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The actuarially-assumed target rate of return is the starting point. For
NM PERA, itis 8.0%.

Allocate investment into assets that will achieve that return, but assume
the inherent risks of those assets.

Construct a diversified asset allocation (asset mix) by using capital
market assumptions and economic forecasts.

Seek to reduce portfolio volatility by diversifying return streams: invest
in non/low correlated assets.

The goal is an optimal risk/reward balance, given certain risk tolerance
levels.



Pension Risk Framework

Source:
Public Pension Systems
Statements of Keyv Risks and Common Practices to Address Those Risks
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Figure 1: Asset Class Refurn and Risk Assumptions for

Calendar Year 2011
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sset Class Correlation Matrix

Figure A-1: Calendar Year 2011 Correlation Matrix
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Capital Market (CM) assumptions (in the form of a “set”
of risk, return, and correlation parameters for every
asset class) are the most pervasively used tools in the
management of institutional portfolios.

The asset class behaviors that CM assumptions estimate
—risk, return, and correlation—are widely accepted as
the most powertful drivers of the total fund return over
the long run.

Hence, the mix of asset classes (and the risk, return, and
correlation associated with each) are the most powerful
drivers of total fund return over the long run.
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...results in an Efficient Frontier
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[Feciurn 60 7.68 698 109 721 732 743 133 7.66 137 .80 £.00
[Risk (1 Vear Helding Pevied) LL%% 12.20 864 906 956 107 10.59 1111 11.63 1216 12.70 1324
Sharpe Ratio 034 .34 .40 040 038 D38 0.37 0.36 036 (.35 .34 034
[Feturn (Compound) 594 7.00 6.53 6.71 5.79 6835 5.91 G508 7.04 7.09 115 720
[Fisk (3 Vear Helding Peried) 5.91 7.04 4599 523 552 581 G.11 541 6.71 7.02 1.33 764
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“Current Allocation”™ as of March 31, 2010.
As of March 31, 2010, the Broad Intermnational Index (MSCI ACW ex US) had an approximate allocaton of 22% to emerging markets.
Az of March 31, 2010, FEEA’s International Composite had an approximate allocation of 18% to emerging markets.
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2011 Eificient Frontier
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Risk (Standard Deviation) o.09 056 10,11 10.67 11.23 11.81 1238 12,97 13.56 14.15 12,31 12.54 12.20
Beturn (Compound) 628 6.37 6.46 654 6.62 §.69 6.75 6.83 6.80 .04 6.75 6.65 631
Beturn/Risk Ratio 073 0.71 0.69 0.66 0.64 0.52 0.60 0.59 0.57 0.56 .61 050 0.57
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PERA Fund Asset Allocation
March 31, 2011

Asset Allocation by Asset Class

March 31,2011 : $12,190,127954
Domestic Equity 134%
Intemational Equity
Fred Income
Absolute Retum
Private Equity
Real Estate
PBeal Assets
Cash Equivalents
6.00% 3.0b‘1'; 6.00%
. Allocation Differences
Market Value Allocation Target
6] () (")
Domestic Equity 3,536,847382 2934 2700
International Equity 3,344.597974 2759 27.00
Fixed Income 1875369419 2371 26.00
Absolute Retum 1,120.478 726 03 1050
Market Value Allocation Private Equity 355,293,078 193 350
(%) (%) Real Estate 288,885,676 138 200
B Domestic Equity Composite 3,556,847 382 2018 Real Assets 1541107 415 400
M [0t Equity Composite 3,344 597974 2744 Cash Equivalents 35482331 046 -
B Total Fixed Income Composite 2,875,369.419 2359 Total Fuad 12,121,365,659 100.00 100.00
B Cash Equivalent Composite 55,482 331 046
O Abzolute Return Composite 1,129 478 726 027
O Private Equity Composite 355293078 29
B Real Estate Composite 288,885,676 237
O Real Assets Composite 515.411,072 4723
Alloeations shown may not to 10075 exactly due to roundme
O S'.FO Cash Balance 68,762,205 . 0.56 maufmmmgﬁ sr%“‘&“fh ¥ RV.K h
Allocations shown may not sum up to 100% exactly due to roundmg. Partable Alpha Hedze Fund allocation a of 3131 2011: $492.802,365. unns




PERA'’s Policy Benchmarks

Strategic Asset

Asset Class Policy Index Allocation Target
Domestic Equity Russell 3000 Index 27.0%
International Equity MSCI All Country Ex US Index 27.0%
Fixed Income Barclay Capital Agprepgate Index 26.0%
Private Equity ' Actual Private Equity Performance 5.0%

through 2014, Venture Economics

Pooled IRR thereafter
Absolute Return” HFRI Fund-of-Funds Index 9.0%
Real Estate 75% NCREIF Property Index +3%, 3.0%

25% NAREIT
Real Assets ° 75% Cliffwater Private Energy 3.0%

Index, 25% S&P GSCI Light

Energy Index

'"The Russell 3000 Index + 3% is also an appropriate long-term benchmark.

*LIBOR + 4% is also an appropriate long-term benchmark

*CPI + 6% is also an appropriate long-term benchmark. The Cliffwater Private Energy Index is a peer
universe of private energy funds.




The PERA Fund is diversified across non-correlated asset classes both
passively and actively managed. The asset and management mix is
designed to achieve risk-adjusted returns sufficient to meet the
actuarial target rate of return over the long term.

Capital market assumptions (10 year annualized) and the Fund’s
efficient frontier are updated annually.

An asset/liability study will be conducted by RV Kuhns in late 2011,
following the completion of the FY11 actuarial study.

On July 28™, the PERA Board will take action on an Actuary
recommendation to reduce the target rate of return assumption to
7.75% from 8.0%



Appendix




The Board compares total fund performance in two ways:

Relative to a benchmark to evaluate how the Plan is
performing compared to its stated target (which changes over
time).

Relative to peers to evaluate how the Plan is performing
compared to other funds of similar type and size, and to
understand best practices among the peers.

PERA’s Total Fund return is compared to the All Public Plans > $2 billion peer universe.

It is important to note that the interim and long-term target allocations of peer public
plans may differ from PERA’s targets, leading to different performance results.



1 3 ] 7 10 1= Since Inception
o : - )

Periodending March 31,2011 QTD FYTD CYID Year Years Years Years Years Year:s Inception Date
NMPFPERA Total Fund 4.05 21.52 405 13,74 1.73 280 514 563 7.5 9.61 06/01/1985
Total Fund Interim Custom Index 357 1958 357 1238 341 448 580 3560 720 N/A
Difference 048 19 (048 136 -168 -168 -075 003 055 N/A
NMPERA Total Fund 4.05 21.52 405 1374 173 280 514 563 7.5 9.61 06/01/1985
Long-Term Target Allocation 357 1925 357 1218 344 472 o606 572 728 N/A
Difference 048 227 048 156 -171 -192 092 009 047 N/A
NMPERA Total Fund (Net) 4.02 2141 402 1360 NA NA NA O NA O ONA O 1440 0L/0172010

Calendar Years 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001
NAMPERA Total Fund 13.90 21.56 -31.96 7.25 1496 846 11.67 2084 -5.04 -1.77
Total Fund Intenm CostomIndex 1199 2276 -2648 845 1431 706 1044 2116 -827 -542
Difference 191 -120 -548 -120 065 140 123 -032 323 365
NMPEEREA Total Fund 13.90 2156 2196 7.25 1496 S46 11.67 2084 -5.04 -1.77
Long-Term Target Allocation 1188 2143 -2517 905 1431 706 1044 2116 -527 -542
Difference 202 013 -679 -1380 065 140 123 -032 323 365

Please see Appendix for custom index definifions.



PERA Fund Perf Relative to P
, . 1 3 5 7 10 15 Since Inception
Period ending March 31,2011 QID FVID CYID YWear Years Years Years Years Years Inception Date

NMPERA Total Fund 405 21.52 405 1374 173 280 514 5463 7.75 9.61 06/01/1985
All Public Plans = $2B (Custom Peer Group) Median 3% 1970 389 1393 336 447 627 622 7172 9.62

Percentile Rank 37 19 EY) 32 o3 o0 88 80 47 64

Population 61 60 61 53 53 52 49 H 33 12

Total Fund Interim Cus tom Index 357 1958 357 1238 341 448 589 560 7.20 843  03/01/1991
All Public Plans = $2B (Custom Peer Group) Median 3% 1970 389 1393 336 447 627 622 7172 880

Percentile Rank 76 54 76 77 49 50 68 87 g0 63

Population 61 60 61 53 53 52 49 4 33 26

Long-Term Target Allocation 357 1925 357 1218 344 472 606 572 7.28 849 03/01/1991
All Public Plans = $2B (Custom Peer Group) Median 38 1970 389 1393 336 447 627 622 172 880

Percentile Rank 11 63 77 79 49 39 57 74 T8 63

Population 61 60 61 53 53 52 49 4 33 26

NMPERA Total Fund 405 21.52 405 1374 1.73 280 514 5463 7.75 961 06/01/1985
All Public Plans-Total Fund 416 2009 416 1324 411 448 580 568 735 932

Percentile Rank 55 29 55 41 05 o7 g0 53 25 40

Population 348 344 348 333 0315 203 19 162 93 24

NMPERA Total Fund 405 21.52 405 1374 1.73 280 514 563 7.75 9.61 06/01/1985
All Public Plans =$10B (Custom Peer Group) Median 381 1983 381 1320 301 436 624 614 751 N/A

Percentile Rank 36 12 36 40 g7 %% 91 T 38 N/A

Population 29 28 20 24 24 24 22 2 17 N/A




PERA Custom Index Definitions

Total Fund Interim Custom Index is based on the target allocation and consists of 40% S&P 500 Index, 60% LB Aggregate Bond Index until 08/31/1992; 55% S5&P 500
Index, 45% LB Aggregate Bond Index until 08/31/1095; 52 5% S&P 300 Index, 2 5% MSCI EAFE Blend, 45% LB Agpregate Bond Index until 11/30/1995; 50% S&P
500 Index, 5% MSCIEAFE Blend. 45% LB Aggregate Bond Index until 02/20/1996; 43% S&P 500 Index, 10% MSCT EAFE Blend, 45% LB Aggregate Bond Index
until 11/30/1997; 45% S&P 500 Index, 15% MSCT EAFE Blend, 40% LB Aggregate Bond Index until 02/28/1900; 42% Russell 3000 Index. 18% MSCI EAFE Blend,
40% LB Aggregate Bond Index until 05/31/1999; 45% Russell 3000 Index, 15% MSCI EAFF Index (Gross), 40% LB Aggregate Bond Index until 06/30/2000; 42%
Russell 3000 Index. 18% MSCI EAFE Index (Gross), 40% LB Agpregate Bond Index until 06/30,/2005; 40% Russell 3000 Index, 25% MSCI EAFE Index (Gross), 35%
LB Aggregate Bond Index until 06/30/2007; 40% Fussell 3000 Index. 25% MSCT ACW Ex US Index (Gross), 32% LB Aggregate Bond Index. 3% 3 Mo LIBOR Index
+ 4% until 11/30/2007; 40% Russell 3000 Index, 25% MSCI ACW Ex US Index (Gross), 31% LB Aggregate Bond Index, 4% 3 Mo LIBOR Index + 4% until 2/29/2008;
40% Russell 3000 Index 25% MSCT ACW Ex US Index (Gross), 30% BC US Agg Bond Index. 5% 3 Mo LIBOR Index + 4% until 12/31/2008; 38% Russell 3000
Index, 25% MSCT ACW Ex US Index (Gross), 29% BC US Agg Bond Index, 5% LIBOR + 4%, 2% Venture Economics All Private Equity Index lagged one quarter,
0.5% NCREIF Property Index 0.3% CPI + 3% unfil 10/31/2009; 353% Russell 3000 Index, 25% MSCI ACW Ex US Index (Gross), 25% BC US Agg Bond Index, 7.5%
LIBOR. + 4%, 2.5% Venmure Economics All Private Equity Index lagged one quarter, 2% NCREIF Property Index, 1% BC US TIPS Index. 1% S&P GSCI Light Energy
Index, 1% CPI+ 5% until 09/30/2010; and 27% Russell 3000 Index. 27% MSCT ACW Ex TS Index (Gross), 26% BC US Agg Bond Index. 10.5% HFRI Fund of Funds
Composite Index. 3.5% Private Equity Custom Index, 2% Real Estate Custom Index. and 4% Real Assets Custom Index thereafter.

Long-Term Iarget Allocation consists of the Total Fund Interim Custom Index until 06/30/2007; 35% Russell 3000 Index. 25% MSCI ACW Ex US Blended Index
{Gross), 25% LB Aggregate Bond Index, 5% 3 Mo LIBOR Index + 4% 5% Venture Economics All Private Equity Index (lagged one quarter), 2.5% NCEREIF Property
Index. and 2.5% CPI + 3% until 10/31/2009; 35% Russell 3000 Index. 25% MSCI ACW Ex US Blended Index (Gross), 25% BC US Aggregate Bond Index, 5% 3 Mo
LIBOR Index + 4%, 5% Venture Economics All Private Equity Index (lagged one quarter), 2.5% NCREIF Property Index, 1% BC US TIPS Index, 1% S&P GSCI Light
Energy Index. and 0.5% CPI + 5% unfil 06/30/2010; and 27% Russell 3000 Index. 27% MS5CI ACW Ex US Index (Gross), 26% BC Aggregate Bond Index, 9% HFRI
Fund of Funds Composite Index. 5% Private Equity Custom Index. 3% Real Estate Custom Index. and 3% Eeal Assets Custom Index thereafter.




