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M KPMG LLP

Suite 600
701 West Eighth Avenue
Anchorage, AK 99501

Independent Auditors’ Report

The Division of Retirement and Benefits and
Members of the Alaska Retirement Management Board
State of Alaska Public Employees’ Retirement System:

We have audited the accompanying statement of system net assets of the State of Alaska Public
Employees’ Retirement System (the System) (a Component Unit of the State of Alaska) as of June 30,
2012, and the related statement of changes in system net assets for the year then ended. 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. 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 internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, 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.

In our opinion, the financial statements referred to above present fairly, in all material respects, the system
net assets of the State of Alaska Public Employees’ Retirement System as of June 30, 2012, and the
changes in system net assets for the year then ended, in conformity with accounting principles generally
accepted in the United States of America.

Management’s Discussion and Analysis and Schedules of Funding Progress, Schedules of Contributions
from Employers and the State of Alaska, and Schedules of Contributions (Defined Contribution Retirement
Occupational Death and Disability Benefits and Defined Contribution Retirement Retiree Medical
Benefits) are not a required part of the financial statements, but are supplementary information required by
the Governmental Accounting Standards Board (GASB). 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 this information and
express no opinion on it.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplemental schedules presented on pages 61 — 63 are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Supplemental schedules are the
responsibility of the management of the System. This information has been subjected to the auditing
procedures applied in our 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 financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, is fairly stated in a material respects when considered in relation to the basic
financial statements taken as a whole.

KPMe LP

October 22, 2012



STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

This section presents management’s discussion and analysis (MD&A) of the Public Employees’ Retirement
System’s (System) financial position and performance for the years ended June 30, 2012 and 2011. This section
is presented as a narrative overview and analysis. Please read the MD&A in conjunction with the financial
statements, notes to financial statements, required supplementary information, and supplemental schedules to
better understand the financial condition and performance of the System during the fiscal years ended June 30,
2012. Information for fiscal year 2011 and 2010 is presented for comparative purposes.

Financial Highlights

The System financial highlights as of June 30, 2012 were as follows:

° The System’s net assets held in trust for pension and postemployment healthcare benefits decreased by
$10.8 million during fiscal year 2012.

° The System’s plan member and employer contributions increased by $18.2 million during fiscal year 2012.
° The State of Alaska directly appropriated $242.6 million during fiscal year 2012 as statutorily required.

. The System net investment income decreased $1,974.3 million to $35.1 million during fiscal year 2012.

° The System’s pension benefit expenditures totaled $560.0 million during fiscal year 2012.

° The System’s postemployment healthcare benefit expenditures totaled $339.9 million in fiscal year 2012.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the System’s financial statements. The
System’s financial statements are comprised of three components: (1) statement of system net assets,
(2) statement of changes in system net assets, and (3) notes to financial statements. This report also contains
required supplementary information and other supplemental schedules.

Statements of System Net Assets — This statement presents information regarding the System’s assets, liabilities,
and resulting net assets held in trust for pension and postemployment healthcare benefits. This statement reflects
the System’s investments at fair market value, along with cash and short-term investments, receivables, and other
assets less liabilities at June 30, 2012 and 2011.

Statements of Changes in System Net Assets — This statement presents how the System’s net assets held in trust
for pension and postemployment healthcare benefits changed during the fiscal years ended June 30, 2012 and
2011. This statement presents contributions earned and investment income (loss) during the period. Deductions
for pension and postemployment healthcare benefits, refunds, and operating deductions are also presented.

The above statements represent resources available for investment and payment of benefits as of June 30, 2012
and 2011, and the sources and uses of those funds during fiscal years 2012 and 2011.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

Notes to Financial Statements — The notes to financial statements are an integral part of the financial statements
and provide additional detailed information and schedules that are essential to a full understanding of the
System’s financial statements.

Required Supplementary Information and Related Notes — The required supplementary information consists of
seven schedules and related notes concerning the funded status of the System and actuarial assumptions and
methods used in the actuarial valuation.

Supplemental Schedules — Supplemental schedules include detailed information on administrative and investment
deductions incurred by the System and payments to consultants (other than investment advisors) for professional
services.

Condensed Financial Information (in thousands)

System Net Assets

Increase (decrease)

Description 2012 2011 Amount Percentage 2010
Assets:
Cash and cash equivalents $ 192,789 95,856 96,933 101.1% 103,558
Due from State of Alaska General Fund 12,901 — 12,901 100.0 11,931
Contributions receivable 25,680 23,788 1,892 8.0 22,958
Due from retiree health fund 13 — 13 100.0 1,189
Other receivables 7 8,357 (8,350) (99.9) 4,412
Legal settlement — — — — 445 415
Investments, at fair value 11,446,343 11,558,961 (112,618) (1.0 9,255,890
Other assets 3,401 2,866 535 18.7 2,829
Total assets 11,681,134 11,689,828 (8,694) (0.1) 9,848,182
Liabilities:
Accrued expenses 9,218 10,037 (819) (8.2) 9,572
Claims payable 35,967 32,678 3,289 10.1 32,315
Legal fees payable — — — — 86,428
Due to State of Alaska General Fund — 373 (373) (100.0) —
Due to other funds — — — — 101
Total liabilities 45,185 43,088 2,097 4.9 128,416
Net assets $ 11,635,949 11,646,740 (10,791) (0.1) 9,719,766
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

Changes in System Net Assets

Increase (decrease)

Description 2012 2011 Amount Percentage 2010
Net assets, beginning of year $ 11,646,740 9,719,766 1,926,974 19.8% 8,615,632
Additions:
Contributions 616,096 597,945 18,151 3.0 581,222
Appropriation — State of Alaska 242,610 165,841 76,769 46.3 107,953
Net investment income 35,096 2,009,351 (1,974,255) (98.3) 884,126
Other additions 31,924 12,760 19,164 150.2 456,496
Total additions 925,726 2,785,897 (1,860,171) (66.8) 2,029,797
Deductions:
Pension and postemployment
healthcare benefits 899,947 824,513 75,434 9.1 808,916
Refund of contributions 20,136 18,196 1,940 10.7 15,393
Legal settlement fees — — — — 86,428
Administrative 16,434 16,214 220 1.4 14,926
Total deductions 936,517 858,923 77,594 9.0 925,663
Increase (decrease) in
net assets (10,791) 1,926,974 (1,937,765) (100.6) 1,104,134
Net assets, end of year $ 11,635,949 11,646,740 (10,791) (0.1)% 9,719,766

Financial Analysis of the System

The statements of system net assets as of June 30, 2012 and 2011 show net assets held in trust for pension and
postemployment healthcare benefits of $11,635,946,000 and $11,646,740,000, respectively. The entire amount is
available to cover the System’s obligation to pay pension and postemployment healthcare benefits to its members
and their beneficiaries, as well as administrative costs.

These amounts represent a decrease in the System’s net assets held in trust for pension and postemployment
healthcare benefits of $10,794,000 or 0.1% from fiscal year 2011 to 2012 and an increase of $1,926,974,000 or
19.8% from fiscal year 2010 to 2011. Over the long term, plan member contributions, employer contributions,
and State of Alaska appropriations, as well as investment income earned, are expected to sufficiently fund the
pension benefit and postemployment healthcare costs of the System.

The investment of pension funds is a long-term undertaking. On an annual basis, the Alaska Retirement
Management Board (Board) reviews and adopts an asset allocation strategy to ensure the asset mix will remain at
an optimal risk/return level given the System’s constraints and objectives.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

System Asset Allocation

During fiscal years 2012 and 2011, the Board adopted the following asset allocation for the Defined Benefit (DB)
Plan and Defined Contribution Retirement (DCR) Plan’s retiree major medical insurance fund, health
reimbursement, and occupational death and disability fund:

2012

Pension & Healthcare Trust

Allocation Range
Broad domestic equity 27.0% +6 %
Global equity ex-U.S. 23.0 +4
Private equity 8.0 5
Real assets 16.0 +8
Absolute return 6.0 4
Fixed income 18.0 +3
Cash equivalents 2.0 -2+5

Total 100.0%
Expected five-year median return 7.45%
Standard deviation 13.82
2011

Pension & Healthcare Trust

Allocation Range
Broad domestic equity 29.0% +6%
Global equity ex-U.S. 23.0 +4
Private equity 7.0 +5
Real assets 16.0 +8
Absolute return 5.0 4
Fixed income 19.0 +3
Cash equivalents 1.0 -1/+5

Total 100.0%

Expected five-year median return 8.07%
Standard deviation 13.46

For fiscal years 2012 and 2011, the DB Plan’s investments generated a 0.46% and 21.22% rate of return,
respectively. The DB Plan’s annualized rate of return was 10.68% over the last three years and 0.86% over the
last five years, which is less than the June 30, 2009 (the valuation that set the fiscal year 2012 rate) actuarial
assumed rate of return of 8.25%.

6 (Continued)



STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

Actuarial Valuations and Funding Progress

The overall objective of a pension fund is to accumulate sufficient funds to meet all expected future obligations
to members. The employer contribution requirements are actuarially determined as a percentage of eligible
salaries, and reflect the cost of benefits accruing during a fiscal year and a fixed amortization of the unfunded
accrued liability. The amortization period is recommended by the actuary and adopted by the Board. Employer
contribution rates are recommended by the actuary. The actuarially determined contribution rate is considered
for adoption by the Board annually. The ratio of assets to liabilities based on valuation assets was 63.0%, at
June 30, 2011 (the date of the DB Plan’s latest actuarial valuation report). The goal for the DB Plan is to make
progress toward achieving full funding.

A summary of the actuarial assumptions and methods is presented in the notes to required supplementary
information. The assumptions, when applied in combination, fairly represent past and anticipated future
experience of the DB Plan.

For fiscal year 2012, (based on the June 30, 2009 actuarial valuation report), the consolidated normal cost rate
decreased from 9.33% to 8.28%, the average past service rate increased from 18.63% to 22.48%, thus producing
a total actuarially determined contribution rate of 30.76% for fiscal year 2012. Starting in fiscal year 2012, the
actuary presented an alternative method of calculating the employer rate to incorporate the normal cost of the
DCR Plan, which was 2.73% for fiscal year 2012. This new calculation provided a fiscal year 2012 actuarially
determined employer contribution rate of 33.49%. The Board adopted the actuarially determined contribution
rate of 33.49% for fiscal year 2012.

The Plan funding status as of June 30 is as follows (in thousands):

Valuation year

2011 2010
Valuation assets $ 11,813,774 11,157,464
Accrued liabilities (total benefits) 18,740,550 18,132,492
Unfunded accrued liability 6,926,776 6,975,028
Funding ratio based on valuation assets 63.0% 61.5%
Fair value of assets $ 11,388,620 9,572,608
Funding ratio based on fair assets 60.8% 52.8%
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

Contributions, Investment Income, and Other Additions

The additions required to fund retirement benefits are accumulated through a combination of employer and plan
member contributions, State of Alaska appropriation, investment income, and other additions as follows:

Additions (reductions) (In thousands)
Increase (decrease)

2012 2011 Amount Percentage 2010

Plan members contributions $ 158,241 153,664 4,577 3.0% 152,787
Employer contributions 457,855 444,281 13,574 3.1 428,435
Appropriation — State of Alaska 242,610 165,841 76,769 46.3 107,953
Net investment income 35,096 2,009,351 (1,974,255) (98.3) 884,126
Legal settlement — — — — 445,414
Other additions 31,924 12,760 19,164 150.2 11,082

Total $ 925,726 2,785,897 (1,860,171) (66.8)% 2,029,797

The System’s employer contributions increased from $444,281,000 in fiscal year 2011 to $457,855,000 in fiscal
year 2012, an increase of $13,574,000 or 3.1%. The System’s employer contributions increased from
$428,435,000 in fiscal year 2010 to $444,281,000 in fiscal year 2011, an increase of $15,846,000 or 3.7%. The
increase in employer contributions is attributable to an increase in members’ salaries.

The State of Alaska provided $242,610,000 for fiscal year 2012 and $165,841,000 for fiscal year 2011 in
employer on-behalf payments as required by Alaska Statute 39.35.280. The employer on-behalf amount is
calculated by the System’s actuary. It is based on projected payroll and the difference between the actuarially
determined contribution rate and the statutory effective rate. The actuarially determined contribution rate
increased from 27.96% in fiscal year 2011 to 33.49% in fiscal year 2012. The employer effective contribution
rate of 22.00% is established in Alaska Statute 39.35.255(a).

The System’s net investment income in fiscal year 2012 decreased by $1,974,255,000 or 98.3% from amounts
recorded in fiscal year 2011. The System experienced investment income of $2,009,351,000 in fiscal year 2011
and net investment income of $884,126,000 in fiscal year 2010. Over the long term, investment income has been
a major component of additions to System assets. During fiscal year 2012, the System experienced mixed returns
on investments.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012
(With summarized financial information for June 30, 2011 and 2010)

The System’s investment rate of returns at June 30 are as follows:

Year ended
2012 2011 2010
System returns 0.46% 21.22% 11.39%
Domestic equities 1.80 33.37 15.45
International equities (13.67) 28.27 12.05
Fixed income 4.90 5.46 11.19
Private equity 9.44 20.14 18.86
Absolute return (2.05) 5.98 6.59
Real assets 10.46 15.25 (0.28)
International fixed income — 0.47 —
Cash equivilents 0.44 — —

During fiscal year 2010, the Alaska Retirement Management Board settled a lawsuit against its former actuary,
Mercer, regarding claims of professional malpractice, breach of contract, and unfair trade practices in advising
the state on management of the Alaska Public Employees’ Retirement System and the Alaska Teachers’
Retirement System. The settlement agreement amounted to $500 million in exchange for dismissal of the lawsuit.
The amount allocated to the Public Employees’ Retirement System was $359.0 million after legal fees were
deducted.

Benefits and Other Deductions

The primary deduction of the DB Plan is the payment of pension and postemployment healthcare benefits. The
primary deduction of the DCR Pension Trust Plan is the refund of contributions. These benefit payments,
healthcare claims paid, refunds of contributions, and the cost of administering the System comprise the cost of
operations as follows:

Deductions (In thousands)
Increase

2012 2011 Amount Percentage 2010

Pension benefits $ 560,024 525,317 34,707 6.6% 496,015
Postemployment healthcare

benefits 339,923 299,196 40,727 13.6 312,901

Refund of contributions 20,136 18,196 1,940 10.7 15,393

Legal fees — — — — 86,428

Administrative 16,434 16,214 220 14 14,926

Total $ 936,517 858,923 77,594 9.0% 925,663

The System’s pension benefit payments in 2012 increased $34,707,000 or 6.6% from fiscal year 2011 and
increased $29,302,000 or 5.9% from fiscal year 2010 to 2011. The increase in pension benefits is the result of an
increase in the number of retirees.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012

(With summarized financial information for June 30, 2011 and 2010)

The System’s postemployment healthcare benefit payments in fiscal year 2012 increased $40,727,000 or 13.6%
from fiscal year 2011 and decreased $13,705,000 or 4.4% from fiscal year 2010 to 2011. The increase in
healthcare costs in fiscal year 2012 is attributable in part to an increase in both the total number of claims and the
average size of each claim.

The System’s administrative deductions in 2012 increased $220,000 or 1.4% from fiscal year 2011 and increased
$1,288,000 or 8.6% from fiscal year 2010. The increase in administrative costs in fiscal year 2012 is related to an
increase in personnel and actuarial services.

During fiscal year 2010, the System incurred legal fees of $86,428,000 associated with the legal settlement paid
to the State of Alaska by Mercer.

Funding

Retirement benefits are financed by accumulations from employers, plan members, State of Alaska
appropriations, and income earned on System investments.

. The employer contribution rate is determined by the System’s consulting actuary and considered for
adoption by the Board annually. Alaska Statute 39.35.255(a) sets the employer effective contribution rate
at 22.0%. The difference between the actuarially determined Board adopted and the statutory employer
effective rate is paid by the State of Alaska as a direct appropriation.

. Plan member contributions are set by Alaska Statute 39.35.160 for the DB Plan and Alaska
Statute 39.35.730 for the DCR Plan.

° Alaska Statute 39.35.280 requires that additional state contributions are made each July 1 or as soon after
July 1 for the ensuing fiscal year that when combined with the total employer contributions are sufficient
to pay the System’s past service liability at the contribution rate adopted by the Board for that fiscal year.

. The Board works with an external consultant to determine the proper asset allocation strategy.

Legislation

During fiscal year 2012, the Twenty-Seventh Alaska State Legislature enacted one law that affects the System:

. House Bill 284 appropriates $307.3 million from the general fund to the Department of Administration for
deposit in the System’s defined benefit pension fund and retiree healthcare trust as partial payment of the
participating employers’ contributions for the fiscal year ending June 30, 2013. This appropriation is to
fund the difference between the statutory required contribution established in Senate Bill 125 of 22.00%
and the Board adopted rate of 35.84% for fiscal year 2013.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Management’s Discussion and Analysis
June 30, 2012
(With summarized financial information for June 30, 2011 and 2010)

Economic Conditions, Future Contribution Rates, and Status of Unfunded Liability

Fiscal year 2012 was a year of mixed investment returns. Net investment income decreased from $2,009,351 in
fiscal year 2011 to $35,096 in fiscal year 2012, a decrease of $1,974,255 or 98.3%. The Board continues to
diversify the portfolio of the System to maintain an optimal risk/return ratio. The return on the System’s
investments fell short of its actuarially assumed return of 8.25% (based on the June 30, 2009 actuarial report,
which established the fiscal year 2012 rate) with a system rate of return of 0.46% at June 30, 2012,

The consulting actuary recommended an increase from the System’s actuarially determined contribution rate of
27.96% in fiscal year 2011 to 30.76% in fiscal year 2012. The Board adopted the actuarially determined
contribution rate of 33.49% for fiscal year 2012, up 5.53% from the fiscal year 2011 Board adopted actuarially
determined contribution rate of 27.96%. The statutory employer effective contribution rate remained at 22.00%
for fiscal years 2011 and 2012.

The June 30, 2011 actuarial valuation for the DB Plan reported a funding ratio based on valuation assets of
63.0% and an unfunded liability of $6.93 billion.

For fiscal years 2012 and 2011, the DCR Plan’s employer contribution rate was established at 22.00%. The DCR
Plan retiree medical plan actuarially determined contribution rate was adopted by the Board to be 0.51% and
0.55% for fiscal years 2012 and 2011, respectively. The DCR Plan’s actuarially determined occupational death
and disability rate for peace officers and firefighters was adopted by the Board to be 0.97% and 1.18% for fiscal
years 2012 and 2011, respectively. The DCR Plan’s actuarially determined occupational death and disability rate
for all other employees was adopted by the Board to be 0.20% and 0.31% for fiscal years 2012 and 2011,
respectively.

Requests for Information

This financial report is designed to provide a general overview of the finances for all those with interest in the
finances. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to:

State of Alaska Public Employees’ Retirement System
Division of Retirement and Benefits, Accounting Section
P.O. Box 110203

Juneau, Alaska 99811-0203
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Assets:
Cash and cash equivalents (note 4):
Short-term fixed income pool
Great West/participant directed deposit

Total cash and cash equivalents

Receivables:
Contributions
Due from State of Alaska General Fund
Due from Retiree Health Fund
Other account receivable

Total receivables

Investments (notes 3, 4, and 5), at fair value:
Fixed income securities:
Retirement fixed income pool
U.S. Treasury fixed income pool
High yield fixed income pool
International fixed income pool
Emerging markets debt pool

Total fixed income securities
Broad domestic equity
Broad international equity:

International equity pool
Emerging markets equity pool

Total broad international equity
Private equity pool
Absolute return pool

Real assets:
Real estate pool
Real estate investment trust pool
Energy pool
Farmland pool
Farmland water pool
Timber pool

Treasury inflation protected securities pool

Total real assets

Other investment funds, at fair value:
Pooled investment funds
Collective investment funds

Total other investment funds
Total investments
Other assets
Total assets
Liabilities:
Accrued expenses

Claims payable (note 6)
Due to State of Alaska General Fund

Total liabilities

Commitment and contingencies (note 8)

Net assets held in trust for pension and
postemployment healthcare benefits

See accompanying notes to financial statements.

$

$

Defined benefit plans

STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

(A Component Unit of the State of Alaska)

Statements of System Net Assets
June 30, 2012
(With summarized financial information for June 30, 2011)

(In thousands)

Defined contribution pension trust plans

Alaska retiree Occupational death and disability Healthcare System System
healthcare Participant Peace officer/ Retiree reimbursement total total

Pension trust Total directed All others Firefighter medical arrangement Total June 30, 2012 June 30, 2011
102,741 76,944 179,685 7,115 151 63 383 2,101 9,813 189,498 94,959
— — — 3,291 — — — — 3,291 3,291 897
102,741 76,944 179,685 10,406 151 63 383 2,101 13,104 192,789 95,856
24,186 1,182 25,368 248 4 1 10 49 312 25,680 23,788
— 10,148 10,148 5,347 71 39 203 1,243 6,903 17,051 11,949
13 — 13 — — — — — — 13 —
7 — 7 — — — — — — 7 8,357
24,206 11,330 35,536 5,595 75 40 213 1,292 7,215 42,751 44,094
7,397 6,266 13,663 — 8 3 18 89 118 13,781 27,464
632,842 568,206 1,201,048 —_ 692 270 1,661 8,031 10,654 1,211,702 1,255,717
166,358 140,903 307,261 — 172 67 412 1,992 2,643 309,904 284,435
141,181 119,575 260,756 —_ 146 57 350 1,690 2,243 262,999 263,662
46,553 39,430 85,983 — 48 19 115 557 739 86,722 89,979
994,331 874,380 1,868,711 — 1,066 416 2,556 12,359 16,397 1,885,108 1,921,257
1,812,126 1,534,811 3,346,937 1,870 731 4,485 21,690 28,776 3,375,713 3,418,367
1,000,753 847,600 1,848,353 — 1,033 403 2,477 11,978 15,891 1,864,244 2,055,227
324,374 274,734 599,108 — 335 131 803 3,882 5,151 604,259 686,497
1,325,127 1,122,334 2,447,461 — 1,368 534 3,280 15,860 21,042 2,468,503 2,741,724
606,498 513,703 1,120,201 — 626 245 1,502 7,263 9,636 1,129,837 1,050,886
259,480 219,777 479,257 — 268 105 642 3,107 4,122 483,379 504,106
489,703 414,873 904,576 —_ 506 198 1,213 5,865 7,782 912,358 916,350
70,363 59,594 129,957 — 72 28 174 842 1,116 131,073 115,919
43,776 37,078 80,854 —_ 45 18 108 524 695 81,549 64,050
226,451 204,278 430,729 — 249 97 597 2,889 3,832 434,561 368,961
14,648 —_ 14,648 —_ —_ —_ —_ —_ —_ 14,648 13,877
86,337 73,126 159,463 — 89 35 214 1,034 1,372 160,835 133,658
74,366 62,986 137,352 — 7 30 184 890 1,181 138,533 135,632
1,005,644 851,935 1,857,579 — 1,038 406 2,490 12,044 15,978 1,873,557 1,748,447
— — — 74,296 — — — — 74,296 74,296 49,064
— — — 155,950 — — — — 155,950 155,950 125,110
— — — 230,246 — — — — 230,246 230,246 174,174
6,003,206 5,116,940 11,120,146 230,246 6,236 2,437 14,955 72,323 326,197 11,446,343 11,558,961
23 3378 3,401 — — — — — — 3,401 2,866
6,130,176 5,208,592 11,338,768 246,247 6,462 2,540 15,551 75,716 346,516 11,685,284 11,701,777
7,732 810 8,542 676 — — — — 676 9,218 10,037
—_ 35,967 35,967 —_ —_ —_ —_ —_ —_ 35,967 32,678
4,150 — 4,150 — — — — — — 4,150 12,322
11,882 36,777 48,659 676 — — — — 676 49,335 55,037
6,118,294 5,171,815 11,290,109 245,571 6,462 2,540 15,551 75,716 345,840 11,635,949 11,646,740
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Additions:
Contributions:
Employers
Plan members
State of Alaska

Total contributions

Investment income:
Net appreciation (depreciation) in fair value
Interest
Dividends

Total investment income (loss)
Less investment expense
Net investment income (loss)

Other:
Other

Total additions

Deductions:
Pension and postemployment benefits
Refunds of contributions
Administrative

Total deductions
Net increase (decrease)

Net assets held in trust for pension and postemployment
healthcare benefits:
Balance, beginning of year

Balance, end of year

See accompanying notes to financial statements.

Defined benefit plans

STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Statements of Changes in System Net Assets
Year ended June 30, 2012
(With summarized financial information for June 30, 2011)

(In thousands)

Defined contribution pension trust plans

Alaska retiree Occupational death and disability Healthcare System System
healthcare Participant Peace officer/ Retiree reimbursement total total

Pension trust Total directed All others Firefighter medical arrangement Total June 30, 2012 June 30, 2011
182,695 223,243 405,938 27,938 1,000 582 2,850 19,547 51,917 457,855 444,281
112,703 627 113,330 44,903 — 8 — — 44,911 158,241 153,664
130,912 111,698 242,610 — — — — — — 242,610 165,841
426,310 335,568 761,878 72,841 1,000 590 2,850 19,547 96,828 858,706 763,786
(127,845) (94,730) (222,575) (317) 27 (5) (51) (43) (443) (223,018) 1,789,525
34,161 29,082 63,243 37 31 13 76 349 506 63,749 61,358
118,652 97,481 216,133 — 107 39 253 1,169 1,568 217,701 181,139
24,968 31,833 56,801 (280) 111 47 278 1,475 1,631 58,432 2,032,022
23,318 18 23,336 — — — — — — 23,336 22,671
1,650 31,815 33,465 (280) 111 47 278 1,475 1,631 35,096 2,009,351
35 31,889 31,924 — — — — — — 31,924 12,760
427,995 399,272 827,267 72,561 1,111 637 3,128 21,022 98,459 925,726 2,785,897
559,977 339,923 899,900 — — 47 — — 47 899,947 824,513
10,906 — 10,906 9,230 — — — — 9,230 20,136 18,196
6,743 8,229 14,972 1,462 — — — — 1,462 16,434 16,214
577,626 348,152 925,778 10,692 — 47 — — 10,739 936,517 858,923
(149,631) 51,120 (98,511) 61,869 1,111 590 3,128 21,022 87,720 (10,791) 1,926,974
6,267,925 5,120,695 11,388,620 183,702 5,351 1,950 12,423 54,694 258,120 11,646,740 9,719,766
6,118,294 5,171,815 11,290,109 245,571 6,462 2,540 15,551 75,716 345,840 11,635,949 11,646,740
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized financial information for June 30, 2011)

Description

The following is a brief description of the State of Alaska Public Employees’ Retirement System (PERS or
the System), Defined Benefit Retirement Pension and Postemployment Healthcare Plan (the DB Plan), and
Defined Contribution Retirement Trust Fund (the DCR Plan). PERS is a component unit of the State of
Alaska (the State). The DB Plan is a plan within the System, which includes the Defined Benefit
Retirement Pension Trust Fund and Alaska Retiree Healthcare Trust Fund. The DCR Plan consists of a
Participant Directed Fund, Retiree Medical Fund, Health Reimbursement Arrangement Fund, and
Occupational Death and Disability Fund. Participants should refer to the System agreement for more
complete information.

At June 30, 2012 and 2011, the number of participating local government employers and public
organizations including the State was as follows:

State of Alaska 1
Municipalities 77
School districts 53
Other 29

Total employers 160

Inclusion in the DB Plan and DCR Plan is a condition of employment for eligible State employees, except
as otherwise provided for judges, elected officers, and certain employees of the Alaska Marine Highway
System. Any local government in the State may elect to have its permanent general and peace officer and
firefighter employees covered by the System.

Defined Benefit Retirement Plan
General

The DB Plan is a defined benefit, cost-sharing, multiple employer plan within the System established and
administered by the State to provide pension and postemployment healthcare benefits for eligible State and
local government employees. Benefit and contribution provisions are established by State law and may be
amended only by the State Legislature. The System is a component unit of the State financial reporting
entity and is included in the State’s Comprehensive Annual Financial Report pension trust fund. With the
passage of Senate Bill (SB) 141, the DB Plan is closed to all new members effective July 1, 2006.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized financial information for June 30, 2011)

(1) Description (cont.)
At June 30, DB Plan’s membership consisted of the following:

Valuation as of June 30

2011 2010
Retirees and beneficiaries currently receiving benefits 27,359 26,237
Terminated plan members entitled to future benefits 6,414 6,253
Total current and future benefits 33,773 32,490
Active plan members:
General 22,118 24,054
Peace officer and firefighter 2,275 2,388
Total active plan members 24,393 26,442
Total members 58,166 58,932
Active plan members:
Vested:
General 19,457 19,375
Peace officer and firefighter 2,183 2,102
Nonvested:
General 2,661 4,679
Peace officer and firefighter 92 286
Total active plan members 24,393 26,442

Pension Benefits

Members hired prior to July 1, 1986, with five or more paid-up years of credited service are entitled to
monthly pension benefits beginning at normal retirement age, 55, or early retirement age, 50. For members
first hired after June 30, 1986, the normal and early retirement ages are 60 and 55, respectively. Members
with 30 or more years of credited service (20 years for peace officers and firefighters) may retire at any age
and receive a normal benefit.

The normal monthly pension benefit is based on years of service and average monthly compensation. For
members hired prior to July 1, 1996, and all peace officer and firefighter, the average monthly
compensation is based upon the members’ three highest, consecutive years’ salaries. For all other members
hired after June 30, 1996, average monthly compensation is based upon the members’ five highest,
consecutive years’ salaries.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized financial information for June 30, 2011)

Description (cont.)

The benefit related to all years of service prior to July 1, 1986 and for years of service through a total of
10 years for general members is equal to 2% of the member’s average monthly compensation for each year
of service. The benefit for each year over 10 years of service subsequent to June 30, 1986 is equal to 2.25%
of the member’s average monthly compensation for the second 10 years and 2.5% for all remaining years
of service. For peace officer and firefighters, the benefit for years of service through a total of 10 years is
equal to 2% of the member’s average monthly compensation and 2.5% for all remaining years of service.

Minimum benefits for members eligible for retirement are $25 per month for each year of credited service.

Married members must receive their benefits in the form of a joint and survivor annuity unless their spouse
consents to another form of benefit or another person is eligible for benefits under a qualified domestic
relations order.

The DB Plan has two types of postretirement pension adjustments (PRPA). The automatic PRPA is issued
annually to all eligible benefit recipients, when the cost of living increases in the previous calendar year.
The automatic PRPA increase is paid beginning July 1 of each year. The discretionary PRPA may be
granted to eligible recipients by the DB Plan’s Administrator if the funding ratio of the DB Plan meets or
exceeds 105%. If both an automatic and discretionary PRPA are granted, and a retiree is eligible for both
adjustments, the one that provides the retiree the greater increase will be paid.

Postemployment Healthcare Benefits

Major medical benefits are provided to retirees without cost for all members hired before July 1, 1986.
Members hired on or after July 1, 1986 with 5 years of credited service (or 10 years of credited service for
those first hired on or after July 1, 1996) may pay the full monthly premium if they are under age 60 (or
over age 60 with less than 10 years of service for those first hired on or after July 1, 1996), and receive
benefits at no premium cost if they are over age 60 or are receiving disability benefits. Peace officers and
firefighters with 25 years of membership service and all other members with 30 years of membership
service also receive benefits at no premium cost.

Beginning July 1, 2007, the Alaska Retiree Healthcare Trust (ARHCT), a healthcare trust fund of the State,
was established. The ARHCT is self-funded and provides major medical coverage to retirees of the
System. The System retains the risk of loss of allowable claims for eligible members. The ARHCT began
paying member healthcare claims on March 1, 2008. Prior to that, healthcare claims were paid for by the
Retiree Health Fund (RHF).
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized financial information for June 30, 2011)

Description (cont.)
Death Benefits

If an active general DB Plan member dies from occupational causes, the spouse may receive a monthly
pension equal to 40% of the DB Plan’s member’s salary. If an active peace officer or firefighter DB Plan
member dies from occupational causes, the spouse may receive a monthly pension equal to 50% of the
DB Plan’s member’s salary or 75% of the member’s retirement benefit calculated as if the member had
survived until normal retirement age, whichever is greater. When death is due to occupational causes and
there is no surviving spouse, the DB Plan’s member’s dependent child(ren) may receive the monthly
pension until they are no longer dependents. If the member does not have a spouse or dependent children at
the time of death, a lump-sum death benefit is payable to the named beneficiary(ies). The amount of the
occupational death pension changes on the date the DB Plan member’s normal retirement would have
occurred if the DB Plan member had lived. The new benefit is based on the DB Plan member’s average
monthly compensation at the time of death and the credited service, including service that would have
accrued if the DB Plan member had lived and continued to work until normal retirement. If the death was
from nonoccupational causes, and the DB Plan member was vested, the spouse may receive a monthly
50% joint and survivor option benefit based on the member’s credited service and average monthly
compensation at the time of death. If the DB Plan member is not married or vested, a lump-sum death
benefit is payable to the named beneficiary(ies).

Disability Benefits

Active DB Plan members who become permanently disabled due to occupational or nonoccupational
causes receive disability benefits until normal retirement age, or when the service requirement for normal
retirement is met. Although there are no minimum service requirements for DB Plan members to be
eligible for occupational disability, DB Plan members must be vested to receive nonoccupational disability
benefits. The monthly occupational disability benefit is equal to 40% of the DB Plan’s member’s salary at
the time of the disability. The nonoccupational disability benefit is based on the DB Plan member’s service
and salary at the time of disability. At normal retirement age, a disabled general DB Plan member receives
normal retirement benefits. A peace officer or firefighter DB Plan member may elect to receive normal
retirement benefits calculated under the occupational disability benefit rules.

Contributions
DB Plan Member Contributions

The DB Plan’s member contribution rates are 7.5% for peace officers and firefighters, 9.6% for some
school district employees, and 6.75% for general DB Plan members, as required by statute. The DB Plan’s
member contributions are deducted before federal income tax is withheld. Contributions are collected by
employers and remitted to the DB Plan. The DB Plan’s member contributions earn interest at the rate of
4.50% per annum, compounded semiannually.
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized financial information for June 30, 2011)

Description (cont.)
Employer Contributions

The DB Plan’s funding policy provides for periodic employer contributions at actuarially determined rates
that, expressed as a percent of annual covered payroll, are sufficient to accumulate assets to pay both
pension and postemployment healthcare benefits when due. Employer contribution rates are determined
using the entry age normal actuarial cost method of funding. The DB Plan uses the level percentage of pay
method to amortize the unfunded liability over a twenty-five year fixed period. Employer contributions are
accumulated in both the pension and the healthcare funds based on the adopted actuarially determined
contribution rate for the fiscal year.

Contributions from the State of Alaska

Alaska Statute 39.35.280 requires that additional state contributions are made each July 1 or as soon after
July 1 for the ensuing fiscal year that when combined with the total employer contributions is sufficient to
pay the System’s past service liability at the actuarially determined contribution rate adopted by the Alaska
Retirement Board (the Board) for that fiscal year.

Refunds

DB Plan member contributions may be voluntarily or, under certain circumstances, involuntarily refunded
to the member or a garnishing agency 60 days after termination of employment. Voluntary refund rights
are forfeited on July 1 following the member’s 75th birthday or within 50 years of the member’s last
termination date. Members who have had contributions refunded forfeit all retirement benefits, including
postemployment healthcare benefits. Members are allowed to reinstate refunded service due to involuntary
refunds by repaying the total involuntary refunded balance and accrued interest. Members are allowed to
reinstate voluntarily refunded service by repaying the voluntarily refunded balance and accrued interest, as
long as they reestablish an employee relationship with a participating DB Plan employer before July 1,
2010. Members who have not reestablished an employee relationship with a participating DB Plan
employer by June 30, 2010 will not be eligible to reinstate voluntarily refunded service and will forfeit any
claim to DB Plan membership rights. Balances refunded to members accrue interest at the rate of
7.0% per annum, compounded semiannually.

Defined Contribution Retirement Plan
General

The DCR Pension Trust Fund is a defined contribution, cost-sharing, multiple employer public employee
retirement plan within PERS established and administered by the State to provide pension and
postemployment healthcare benefits for eligible employees. Benefit and contribution provisions are
established by State law and may be amended only by the State Legislature. The DCR Pension Trust Fund
was created by State of Alaska Statutes effective July 1, 2006. A defined contribution plan is a plan in
which savings are accumulated in an individual retirement account for the exclusive benefit of the member
or beneficiaries.
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STATE OF ALASKA

PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

(A Component Unit of the State of Alaska)
Notes to Financial Statements

June 30, 2012

(With summarized financial information for June 30, 2011)

(1) Description (cont.)

The DCR Pension Trust Fund is a hybrid plan containing traditional defined contribution (DC) components
as well as defined benefit (DB) components. Within the DCR Pension Trust Fund, the funds that are DC
components of the plan include the Participant Directed Fund and the Healthcare Reimbursement
Arrangement. The DB components of the DCR Pension Trust Fund are the Retirement Medical Plan and

the Occupation Death and Disability Plan.

At June 30, 2012 and 2011, the DCR Pension Trust Fund membership consisted of the following:

Retirees and beneficiaries currently receiving benefits

Terminated plan members entitled to future benefits:
25% Vested
50% Vested
75% Vested
100% Vested

Total terminated plan members entitled to
future benefits

Total current and future benefits

Active plan members:
General
Peace officer and firefighter

Total active plan membership
Total members

Active plan members:
Vested General:
25% Vested
50% Vested
75% Vested
100% Vested

Total vested general

Vested peace officer and firefighter
25% Vested
50% Vested
75% Vested
100% Vested

Total vested peace officer and firefighter

Nonvested:
General
Peace officer and firefighter

Total nonvested general and peace officer
and firefighter
Total members

19

2012 2011
443 357
227 158

72 35

36 4

778 554
778 554
11,952 10,409
913 773
12,865 11,182
13,643 11,736
1,967 1,965
1,612 1,528
1,342 1,002
1,027 144
5,948 4,639
107 164
151 175
163 157
166 19
587 515
6,004 5,770
326 258
6,330 6,028
13,643 11,736
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STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notes to Financial Statements

June 30, 2012
(With summarized finan