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INDEPENDENT AUDITOR’S REPORT 

To the Retirement Board 
Public Employee Retirement System of Idaho 
Boise, Idaho 

Report on the Financial Statements 

We have audited the accompanying financial statements of the pension and other trust funds of the 
Public Employee Retirement System of Idaho (the System), which comprise the statement of fiduciary 
net position as of June 30, 2017, and the related statement of changes in fiduciary net position, for the 
year then ended, and the related notes to the financial statements. 

Management’s Responsibility for the Financial Statements 

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

Auditor’s Responsibility 

Our responsibility is to express 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 from 
material misstatement. 

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
fiduciary net position of the System as of June 30, 2017, and the changes in fiduciary net position of the 
Plan for the year then ended in accordance with accounting principles generally accepted in the United 
States of America. 

Report on Summarized Comparative Information 

We have previously audited the Public Employee Retirement System of Idaho’s June 30, 2016 financial 
statements, and we expressed an unmodified audit opinion on those audited financial statements in our 
report dated October 11, 2016. In our opinion, the summarized comparative information presented 
herein as of and for the year ended June 30, 2016 is consistent, in all material respects, with the 
audited financial statements from which it has been derived. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 
management’s discussion and analysis and required supplementary information on pages 21-28 and 
59-69 be presented to supplement the basic financial statements. Such information, although not a part
of the basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Other Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the System’s basic financial statements as a whole. The introductory, investment, 
actuarial and statistical sections are presented for purposes of additional analysis and are not a 
required part of the financial statements. 

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

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

In accordance with Government Auditing Standards, we have also issued our report dated October 10, 
2017, on our consideration of the System’s internal control over financial reporting and on our tests of 
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other 
matters. The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the System’s internal 
control over financial reporting and compliance. 

Boise, Idaho 
October 10, 2017 



 Financial Section

- 21 -

PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
YEAR ENDED JUNE 30, 2017 

Management is pleased to provide Management’s Discussion and Analysis (“MD&A”) of the financial 
activities of the Public Employee Retirement System of Idaho (the “System” or “PERSI”) as of and for 
the year ended June 30, 2017. The June 30, 2016 amounts are combined and are provided for 
comparative purposes. This overview and analysis is designed to focus on current known facts and 
activities and resulting changes. 

The System administers seven fiduciary funds. These consist of three defined benefit pension trust 
funds – the PERSI Base Plan, the Firefighters’ Retirement Fund (FRF) and the Judges’ Retirement 
Fund (JRF), two defined contribution pension trust funds – the PERSI Choice Plan 401(k) and 414(k), 
and two Sick Leave Insurance Reserve trust funds – State and Schools. 

Financial Highlights 

 The net position for all pension and other funds administered by the System increased $1.6 billion
during Fiscal Year 2017 and decreased $40.6 million during the Fiscal Year 2016. The change in
the defined benefit plans reflects the total of contributions received and an investment return
greater than benefits paid and administrative expenses. Changes in net position for the years
ended June 30, 2017 and 2016 were as follows:

Assets for the three defined benefit plans, the PERSI Base Plan, FRF and JRF, are pooled for 
investment purposes. For the Fiscal Years ended June 30, 2017 and 2016, the rate of return net of 
investment expenses on the investment assets are detailed below (these are plan-level returns). For 
the defined contribution plans, the PERSI Choice Plan 401(k) and 414(k), individual participant returns 
will vary depending on their specific investment choices.  Returns for Choice Plan options can be found 
on the PERSI website under Investments/Choice Plan.  

 All of the plans experienced investment gains in Fiscal Year 2017 as a result of positive market
performance. Net investment income for all of the funds administered by the System for the Fiscal
Years ended June 30, 2017 and 2016, was $1.9 billion and $228 million, respectively.
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 As of June 30, 2017 and 2016, the net pension liability (asset) was as follows:

The System's funding objective is to meet long-term benefit obligations through contributions and 
investment income and provide a reserve against market fluctuations. The ratio listed above gives an 
indication of how well this objective has been met at a specific point in time. The higher the ratio, the 
better the plan is funded.  

PERSI assumed the administration for the JRF fund starting July 1, 2014. 
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Using the Annual Financial Report 

This discussion and analysis is intended to serve as an introduction to the System’s financial 
statements. The financial section is comprised of four additional components: (1) fund financial 
statements, (2) notes to financial statements, (3) required supplementary information, and (4) additional 
supplementary schedules. 

Fund Financial Statements — There are two financial statements presented for the fiduciary funds. The 
statements of fiduciary net position as of June 30, 2017 and 2016 indicates the fiduciary net position 
available to pay future benefits and gives a snapshot at a particular point in time. The statements of 
changes in fiduciary net position for the years ended June 30, 2017 and 2016 provides a view of the 
current year’s activity. It details the additions and deductions to the individual funds and supports the 
change to the prior year’s ending net position on the statements of fiduciary net position. All pension 
fund statements are presented on a full accrual basis and reflect all trust activities, as incurred. 

Notes to Financial Statements — The notes provide additional information essential for a full 
understanding of the data provided in the fund financial statements. The notes to the financial 
statements can be found on pages 33-57 of this report. 

Required Supplementary Information — The required supplementary information consists of Schedule 
of Net Pension Liability, Schedule of Changes in Net Pension Liability, Schedule of Contributions, 
Schedule of Investment Returns and related notes concerning the methods and assumptions used in 
calculations of actuarially determined contributions. In addition, required supplementary information 
includes Schedule of Net Other Post Employment Benefit (OPEB) Liability (Asset), Schedule of 
Changes in OPEB Liability (Asset), Schedule of Contributions – Sick Leave Insurance Retirement 
Fund, Schedule of Investment Returns – Sick Leave Insurance Retirement Fund as well as related 
notes concerning the methods and assumptions used in the calculation of the OPEB liability (asset). 

Additional Supplementary Schedules — The additional schedules (Schedule of Investment Expenses 
and Schedule of Administrative Expenses) are presented for additional analysis. 

Comparative Financial Statements 

Defined Benefit Pension Trust Funds  — The PERSI Base Plan, the Firefighters’ Retirement Fund, and 
the Judges’ Retirement Fund are qualified plans under the Internal Revenue Code and provide 
retirement, disability and death benefits to the employees of affiliated employers. Benefits are funded 
by member and employer contributions and by earnings on investments. Assets for these plans are 
pooled only for investment purposes. 
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Defined Benefit Pension Trust Funds Net Position 

The fair value of investments increased due to the combination of contributions received and an 
investment return of 12.31% (net of investment expenses) exceeding benefits and administrative 
expenses.  Liabilities for benefits and refunds payable vary at Fiscal Year-End depending on member 
request and timing. Change in asset values and timing of payments can affect the balance of liabilities 
at the statements of fiduciary net position date. 

The percent change in investments sold receivable and investments purchased payable fluctuates as 
the volume of trading activity by the System’s professional investment managers’ changes. The cash 
balance change was due to normal fluctuations in operating cash requirements and the timing of 
transfers to investment managers.  
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Defined Benefit Pension Trust Funds Changes in Net Position 

Investment income for the Fiscal Year 2017 was $1.7 billion as a result of the gross investment return 
of 12.67%. Contributions and other additions totaled $605.4 million.   Total additions including 
investment income and contributions totaled $2.4 billion. Additions were more than benefits and 
administrative expenses paid of $899 million by $1.5 billion for 2017. Investment income for the Fiscal 
Year 2016 was $211 million; the gross investment return was 1.78%. Contributions and other additions 
totaled $557 million resulting in total additions of $779 million. The benefits and administrative 
expenses paid of $857 million were more than additions by $79 million for 2016.  

For Fiscal Year 2017, the increase in benefits and refunds paid was a result of an increase in the 
number of retirees and the annual Cost of Living Adjustment (COLA) increase for benefits paid to 
retirees.  The COLA adjustment for 2017 was 1.1% based on date of retirement compared to 2016 
which was .2% up to 1% based on date of retirement. 

Defined Contribution Pension Trust Funds 

During Fiscal Year 2017, the System administered two defined contribution plans. The PERSI Choice 
Plans, qualified plans under Internal Revenue Code, consist of a 401(k) plan and a 414(k) plan and 
provide another retirement benefit option to members of the Defined Benefit Pension Plans.  

The PERSI Choice Plans were created during Fiscal Year 2001. The 401(k) Plan consists of employee 
voluntary contributions, rollover contributions, and some employer matching contributions. The 414(k) 
Plan represents the gain sharing allocation made to eligible PERSI members during Fiscal Year 2001. 
The assets of these plans are pooled for investment purposes, but the 414(k) Plan cannot be used to 
pay the benefits of the 401(k) Plan and vice versa. 
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Defined Contribution Pension Trust Funds Net Position 

Net position increased from Fiscal Year 2016 to Fiscal Year 2017. The change reflects a positive return 
in the investment market and excess contributions compared to benefits paid out.  The change in cash 
is due to the timing of a transfer of funds at the end of the month. Receivables include contributions that 
are not yet recorded by the record keeper at year end plus accrued interest and dividends. The change 
in other liabilities consists of amount due to the base plan, administrative expenses payable and stale 
dated checks payable. 

Defined Contribution Pension Trust Funds Changes in Net Position 

The change in net position was impacted for the year by a positive investment return for the fiscal year. 
Member contributions increased due to an increase in salary deferrals as well as an increase in the 
number of members actively contributing. Transfers and rollovers in represent rollovers from other 
plans. Changes in employer contributions vary up or down according to individual employers’ desire to 
match employee contributions. The increase in benefits and refunds paid is a result of an increase in 
the number of retirees receiving benefits.  

Other Trust Funds 

During Fiscal Year 2017, the System administered two Sick Leave Insurance Reserve Fund trusts. The 
PERSI Sick Leave Insurance Retirement Fund provides payment of eligible postretirement insurance 
premiums on behalf of retired state and public school district employees, based on accumulated 
unused sick leave at the time of retirement. The Fund’s contributions are financed by state agency and 
school district employers of the System which make up the two separate trusts which are comingled for 
investment purposes. 
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Sick Leave Insurance Reserve Funds Net Position 

The net position increased in Fiscal Year 2017 from Fiscal Year 2016 because of positive investment 
returns and contributions exceeding benefits paid. 

Sick Leave Insurance Reserve Funds Changes in Net Position 

The changes in net position reflect a net investment return of 13.3% resulting in $54 million in 
investment income, compared to $7 million for Fiscal Year 2016. The increase in other additions was 
due to an increase in interest earnings on the cash balance held at the Idaho State Treasurer’s Office.

Plan Membership 

This table reflects PERSI Base Plan and PERSI Choice Plans membership as of June 30, 2017 and 
2016. 



 Financial Section

- 28 -

Retirees and Beneficiaries (Base Plan) 

While the above table reflects changes in active participants, the following table demonstrates the 
changes in Base Plan retirees and beneficiaries for the Fiscal Year 2017 and 2016. 

Investment Activities 

Long-term (20-25 year) asset growth is vital to the Defined Benefit Plans’ current and continued 
financial stability. Therefore, trustees have a fiduciary responsibility to act with prudence and discretion 
when making plan investment decisions. To assist the Board in this area, a comprehensive formal 
investment policy is updated periodically. As managers are added, specific detailed investment 
guidelines are developed, adopted, and become part of that manager’s agreement. 

Portfolio performance is reviewed monthly by the Board and its consultants. Performance is evaluated 
individually, by money manager style, and collectively by investment type and for the aggregate 
portfolio. Investment types include both domestic and international equities, domestic and international 
fixed income, private equity and real estate. 

Economic Factors 

At July 1, 2017, PERSI's Base Plan had a net pension liability of $1.6 billion, a decrease over the July 
1, 2016 liability of $2 billion. The investment return net of all expenses for 2017 was 12.25% compared 
to the assumed return of 7.0%. The change in net pension liability is due in large part to an 
improvement in the investment market. These results and decisions enable PERSI to meet the 
mandate set by the legislature when it created PERSI to “Provide a secure retirement for public 
employees in Idaho”.  The amortization period of the unfunded liability for FY17 is 16.2 years which is 
less than the 25 year maximum allowed by statute.  

Since inception, the cumulative funding of the plan is 59% investment income, 26% employer 
contributions and 15% member contributions.  PERSI is viewed as a well-run and conservatively 
managed pension plan compared to plans nationally.  This reputation stems from sound decisions 
made by the legislature and the Board.   

The Board has and will continue to make appropriate choices regarding investments, contributions, and 
actuarial assumptions with the goal of maintaining the long-term sustainability of the plan. 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

STATEMENTS OF FIDUCIARY NET POSITION  
JUNE 30, 2017 WITH COMPARATIVE FINANCIAL INFORMATION FOR JUNE 30, 2016 

See notes to Financial Statements 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION 
YEAR ENDED JUNE 30, 2017 WITH COMPARATIVE FINANCIAL INFORMATION 
FOR JUNE 30, 2016 

See notes to Financial Statements 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

NOTES TO FINANCIAL STATEMENTS 
YEAR ENDED JUNE 30, 2017 

NOTE 1.  GENERAL DESCRIPTION OF THE FUNDS 

General — The Public Employee Retirement System of Idaho (the “System” or “PERSI”) is the 
administrator of seven plans including three defined benefit retirement plans, the Public Employee 
Retirement Fund Base Plan (“PERSI Base Plan”), the Firefighters’ Retirement Fund (FRF); and 
the Judges’ Retirement Fund (JRF); and two defined contribution plans, the Public Employee 
Retirement Fund Choice Plans 401(k) and 414(k) (“PERSI Choice Plan”). PERSI also administers 
two Sick Leave Insurance Reserve Trust Funds, which qualify as other postemployment benefits 
plans (OPEB), one for state employers and one for school district employers. 

Reporting Entity — The System is a fiduciary fund of the State of Idaho (the “State”) and is 
included in the State of Idaho Comprehensive Annual Financial Report. The basic financial 
statements of the System include the financial activities of all of the above funds. A five member 
retirement board (the “Board”), appointed by the Governor and confirmed by the Idaho Senate, 
manages the System. State law requires that two members of the Board be active PERSI 
members with at least ten years of service and three members who are Idaho citizens not 
members of the System except by reason of having served on the Board. Responsibilities of the 
Board include selecting the funding agents, establishing funding policy, and setting contribution 
rates.  

Defined Benefit Retirement Plans Administration — The PERSI Base Plan and FRF are both 
cost-sharing, multiple-employer defined benefit retirement plans that provide benefits based on 
members’ years of service, age, and highest average salary. In addition, benefits are provided for 
disability, death, and survivors of eligible members or beneficiaries. 

Statutes governing the PERSI Base Plan are Title 59, Chapter 13 of the Idaho Code. Statutes 
governing FRF are Title 72, Chapter 14 of the Idaho Code.  

Members become fully vested in their retirement benefits with five years of credited service 
(5 months for elected or appointed officials). Members are eligible for retirement benefits upon 
attainment of the ages specified for their employment classification. The annual service retirement 
allowance for each month of credited service is 2.0% (2.3% for police/firefighters) of the average 
monthly salary for the highest consecutive 42 months.  

Effective July 1, 2014, by statute, PERSI assumed administration of the Judges’ Retirement Fund 
(JRF). The JRF is a single employer defined benefit plan that provides benefits based on 
members’ years of service, age and annual compensation.  Statutes governing the Judges’ 
Retirement Fund are Title 1, Chapter 20 of the Idaho Code. 

JRF members, having left office or retired, are eligible for retirement benefits based on age and 
years of service (a minimum of four years) as specified in statute. 

Plans Membership - State agencies, school districts, cities, counties, highway districts, water and 
sewer districts, and other political subdivisions contribute to the System. 
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As of June 30, 2017 and 2016, and the number of participating employer units in the PERSI Base 
Plan was: 

As of June 30, 2017 and 2016, the number of benefit recipients and members in the PERSI Base 
Plan consisted of the following: 

FRF has 22 participating employer units all consisting of fire departments that also participate in 
PERSI.  As of June 30, 2017, there was 1 active member and 518 retired members or 
beneficiaries, collecting benefits from FRF. The FRF covers a closed group of firefighters who 
were hired before October 1, 1980, and who receive benefits in addition to those provided under 
the Base Plan. The cost of these additional benefits is paid by FRF member and employer 
contributions and receipts from a fire insurance premium tax. 

JRF as of June 30, 2017 had 51 active members and 98 retired members or beneficiaries 
collecting benefits from JRF. 

Benefits Provided - The benefit payments for the PERSI Base Plan, FRF and JRF are calculated 
using a benefit formula adopted by the Idaho Legislature. The Base Plan is required to provide a 
1% minimum cost of living increase per year provided the Consumer Price Index increases 1% or 
more. The Retirement Board has the authority to provide higher PERSI Base Plan cost of living 
increases to a maximum of the Consumer Price Index movement or 6%, whichever is less; 
however, any amount above the 1% minimum is subject to review by the Idaho Legislature. 

The cost of living increase for the FRF retirees is based on the increase in the statewide average 
firefighter’s wage for employer units who belong to the FRF plan.  

2017 2016

Cities 154 152

School districts 166 163

Highway and water districts 132 131

State subdivisions 98 98

Counties 44 44

Other 189 187

Total 783 775

2017 2016

Members:

Active 70,073     68,517     

Terminated and vested 12,669     12,251     

Retirees and beneficiaries 45,468     44,181     

Total 128,210   124,949   
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Adjustments to JRF benefits are made by either the PERSI COLA as described above or by a 
statutory adjustment which is based on active judge’s salaries. Whether the PERSI COLA or the 
statutory adjustment applies depend on the date the judge first assumed office, on or before July 
1, 2012 and/or by whether the judge (if it was an option available) made an irrevocable election to 
use the PERSI COLA. 

Contributions - The PERSI Base Plan, FRF and JRF benefits are funded by contributions from 
members and employers and earnings from investments. Additional FRF funding is obtained from 
receipts from a state fire insurance premium tax. Member and employer contributions are paid as 
a percentage of member compensation. PERSI Base Plan, FRF and JRF member contribution 
rates are determined by the Board within limitations, as defined by state law. The Board may make 
periodic changes to employer and employee contribution rates (expressed as percentages of 
annual covered payroll) that are adequate to accumulate sufficient assets to pay benefits when 
due. Contributions are based on actuarial assumptions, the benefit formulas, and employee 
groups of the System. Costs of administering the fund are financed through the contributions and 
investment earnings of the System. 

Level percentages of payroll normal costs are determined using the Entry Age Normal Cost 
Method for the PERSI Base Plan, FRF and JRF. Under the Entry Age Normal Cost Method, the 
actuarial present value of the projected benefits of each individual included in the actuarial 
valuation is allocated as a level percentage of each year’s earnings of the individual between entry 
age and assumed exit age. 

The PERSI Base Plan and the JRF Plan amortizes any net pension liability based on a level 
percentage of payroll. The payroll for employees covered by the PERSI Base Plan and JRF Plan 
was $3,089,555,264 and $6,162,190, respectively for the year ended June 30, 2017. 

Net pension liability for FRF is the difference between the pension liability of the FRF benefits not 
provided by the Base Plan and the FRF assets.  The payroll for active employees covered by the 
FRF Plans was $143,932.    

The Base Plan contribution rates for employees are set by statute at 60% of the employer rate for 
general employees and 72% for police and firefighters. As of June 30, 2017, the employee rate 
was 6.79% for general employees and 8.36% for police and firefighters.  The employer 
contribution rate is set by the Retirement Board and was 11.32% for general employees and 
11.66% for police and firefighters. 

The total FRF employer contribution rate as of June 30, 2017, was 25.31% which includes the 
employer excess rate of 13.65% plus the PERSI class 2 firefighter’s rate of 11.66%.  The FRF 
member rate for the year for class B is 11.45% which is 3.09% above the class 2 rate of 8.36%. 

Idaho Statute 59-1394(1)(a) requires 50% of the gross receipts by the State of the tax on fire 
insurance premiums, as provided by Idaho Statute 41-402 is perpetually appropriated for the 
purpose of partially funding the benefit requirements of Chapter 14, Title 72 of the Idaho Code 
(Fireman’s Retirement Fund). 

The JRF employee contribution rate is 18.50% of the employer contribution rate as set by the 
Board. As of June 30, 2017, the employee contribution rate was 10.23% and the employer 
contribution rate was 55.28%. Active employees who have 20 or more years of service are exempt 
from employee contributions 

Upon termination of employment, PERSI Base Plan participants are entitled to accumulated 
member contributions plus interest, accrued at 1.29% from January 1, 2017 through June 30, 2017 
(2.39% from July 1, 2016 through December 31, 2016) compounded monthly per annum, and are 
refundable. Withdrawal of such accumulated contributions results in forfeiture of the member’s 
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accrued benefit; however, state law does include provisions for reinstatement of forfeited service 
upon repayment of the accumulated contributions plus interest.  

JRF employees with less than four years of service are entitled to a refund of accumulated 
member contributions plus interest, accrued at 6.50% per annum. 

Defined Contribution Retirement Plans — The PERSI Choice Plans are defined contribution 
retirement plans. The statute governing the PERSI Choice Plans is Idaho Code Title 59, 
Chapter 13.  

The PERSI Choice Plans made up of a qualified 401(k) plan and a 414(k) plan. The assets of the 
two plans within the PERSI Choice Plans are commingled for investment purposes. Participants 
can direct their investment mix with some trading frequency restrictions. Participants have fifteen 
investment options: two balanced funds, four fixed income funds and eight equity funds and one 
specialty fund.  Participants investing in the Total Return Balanced Fund and the PERSI Short-
Term Investment Portfolio pay investment management fees of .27% and .11%, respectively. 
Since inception of the plans, participants have paid investment management fees for all other 
options. 

The 401(k) portion of the PERSI Choice Plans is open to all active PERSI members. Employees 
can make tax-deferred contributions up to 100% of their gross salary less deductions and subject 
to the Internal Revenue Service (IRS) annual contribution applicable limit for the age of the 
employee. The 414(k) portion of the PERSI Choice Plans was established for gain sharing 
allocations from the PERSI Base Plan. The gain sharing amount (if any) is based on funding levels 
in the Base Plan and is subject to Board approval. Eligibility for gain sharing requires twelve 
months of active PERSI Base Plan membership as defined in Idaho statutes and PERSI rules.  

Participants may allocate their assets in 1% increments among the investment options; however, if 
no allocation preference is indicated, a default investment election to the PERSI Total Return Fund 
(TRF) is made. The TRF is a unitized fund comprised of investment accounts of the PERSI Base 
Plan. 

As of June 30, 2017, there were 39,035 participants, with balances in the PERSI Choice Plans. 
Some of these participants are in both the 401(k) Plan and the 414(k) Plan. As of June 30, 2017, 
the Choice Plan 401(k) had 28,047 participants, and the Choice Plan 414(k) had 22,380.  

Optional Retirement Plan – Certain junior colleges and university employees participate in an 
optional retirement plan (ORP) in accordance with the provisions of Idaho Code 33-107(A) and 
(B). For university employees who opted out of PERSI in 1993, the employer by statute pays 
1.49% of ORP payroll in lieu of a withdrawal liability payment to PERSI with a payoff date of July 1, 
2025. The junior colleges were paid in full as of June 30, 2011. 

Sick Leave Insurance Reserve Trust Funds (OPEB) - PERSI administers the Sick Leave 
Insurance Reserve Fund cost sharing, multiple-employer defined benefit OPEB plans that provides 
healthcare benefits. The Sick Leave Insurance Retirement Fund is classified as a trust fund. For 
state and school employers, unused sick leave benefits are subject to the guidance of 
Governmental Accounting Standard Board (GASB) Statement 74, Financial Reporting for 
Postemployment Benefit Plans Other Than Pension Plans. 

The Sick Leave Insurance Retirement Fund is made up of two trust funds administered by PERSI - 
a trust for payment of school district employee benefits and a trust for payment of state employee 
benefits. The statutes governing the Sick Leave Insurance Retirement Fund are Idaho Code, 
Sections 67-5333, 33-1216, 59-1365, and 33-1228. 
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The Sick Leave Insurance Retirement Fund is a fund that exists for the payment of unused sick 
leave benefits in the form of insurance premiums for state and school district employees who 
separate from service by reason of retirement. The assets of the two trusts are commingled for 
investment purposes.  

The System administers these trusts on behalf of the participating employers. Employers’ 
contributions are a percentage of payroll collected each pay cycle and are held in trust for future 
benefits. The school districts and the State are responsible for any unfunded benefit obligations, 
respectively, through contribution rate adjustments.  

Membership in the Sick Leave Insurance Retirement Fund as of June 30, 2016 valuation 

School District Employees — For school district employees, the unused sick leave amount 
available for benefit is limited to one-half of their eligible sick leave balance and rate of 
compensation at retirement. 

State Employees — State employees are limited to the number of allowable hours of sick leave 
they may use as part of the unused sick leave program as follows: 

Members may use one-half of sick leave hours accrued up to the allowable maximum multiplied by 
their rate of compensation at retirement. 

The rate for state agency contributions was 0.65% of covered salary at June 30, 2017. 

Contribution percentages are based on the number of days of paid sick leave earned during the 
contract year. The sick leave contribution rates for schools are as follows:  



 Financial Section

- 38 -

NOTE 2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Accounting — The System’s basic financial statements are prepared utilizing the 
accrual basis of accounting. Employee and employer contributions are recognized as additions to 
net position when due and receivable, pursuant to formal commitments and statutory or 
contractual requirements, investment income is recognized when earned, and benefit payments 
and refunds and other expenses are recorded when the benefits are due and payable in 
accordance with the plans’ terms. The pension funds are accounted for on a flow of economic 
resources measurement focus.  
The significant GASB standards affecting the System are: 

 GASB Statement No. 34 Financial Statements – and Management’s Discussion and
Analysis for State and Local Governments,

 GASB Statement No. 37, Basic Financial Statements – and Management’s Discussion
and Analysis – for State and Local Governments: Omnibus,

 GASB Statement No. 38, Certain Financial Statement Note Disclosures,

 GASB Statement No. 40, Deposit and Investment Risk Disclosures,

 GASB Statement No. 44, Economic Condition Reporting: The Statistical Section,

 GASB Statement No. 51, Accounting and Financial Reporting for Intangible Assets,

 GASB Statement No.53, Accounting and Financial Reporting for Derivative Instruments,

 GASB Statement No.67 Financial Reporting for Pension Plans,

 GASB Statement No. 69 Government Combinations and Disposal of Government
Operations,

 GASB Statement No. 71 Pension Transition for Contributions Made Subsequent to the
Measurement Date – an amendment of GASB Statement No. 68, and

 GASB Statement No. 72 Fair Value Measurement and Application

 GASB Statement No. 74 Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans

 GASB Statement No. 76 The Hierarchy of Generally Accepted Accounting Principles for
State and Local Government

 GASB Statement No. 82 Pension Issues

Investments — The System’s investments are presented at fair value. Purchases and sales are 
recorded at the trade date. At month end, there may be certain pending trades that were initiated 
by managers but not confirmed and, therefore, are not included in the fair value of investments. 
Investments of the PERSI Base Plan, FRF, JRF and the PERSI TRF (an option of the PERSI 
Choice Plan) are pooled for investment purposes as is disclosed in Note 3. 

The Board utilizes and directs individual fund managers to provide whatever investment 
management and custodial functions the Board has determined best achieves the System’s 
investment objectives. Each fund manager is generally granted full discretion in making investment 
decisions, within asset allocation policy, portfolio investment policy, specific investment guidelines 
and other special restrictions set by contract with the Board. The Board monitors overall 
investment performance and periodically evaluates the performance of each fund manager. The 
Board in its administration of the System and management of the investment program is guided by 
the Idaho Uniform Prudent Investor Act, Sections 68-501 through 68-514 of the Idaho Code and of 
fiduciary responsibilities in the Idaho Code, Section 59-1301, and is empowered in its sole 
discretion to limit, control, and designate the types and amounts of investments. The Board has 
adopted an investment policy including policy related to deposit and investment risks identified in 
GASB Statement No. 40, Deposit and Investment Risk Disclosures.   

The fair value of investments is based on published market prices and quotations from major 
investment brokers, when available. Mortgages have been valued on the basis of their future 
principal and interest payments discounted at prevailing interest rates for similar instruments of 
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matching duration. The fair value of real estate investments is based on industry practice. For 
recent acquisitions, cost closely approximates fair value. The fair value of longer term real estate 
holdings is estimated based on the System’s consultant assessments and/or independent 
appraisals. Short-term investments are reported at fair value, when published market prices and 
quotations are available, or at cost plus accrued interest, which approximate fair value. The fair 
values of private equity limited partnership investments by their nature have no readily 
ascertainable market prices. Similar to real estate, cost closely approximates fair value for recent 
acquisitions. Thereafter, the fair values of limited partnership funds are based on the valuations as 
presented by the general partner, approved by the funds’ advisory committee, and reviewed by 
consultants. Generally, the companies within a fund are valued by the general partner, taking into 
account many factors such as the purchase price, estimated liquidation value, significant events 
like initial public offerings, bankruptcies, and additional rounds of financing, and other relevant 
factors. Because of the lack of published market prices for these investments, the estimated fair 
values may differ significantly from the values that would have been used had a ready market for 
the investments existed. Although these differences could be material to the individual company 
values, private equity represents 6.1% of total investments. PERSI’s real estate and commercial 
mortgage investments are 4.3% and 4.2%, respectively of total investments.  

Investment expenses presented within the statements of changes in plan fiduciary net position do 
not include fees and costs for private equity investments nor does it include fees and commissions 
related to public equity transactions. These fees and costs are presented, for information 
purposes, within the Investment Section of PERSI's Comprehensive Annual Financial Report in 
the Schedule of Costs for Private Equity Partnerships and the Schedule of Broker Fees and 
Commissions. These costs are captured within the net asset value for investments as reported in 
the statements of plan net position and the statements of changes in plan fiduciary net position. 

The System purchases forward currency contracts for certain international investments and United 
States of America agency-guaranteed collateralized mortgage obligations for the purpose of 
enhancing liquidity, reducing transaction or other costs, or partially hedging an existing exposure. 
The System may incur minor recording costs for forward contracts until the settlement date. 
Potential future obligations for the forward contracts are not recognized until the contract expiration 
date. 

The following is the Board’s adopted asset allocation policy (adopted February 2016) as of June 
30, 2017: 

Use of Estimates — The preparation of the financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to make 
estimates and assumptions that affect the reported amounts of net assets and liabilities, disclosure 
of contingent liabilities, and the actuarial present value of accumulated plan benefits at the date of 
the financial statements. Actual results could differ from those estimates. The System utilizes 
various investment instruments. Investment securities, in general, are exposed to various risks, 
such as interest rate, credit, and overall market volatility. Due to the level of risk associated with 
certain investment securities, it is reasonably possible that changes in the values of investment 
securities will occur in the near term and that such change could materially affect the amounts 
reported in the financial statements. 
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Assets Used in Plan Operations — These assets represent buildings, equipment, and computer 
software development costs used by the System and are recorded at cost. Depreciation and 
amortization are calculated on the straight-line method over the estimated useful lives of the 
assets. The estimated useful life for buildings is 30-50 years. The estimated useful life of computer 
software development costs is 10-15 years. Computer and technology equipment has a 3-5 year 
useful life. 

Totals — The basic financial statements include certain prior-year summarized comparative 
information in total. Such information does not include sufficient detail to constitute a presentation 
in conformity with accounting principles generally accepted in the United States of America. 
Accordingly, such information should be read in conjunction with the System’s basic financial 
statements for the year ended June 30, 2016, from which the summarized information was 
derived. 

NOTE 3.  DEPOSITS AND INVESTMENTS 

A. Deposits

Cash and cash equivalents are deposited with various financial institutions and are carried at cost 
plus accrued interest. Cash balances represent operating cash accounts held by various banks 
and on deposit with the State Treasurer.  In accordance with Idaho Code Sections 67-1210 and 
67-1210A, the State Treasurer invests cash not needed to meet immediate obligations in the
pooled Idle Short-Term Fund.  Deposits are held by its agent in the State Treasurer’s name.
Pooled balances are available on demand. Cash deposits in other bank accounts are covered by
federal depository insurance up to $250,000. The System does not have a policy for custodial
credit risk related to cash on deposit at local financial institutions.

B. Investments

Investments of the pension trust funds are reported at fair value. See Note 2 for more details. 
The Board maintains a formal Statement of Investment Policy, which addresses governing 
provisions and additional guidelines for the investment process. This includes policies pertaining to 
asset allocation and risk described in subsequent sections. Refer to Note 2 for additional asset 
allocation information. In fulfilling its responsibilities, the Board has contracted with investment 
managers, a master global custodian, other custodians, and a cash manager. Manager contracts 
include specific guidelines regarding the PERSI investments under management.  

The following investments, risks disclosures and rate of return do not include assets from the Sick 
Leave Insurance Retirement Fund or other non-TRF Choice Plan options. Based on the assets 
that are being excluded, they do not apply to these disclosures thus is appropriate to exclude. 

 Derivatives 
 Mortgage-Backed Securities 
 TIPS 
 Custodial Credit Risk 
 Concentration of Credit Risk 
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Investments at fair value as of June 30, 2017, are as follows: 

Concentrations - In line with policy, the System does not have any investments from a single 
issuer (excluding explicitly guaranteed governments) that represent more than 5% of the System’s 
net assets. 

Derivatives — Derivatives are financial obligations whose value is derived from underlying debt or 
equity securities, commodities, or currencies. Any derivative instruments held by PERSI are for 
investment purposes only and all information is disclosed within the investment footnotes. The 
derivatives held by PERSI are reported in the US dollar denomination. They are designed, among 
other things, to help investors protect themselves against the risk of price changes. In accordance 
with its investment policy, the System, through its external investment managers, holds 
investments in futures, options, and forward foreign currency contracts. Only a few selected 
managers are permitted to use derivatives. In every case, the types of derivatives used and limits 
on their use are defined in manager contracts and are monitored on an ongoing basis. 

Futures contracts are contracts for delayed delivery or receipt of securities in which the seller 
agrees to make delivery and the buyer agrees to take delivery at a specified future date, of a 
specified instrument, at a specified price. Market risk arises due to market price and interest rate 
fluctuations that may result in a decrease in the fair value of futures contracts. Futures contracts 
are traded on organized exchanges and require initial margin in the form of cash or marketable 
securities. Each day the net change in the futures contract value is settled in cash with the 
exchanges. Holders of futures contracts look to the exchange for performance under the contract. 
Accordingly, the credit risk due to the nonperformance of counterparties to futures contracts is 
minimal. At June 30, 2017, the System had futures contracts with a fair value of $545,627 which is 
included in fixed income investments. Cash equivalents and short-term investments in amounts 
necessary to settle the futures contracts were held in the portfolio so that no leverage was 
employed, in accordance with the System’s Statement of Investment Policy. 

Domestic fixed income 3,825,430,649$   

Co-mingled domestic fixed income (Sick Leave Insurance Reserve Fund) 127,507,075 

International fixed income 10,766,004 

Idaho commercial mortgages 664,997,866 

Short-term investments 228,081,552 

Real estate 625,210,633 

Domestic equities 6,200,681,110        

Co-mingled domestic equity (Sick Leave Insurance Reserve Fund) 271,897,594 

International equities 3,226,920,954        

Co-mingled international equity (Sick Leave Insurance Reserve Fund) 69,082,666 

Private equity 932,895,458 

Mutual, collective, and unitized funds 831,098,684 

Total Investments 17,014,570,245$    
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At June 30, 2017, the System had the following net futures contracts exposure: 

Option contracts are contractual agreements giving the purchaser the right, but not the obligation, to 
purchase or sell a financial instrument at a specified price within a specified time. The option’s price 
is usually a small percentage of the underlying asset’s value. Options strategies used by the 
System are designed to provide exposures to positive market moves and limit exposures to interest 
rate and currency fluctuations. At June 30, 2017, the Base Plan, TRF, JRF, and FRF had option 
contracts payable with a fair value of $126,648, which is included in Domestic Fixed Income and 
$(64,018) which is included in Investments Purchased. 
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At June 30, 2017, the System had the following net options exposure: 

Exposure covered 
      OPTIONS         by contract 
      Fixed Income 
      Cash/Cash Equivalents-Purchased Call Options  $      15,330 
      Cash/Cash Equivalents-Purchased Put Options    39,445 
      Fixed Income-Purchased Call Options    10,172 
      Fixed Income-Purchased Put Options    61,701 

 Total Fixed Income  126,648 

      Investments Purchased 
      Cash/Cash Equivalents-Written Call Options    (6,300) 
      Cash/Cash Equivalents-Written Put Options       (225) 
      Fixed Income-Written Call Options   (21,555) 
      Fixed Income-Written Put Options   (35,938) 

 Total Investments Purchased   (64,018) 

      Net Option Exposure  $   62,630 

Forward Foreign Currency Exchange Contracts are carried at fair value by the System. The 
System has entered into foreign exchange contracts to purchase or sell currency at various dates 
in the future at a specific price. Some of the System’s international and real estate investment 
managers use forward contracts to hedge the exposure of investments to fluctuations in foreign 
currency. Forward foreign exchange contracts are negotiated between two counterparties. The 
System could sell the forward contract at a loss, or if it were to continue to hold the contract, the 
System may make a termination payment to the counterparty to cancel its obligation under the 
contract and then buy the currency on the open market. The System could also incur a loss if its 
counterparties failed to perform pursuant to the terms of their contractual obligations. Controls are 
established by the System and the investment managers to monitor the creditworthiness of the 
counterparties. The System’s investment managers seek to control this risk through counterparty 
credit evaluations and approvals, counterparty credit limits, and exposure monitoring procedures. 
As of June 30, 2017, the System had entered into forward currency contracts to sell foreign 
currencies with a fair value of $45,565,964 and had entered into forward currency contracts to buy 
foreign currencies with a fair value of $45,684,519. Forward currency contracts are receivables or 
payables reported as investments sold or investments purchased. A net unrealized loss of 
$118,555 at June 30, 2017 was recorded, which represent the loss which would occur from 
executing these forward foreign currency contracts. 

Mortgage-Backed Securities — These investments are valued based on the cash flows from 
interest and principal payments on the underlying mortgages. As a result, they are sensitive to 
prepayments, which are likely to occur in declining interest rate environments, thereby reducing 
the value of the securities. Details regarding interest rate risk for these investments are included in 
the Interest Rate Risk section on pages 45 and 46. 

TIPS — Treasury Inflation Protected Securities (TIPS) are fixed income securities issued by the 
U.S. Treasury that pay a fixed coupon rate plus an adjustment for subsequent inflation. At June 30, 
2017, the System had invested in TIPS with a fair value of $1,528,518,588. 

C. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its 
obligations to the System. The System’s investment policies requires each portfolio manager to 
maintain a reasonable credit risk level relative to its benchmark and provided expected credit risk 
exposures in their portfolio guidelines.  If the actual credit risk exposure falls outside of these 
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expectations, managers will be required to report these occurrences to Staff and these disclosures 
are to be made available to the Board.  

As of June 30, 2017, the System’s fixed income assets that are not government guaranteed 
represented 48.4% of the fixed income portfolio. The System’s fixed income assets are shown with 
current credit ratings in the table on the next page. 

Each portfolio is managed in accordance with operational guidelines that are specific as to 
expected portfolio characteristics that usually, but not always, include credit quality and exposure 
levels. The System’s investment policy requires managers to provide PERSI with expected credit 
risk exposures in their portfolio guidelines.  If the actual credit risk exposure falls outside of these 
expectations, managers will be required to report these occurrences to staff and these disclosures 
are to be made available to the Board. 

D. Custodial Credit Risk

Custodial credit risk is the risk that in the event of a financial institution or bank failure, the System 
would not be able to recover the value of their deposits and investments that are in the possession 
of an outside party. The System mitigates custodial credit risk by requiring in policy, to the extent 
possible, that investments be clearly marked as to PERSI ownership and be registered in the 
System’s name. All securities are required to be delivered to a third-party institution mutually 
agreed upon by the bank and the System. 

The System’s cash and deposits are swept daily by the System’s custodian and cash manager 
into short-term investment funds. Clearwater Advisors, LLC is the System’s cash manager and 
invests the bulk of the System’s cash, approximately 90.0%, in short-term instruments held at the 
custodian bank. Of the remaining cash and deposits at June 30, 2017, approximately 2.9% or, 
$6,885,130, was held by various counterparties not in the System’s name. The remainder, 
approximately 7.1%, is invested in custodial bank-maintained collective investment funds.  
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E. Concentration of Credit Risk

Concentration of credit risk is the risk of loss that may be attributed to the magnitude of a 
government’s investment in a single issuer. The System’s operational guidelines for investments in 
any corporate entity are stated in each individual manager’s specific portfolio guideline.  

Per the Systems Investment policy, managers will provide expected concentration of credit risk 
exposures in their portfolio guidelines.  If the concentration of credit risk exceeds expectations, 
managers are required to report these occurrences to Staff and these disclosures are to be made 
available to the Board.  For the portfolio as a whole, Staff will report to the Board at a regular 
Board Meeting if the exposure to a non-US government guaranteed credit exceeds 5% of the 
System’s invested assets.    

F. Interest Rate Risk

Market or interest rate risk is the greatest risk faced by an investor in the debt securities market. 
The price of a debt security typically moves in the opposite direction of the change in interest 
rates. Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of 
an investment. This risk is managed within the portfolio using the effective duration methodology. 
The methodology takes into account optionality on bonds and scales the risk of price changes on 
bonds depending upon the degree of change in rates and the slope of the yield curve. All of the 
System’s fixed income portfolios are managed in accordance with operational guidelines which 
include an expected range of interest rate risk in the portfolio. Per the System’s investment policy, 
managers will provide PERSI with the expected portfolio duration in their portfolio guidelines.  If 
the duration of the portfolio differs from expectations, managers are to be required to report these 
occurrences to Staff and these disclosures are to be made available to the Board. The reporting of 
effective duration found in the tables that follow quantifies the interest rate risk of the System’s 
fixed income assets. Some of the large durations are due to the use of options and forward foreign 
currency contracts. For line items below reported as “N/A,” the duration calculation is not available. 
A negative duration can occur when floating rate securities trade at a discount. 
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Effective duration of domestic fixed income assets by security type: 

Effective duration of international fixed income assets by security type: 

G. Foreign Currency Risk

Foreign currency risk is the risk that changes in currency exchange rates will adversely impact the 
fair value of an investment. The System’s currency risk exposures, or exchange rate risk, primarily 
reside within the international equity investment holdings. The System expects the managers of 
these holdings to maintain adequately diversified portfolios to limit foreign currency risk. Per the 
System’s investment policy, the individual manager guidelines will outline the expected current 
exposures (either specifically or through ranges of security exposures to particular currency areas) 
of the underlying portfolio and if the actual currency exposure differs from the expected, managers 
are to be required to report these occurrences to Staff and these disclosures are to be made 
available to the Board. Currency gains and losses will result from exchange rate fluctuations. The 
System’s exposure to foreign currency risk expressed in U.S. dollars as of June 30, 2017, is 
highlighted in the table that follows. Negative fair values related to variable-rate debt instruments 
that are highly sensitive to changes in interest rates. 
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H. Rate of Return

For the years ended June 30, 2017 and 2016, the annual money-weighted rate of return on 
pension plan investments, net of pension plan investment expense, was 12.31 percent and 1.51 
percent, respectively. The money-weighted rate of return expresses investment performance, net 
of investment expense, adjusted for the changing amounts actually invested. 
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NOTE 4. FAIR VALUE 

GASB Statement No. 72, Fair Value Measurement and Application,  (Statement 72) specifies a 
hierarchy of valuation classifications based on whether the inputs to the valuation techniques used 
in each valuation classification are observable or unobservable.  These classifications are 
summarized in the three broad levels listed below: 

Level 1-Unadjusted quoted prices for identical instruments in active markets, that the reporting 
entity has the ability to access at the measurement date.   

Level 2-Quoted prices for similar instruments in active markets; quoted prices for identical or 
similar instruments in markets that are not active; and model-derived valuations in which all 
significant inputs and significant value drivers are directly or indirectly observable.  Examples 
would be matrix pricing, market corroborated pricing and inputs such as yield curves and 
indices. 

Level 3-Valuations derived from valuation techniques in which significant inputs or significant 
value drivers are unobservable and may rely on the reporting entity’s own assumptions, but the 
market participant’s assumptions that may be used in pricing the asset or liability. 

Inputs used to measure fair value might fall in different levels of the fair value hierarchy, in which 
case the Plan defaults to the lowest level input that is significant to the fair value measurement in 
its entirety.  These levels are not necessarily an indication of the risk or liquidity associated with the 
investments.  In determining the appropriate levels, the Plan performed a detailed analysis of the 
assets and liabilities that are subject to Statement 72.  

The following table presents fair value measurements as of June 30, 2017: 
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The Plan uses a Fair Value Hierarchy (FVH) report within the custodial reporting system that is 
based on asset class and utilizing a proprietary matrix.  The custodian uses several third party 
vendors to establish pricing.  When possible, secondary vendor pricing is used to check for 
accuracy against the primary vendor’s price.  The pricing vendors provide detailed pricing and 
reference data outlining their inputs, pricing applications, models, and methodologies.  FVH 
reporting is reviewed and researched if inconsistencies are observed. 

Short Term Securities:  These are Level 2 and include commercial paper and other short term 
notes. 

Equities:  Equities at Level 1 are using quoted prices for identical securities in an active market. 
Level 3 equities have very limited trading volume and use the last quoted price available on the 
trade data. 

Fixed Income:  These securities are primarily in Level 1 and 2.  Information such as sector 
groupings, benchmark curves, like security benchmarking, reported trades, broker/dealer quotes 
and other reference data are all used to assist with pricing of all types securities.  Specifically, 
these categories used the following methodologies. US Government Electronic fixed income trade 
platform and broker feeds are used and reviewed for consistency and outliers.  Asset backed/ 
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Securitized Uses volatility-driven multi-dimensional spread tables and Option Adjusted Spread and 
prepayment model. Corporate and Non US Government Multi-dimensional relational models are 
used along with option adjusted spread.  Idaho Mortgages The fair value of the commercial 
mortgage portfolio is calculated daily.  Expected cash flows for loans are discounted with rates that 
are based on the U.S. Treasury yield curve.  The relevant discount rates include a spread above 
Treasury yields that accounts for credit and liquidity risk.   

Mutual Funds: Valued at the daily closing price as reported by the fund and reported as Level 1. 
Mutual funds held by the Plan are open-end mutual funds that are registered with the Securities 
and Exchange Commission. These funds are required to publish their daily NAV and to transact at 
that price.  The mutual funds held by the Plan are deemed to be actively traded. 

Private Equity Partnerships: This are reported at the Net Asset Value (NAV) and includes limited 
partnerships invested in the following strategies: Growth Equity, Corporate Finance/Buyout, 
Distressed Debt, Co/Direct Investments, Secondaries, and Venture Capital.  Fair value is obtained 
by using a valuation provided by the General Partner, adjusting for interim cash flows and rolling 
forward to the measurement date of the Plan.  A gatekeeper is used to monitor values, cash flows, 
and provide due diligence for new investments. The fair values presented may differ from actual 
amounts realized from these investments. On average, distributions received through the 
liquidation of underlying assets/investments can occur over the span of 5-15 years. 

Real Estate: Real Estate Investment Trusts (REITs) are publicly traded securities and are included 
with Equities: Domestic, level 1, as those securities are traded in an active market. Private Real 
Estate These are investments owned directly or with other partnership interests and are in several 
general categories to include Affordable Housing, Multifamily properties, Value added apartments, 
Office/Industrial Properties, and Development Properties and are listed with investments measured 
at the NAV. Each property in the Portfolio is externally appraised at a minimum every year. 
Appraisals are completed by third-party MAI certified appraisers. For properties not subject to an 
external appraisal during a quarter, internal valuations are completed by AEW (the Plan’s private 
real estate consultant) (or Pinnacle and reviewed by AEW), based on updated operational 
performance at the subject property and any relevant sale comparable. A discounted cash flow 
analysis is utilized to determine asset value. Prior to finalizing the values, Altus (an independent 
professional advisory with expertise in appraisals) reviews every valuation quarterly and 
communicates its questions/findings to AEW before approval. The valuation of the Affordable 
Housing properties is calculated by a third party valuation and accounting specialist in the 
affordable housing industry once a year at December 31st.  Development properties are initially 
valued at their accumulated cost amounts until completion, upon which an appraisal is done. 
Prudential This is an open ended co-mingled insurance company separate account comprised 
primarily of real estate investments either directly owned or through partnership interests and 
mortgage and other loans on income producing real estate. Fair value is generally determined 
through an appraisal process that is conducted by independent appraisers within a reasonable 
amount of time following acquisition and no less frequently than annual thereafter. On average, 
distributions received through the liquidation of underlying assets/investments can occur over the 
span of 5-15 years. 

Collective Trust Funds: There are eight collective trust funds offered as investment options in the 
Defined Contribution Plan, reported at the Net Asset Value.  The NAV is based on the value of the 
underlying investments.  Collective Trusts are regulated, but not registered investment vehicles.    

Co-Mingled Funds: These are the investment vehicles used for the Plan’s Sick Leave Insurance 
Reserve Trust Fund where funds are pooled from numerous plans  They are valued at net asset 
value of units held at the end of the period based upon the fair value of the underlying investments. 

Derivatives:  Foreign Currency Forward Contracts use a market approach with foreign exchange 
rates. 
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NOTE 5. NET PENSION LIABILITY 

The components of the net pension liability of the participating employers as of June 30, 2017 and 
2016 are as follows:   

The net pension liability is calculated using a discount rate of 7.1%, which is the expected rate of 
return on investments reduced by investment expenses. The unfunded liability as reported in 
Management's Discussion and Analysis is calculated using 7.0%, which is the expected rate of 
return on investments reduced by investment and administrative costs. The net pension liability 
was determined by an actuarial valuation as of July 1, 2017, applied to all prior periods included in 
the measurement. Actuarial valuation involves estimates of the reported amounts and assumptions 
about the probability of occurrence of events far into the future. Amounts determined regarding the 
net pension liability are subject to continual revision as actual results are compared with past 
expectations and new estimates are made about the future. Experience studies were performed for 
the period 2011 through 2015 for the PERSI Base Plana and the FRF; and 2008 through 2013 for 
the JRF. These studies reviewed all economic and demographic assumptions other than mortality. 
Mortality and all economic assumptions were studied in 2014 for the period from July 1, 2009 
through June 30, 2013 for all funds. 
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Actuarial Assumptions – The following are the actuarial assumptions and the entry age normal cost 
method, applied to all periods included in the measurement:   

Mortality rates were based on the RP – 2000 combined table for healthy males or females as 
appropriate with the following offsets: 

 Set back 3 years for teachers

 No offset for male fire and police

 Forward one year for female fire and police

 Set back one year for all general employees and all beneficiaries

The long-term expected rate of return on pension plan investments was determined using the 
building block approach and a forward-looking model in which best estimate ranges of expected 
future real rates of return (expected returns, net of pension plan investment expense and inflation) 
are developed for each major asset class. These ranges are combined to produce the long-term 
expected rate of return by weighing the expected future real rates of return by the target asset 
allocation percentage and by adding expected inflation. 

Even though history provides a valuable perspective for setting the investment return assumption, 
the System relies primarily on an approach which builds upon the latest capital market 
assumptions. The assumptions and the System’s formal policy for asset allocation are shown 
below. The formal asset allocation policy is somewhat more conservative than the current 
allocation of PERSI’s assets. 

The best-estimate range for the long-term expected rate of return is determined by adding 
expected inflation to expected long-term real returns and reflecting expected volatility and 
correlation. 



 Financial Section

- 53 -

Discount rate – The discount rate used to measure the total pension liability was 7.10%. The 
projection of cash flows used to determine the discount rate assumed that contributions from plan 
members will be made at the current contribution rate. Based on these assumptions, the pension 
plans’ net position was projected to be available to make all projected future benefit payments of 
current plan members. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension 
liability. The long-term expected rate of return was determined net of pension plan investment 
expense but without reduction for pension plan administrative expense. 

Sensitivity of the net pension liability (asset) to changes in the discount rate – The following 
presents the net pension liability (asset) of PERSI, FRF and JRF employers calculated using the 
discount rate of 7.10% as well as what the employers’ liability (asset) would be if it were calculated 
using a discount rate that is 1-percentage point lower or 1-percentage point higher than the current 
rate:  

Actuarial Assumptions

Assumed Inflation - Mean 3.25%

Assumed Inflation - Standard Deviation 2.00%

Portfolio Arithmetic Mean Return 8.08%

Portfolio Long-Term Expected Geometric Rate of Return 7.50%

Assumed Investment Expenses 0.40%

Long-Term Expected Geometric Rate of Return, Net of Investment Expenses 7.10%

Current

1% Decrease Discount Rate 1% Increase

6.10% 7.10% 8.10%

Employers' net pension liability (asset) - PERSI 3,653,252,197$ 1,571,828,226$ (157,890,281)$ 

Employers' net pension (asset) - FRF (55,213,989)      (85,795,630) (111,746,366)   

Employers' net pension liability - JRF 30,985,770       20,620,518        11,743,077      
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NOTE 6.  NET OPEB ASSET 

The components of the net OPEB asset associated with the Sick Leave Insurance Reserve Fund 
of the participating employers as of June 30, 2017 is as follows. 

The OPEB asset is calculated using a discount rate of 7.1% which is the expected rate of return on 
investments reduced by investment expenses. The net OPEB asset was determined by an 
actuarial valuation as of July 1, 2016, rolled forward to July 1, 2017. Actuarial valuation involves 
estimates of the reported amounts and assumptions about the probability of occurrence of events 
far into the future. Amounts determined regarding the net OPEB asset are subject to continual 
revision as actual results are compared with past expectations and new estimates are made about 
the future. 

The Board’s adopted asset allocation policy for the Sick Leave Insurance Retirement Fund as of 
June 30, 2017 was 30% Fixed income, 55% US/Global equity, and 15% International equity.  

The long-term expected rate of return on pension plan investments was determined using the 
building block approach and a forward-looking model in which best estimate ranges of expected 
future real rates of return (expected returns, net of pension plan investment expense and inflation) 
are developed for each major asset class. These ranges are combined to produce the long-term 
expected rate of return by weighing the expected future real rates of return by the target asset 
allocation percentage and by adding expected inflation. 

Even though history provides a valuable perspective for setting the investment return assumption, 
we rely primarily on an approach which builds upon the latest capital market assumptions. The 
assumptions and the System’s formal policy for asset allocation are shown below. The formal 
asset allocation policy is somewhat more conservative than the current allocation of PERSI’s 
assets. 

The best-estimate range for the long-term expected rate of return is determined by adding 
expected inflation to expected long-term real returns and reflecting expected volatility and 
correlation.   
Capital market assumptions as defined in Note 5 apply here. 
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Discount rate – The discount rate used to measure the total OPEB liability was 7.10%. The 
projection of cash flows used to determine the discount rate assumed that contributions from plan 
members will be made at the current contribution rate. Based on these assumptions, the pension 
plans’ net position was projected to be available to make all projected future benefit payments of 
current plan members. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension 
liability. The long-term expected rate of return was determined net of pension plan investment 
expense but without reduction for pension plan administrative expense. 

Sensitivity of the net OPEB liability (asset) to changes in the discount rate – The following presents 
the net OPEB liability (asset) calculated using the discount rate of 7.10% as well as what the 
employers’ liability (asset) would be if it were calculated using a discount rate that is 1-percentage 
point lower or 1-percentage point higher than the current rate: 

Actuarial Assumptions

Assumed Inflation - Mean 3.25%

Assumed Inflation - Standard Deviation 2.00%

Portfolio Arithmetic Mean Return 8.08%

Portfolio Long-Term Expected Geometric Rate of Return 7.50%

Assumed Investment Expenses 0.40%

Long-Term Expected Geometric Rate of Return, Net of Investment Expenses 7.10%

Current

1% Decrease Discount Rate 1% Increase

6.10% 7.10% 8.10%

Net OPEB Liability/(Asset) (159,600,000)$  (172,000,000)$  (186,500,000)$  
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NOTE 7.  ASSETS USED IN PLAN OPERATIONS 

Assets used in plan operations at June 30, 2017, consist of the following: 

Depreciation expense is a component of administrative expense. For the year ended June 30, 
2017, depreciation expense on the buildings and improvements was $148,967. The equipment 
had a total depreciation expense of $76,667 for 2017. In January 2012 development began on the 
Idaho Retirement Information System (IRIS) system. Costs of the IRIS system are being 
capitalized and are amortized as each phase is implemented. Beginning May 2013, the Employer 
Reporting component of IRIS began being amortized over 10 years. As the software is fully 
implemented, all components of IRIS are being amortized as of September 2016. Amortization for 
2017 was $1,019,040. Equipment purchased for IRIS began being depreciated in May 2013 over 5 
years. 

NOTE 8.  OTHER POST EMPLOYMENT BENEFITS 

The State funds, or partially funds, postemployment benefits relating to health, disability, and life 
insurance. Employees of PERSI participate in the State of Idaho’s postemployment benefit 
programs. The State administers the retiree healthcare plan which allows eligible retirees to 
purchase healthcare insurance coverage for themselves and eligible dependents. The State 
provides long-term disability income benefits for active employees who become disabled, 
generally up to a maximum age of 70. The State provides basic life and dependent life coverage 
for disabled employees, generally up to a maximum age of 70.  For up to 30 months following the 
date of disability, an employee is entitled to continue healthcare coverage. Benefits costs are paid 
by PERSI through a rate charged by the State. The primary government (State of Idaho) is 
reporting the liability for the retiree healthcare and long term disability benefits. Specific details of 
these other postemployment benefits are available in the Comprehensive Annual Financial Report 
of the State of Idaho which may be accessed at www.sco.idaho.gov.    
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NOTE 9.  COMMITMENTS 

The System had unfunded private equity commitments as of June 30, 2017 of $612,645,015 and 
€39,358,794. 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

REQUIRED SUPPLEMENTARY INFORMATION 
June 30, 2017 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULE OF CHANGES IN NET PENSION LIABILITY 
FISCAL YEARS ENDING JUNE 30  

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULES OF CHANGES IN NET PENSION LIABILITY 
FISCAL YEARS ENDING JUNE 30  

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULES OF CHANGES IN NET PENSION LIABILITY 
FISCAL YEAR ENDING JUNE 30  

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULE OF NET PENSION LIABILITY (ASSET) 
FISCAL YEAR ENDING JUNE 30  

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULE OF CONTRIBUTIONS 
FISCAL YEARS 2008-2017 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND AND 
JUDGES’ RETIREMENT FUND 

SCHEDULE OF INVESTMENT RETURNS 
YEAR ENDED JUNE 30, 2017 

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT SICK LEAVE INSURANCE RESERVE FUND 

SCHEDULE OF CHANGES IN NET OPEB LIABILITY (ASSET) 
YEAR ENDED JUNE 30, 2017 

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information
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PUBLIC EMPLOYEE RETIREMENT SICK LEAVE INSURANCE RESERVE FUND 

SCHEDULE OF NET OPEB LIABILITY (ASSET) 
YEAR ENDED JUNE 30, 2017 

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 

See Notes to Required Supplementary Information
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PUBLIC EMPLOYEE RETIREMENT SICK LEAVE INSURANCE RESERVE FUND 

SCHEDULE OF CONTRIBUTIONS - OPEB 
YEAR ENDED JUNE 30, 2017 

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available.

See Notes to Required Supplementary Information 
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PUBLIC EMPLOYEE RETIREMENT SICK LEAVE INSURANCE RESERVE FUND 

SCHEDULE OF INVESTMENT RETURNS – SICK LEAVE INSURANCE RETIREMENT FUND 
YEAR ENDED JUNE 30, 2017 

 2017    
Annual money weighted rate of return, 

 net of investment expenses  13.3% 

Schedule is intended to show information for 10 years. Additional years will be displayed as they 
become available. 
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See Notes to Required Supplementary Information

PUBLIC EMPLOYEE RETIREMENT FUND, FIREFIGHTERS’ RETIREMENT FUND, 
JUDGES’ RETIREMENT FUND, AND SICK LEAVE INSURANCE RESERVE FUND 

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION 
YEAR ENDED JUNE 30, 2017 

Methods and assumptions used in calculations of actuarially determined contributions.  The 
actuarially determined contribution rates in the employers’ contributions are calculated as of June 30, 
2017 for PERSI, as of June 30, 2017 for FRF and as of June 30, 2017 for JRF. The following actuarial 
methods and assumptions were used to determine contribution rates reported in that schedule. 

The valuation date for the Sick Leave Insurance Reserve Fund is as of June 30, 2016 rolled forward to 
June 30, 2017. 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

ADDITIONAL SUPPLEMENTARY SCHEDULES 
June 30, 2017
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

SCHEDULE OF INVESTMENT EXPENSES 
YEAR ENDED JUNE 30, 2017 
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PUBLIC EMPLOYEE RETIREMENT SYSTEM OF IDAHO 

SCHEDULE OF ADMINISTRATIVE EXPENSES 
YEAR ENDED JUNE 30, 2017 

PORTFOLIO-RELATED EXPENSES:

 Personnel expenses 695,144$   

 Operating expenses 180,963 

876,107 

OTHER ADMINISTRATIVE EXPENSES:

 Personnel expenses 3,390,923      

 Operating expenses 3,341,454      

 Building depreciation expense 148,967 

 Equipment depreciation expense 76,667 

 Software amortization expense 1,019,040      

7,977,051      

SICK LEAVE FUND EXPENSES — Administrative expenses 104,340 

JUDGES' FUND EXPENSES -- Administrative Expenses 74,035 

DEFINED CONTRIBUTION FUND - Administrative expenses 126,279 

Total 9,157,812$    
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL 
STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS  

To the Retirement Board 
Public Employee Retirement System of Idaho 
Boise, Idaho 

We have audited, 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, the financial statements of the pension and 
other trust funds of the Public Employee Retirement System of Idaho (the System or PERSI), as of and 
for the year ended June 30, 2017, and the related notes to the financial statements, which collectively 
comprise the Public Employee Retirement System of Idaho’s basic financial statements, and have 
issued our report thereon dated October 10, 2017. 

Internal Control over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the System's internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate 
in the circumstances for the purpose of expressing our opinions on the financial statements, but not for 
the purpose of expressing an opinion on the effectiveness of the PERSI’s internal control. Accordingly, 
we do not express an opinion on the effectiveness of the System’s internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 

Our consideration of internal control over financial reporting was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
financial reporting that might be material weaknesses or, significant deficiencies. Given these 
limitations, during our audit we did not identify any deficiencies in internal control that we consider to be 
material weaknesses. However, material weaknesses may exist that have not been identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the System’s financial statements are free 
from material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an opinion on 
compliance with those provisions was not an objective of our audit, and accordingly, we do not express 
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that 
are required to be reported under Government Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
entity’s internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the entity’s internal control and 
compliance. Accordingly, this communication is not suitable for any other purpose. 

Boise, Idaho 
October 10, 2017 




