,388

Commissions and Other Fees 77,727,582
Total Investment Service and Managers’ Fees $413,706,321
Schedule of Broker Commissions
For the Fiscal Year Ended June 30, 2013

Commission

Broker’s Name Commission Shares / Par Per Share
Goldman, Sachs & Co. $ 1,762,138 153,199,635 $ 0.0115
Credit Suisse First Boston Corporation 1,626,418 315,398,047 0.0052
J.P. Morgan Securities Inc. 1,348,379 216,055,309 0.0062
UBS Securities Inc. 1,142,511 138,458,824 0.0083
Barclays Capital 1,077,326 36,304,748 0.0297
Merrill Lynch & Co., Incorporated 1,063,037 197,434,179 0.0054
Instinet Corporation 990,338 247,761,711 0.0040
Citigroup Global Markets Inc. 933,599 148,343,707 0.0063
Morgan Stanley & Co., Incorporated 890,161 126,588,146 0.0070
Deutsche Bank 799,437 134,404,366 0.0059
Investment Technology Group Inc. 538,207 204,634,362 0.0026
Société Générale 486,409 132,301,064 0.0037
Jefferies & Company 398,300 34,979,431 0.0114
MacQuarie Securities 384,501 95,204,580 0.0040
HSBC Securities 316,798 79,672,115 0.0040
Liquidnet, Inc. 314,663 24,125,409 0.0130
Royal Bank of Canada 302,893 21,599,018 0.0140
Sanford C. Bernsterin LTD 266,524 74,883,170 0.0036
Merrill Lynch, Pierce, Fenner & Smith, Inc. 257,779 11,983,440 0.0215
Daiwa Securities 247,634 69,195,546 0.0036

Brokerage commissions on purchases and sales are too numerous to list; therefore, only the top 20 brokers by

amount of commission paid are shown.

« 72 .



Oregon Public Employees Retirement System

Investment Summary

Fair Value at Percent of
Type of Investment June 30, 2013 Total Fair Value*
Debt Securities
U.S. Government Securities $1,675,962,452 2.69%
U.S. Agency Securities 2,208,199,993 3.55
Corporate Bonds 5,154,254,758 8.30
Asset-Backed Securities 1,439,611,592 2.32
International Debt Securities 2,458,123,960 3.96
Mutual Funds - Domestic Fixed Income 1,276,594,767 2.06
Mutual Funds - International Fixed Income 241,535,505 0.39
Total Debt Securities 14,454,283,027 23.27
Public Equity
Domestic Equity Securities 8,977,496,886 14.46
International Equity Securities 9,482,237,495 15.26
Mutual Funds - Domestic Equity 2,399,575,396 3.86
Mutual Funds - Global Equity 759,446,208 1.22
Mutual Funds - International Equity 2,394,397,300 3.85
Mutual Funds - Target Date 342,047,053 0.55
Total Public Equity 24,355,200,338 39.20
Real Estate 7,488,441,651 12.05
Private Equity 14,390,761,791 23.16
Alternative Equity 627,700,136 1.01
Opportunity Portfolio 812,619,811 1.31
Total Fair Value $  62,129,006,754 100.00%

*These percentages do not include cash and cash equivalents.
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Oregon Public Employees Retirement System

. ] ]
M IIIIman 111 SW Fifth Avenue

Suite 3700
Portland, OR 97204
USA

Tel +1503 227 0634
Fax +1 503 227 7956

milliman.com

December 13, 2013

Retirement Board
Oregon Public Employees Retirement System

Re: Actuarial Valuation as of December 31, 2012
Dear Members of the Board,

As part of our engagement with the Board, we performed an actuarial valuation of the Oregon
Public Employees Retirement System (“PERS” or “the System”) as of December 31, 2012. Our
findings are set forth in our system-wide December 31, 2012 Actuarial Valuation Report, issued
December 13, 2013. That report reflects the current benefit provisions of the System, including
changes made by the Oregon Legislature in 2013.

The material included in the Comprehensive Annual Financial Report (CAFR) for Oregon PERS
is a subset of the results contained in the system-wide report. The description in the report
regarding the actuarial basis of the valuation and the material inputs and limitations of use of the
valuation apply to the CAFR exhibits, and are incorporated herein by reference.

Actuarial valuations are performed annually, but only valuations performed as of the end of each
odd-numbered year are used to determine annual required contributions. Interim valuations
performed as of the end of each even-numbered year are advisory only.

The Retirement Board has sole authority to determine the actuarial assumptions and methods
used for the valuation. The actuarial assumptions and methods used in the 2012 actuarial
valuation were ad