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NEBRASKA INVESTMENT COUNCIL

941 “O” Street, Suite 500, Lincoln, NE 68508
Phone (402) 471-2043  Fax (402) 471-2498

September 19,2012

Patrick J. O’Donnell
Clerk of the Legislature
2018 State Capitol
Lincoln, NE 68509

Re: Sustainability of Health Care Transfer
Dear Mr. O’Donnell,

Revised Neb. Statute Sec. §71-7611 states in part: “The state investment officer shall report to the Legislature on or before
October 1 of every even-numbered year on the sustainability of such transfers.” In response to this requirement, attached
are two cash flow projections for the Health Care Endowment Fund for the next ten years.

These projections focus on two main sets of variables: the investment asset mix and the magnitude of the cash distribution
(transfer) level above the contribution level over a ten year period. The two variables of asset mix are the current mix
(75% equity/25% fixed income) and a conservative version (50% equity/50% fixed income). The variables in the
distribution (transfer) level exceeding the contribution level are categorized as low, high and very high. Low describes
the situation where distributions (transfers) exceed contributions by $10 million per year. High is $25 million and very
high is where distributions (transfers) exceed contributions by $40 million. Tt is important to note that Nebraska does not
set the contribution level, but the Legislature does set the distribution (transfer) level and the Nebraska Investment
Council does determine the asset mix. The asset mix determines the investment outcome and this outcome is uncertain.

The results of the projections are fairly clear. The portfolio will likely grow in value over ten years regardless of the asset
mix if distributions (transfers) exceed contributions by only $10 million per year. Regardless of the asset mix, the
portfolio will likely lose value over ten years when the distributions (transfers) exceed contributions by $25 million and
$40 million per year.

The current asset mix is 75% equity/25% fixed income and the legislated distributions (transfers) exceed contributions by
$13.9 million to $19.1 million per year. The corpus of the portfolio quite likely will be negatively affected over the next
ten year period. The recent change in Health Care distributions (transfers) helps this situation by decreasing the future
distributions (transfers) to $56.145 million in 2013 and $53.190 million in 2014; and finally, to $50.235 million per year
starting in 2015.

It is critical to note that the projected contributions are subject to political and economic changes. Accordingly, the
projected contributions may change over this time period. However, based on what we know at this time, the transfers are
sustainable in each of the next ten years utilizing a portion of the Health Care Endowment Fund when expected
contributions and expected investment returns are considered.

Sincerely,

—= '—::._‘ ’ Y
\L‘:I(:ﬁ’m\\\/\} S T‘i}?\j; >
Jeffrey W. States

State Investment Officer

Attachment
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