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Allocation vs. Targets and Policy
Current
Balance

Current
Allocation

Policy Policy Range
Within IPS

Range?
_

US Equity $515,619,025 32% 32% 20% - 40% Yes

International Equity $363,832,918 23% 22% 10% - 30% Yes

Private Equity $123,822,459 8% 4% 0% - 8% Yes

Private Debt -- -- 2% 0% - 4% Yes

Investment Grade Bonds $264,654,269 16% 18% 12% - 25% Yes

Treasuries $57,406,912 4% 7% 3% - 10% Yes

High Yield $29,807,709 2% 2% 0% - 4% Yes

Bank Loans $40,984,504 3% 2% 0% - 4% Yes

Real Estate $168,165,398 10% 9% 6% - 12% Yes

Infrastructure $11,716,907 1% 2% 0% - 4% Yes

Cash & Cash Alternatives $40,194,542 2% 0% 0% - 5% Yes

Total $1,616,204,641 100% 100%

Throughout the entire report, cash includes investment in the BlackRock Liquid Policy portfolio.
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	Asset Allocation Review Introduction
	 The purpose of this review is to ensure FIPO’s asset allocation targets are still appropriate moving forward.
	 The backbone of the analysis is based on a modeling technique called Mean Variance Optimization (MVO).
	 MVO analysis seeks to predict what the long term expected return will be based on a selected asset mix.
	 MVO is a very useful tool, but it is imperfect.  Qualitative analysis must be applied when evaluating the forecasts.
	 In the first quarter of each year, Meketa Investment Group typically prepares its capital market assumptions which serve as the backbone of the MVO analysis.
	 The capital market assumptions seek to predict individual asset class returns and volatility over the next  twenty-year period.
	 They do not predict returns or volatility in any given single year.

	Building our forecasts
	 Each return assumption is based on the most important factors that drive returns for that asset class.
	 The common components are income, growth and valuation.
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	Annual Asset Study
	 The following table illustrates the changes in expected return for each sub asset class that FIPO is invested in.

	Expected Return  Assumptions
	Expected Risk  Assumptions
	 There have been minimal changes in our expected standard deviation assumptions.
	 Our expectations are based on historical 15-year averages, with subjective adjustments.

	Summary
	 Return expectations for nearly all assets increased, because:
	 Higher yields in fixed income result in higher forward looking return expectations.
	 Lower valuations for public equities result in higher forward looking return expectations.

	 Risk expectations remained the same for most classes.
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	Why have projections gone up so much?

	Rising Interest Rates
	 The US Treasury yield curve rose significantly in 2022.

	US Yield Curve
	Equity Cyclically Adjusted P/E Ratios
	 Equity price-to-earnings ratios (valuations) ended 2022 much lower than the start of the year.
	 Price declines have been the main driver of recent multiple compression as earnings have remained resilient. Concerns remain over whether earnings strength will continue in the face of slowing growth.

	The Impact on Return Expectations?
	 Bonds
	 Higher yields are driving higher return expectations.
	 Yields are up ~2.0% - 4.0% across the yield curve vs. the beginning of 2022.

	 Equities
	 Starting valuation is a key component.
	o “Expensive” valuations = low future return expectations
	o “Cheap” valuations = high future return expectations.
	 Valuations across equities are at or below historical averages, as of December 31, 2022.
	o Domestic Equities were down ~19%. International Equities were down ~15% during calendar year 2022 .

	 Fortunately, future projected returns are now much more favorable. Bond yields are higher than the start of 2022, and equity valuations are lower, indicating more return potential going forward.
	

	What Did We Say the Last Two Years?
	 Keep the long term in mind.
	 Recognize the goal is a long-term return over your actuarial target (not every single year).
	 Trust the long-term asset allocation.
	 Don’t let the tail wag the dog.
	 Rebalance.
	 Increase risk assets when expectations are higher.

	Today’s Message
	 For the first time in practically a decade, you have good options!
	 Option 1 – you can keep the target allocation “as-is” and likely earn higher return going forward.
	 Option 2 – you can be more conservative (e.g. fixed income) and earn more than you have in a very long time for owning investment grade bonds.
	 Option 3 – you can be more aggressive (take advantage of the opportunity set – i.e. take on more risk when the models indicate you could be compensated for doing so)
	 Option 4 – you can make minor adjustments around the edges but still generally “stick with the allocation plan”.


	Remember!
	 These are long term (20-year) projections
	 Not a guide to what next year (or any specific) year will do

	Other Mixes (Conversation Starter)
	 There is no “right or wrong” answer.  Our preference would be to lean towards Option 4 or some similar iteration.
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