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Letter of Transmittal

Public Employees Retirement System

re go n Headquarters:

11410 S.W. 68th Parkway, Tigard, OR

Theodore R. Kulongoski, Governor Mailing Address:
P.O. Box 23700

Tigard, OR 97281-3700

(503) 598-7377

TTY (503) 603-7766

December 21, 2010

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, 2010. 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, 2010, PERS provided services to 897 employers and to more than 325,000 members,
retirees, and beneficiaries.

The CAFR is intended to fulfill the legal requirements of Oregon Revised Statute (ORS) 238.630(2)(e). PERS management is
responsible for both the accuracy of the data and the completeness and fairness of the presentation, including all disclosures.

The Secretary of State Audits Division 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, which begins on page 12.

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 63 of this report.

Major Initiatives

Information Integrity

Member contributions and service time data must be validated, corrected, and completed for accurate benefit calculations
and payments. The goal is to resolve any invalid, incorrect, or incomplete data as early as possible in a member’s career, and
certainly before the member makes an irrevocable retirement decision. Resolving information integrity issues is also crucial for
the agency to meet its Key Performance Measures on timely retirement benefit payment inceptions. Although statute allows
92 days to begin the first retirement payment, PERS is working to begin the first payment within 45 days of the member’s
retirement date on at least 80 percent of new retirements. This goal will be supported by continuing two initiatives: (1)
strengthen the data validation process at the point of data entry and (2) resolve key data exceptions and issues by exposing data
to members and employers on a regular basis.

Customer Satisfaction Survey

Our member, retiree, and employer customer satisfaction survey conducted in fiscal year 2010 shows overall improvement
from 2009, continuing the positive trend of year-to-year improvement over the five-year survey period.
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Oregon Retirement Information On-line Network (ORION)

PERS staff continued its efforts in a multi-year project to replace the Retirement Information Management System (RIMS).
The deadline to convert benefit payment functionality from RIMS to ORION, originally scheduled for summer 2010, was
extended to summer 2011 due to significant changes adopted by the Oregon Legislature in the 2009 and 2010 sessions.

Senate Bill 897

Senate Bill 897 was adopted during the February 2010 Oregon legislative special session. Among other things, the bill sets
up a process where members within two years of their earliest retirement age can request PERS to verify four data elements—
account balance, creditable service (i.e., eligible years and months of PERS-covered employment), final average salary, and
amount of reported unused sick leave. This process does not become available until July 1, 2011, for the first three elements
and not until July 1, 2012, for the fourth element. Implementation of the data verification process began soon after adoption,
however, as PERS has to adopt rules, policies, and procedures; hire staff; and amend our systems to support the process. Senate
Bill 897 also allows OPSRP Pension Program retired members, their spouses, and eligible dependents to participate in the PERS
Health Insurance Program.

Online Member Services

Part of the new system functionality that will be delivered through the RIMS Conversion Project in 2011 includes the ability
for PERS members to access their account through the Internet. This new functionality, called Online Member Services (OMS),
will allow members, alternate payees, retirees and beneficiaries to view their PERS information, make updates, and access
records. Non-retired members will be able to view their account balances, employment history, salary history, beneficiary
data, and service credit information, as well as be able to generate an estimate, using the information that PERS has on file.
Withdrawal forms and data verification requests will be available for online submission. Retirees and beneficiaries will be able
to view their benefit payment data and update both their permanent residence and benefit check mailing addresses online.

Financial Information

The financial information contained in this document is presented in conformance with reporting requirements of the
Governmental Accounting Standards Board (GASB) Statements 25 (defined benefit pension plans), 50 (pension disclosures), 43
(postemployment healthcare plans), and 32 (deferred compensation plans).

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. This internal control system provides reasonable, but not absolute, assurance that
these objectives are met.

Funding

Member contributions are set by statute at 6.0 to 7.0 percent of covered salary. Employer contributions have been 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, 2009 actuarial valuation, PERS has a funded ratio of 85.8 percent for the defined benefit plan it
administers (see page 49).

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, 2010, is 46 percent public equity, 16 percent private equity, 27 percent debt securities, and 11 percent real estate.
In addition to approved asset classes, target asset allocation ranges, and rebalancing policies, other safeguards on investments
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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 achieved through domestic and international investing. PERS securities are held by a custodian, State
Street Bank and Trust Company.

PERS’ Regular investment portfolio exhibited high returns in fiscal year 2010 with a rate of return of 17.0 percent. This
compares with a loss of (22.2) percent for fiscal year 2009. The fund’s trailing five-year return was 3.6 percent, 4.4 percent
lower than the System’s actuarial assumed rate of 8.0 percent. Descriptions of specific OIC policies regarding diversification,
performance objectives, fees, and asset allocation are found on pages 60 through 66.

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, 2009. 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 19 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 2010 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 eighth year the PPCC has offered the award to public retirement systems and the seventh 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 Office of the State Treasurer staff, our advisors and
consultants, and the many other people who work diligently to ensure the successful operation of PERS.

Respectfully submitted,
Paul R. Cleary Jon E. DuFrene
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 is
comprised of 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 and local govern-
ment 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 December 2010, the three Board members representing business management, pension management, or investing
are James Dalton, Eva Kripalani, and Michael Pittman. Pat West was appointed to represent public employees and retir-
ees, and Laurie Warner was appointed to represent public employers. Dalton is Board chair.

Terms for each member begin and expire with staggered dates.

James Dalton (chair)

James Dalton was a senior vice president of Tektronix, Inc., a leading test and measurement technology company. He
retired in 2008 after Tektronix was acquired by Danaher Corporation. He was a past member of the board of directors of
RadiSys Corporation and the Multnomah County Library Foundation. Dalton received his bachelor’s degree in economics
from the University of Massachusetts and his J.D. from Boston College Law School.

Eva Kripalani

Eva Kripalani serves on the board of directors of the Portland State University Foundation, the board of advisors
for Willamette University College of Law, and the board of directors of Metropolitan Family Service, in addition to
the PERS Board of directors. Until August 2007, she served as the executive vice president and general counsel of
Knowledge Learning Corporation and had served as senior vice president, general counsel, and corporate secretary for
KinderCare Learning Centers, Inc. since 1997. Prior to joining KinderCare, Kripalani was a partner in the law firm of
Stoel Rives LLP in Portland, Oregon, where she had practiced since 1987, primarily in corporate and securities law,
mergers, and acquisitions. She graduated from Portland State University with a bachelor’s degree in finance law in 1983
and received her J.D. from Willamette University College of Law in 1986.

Michael Pittman

Michael Pittman has approximately 20 years experience in the human resources and employee benefits field. He has
served in senior corporate human resource roles, which have included responsibilities for pensions in the United States
and the United Kingdom. Currently, he is providing consulting services in the general business/human resources field.
Pittman received his bachelor’s degree in environmental health in 1975 and his master’s degree in environmental health
in 1982. He earned both degrees at the University of Washington.

Laurie Warner

Laurie Warner began working in state government in 1988 when she was hired as assistant director of the Federal
Child Nutrition Programs with the Department of Education. In 1991 she was hired as a budget analyst in the Department
of Administrative Services (DAS) and was later promoted to budget section manager. In 1999 she left DAS to become
deputy director of the Oregon State Parks and Recreation Department, where she later served as acting director. Warner
returned to DAS in July 2001 to serve first as the Internal Audits manager and then the Facilities Division administrator.
In October 2003 she was asked to serve as the acting director for PERS as it went through Board and program changes
required by 2003 legislation. In June 2004, Warner returned to DAS as the deputy director and served as the acting direc-
tor from September 2004 through December 2005. In January 2006, she was appointed the director of the Employment
Department. Warner has a bachelor’s degree from Oregon State University and an MBA from Willamette University’s
Atkinson Graduate School of Management.

Pat West

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.
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Public Employees Retirement System Organizational Chart
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Certificate of Achievement
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Financial Report
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government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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Public Pension Coordinating Council

Public Pension Standards Award
For Funding and Administration
2010
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Oregon Public Employees Retirement System

In recognition of meeting professional standards for
plan funding and administration as
set forth in the Public Pension Standards.

Presented by the Public Pension Coordinating Council, a confederation of

National Association of State Retirement Administrators (NASRA)
National Conference on Public Employee Retirement Systems (NCPERS)
National Council on Teacher Retirement (NCTR)
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Program Administrator
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Office of the Secretary of State Audits Division

Kate Brown Gary Blackmer
Secretary of State Director
Barry Pack 255 Capitol St. NE, Suite 500

Deputy Secretary of State Salem, OR 97310

(503) 986-2255
fax (503)378-6767

The Honorable Theodore R. Kulongoski
Governor of Oregon

Public Employees Retirement Board
Oregon Public Employees Retirement System

INDEPENDENT AUDITOR’S REPORT

We have audited the accompanying basic financial statements of the Oregon Public Employees
Retirement System (system), as of and for the year ended June 30, 2010, as listed in the table of
contents. These financial statements are the responsibility of the system’s management. Our
responsibility is to express an opinion 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 of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the system’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

As discussed in Note 4, the basic financial statements of the system are intended to present the
financial position, and changes in the financial position of only the system. They do not purport
to, and do not, present fairly the financial position of the State of Oregon as of June 30, 2010, and
the changes in its financial position for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of the system as of June 30, 2010, and the changes in financial
position for the year then ended in conformity with accounting principles generally accepted in
the United States of America.
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As explained in Note 2D, the financial statements include investments valued at $15.6 billion
(30.2 percent of net assets), whose fair values have been estimated by management in the absence
of readily determinable fair values. These investments consist of 100 percent of private equity,
100 percent of opportunity portfolio, and 77 percent of real estate reported investment balances.
Management’s estimates are based on information provided by the general partners or fund
managers. Our opinion is not qualified with respect to this matter.

In accordance with Government Auditing Standards, we have also issued our report dated
December 21, 2010 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 the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit. That report is
separately presented in the other reports section as listed in the table of contents.

The management’s discussion and analysis and the required supplementary information as listed
in the table of contents are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion
on it.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
that collectively comprise the system’s basic financial statements. The accompanying supporting
schedules, and the 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 supporting schedules have been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements taken 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 express no
opinion on them.

OREGON AUDITS DIVISION

Kate Brown
Secretary of State

December 21, 2010

o] o



Oregon Public Employees Retirement System

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, 2010. Please
read it in conjunction with the transmittal letter on pages 2
through 4 and the financial statements.

OVERVIEW OF THE FINANCIAL
STATEMENTS AND ACCOMPANYING
INFORMATION

1. Basic Financial Information
The System presents financial statements as of June
30, 2010, prepared on a full accrual basis. They are:
a. Statements of Fiduciary Net Assets for
Pension and Other Postemployment Benefits,

b. Statements of Changes in Fiduciary Net Assets
for Pension and Other Postemployment
Benefits, and

c. Notes to the Financial Statements.

2. Required Supplementary Information
The required supplementary information consists of:
a. Schedules of Funding Progress for Pension
and Other Postemployment Benefits,

b. Schedules of Employer Contributions for
Pension and Other Postemployment Benefits,
and

c. Notes to the Required Supplementary
Information.

3. Other Supplementary Schedules
The other supplementary schedules consist of:
a. Combining schedules showing the detailed
components of the Defined Benefit Pension
Plan, and

b. Schedules that include detailed information
on administrative expenses incurred by the
System and a summary of investment fees,
commissions, and expenses.

The basic financial statements contained in this CAFR
are described below:

* The Statements of Fiduciary Net Assets show
a point-in-time snapshot of account balances at
fiscal year-end. They report the assets available
for future benefit payments and any current
liabilities as of the statement date. The liabilities
do not include the actuarial value of future
benefits. Net Assets (Assets — Liabilities = Net
Assets) represent the value of assets held in trust
for payment of benefits.

* The Statements of Changes in Fiduciary Net
Assets show the sources and uses of funds during
the fiscal year, where Additions — Deductions =

Net Increase (or Decrease) in Net Assets. This Net
Increase (or Decrease) in Net Assets illustrates the
change in net assets as reported in the Statements
of Fiduciary Net Assets from the prior year to the
current year.

The financial statements are prepared based on an eco-
nomic resources focus and accrual basis of accounting
in accordance with Governmental Accounting Standards
Board (GASB) pronouncements. The provision of objec-
tive, consistent, and comparable information about oper-
ating costs requires a measurement focus on economic
resource flows. It also requires use of the accrual basis
of accounting, which recognizes economic transactions
and other events when they occur rather than only when
the related inflows and outflows of cash or other financial
resources occur. Acquired but unused goods and ser-
vices are reported as assets until they are used, thus giving
important information about resources already acquired
that can be used to provide future services.

* The notes to the financial statements, beginning
on page 24, are an integral part of the financial
statements and include additional detailed
information and schedules to provide a better
understanding of the financial statements.
Information in the notes discloses the System’s
organization, benefits and contributions, how
asset values are determined, and contingencies
and commitments.

In addition to the financial statements explained
above, this CAFR includes two additional Required
Supplementary Information schedules with historical
trend information and other supplementary information as
described below.

e The Schedules of Funding Progress, page 49,
contain actuarial information about the status of
the plan from an ongoing, long-term perspective,
showing whether there are sufficient assets to
pay pension and postemployment benefits when
due. Valuation Assets in excess of Actuarial
Liabilities 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
50, 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 Notes to the Required Supplementary
Information, page 51, provide background
information and explanatory detail to help
understand the required supplementary schedules.

* The Schedule of Plan Net Assets and Schedule
of Changes in Plan Net Assets, pages 52 through
53, display the components of the defined benefit
pension plan.

o 12 o
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« The Schedule of Administrative Expenses FIDUCIARY NET ASSETS

and Schedule of Payments to Consultants The condensed comparative summaries of Fiduciary Net
and Contractors on page 54 show the costs  Assets on pages 13 and 14 demonstrate that the pension
of managing the System. The Summary of  trust funds are primarily focused on investments and net
Investment Fees, Commissions, and Expenses on assets (reserves).

page 55 provides the detail of investment-related
expenses included in the line item Investment
Expense reported in the Statements of Changes in

e Improving financial markets produced positive
returns on PERS investments for the first time in
three years. The net assets of the defined benefit

Fiduciary Net Assets. pension plan increased approximately $4,757.0
million, or 11.1 percent, during the year ended June
FINANCIAL HIGHLIGHTS 30, 2010.
PERS’ assets exceed its liabilities at the close )
of fiscal year 2010, with $51,747.9 million held * The net assets of the OPSRP IAP increased

approximately $819.1 million, or 38.8 percent,
during the year ended June 30, 2010, due to
increases in member contributions and investment
returns.

in trust for pension, Oregon Public Service

Retirement Plan Individual Account Program

(IAP), other postemployment benefits, other

benefits, and deferred compensation benefits.

e The net assets of the deferred compensation plan
increased approximately $104.3 million, or 12.9
percent, during the year ended June 30, 2010,
primarily due to positive investment returns.

* Fiduciary net assets increased by $5,704.5
million, or 12.4 percent, during the fiscal year
as financial markets rebounded from last year’s
recession.

. PERS’ funding objective is to meet long-term *  The net assets of the Retirement Health Insurance

benefit obligations. As of December 31, 2009, the Account increased approximately $23.7 million,
date of the latest actuarial valuation, the funded or 12.8 pgrcent, dur'mg. the year egded June 30,
ratio of the defined benefit pension plan was 85.8 2010, as increases In investment income more
percent. In general, this means that for every dollar than offset decreases in employer contributions.

of pension benefits due, PERS has approximately » The net assets of the Retiree Health Insurance
$0.86 of net assets available for payment. Premium Account were flat during the year

«  Revenues (additions to fiduciary net assets) for ended June 30, 2010, as increases in investment

fiscal year 2010 rose 172.9 percent to $8,960.4 income were foset by increases ir_l healthcare
million, which includes member and employer premium subsidies and decreases in employer
contributions of $1,170.3 million and net income contributions.

from investment activities totaling $7,765.8 million. e The net assets of the Standard Retiree Health
Insurance Account increased approximately $0.4
million, or 5.1 percent, during the year ended
June 30, 2010, due to increases in member

*  Expenses (deductions from fiduciary net assets)
increased slightly to $3,255.9 million, or 5.1
percent, during the fiscal year from $3,097.1

million in fiscal year 2009. contributions.
TABLE 1
FIDUCIARY NET ASSETS, PENSION
(in thousands) As of June 30:
Defined Benefit Pension Plan Individual Account Program Deferred Compensation Plan
2010 2009 2010 2009 2010 2009
Cash and Receivables ~ $ 2,914,057 $ 3,777,334 $ 231,213 § 235,977 $ 66,309 $ 101,851
Investments at Fair
Value 45,758,544 40,847,781 2,746,989 1,945,769 846,529 706,520
Securities Lending
Collateral 3,748,495 4,366,169 231,368 214,644 94 121
Other 43,710 45,265 938 997 — —
Total Assets 52,464,806 49,036,549 3,210,508 2,397,387 912,932 808,492
Investment Purchases 969,552 1,541,843 44,704 62,939 253 214
Securities Lending
Payable 3,748,495 4,366,169 231,368 214,644 94 121
Other Payables 61,744 200,508 6,229 10,695 644 551
Total Liabilities 4,779,791 6,108,520 282,301 288,278 991 886
Total Net Assets $ 47,685,015 § 42,928,029 $ 2,928,207 $ 2,109,109 $ 911,941 $ 807,606
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TABLE 2
FIDUCIARY NET ASSETS, OPEB
(in thousands) As of June 30:

Retirement Health Insurance

Retiree Health Insurance

Standard Retiree Health

Account Premium Account Insurance Account
2010 2009 2010 2009 2010 2009
Cash and Receivables $ 15,079 $ 18,939 $ 517 $ 673 $ 8,336 $ 7,936
Investments at Fair Value 196,821 172,070 5,322 5,240 — —
Securities Lending Collateral 16,513 18,883 452 583 437 551
Other 37 49 1 1 — —
Total Assets 228,450 209,941 6,292 6,497 8,773 8,487
Investment Purchases 3,172 5,539 86 169 3 —
Securities Lending Payable 16,513 18,883 452 583 437 551
Other Payables 19 473 9 26 42 50
Total Liabilities 19,704 24,895 547 778 482 601
Total Net Assets $ 208,746 $ 185,046 $ 5,745 $ 5,719 $ 8291 3 7,886

CHANGES IN FIDUCIARY NET ASSETS
Revenues — Additions to Fiduciary Net Assets

Additions to Fiduciary Net Assets needed to finance
retirement benefits are accumulated through the collec-
tion of employer and member contributions and through
investment income.

Member contributions to the defined benefit
pension plan increased $5.1 million, or 60.9
percent, from fiscal year 2009 to fiscal year 2010,
due to increases in service credit purchases and
contributions attributable to prior years.

Member contributions to the IAP increased $10.0
million, or 2.0 percent, due to employee salary
increases and an increase in eligible employees
during the year.

Member contributions to the Standard Retiree
Health Insurance Account increased 10.0 percent
from $115.4 million in fiscal year 2009 to $126.9
million in fiscal year 2010, due to increases in
healthcare costs.

Member contributions to the deferred com-
pensation plan were unchanged in fiscal year
2010. Active membership decreased slightly
from 19,579 to 19,483 during the year; however,
participants increased voluntary contributions,
mirroring the national trend of increased savings.

Employer contributions to the defined benefit
pension plan decreased $216.4 million, or 33.3
percent, in fiscal year 2010 due to decreases in
employer contribution rates.

Employer contributions to the Retirement Health
Insurance Account decreased $6.5 million, or
22.4 percent, compared to fiscal year 2009 due to
decreases in employer contribution rates.

e 14 o

Employer contributions to the Retiree Health
Insurance Premium Account decreased $0.5
million, or 25.4 percent, compared to fiscal year
2009 due to decreases in employer contribution
rates.

Net investment and other income in the defined
benefit pension plan was $7,279.9 million, a
$20,183.1 million, or 156.4 percent, increase over
the fiscal year 2009 loss of ($12,903.2) million,
due to a significant rise in financial markets.

Net investment and other income in the IAP
was $393.7 million in fiscal year 2010, a 171.2
percent increase over the fiscal year 2009 loss of
($553.1) million. Strong investment returns were
responsible for the significant increase.

Net investment and other income in the Retirement
Health Insurance Account was $31.1 million, an
$83.4 million, or 159.6 percent, increase from the
fiscal year 2009 loss of ($52.3) million, due to
improved market performance.

Net investment and other income in the Retiree
Health Insurance Premium Account was $0.9
million, a $2.5 million, or 159.5 percent, increase
over fiscal year 2009 loss of ($1.6) million, due to
investment gains.

Net investment and other income in the Standard
Retiree Health Insurance Account was $0.1
million, a $0.2 million, or 60.2 percent, decrease
over fiscal year 2009 income of $0.3 million, due
to falling interest rates.



Net investment and other income in the deferred
compensation plan was $84.4 million, a $226.5
million, or 159.4 percent, increase over the
fiscal year 2009 loss of ($142.1) million. Steep
increases in investment market valuation caused
the increase.

Expenses — Deductions from Fiduciary Net Assets

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

Pension benefit and other payments from the
defined benefit pension plan increased by $116.8
million, or 4.1 percent. An increase in service
retirements during the year offset by lower
administrative expenses due to a prior period
adjustment related to capitalization of internally
generated software produced a slight net increase
in deductions.

IAP benefit and other payments increased $22.5
million, or 38.9 percent. Accounts withdrawn
were higher due to positive earnings for the year.

Deferred compensation benefits and other
expenses increased from $39.7 million in fiscal

TABLE 3

CHANGES IN FIDUCIARY NET ASSETS, PENSION

(in thousands) For the Years Ending June 30:

Defined Benefit Pension Plan

Oregon Public Employees Retirement System

year 2009 to $46.8 million, or 17.9 percent, in
fiscal year 2010. Benefit payments were higher
due to investment gains and increased retirement
activity.

Retirement Health Insurance Account benefit and
other payments increased $0.5 million, or 1.97
percent, from prior year expenses as a result of
increases in premium payments due to additional
retirements.

Retiree Health Insurance Premium Account
benefit payments increased $0.4 million, or 18.1
percent, from prior year expenses as a result of
increases in premium payments due to additional
retirements.

Standard Retiree Health Insurance Account
healthcare and other payments increased $11.4
million, or 9.9 percent, over prior year payments
due to increases in healthcare costs.

The tables below and on page 16 show condensed
comparative summaries of the changes in fiduciary net
assets and reflect the activities of the plans administered
by the System.

Individual Account Program

Deferred Compensation Plan

2010 2009 2010 2009 2010 2009

Additions:
Member Contributions  $ 13,600 $ 8,452 $ 505,922 $ 495,934 $ 66,709 $ 66,728
Employer Contributions 433,269 649,707 — — — —
Net Investment and

Other Income (Loss) 7,279,891 (12,903,221) 393,652 (553,147) 84,417 (142,100)

Total Additions $ 7,726,760 (12,245,062) 899,574 (57,213) 151,126 (75,372)
Deductions:
Pension Benefits 2,912,154 2,787,049 72,302 49,535 45,901 38,858
Other 57,620 65,914 7,674 8,413 890 816

Total Deductions 2,969,774 2,852,963 80,476 57,948 46,791 39,674
Net Increase (Decrease) $ 4,756,986 § (15,098,025) $ 819,098 § (115,161) $ 104,335  § (115,046)
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TABLE 4
CHANGES IN FIDUCIARY NET ASSETS, OPEB
(in thousands) For the Years Ending June 30:

Retirement Heath Retiree Heath Insurance Standard Retiree Health
Insurance Account Premium Account Insurance Account
2010 2009 2010 2009 2010 2009
Additions:
Member Contributions  $ - $ - $ - 3 - $ 126929 $ 115,386
Employer Contributions 22,351 28,813 1,497 2,005 - -
Net Investment and
Other Income (Loss) 31,146 (52,279) 939 (1,578) 123 308
Total Additions 53,497 (23,466) 2,436 427 127,052 115,694
Deductions:
OPEB Benefits 28,822 28,263 2,307 1,926 124,449 113,075
Other 975 958 104 116 2,198 2,150
Total Deductions 29,797 29,221 2,411 2,042 126,647 115,225
Net Increase (Decrease) $§ 23,700 $ (52,687) $ 25 8 (1,615 % 405 $ 469
PLAN MEMBERSHIP

The table below reflects the defined benefit pension plan membership as of the beginning and end of the fiscal year.

TABLE 5
CHANGES IN PLAN MEMBERSHIP
As of June 30:
2010 2009 Percentage Change
Retirees and beneficiaries receiving benefits:
General 101,795 100,060 1.7 %
Police and Fire 8,847 7,876 12.3
Total 110,642 107,936 2.5

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

Vested:
General 192,068 190,211 1.0
Police and Fire 16,199 14,101 14.9
Nonvested:
General 5,859 9,834 (40.4)
Police and Fire 248 319 (22.3)
Total 214,374 214,465 0.0 %
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Service retirements increased for the first time in two

years. Service retirements in fiscal year 2010 were 5,512
compared to 5,214 in fiscal year 2009, an increase of 5.7

Oregon Public Employees Retirement System

percent. Although the number of members eligible to retire
is increasing, many are cautious about retiring in an uncer-
tain economy.

TABLE 6
SERVICE RETIREMENTS
By Fiscal Year
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FUNDING STATUS

The System’s Unfunded Actuarial Liability (UAL) for
pension and other postemployment benefits decreased by
$2,668.0 million, going from $11,064.7 million in 2008 to

UAL was derived using the projected unit credit method.
Investment gains through December 31, 2009, led to the
improved funding status.

$8,396.7 million as of December 31, 2009. The System’s

TABLE 7
SCHEDULE OF FUNDING PROGRESS
FUNDED RATIO
As of December 31
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INVESTMENT ACTIVITIES

During fiscal year 2010 investments increased 13.5
percent over the prior fiscal year as the economy began
recovering from the recession. Investment returns for all
major asset classes except real estate were positive, and the
public equity and fixed income asset classes outperformed
benchmarks. Domestic and international equities increased
approximately $1,973.7 million. Investments in debt secu-
rities increased $1,101.4 million as a result of purchases
made in accordance with the Oregon Investment Council’s
asset allocation policy. Private equity investments were up
approximately $2,766.1 million for the year, and the four-
year-old Opportunity Portfolio increased approximately
$90.6 million during the fiscal year. The fair value of real
estate investments decreased by $54.9 million as the hous-
ing market continued to slump. One-year returns on asset
classes and comparative benchmarks are presented in the
table below.

EFFECT OF ECONOMIC FACTORS

The financial position of the System improved during the
fiscal year due to strong investment returns. Table 8 below
shows portfolio returns and indexes, which are reflective
of the market environment.

Benefit payments increased slightly in fiscal year 2010
due to an increase in the number of retirees. The majority
of retirees retiring elected to transfer out of the variable
account at retirement. Retirees who elected to continue
participating in the variable account after retirement expe-
rienced an increase in related benefits of approximately
15.4 percent, effective February 1, 2010, compared to
a decrease of 48.2 percent effective February 1, 2009.
This increase in benefits was due to investment gains in
the variable account for the period of November 1, 2008,
through October 31, 2009.

CONTACTING THE SYSTEM’S FINANCIAL
MANAGEMENT

This financial report is designed to provide plan par-
ticipants, employers, citizens, taxpayers, and others with
a general overview of the System’s finances and to dem-
onstrate the Board’s oversight of the System. If you have
questions about this report or need additional financial
information, please contact the Fiscal Services Division
Administrator at P.O. Box 23700, Tigard, Oregon 97281-
3700.

TABLE 8
INVESTMENT RETURN
Periods Ending June 30:

2010 2009
Total Portfolio, Excluding Variable 17.0% (22.2)%
Policy Benchmark 15.5 (18.8)
Variable Account 13.2 (28.8)
Variable Account Blended Index 13.1 (28.9)
Domestic Stocks 16.8 (28.0)
Benchmark: Russell 3000 Index 15.7 (26.6)
International Stocks 12.5 (29.1)
Benchmark: Custom Index' 11.5 (30.5)
Fixed Income Segment 18.5 2.1
Benchmark: Custom Index? 10.0 53
Real Estate’ (0.7) 27.7)
Benchmark: NCREIF (9.6) (14.7)
NAREIT Equity REIT Index 53.9 (43.3)
Private Equity* 28.3 (25.8)
Benchmark: Russell 3000 + 300 bps 56.1 (33.7)

1 Morgan Stanley Capital International All Country World Index ex-US Investable Market Index Net Index
2 90% Barclays Capital Universal/10% Solomon Smith Barney Inc. Non-US World Government Bond Hedged

3 Returns are lagged one quarter.
4 Returns are lagged one quarter.
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Oregon Public Employees Retirement System

Statements of Fiduciary Net Assets

Pension and Other Postemployment Plans

As of June 30, 2010

Assets:
Cash and Cash Equivalents

Receivables:
Employer
Plan Member
Interest and Dividends
Member Loans

Investment Sales and Other Receivables

Total Receivables
Due from Other Funds

Investments:
Debt Securities
Public Equity
Real Estate
Private Equity
Opportunity Portfolio
Total Investments

Securities Lending Cash Collateral
Prepaid Expenses and Deferred Charges
Capital Assets at Cost,
Net of Accumulated Depreciation
Total Assets

Liabilities:

Investment Purchases and Accrued
Expenses

Deposits and Other Liabilities

Due Other Funds

COPs Payable

Deferred Revenue

Obligations Under Reverse Repurchase
Agreements

Securities Lending Collateral Due
Borrowers

Total Liabilities

Net Assets Held in Trust for Benefits

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

Oregon

Public Service

Defined Benefit OPEB Plans

$ 47,685,014,587

$ 2,928,206,732

$ 208,745,778

e 20 o

Retirement Plan Retirement Retiree Health

Defined Individual Health Insurance

Benefit Account Insurance Premium

Pension Plan Program Account Account
$ 2,155,996,485 $ 176,883,746 $  11,395311 $ 420,520
16,451,913 — 666,062 14,675
— 12,196,275 — —
320,577,239 19,591,473 1,403,726 37,959
419,981,707 22,536,309 1,613,958 43,644
757,010,859 54,324,057 3,683,746 96,278
1,049,403 5,253 226 14
12,380,796,430 756,629,009 54,212,339 1,465,973
17,702,647,414 1,032,405,646 73,971,688 2,000,292
4,446,783,421 271,756,777 19,471,327 526,530
10,242,743,176 625,965,919 44,850,351 1,212,812
985,574,153 60,231,505 4,315,577 116,699
45,758,544,594 2.746,988.,856 196,821,282 5,322,306
3,748,495,230 231,367,499 16,512,467 452,309
9,126,048 516,029 36,973 1,000
34,583,609 422,415 — —
52,464,806,228 3,210,507,855 228,450,005 6,292,427
969,552,289 44,704,596 3,171,631 85,766
57,266,281 5,342,837 7,235 829
5,494 886,191 12,894 8,970
4,111,603 — _ o
360,744 — — _
3,748,495,230 231,367,499 16,512,467 452,309
4,779,791,641 282,301,123 19,704,227 547,874

$ 5,744,553
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Employee
Benefit Plan
Deferred
Standard Retiree Health Compensation
Insurance Account Plan 2010 2009
$ 8,230,286 $ 58,703,642 $  2,411,629,990 $  3,240,699,637
— — 17,132,650 26,123,844
105,313 — 12,301,588 14,968,987
— 300,944 341,911,341 274,686,133
— 7,238,479 7,238,479 5,079,857
— 65,849 444,241,467 579,686,364
105,313 7,605,272 822,825,525 900,545,185
— — 1,054,896 1,465,467
— 240,373,017 13,433,476,768 12,332,112,775
— 606,156,145 19,417,181,185 17,443,513,318
— — 4,738,538,055 4,793,460,071
— — 10,914,772,258 8,148,656,702
— — 1,050,237,934 959,636,941
— 846,529,162 49,554,206,200 43,677,379,807
437,355 93,918 3,997,358,778 4,600,950,697
— — 9,680,050 12,291,460
— — 35,006,024 34,019,966
8,772,954 912,931,994 56,831,761,463 52,467,352,219
2,814 253,358 1,017,770,454 1,610,703,270
16,220 6,131 62,639,533 95,462,495
25,205 116,142 1,054,896 1,465,467
— — 4,111,603 4,577,837
— 521,720 882,464 797,739
- - — 110,000,000
437,355 93,918 3,997,358,778 4,600,950,697
481,594 991,269 5,083,817,728 6,423,957,505

$ 8,291,360

$ 911,940,725

$ 51,747,943,735

$ 46,043,394,714
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Statements of Changes in Fiduciary Net Assets

Pension and Other Postemployment Plans
For the Year Ended June 30, 2010

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

Retiree Healthcare Expense
Total Deductions

Net Increase (Decrease)
Prior Period Adjustment
Net Assets Held in Trust for Benefits

Beginning of Year, Restated
End of Year

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

Oregon

Public Service

Defined Benefit OPEB Plans

Retirement Plan Retirement Retiree Health
Defined Individual Health Insurance
Benefit Account Insurance Premium
Pension Plan Program Account Account
$ 433,268,434 — 22,351,240 1,496,640
13,600,476 505,922,492 — —
446,868,910 505,922,492 22,351,240 1,496,640
6,024,087,664 319,045,681 25,649,939 779,849
1,536,770,453 90,411,164 6,721,168 194,508
7,560,858,117 409,456,845 32,371,107 974,357
303,180,396 16,965,316 1,316,656 37,717
7,257,677,721 392,491,529 31,054,451 936,640
31,022,372 1,715,175 135,274 3,926
10,132,657 563,334 44,307 1,292
20,889,715 1,151,841 90,967 2,634
1,323,228 7,992 — —
7,726,759,574 899,573,854 53,496,658 2435914
2,912,153,841 72,802,216 — —
3,414,960 — — —
25,692,404 — — —
28,512,343 7,673,682 974,988 103,645
— — 28,821,538 2,307,059
2,969,773,548 80,475,898 29,796,526 2,410,704
4,756,986,026 819,097,956 23,700,132 25,210
42,928,028,561 2,109,108,776 185,045,646 5,719,343
$ 47,685,014,587 $ 2,928,206,732 $ 208,745,778 5,744,553
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Employee
Benefit Plan Deferred
Standard Retiree Health Compensation
Insurance Account Plan 2010 2009

$ — $ — $ 457,116,314 $ 680,524,769
126,929,401 66,708,970 713,161,339 686,500,358
126,929,401 66,708,970 1,170,277,653 1,367,025,127

— 84,847,119 6,454,410,252 (14,727,130,278)

103,701 1,051,730 1,635,252,724 1,355,984,423

103,701 85,898,849 8,089,662,976 (13,371,145,855)

— 2,321,317 323,821,402 335,469,317

103,701 83,577,532 7,765,841,574 (13,706,615,172)

799 172 32,877,718 99,394,837

799 172 10,742,561 46,303,969

— — 22,135,157 53,090,868

18,858 839,669 2,189,747 1,507,133
127,051,960 151,126,171 8,960,444,131 (12,284,992,044)

— 45,901,913 3,030,85