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M E K ET Long-Term Services and Supports Trust Commission
A Investment Strategy Subcommittee

Executive Summary

Background
« The WA Cares Fund - the first state-run long-term care insurance program in the U.S.
« Currently in accumulation phase with assets of $4.1B*; long-term care benefits began July 2026.

Key Risks & Considerations
» Cash flow uncertainty - Future benefit payments and premiums remain highly uncertain given limited program experience.

» Relatively smaller reward for taking equity risk - Equity is expected to outperform bonds by the smallest margin compared to the last
25 years of expectations.

Analysis
» Meketa tested 0-100% equity against the actuarial Base Scenario from the 2024 actuarial valuation report.
» Higher equity allocations improve median funded status but introduce a higher probability of long-term program stress
» Sensitivity scenarios show a heavy reliance on the current actuarial assumptions.

Recommendation - 50% equity / 50% fixed income / 0% cash
- Incorporate equity exposure to increase expected return while preserving benefit adequacy and long-term solvency.

* As of June 30, 2026

MEKETA.COM
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Long-Term Services and Supports Trust Commission
Investment Strategy Subcommittee

WA Cares Fund Background & Program Characteristics

Program Overview

Benefit Structure & Fund Status

Washington State's public long-term care insurance
program, established under the Long-Term
Services and Supports (LTSS) Trust Act (2019)

First state-run long-term care program of its
kind in the U.S.

Funded through a payroll premium assessed on W-
2 workers in Washington State ($0.58 per $100 of
wages)

Premium collection began July 2023

Voters approved a constitutional amendment
(SJR 8201) in November 2025 permitting equity
investment of Fund assets

Benefits became available beginning July 2026

MEKETA.COM

Eligible beneficiaries may receive up to $36,500 lifetime
benefit (indexed to inflation)

Benefits are portable and may be used for a range of
LTSS in other states

For most workers, vesting requires 10 years of premium
contributions

Benefit payments expected to ramp up meaningfully
over the next decade as eligible population grows

Long-term funded status dependent on actuarial
assumptions regarding benefit utilization, wage growth,
and investment returns

Fund currently in accumulation phase (Total market
value 6/30/2026 $4.1B)
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A Investment Strategy Subcommittee

WA Cares Risk Management Framework

Funding Goal

Provide secure and meaningful benefits at the lowest expected cost for beneficiaries now and
in the future

Risk Management Approach — Three Phases

Monitor & Assess Achieve Actuarial Balance n Build Margin

Now — 2030 Post Phase 1 Post Phase 2
* Collect credible premium & benefit data * Develop plan if actuarial balance is negative * Set target actuarial balance
» Compare actual vs. assumed experience * Implement adjustments to reach positive balance * Create cushion for adverse events
» Update actuarial projections regularly » Continue ongoing monitoring * Achieve & maintain target balance
* Phase 1 expected to last until at least 2030 * Policy actions calibrated to emerging experience » Margin protects against investment/claim shocks
Reporting & Metrics Response Strategies
Actuarial Reporting: Program projections, actuarial balance calculations & sensitivity Expenditures: Restructure or adjust the program benefit size
analysis Benefit Provisions: Actions to the vesting, eligibility, portability, etc., calibrated using
Benefits Meaningfulness: Lifetime max vs. median costs of nursing facility, assisted emerging experience data
living, home health aide, adult day care Premiums: Adjust the percent of payroll wage deduction (currently $0.58 per $100 of
Data Collection: ESD (premiums), DSHS (beneficiary data and utilization), WSIB wages).
(investment experience) Investment Policy: Changes to the target asset allocation, adding exposure to asset
Frequency: Biennial actuarial valuations; more frequent emerging experience reports classes that can provide diversification

Source: LTSS Trust Commission Risk Management Framework, October 2025, first approved in 2021

R — —  E————
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Milestone Cash Flow Significance

Initial accumulation phase ~$1.3-1.4B/yr in premiums; fund grows to ~$4.1B by June 2026 before first payments

$1.8B in benefit payments projected in first year as initial eligible claims are processed; net
cash flow briefly turns negative (-$0.4B)

Benefits stabilize ~$550-650M/yr; premiums ~$1.6-1.9B/yr; net cash flow solidly positive; fund
surpasses $7.8B by FY2030

Benefit payments grow steadily as vested population ages; fund continues compounding as
cash flow positive (projected ~$17B by FY2035 under Base Scenario)

Benefits begin (July 2026) - first-year spike
Benefits normalize; fund resumes growth

Portable benefits begin; utilization ramps

Investment income becomes a major driver Investment income (~$1-$1.5B/yr) offsets 60-70% of the cash outflow

Source: WA Cares Fund Actuarial Valuation as of June 30, 2024, using cash flows from the Base Scenario. Investment returns reflect the Board-adopted 2025 capital market assumptions provided by WSIB, with assets allocated 100% to

fixed income.
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Projected Cash Flows - 75 years ($M)
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Source: WA Cares Fund Actuarial Valuation as of June 30, 2024, using cash flows from the Base Scenario..
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Key Risk - Data Limitations

- With only a few years of premium and administrative expense experience and limited benefit payments to date, actual
program experience and projected cash flows remain highly uncertain.

- While Milliman provides extensive sensitivity analysis, these scenarios are not probability-weighted — examples below.

- Program uncertainty is best managed through conservative investment risk positioning until additional experience
emerges.

Net Cashflow FY27-FY30 ($B)

$1.5
$1.0
$-
FY28 FY29 FY30

$(0.5)
$(1.0)

m Base Scenario m Higher net migration Lower net migration

m Higher vesting ® Lower vesting m Higher wage growth

Lower wage growth Higher employment Lower employment

Source: Cash flows provided by Milliman which summarized the analysis from the WA Cares Fund actuarial valuation as of June 30, 2024

MEKETA.COM
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M E K ETA Long-Term Services and Supports Trust Commission
1vVE Investment Strategy Subcommittee
Consideration — Equity Risk Premium

- The graph below displays the WSIB historical capital market assumptions for fixed income and global equity.

- The difference between global equity returns and fixed income returns (dotted line) is currently at a 25-year low,
resulting in a relatively smaller expected return benefit by increasing the equity allocation.

Historical Capital Market Expectations
10%
9%
8%
7%

60/0 /\
5%
4% & = -
S T e e P 5--§

3% 7 —_—— -

——————— - a» o> o , ~ o
20/0 —————— = -_— s a» o N - \1-606
1%
0%

) S N ) > o © A ® S Q N > & A o N ) )

S A R A N N A M S R A G
Fixed Income Global Equity = == Global Equity minus Fixed Income

Source: Board-adopted capital market expectations from 1999 to 2025 provided by WSIB. Assumptions for global equity as an asset class were first created in 2008. For purposes of this study, prior to 2008, Meketa is assuming the global equity
assumptions are an average of US Equity and Non-US Equity.

R
MEKETA.COM
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M E K ETA Long-Term Services and Supports Trust Commission
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Additional Risks and Considerations

- Political & Public Scrutiny
e High legislative and public visibility of fund balance volatility may constrain tolerance for short-term investment losses.

- Growth vs. Stability Tension

e Natural conflict between growing the investment pool to support long-term actuarial balance and maintaining a stable
corpus.

- Liquidity Risk

e Differences in the timing of premium collections, benefit payments, and investment cash flows can create short-term
liquidity challenges, even when the fund is well capitalized in aggregate.

->No Peer Benchmarks

e As the first state-run long-term care insurance program of its kind, there are no comparable public peer funds to
benchmark asset allocation, benefit size, premium level, benefit utilization, or funding trajectories against.

MEKETA.COM
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Risk/Return Tradeoff of Asset Classes
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-> To capture higher returns, it is necessary to invest in asset classes with a higher volatility.

- If assets are highly correlated, changing the asset allocation mix would move along a straight line from lower return to higher
return expectations (see arrow in chart).

Source: Board-adopted 2025 capital market assumptions provided by WSIB

O ———
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Annual Expected Return
(15-year)
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- Combining low-correlated assets can result in lower risk or higher returning portfolios compared to a straight line.

- The efficient frontier finds portfolios that maximize expected return for given levels of risk.
Source: Board-adopted 2025 capital market assumptions provided by WSIB

MEKETA.COM
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Aligning Asset Allocation with Strategic Objectives

-> There is no single "right" asset allocation — the appropriate mix is the one best aligned with the Fund'’s objectives.

- WSIB investment policy defines a strict priority order among four objectives, each considered only after those ranked above it
are satisfied.

1 Maintain Benefit Adequacy
Ensure promised long-term care benefits are meaningful

2 Maintain Fund Solvency & Sustainability

Preserve the Fund'’s ability to meet obligations long-term

PRIORITY

3 Limit Fluctuations in Premium Rates
Keep contribution rates stable for workers

4 Maximize Return at Prudent Risk
Pursued only after objectives 1-3 are satisfied

\4

Source: Strategic Investment Objectives adopted by the Board in the Long-Term Services and Supports Trust Account Policy 2.35.600, effective 12/18/2025, in accordance with RCW 43.33A.110.

R ——————————————————————————————————————————.
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Analysis - Approach

Modeled global equity allocations from 0% to 100% against a variety of cash flows from the actuarial valuation.

GOAL - WHAT EQUITY TARGET?
Identify the allocation that provides the most prudent balance across risk and return measures.

WHAT MEKETA ANALYZED?

» Asset-only measures — expected return, return volatility, and probability of achieving the actuarial return assumption
 Asset-liability outcomes — projected FYE2060 fund balance percentiles and probability of 75-year solvency
 Variety of stress testing (contained in the Appendix)

MEKETA.COM
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M E K ET Long-Term Services and Supports Trust Commission
A Investment Strategy Subcommittee
Base Scenario Analysis — Portfolio Summary

(Boxed denotes recommendation; bold values denote optimal data point in each row)

- More equity raises the expected (median) FYE2060 fund balance but also raises the volatility and lowers the probability of 75-year
solvency.

- The 50/50 allocation balances these — near-peak solvency probability (96%) while increasing the return (6.1%) and funded balance
expectations ($136B).

Fixed Income Allocation 30% 20% 10% 0%

Equity Allocation 70% 80% 90% 100%
Expected Return (15-year) 4.9% 5.2% 5.5% 5.7% 5.9% 6.1% 6.2% 6.4% 6.4% 6.5% 6.5%
Return Volatility* 5.3% 5.5% 6.6% 7.8% 8.9% 10.4% 12.0% 13.5% 15.2% 17.0% 18.7%

Milestones - Probability of Achieving:
... 4.4% over 15 years™* 64% 70% 74% 75% 75% 74% 73% 72% 70% 69% 67%

... 75-year solvency 96% 98% 98% 98% 97% 96% 95% 94% 92% 89% 87%

Estimated FYE2060 Fund Balance ($B) Percentiles

Median $104 $111 $117 $124 $130 $136 $141 $145 $149 $152 $155
85th Percentile $79 $84 $87 $88 $88 $87 $84 $81 $76 $72 $67
95th Percentile $60 $64 $65 $63 $60 $54 $50 $44 $38 $34 $29

* The return volatility is the standard deviation of expected annual returns

** The actuarial valuation report assumes a return of 4.4% for 15 years, declining to 4% thereafter.

Source: WA Cares Fund Actuarial Valuation as of June 30, 2024, using cash flows from the Base Scenario. Capital market assumptions are the Board-adopted 2025 assumptions provided by WSIB, applied across fixed
income/global equity allocations ranging from 0% to 100%.

O ——
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Sensitivity Analysis — High Inflation
(Bold values denote optimal data point in each row)

- This analysis compares key measures from the Base Scenario cash flows to the Higher Inflation cash flows - $36,500 long-term care
benefit is increased annually at 0.5% higher rate than Base Scenario.

- Observation:

1. The analysis highlights the sensitivity of optimal outcomes to assumptions — the equity allocation that maximizes 75-year
solvency probability shifts from 20% to 90%.

2. All else equal, the benefit limit increasing faster than projected will materially increase the stress on the system (optimal
solvency drops from 98% to 50%), potentially resulting in a higher need for investment returns or other system changes.

Fixed Income Allocation 100% 90%

Equity Allocation 0% 10%

Median Estimated FYE 2060 Fund Balance ($B) Percentiles
Base Scenario $104 $111 $117 $124 $130 $136 $141 $145 $149 $152 $155
High Inflation $81 $88 $94 $100 $105 $110 $115 $119 $122 $125 $127

Probability of Achieving 75-year Solvency
Base Scenario 96% 98% 98% 98% 97% 96% 95% 94% 92% 89% 87%
High Inflation 3% 8% 16% 26% 34% 40% 45% 47% 49% 50% 49%

Source: Board-adopted 2025 capital market assumptions provided by WSIB. Cash flows provided by Milliman summarized from the WA Cares Fund actuarial valuation as of June
30, 2024. The inflation assumption begins at 2.75% and grades down to 2.4% beginning in 2030.

o ———
MEKETA.COM
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Recommendation

50% equity allocation, 50% fixed income allocation, 0% cash allocation

Subject to Washington State Investment Board approval

Why this recommendation?
Outcome raises expected return while maintaining a high probability of benefit adequacy and 75-year solvency.

What are the key ongoing risks?
1. Annual volatility expected to be higher than a no-equity allocation, which may attract scrutiny;
2. Analysis is highly dependent on the assumptions.

Key Stats
6.1% 10.4%
Growth Measure Volatility Measure
(15-yr Expected Return) (Standard Deviation)
Increased expected return (+1.2% vs 4.9% current, +1.7% vs 4.4% assumption) while Maintained solvency measure vs current while anticipating a larger asset
increasing expected volatility (+5.1% vs 5.3% current). accumulation (+332B).

Source: Board-adopted 2025 capital market assumptions provided by WSIB.

O
MEKETA.COM
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WA Cares Fund Schematic

- The asset allocation analysis applies solely to the Fund’s assets managed by WSIB and excludes operational cash balances administered
by DSHS.

- The operational cash balances administered by DSHS are invested by the Office of the State Treasurer and are the primary source of
liquidity for benefit payments and expenses.

Department of Social and Health Washington State
Services (DSHS) Investment Board

Participant Premiums

Investment Returns

I

Excess Cash

Beneficiary Payments

Investment

Operational
Assets

Assets

Administrative
Expenses

Funds for Benefits

MEKETA.COM
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Sensitivity Analysis — High Inflation
(Boxed denotes recommendation; bold values denote optimal data point in each row)

- This analysis compares key measures from the Base Scenario cash flows to the Higher Inflation cash flows - $36,500 long-term care
benefit is increased annually at 0.5% higher rate than Base Scenario.

- Observation: The comparison highlights how sensitive the optimal outcomes are to assumptions — optimal probability of 75-year
solvency shifts from 20/80 (under Base Scenario) to 90/10.

Fixed Income Allocation 100% 50% 40% 20% 10% 0%

Equity Allocation 0% 50% 60% 80% 90% 100%
Expected Return (15-year) 4.9% 5.2% 5.5% 5.7% 5.9% 6.1% 6.2% 6.4% 6.4% 6.5% 6.5%
Return Volatility* 5.3% 5.5% 6.6% 7.8% 8.9% 10.4% 12.0% 13.5% 15.2% 17.0% 18.7%

Milestones - Probability of Achieving:
... 4.4% over 15 years™* 64% 70% 74% 75% 75% 74% 73% 72% 70% 69% 67%

... I5-year solvency 3% 8% 16% 26% 34% 40% 45% 47% 49% 50% 49%

Estimated FYE 2060 Fund Balance ($B) Percentiles

Median $81 $88 $94 $100 $105 $110 $115 $119 $122 $125 $127
85th Percentile $59 $64 $67 $68 $67 $66 $63 $60 $56 $52 $48
95th Percentile $43 $46 $46 $45 $42 $37 $33 $28 $24 $19 $15

* The return volatility is the standard deviation of expected annual returns
** The actuarial valuation report assumes a return of 4.4% for 15 years, declining to 4% thereafter.

Source: Board-adopted 2025 capital market assumptions provided by WSIB. Cash flows provided by Milliman summarized from WA Cares Fund actuarial valuation as of June 30, 2024

O ——
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Risk Decomposition

- The graphs below show how risk factors contribute to the return volatility of the asset allocation
- Once the equity allocation reaches 30% and higher, the asset volatility becomes primarily attributable to growth/equity market beta.
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Source: Board-adopted 2025 capital market assumptions provided by WSIB.
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Extremely Poor Return Scenario
(99.7"% percentile return; annualized returns)

1 Year 3 Years 5 Years 10 Years 20 Years
5%

0% [ — - - -
g == ~=n

-5%

-10%

-15%

-20%

-25%
-30%

m 100/0 m70/30 m60/40 m50/50 m40/60 m30/70 w0/100
(%) Fixed Income (%) (%) (%) (%) (%) (%) Global Equity

Source: Board-adopted 2025 capital market assumptions provided by WSIB. Portfolio allocations shown (e.g., 70/30, 60/40) represent fixed income / global equity mixes and are rebalanced at the start of each scenario.
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Probability of Experiencing Negative Returns

40%
35%
30%
25%
20%
15%
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1 Year 3 Years 5 Years 10 Years 20 Years
m 100/0 m70/30 m=60/40 m50/50 m=40/60 m30/70 =0/100

(%) Fixed Income (%) (%) (%) (%) (%) (%) Global Equity

Source: Board-adopted 2025 capital market assumptions provided by WSIB. Portfolio allocations shown (e.g., 70/30, 60/40) represent fixed income / global equity mixes and are rebalanced at the start of each scenario.

MEKETA.COM
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Historical Negative Scenario Analysis (Cumulative Return)

40%
30%
20%

10%

- _ ] m []
- I N )
-20%
-30%
-40%
-50%
-60%

Post-COVID Rate COVID-19 Market Shock Global Financial Crisis (Oct Popping of the TMT Bubble Volcker Recession (Jan - Stagflation (Jan 1973 - Sep
Hikes(Jan 2022 - Oct 2023) (Feb 2020 - Mar 2020) 2007 - Mar 2009) (Apr 2000 - Sep 2002) Mar 1980) 1974)

= 100/0 m70/30 60/40 m50/50 m40/60 m=30/70 =0/100
(%) Fixed Income (%) (%) (%) (%) (%) (%) Global Equity

In periods where the ideal benchmark was not yet available, Meketa used the next closest benchmark(s) as a proxy. Portfolio allocations shown (e.g., 70/30, 60/40) represent fixed income / global equity mixes and are rebalanced at the start of each
scenario.

R ————————————————————————————————————————————————————————
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Modeling Assumptions and Methods

- Capital Market Assumptions: Board-adopted assumptions, provided by WSIB, detailed in April 2025 Board presentation

Arithmetic Standard Geometric

Asset Class Return Deviation Return
(%) (%) (%)
Cash 3.0% 2.1% 3.0%
Fixed Income 5.1% 6.0% 4.9%
Global Equity 8.0% 18.0% 6.5%

- Rebalancing Assumption: Annual

- The analysis relies on cash flows provided by Milliman which summarized the analysis from the WA Cares Fund actuarial valuation as of
June 30, 2024

O ———
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M E K ETA Disclaimer

THIS REPORT (THE “REPORT”) HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE INTENDED RECIPIENT (THE “RECIPIENT”).

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT. THE
INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR RECOMMENDATIONS, REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND IS SUBJECT
TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK, AND THERE CAN BE NO GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS DISCUSSED HERE WILL BE
SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF THIS
REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL INTELLIGENCE (“Al”) TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS
REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY, VALIDITY, RELIABILITY, AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION CONTAINED HEREIN, WHETHER
OBTAINED EXTERNALLY OR PRODUCED BY THE Al.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS ADVISED
TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL ADVISOR BEFORE MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION BASED ON THE CONTENT
OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE FACTUAL AND UP TO DATE BUT DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS OR OMISSIONS IN THE CONTENT
PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE BE LIABLE FOR ANY SPECIAL, DIRECT, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES OR ANY DAMAGES WHATSOEVER,
WHETHER IN AN ACTION OF CONTRACT, NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR IN CONNECTION WITH THE USE OF THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT
TO CRITICALLY EVALUATE THE INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD-LOOKING STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS
‘MAY,” “WILL,” “SHOULD,” “EXPECT,” “AIM,” “ANTICIPATE,” “TARGET,” “PROJECT,” “ESTIMATE,” “INTEND,” “CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR OTHER
VARIATIONS THEREON OR COMPARABLE TERMINOLOGY. ANY FORWARD-LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT ARE
BASED UPON CURRENT ASSUMPTIONS. CHANGES TO ANY ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON FORWARD-LOOKING STATEMENTS, FORECASTS, PROJECTIONS,
VALUATIONS, OR RESULTS. ACTUAL RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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Public Comment

Submit written comments or questions to: wacarestund@dshs.wa.gov

For more information about the program, visit wacaresfund.wa.gov



mailto:wacaresfund@dshs.wa.gov
http://www.wacaresfund.wa.gov/

Sign up for Public Comment

Attendees: Click on the Raise Hand
icon to sign up for public comment

« Submit written comments or

questions to:
wacaresfund@dshs.wa.gov

» For more information about the *9
program, visit wacaresfund.wa.gov

Phone callers: Press *? to raise your
electronic hand

Then, when recognized, press *6 to
unmute yourself



mailto:wacaresfund@dshs.wa.gov
http://www.wacaresfund.wa.gov/

Review Agenda for November 18, 2026 Meeting

« Approve 09/03/2026 LTSS Trust Commission Investment
Strategy Subcommittee Meeting Minutes

» Recelve Finance Update
» Recelive Investment Performance Update
* Elect a new Chair for 2027




Wrap Up

* Action items review
» Adjourn




Thank you!
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