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AGENDA
STATE BOARD OF INVESTMENT MEETING
Friday, June 20, 2008
10:30 A.M. - Room 123
State Capitol — St. Paul

. Approval of Minutes of March 10, 2008

. Report from the Executive Director (Howard Bicker)
A. Quarterly Investment Review
(January 1, 2008 — March 31, 2008)

B. Administrative Report
1. Reports on budget and travel.
2. Legislative Update.
3. Update on Sudan.

. TAC Membership Review Committee (Kathy Kardell)

. SBI Administrative Committee (Kathy Kardell)
Al. Review of Executive Director’s Proposed Workplan for FY09.
2. Review of Budget Plan for FY09.
3. Review of Continuing Fiduciary Education Plan.
4. Review of Executive Director’s Evaluation Process.
5. Update of Disaster Recovery Plan.

Bl. Recommend Revisions of SBI Compensation Plan (Laurie Hacking)

. Reports from the Investment Advisory Council (Mike Troutman)
A. Stock and Bond Manager Committee
1. Review of manager performance.
2. Review of the transition of the MN Fixed Fund in the State’s
457 Deferred Compensation Plan.

B. Alternative Investment Committee

1. Review of current strategy.

2. Implementation of the increase in the alternative investment
allocation target for the Basic Retirement Funds from the
current 15% level to a 20% allocation.

3. Recommendation of new investments with one new private equity
manager, two existing private equity managers and one existing
real estate manager:

Varde Partners

Welsh, Carson, Anderson & Stowe
Blackstone

TA Associates Realty

TAB




STATE BOARD OF INVESTMENT

Minutes
State Board of Investment
March 10, 2008

The State Board of Investment (SBI) met at 1:00 P.M., Monday, March 10, 2008 in
Room 318, State Capitol, St. Paul, Minnesota. Governor Tim Pawlenty; State Auditor
Rebecca Otto; Secretary of State Mark Ritchie and Attorney General Lori Swanson were
present. The minutes of the December 5, 2007 were approved.

Executive Director’s Report

Mr. Bicker, Executive Director, referred members to Tab A of the meeting materials and
he reported that the Combined Funds had matched its Composite Index over the ten year
period ending December 31, 2007 (Combined Funds 7.6% vs. Composite 7.6%), and had
provided a real rate of return over the latest 20 year period (Combined Funds 10.7% vs.
CPI 3.0%). He stated that the Basic Funds had matched its Composite Index (Basic Funds
7.7% vs. Composite 7.7%) over the last ten years and reported that the Post Fund had
slightly outperformed its composite over the last ten-year period (Post Fund 7.5% vs.
Composite 7.4%).

Mr. Bicker reported that the Basic Fund’s assets decreased 0.5% for the quarter ending
December 31, 2007 due to negative investment returns. He said that the asset mix is
essentially on target. He reported that the Basic Funds slightly underperformed its
Composite Index for the quarter (Basic Funds -0.8% vs. Composite -0.6%) and for the
year (Basic Funds 9.7% vs. Composite 9.8%).

Mr. Bicker reported that the market value of the Post Fund’s assets decreased 2.6% for
the quarter ending December 31, 2007, also due to negative investment returns and
negative net contributions. He said that the Post Fund’s asset mix is also on target. He
stated that the Post Fund underperformed its Composite Index for the quarter (Post Fund
-0.9% vs. Composite -0.6%) and for the year (Post Fund 9.2% vs. Composite 9.4%).

Mr. Bicker reported that the domestic stock manager group slightly underperformed its
target for the quarter (Domestic Stock -3.5% vs. Domestic Equity Asset Class Target
-3.3%) and for the year (Domestic Stocks 4.9% vs. Domestic Equity Asset Class Target
5.1%). He said the International Stock manager group outperformed its Composite Index
for the quarter (International Stocks -0.4% vs. International Equity Asset Class Target
-0.5%) and for the year (International Stocks 17.1% vs. International Equity Asset Class
Target 16.9%). Mr. Bicker stated that the bond segment underperformed its target for the
quarter (Bonds 2.4% vs. Fixed Income Asset Class Target 3.0%) and for the year (Bonds
6.3% vs. Fixed Income Asset Class Target 7.0%). He said that the SBI did not have any
direct exposure in the subprime area, but noted that bonds in general were marked down
unless they were Treasuries. He noted that the alternative investments had also
performed strongly for the year (Alternatives 29.5%). Heé concluded his report with the
comment that as of December 31, 2007, the SBI was responsible for over $62 billion in
assets.




Mr. Bicker referred members to Tab B of the meeting materials for an update on the
budget and travel for the quarter. He reported that the SBI had received a “clean
opinion” on its financial statements from the Office of the Legislative Auditor.

Mr. Bicker presented a brief legislative update. He stated that there are three issues staff
will be monitoring: potential changes to the Post Retirement Fund benefit formula, a
statewide version of an Other Post Employment Benefits (OPEB) bill, and a Healthcare
Reform bill which could result in a new cash fund for the SBI to manage.

Mr. Bicker informed members that the SBI will conduct an educational roundtable in
June 2008 and that the topic will be subprime debt. Mr. Bicker referred members to
Tab B of the meeting materials for updated information regarding the Sudan legislation.
He also noted that TIAA-CREF, the manager of the state’s 529 College Savings Plan, had
requested some minor changes in allocation in several of their mutual funds underlying
the Plan’s investment option and that staff had reviewed and concurs with the proposed
changes.

In response to a question from Governor Pawlenty, Mr. Bicker noted that staff is in the
process of divesting a small number of stocks identified as a result of the Sudan
legislation and that the process is going well except for some administrative issues that
are due to inconsistencies in security identifiers for securities in various markets.

Stock and Bond Manager Committee Report

Mr. Bicker referred members to Tab C of the meeting materials and stated that staff had
conducted an annual review of all of the domestic equity manager benchmarks and had
concluded that each of the manager’s benchmarks is appropriate for the manager’s
investment style.

Mr. Bicker reported that the Committee is recommending that State Street Global
Advisors be retained as a passive manager for the domestic equity program. He
explained that having a passive investment option would give the SBI additional
flexibility when re-allocating assets after rebalancing or manager terminations.
Mr. Bicker stated that the Committee had also reviewed UBS Global Asset Management,
an international equity manager due to performance issues and staff turnover. He said
that the Committee agreed to review this manager again in twelve months and that the
manager will be closely monitored during this time to ensure that they are making
progress. Mr. Bicker clarified that no motion was needed on this agenda item.
Mr. Ritchie moved approval of the Committee’s recommendation to retain State Street
Global Advisors, as stated in the Committee Report, which reads: “The Committee
recommends that the SBI authorize the Executive Director, with the assistance from
SBI’s legal counsel, to negotiate and execute a contract with State Street Global
Advisors to passively manage assets against the appropriate Russell mandates,
subject to inclusion of a provision which provides for immediate termination.” The
motion passed.



Alternative Investment Committee Report

Mr. Bicker referred members to Tab D of the meeting materials and briefly reviewed the
eight investments recommended by the Committee. In response to a question from Ms.
Swanson, Mr. Bicker stated that if these funds are approved, the asset class will be very
close to reaching its 15% allocation level. He said that due to recent downturns in the
domestic equity markets, the allocation could go above that level soon, and he reminded
members of the provision in the asset allocation policy that states the allocation for the
Basic Retirement Funds can be increased to 20% after the Board is notified. He noted
that he expects to officially notify the Board of this situation at the June 2008 meeting.
Mr. Ritchie moved approval of all eight of the Committee’s recommendations, as stated
in the Committee Report, which reads: “The Committee recommends that the SBI
authorize the Executive Director, with assistance from the SBI’s legal counsel, to
negotiate and execute a commitment of up to $75 million or 20%, whichever is less,
in Advent International GPE VI, L.P. Approval by the SBI of this potential
commitment is not intended to be, and does not constitute in any way, a binding or
legal agreement or impose any legal obligations on the State Board of Investment
and neither the State of Minnesota, the State Board of Investment nor its Executive
Director have any liability for reliance by Advent International upon this approval.
Until the Executive Director on behalf of the SBI executes a formal agreement,
further due diligence and negotiations may result in the imposition of additional
terms and conditions on Advent International or reduction or termination of the
commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute commitments of up
to $100 million or 20%, whichever is less, in Credit Suisse Strategic Partners IV
L.P., up to $50 million or 20%, whichever is less, in Credit Suisse Strategic Partners
IV RE (Real Estate) L.P. and up to $50 million or 20%, whichever is less, in Credit
Suisse Strategic Partners IV VC (Venture Capital) L.P.. Approval by the SBI of this
potential commitment is not intended to be, and does not constitute in any way, a
binding or legal agreement or impose any legal obligations on the State Board of
Investment and neither the State of Minnesota, the State Board of Investment nor
its Executive Director have any liability for reliance by Credit Suisse Strategic
Partners upon this approval. Until the Executive Director on behalf of the SBI
executes a formal agreement, further due diligence and negotiations may result in
the imposition of additional terms and conditions on Credit Suisse Strategic
Partners or reduction or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $100 million or 20%, whichever is less, in Banc Fund VIII, L.P. Approval by the
SBI of this potential commitment is not intended to be, and does not constitute in
any way, a binding or legal agreement or impose any legal obligations on the State
Board of Investment and neither the State of Minnesota, the State Board of
Investment nor its Executive Director have any liability for reliance by The Banc
Funds Company upon this approval. Until the Executive Director on behalf of the




SBI executes a formal agreement, further due diligence and negotiations may result
in the imposition of additional terms and conditions on The Banc Funds Company
or reduction or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $50 million or 20%, whichever is less, in Gold Hill Capital 2008, L.P. Approval by
the SBI of this potential commitment is not intended to be, and does not constitute
in any way, a binding or legal agreement or impose any legal obligations on the
State Board of Investment and neither the State of Minnesota, the State Board of
Investment nor its Executive Director have any liability for reliance by Gold Hill
Capital upon this approval. Until the Executive Director on behalf of the SBI
executes a formal agreement, further due diligence and negotiations may result in
the imposition of additional terms and conditions on Gold Hill Capital or reduction
or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $60 million or 20%, whichever is less, in Chicago Growth Partners II, L.P.
Approval by the SBI of this potential commitment is not intended to be, and does
not constitute in any way, a binding or legal agreement or impose any legal
obligations on the State Board of Investment and neither the State of Minnesota, the
State Board of Investment nor its Executive Director have any liability for reliance

by Chicago Growth upon this approval. Until the Executive Director on behalf of
the SBI executes a formal agreement, further due diligence and negotiations may
result in the imposition of additional terms and conditions on Chicago Growth or
reduction or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $75 million or 20%, whichever is less, in Summit Partners Subordinated Debt
Fund IV, L.P. Approval by the SBI of this potential commitment is not intended to
be, and does not constitute in any way, a binding or legal agreement or impose any
legal obligations on the State Board of Investment and neither the State of
Minnesota, the State Board of Investment nor its Executive Director have any
liability for reliance by Summit Partners upon this approval. Until the Executive
Director on behalf of the SBI executes a formal agreement, further due diligence
and negotiations may result in the imposition of additional terms and conditions on
Summit Partners or reduction or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $60 million or 20%, whichever is less, in Split Rock Partners II, L.P. Approval
by the SBI of this potential commitment is not intended to be, and does not
constitute in any way, a binding or legal agreement or impose any legal obligations
on the State Board of Investment and neither the State of Minnesota, the State




Board of Investment nor its Executive Director have any liability for reliance by
Split Rock Partners upon this approval. Until the Executive Director on behalf of
the SBI executes a formal agreement, further due diligence and negotiations may
result in the imposition of additional terms and conditions on Split Rock Partners or
reduction or termination of the commitment.

The Committee recommends that the SBI authorize the Executive Director, with
assistance from the SBI’s legal counsel, to negotiate and execute a commitment of up
to $6 million or 20%, whichever is less, in Affinity Ventures V, L.P. Approval by
the SBI of this potential commitment is not intended to be, and does not constitute
in any way, a binding or legal agreement or impose any legal obligations on the
State Board of Investment and neither the State of Minnesota, the State Board of
Investment nor its Executive Director have any liability for reliance by Affinity
Capital upon this approval. Until the Executive Director on behalf of the SBI
executes a formal agreement, further due diligence and negotiations may result in
the imposition of additional terms and conditions on Affinity Capital or reduction
or termination of the commitment.” The motion passed.

The meeting adjourned at 1:30 P.M.

Respectfully submitted,

Zms

Howard Bicker
Executive Director



INVESTMENT ADVISORY COUNCIL
AGENDA AND MINUTES

June 3, 2008



AGENDA
INVESTMENT ADVISORY COUNCIL MEETING
Tuesday, June 3, 2008
2:00 P.M. - Board Room - First Floor
60 Empire Drive, St. Paul, MN

1. Approval of Minutes of March 4, 2008

2. Report from the Executive Director (Howard Bicker)
A. Quarterly Investment Review
(January 1, 2008 — March 31, 2008)

B. Administrative Report
1. Reports on budget and travel.
2. Legislative Update.
3. Update on Sudan.

3. IAC Membership Review Committee (Kathy Kardell)

4. SBI Administrative Committee (Kathy Kardell)
Al. Review of Executive Director’s Proposed Workplan for FY09.
2. Review of Budget Plan for FY09.
3. Review of Continuing Fiduciary Education Plan.
4. Review of Executive Director’s Evaluation Process.
5. Update of Disaster Recovery Plan.

Bl. Recommend Revisions of SBI Compensation Plan (Laurie Hacking)

5. Reports from the Investment Advisory Council
A. Stock and Bond Manager Committee (John Bohan)
1. Review of manager performance.
2. Review of the transition of the MN Fixed Fund in the State’s
457 Deferred Compensation Plan.

B. Alternative Investment Committee (Judy Mares)

1. Review of current strategy.

2. Implementation of the increase in the alternative investment
allocation target for the Basic Retirement Funds from the
current 15% level to a 20% allocation.

3. Recommendation of new investments with one new private equity
manager, two existing private equity managers and one existing
real estate manager:

e Varde Partners

e Welsh, Carson, Anderson & Stowe
e Blackstone

e TA Associates Realty

6. Other Items

TAB




STATE BOARD INVESTMENT

Minutes
Investment Advisory Council
March 4, 2008

MEMBERS PRESENT:  Frank Ahrens; Jeff Bailey; Dave Bergstrom; John Bohan;
Doug Gorence; Laurie Hacking; Heather Johnston; Kathy
Kardell (for Tom Hanson) P. Jay Kiedrowski; Malcolm
McDonald; Mike Troutman; and Mary Vanek.

MEMBERS ABSENT: Kerry Brick; Judy Mares; Gary Norstrem; Ann Schluter;
and Daralyn Peifer.

SBI STAFF: Howard Bicker; Mansco Perry; Jim Heidelberg; Tammy
Brusehaver-Derby; Patricia Ammann; Stephanie Gleeson;
John Griebenow; Andy Christensen; Debbie Griebenow;
Carol Nelson; and Charlene Olson.

OTHERS ATTENDING: Ann Posey, Richards & Tierney; Celeste Grant; Tom
Durand; Carla Heyl and Jerry Irsfeld, REAM.

Mr. Troutman called the meeting to order and the minutes of the December 3, 2007
meeting were approved.

Executive Director’s Report

Mr. Bicker, Executive Director, referred members to Tab A of the meeting materials and
he reported that the Combined Funds had matched its Composite Index over the ten year
period ending December 31, 2007 (Combined Funds 7.6% vs. Composite 7.6%), and had
provided a real rate of return over the latest 20 year period (Combined Funds 10.7% vs.
CPI 3.0%). He stated that the Basic Funds had matched its Composite Index (Basic Funds
7.7% vs. Composite 7.7%) over the last ten years and reported that the Post Fund had
slightly outperformed its composite over the last ten-year period (Post Fund 7.5% vs.
Composite 7.4%). Mr. Bicker noted that the actuarial data on the second page of Tab A
had been updated. '

Mr. Bicker reported that the Basic Fund’s assets decreased 0.5% for the quarter ending
December 31, 2007 due to negative investment returns. He said that the asset mix is
essentially on target. He reported that the Basic Funds slightly underperformed its
Composite Index for the quarter (Basic Funds -0.8% vs. Composite -0.6%) and for the
year (Basic Funds 9.7% vs. Composite 9.8%).

Mr. Bicker reported that the market value of the Post Fund’s assets decreased 2.6% for
the quarter ending December 31, 2007, also due to negative investment returns and
negative net contributions. He said that the Post Fund’s asset mix is also on target. He
stated that the Post Fund underperformed its Composite Index for the quarter (Post Fund
-0.9% vs. Composite -0.6%) and for the year (Post Fund 9.2% vs. Composite 9.4%).

1



Mr. Bicker reported that the domestic stock manager group slightly underperformed its
target for the quarter (Domestic Stock -3.5% vs. Domestic Equity Asset Class Target
-3.3%) and for the year (Domestic Stocks 4.9% vs. Domestic Equity Asset Class Target
5.1%). He said the International Stock manager group outperformed its Composite Index
for the quarter (International Stocks -0.4% vs. International Equity Asset Class Target
-0.5%) and for the year (International Stocks 17.1% vs. International Equity Asset Class
Target 16.9%). Mr. Bicker stated that the bond segment underperformed its target for the
quarter (Bonds 2.4% vs. Fixed Income Asset Class Target 3.0%) and for the year (Bonds
6.3% vs. Fixed Income Asset Class Target 7.0%). He said that the SBI did not have any
direct exposure in the subprime area, but noted that bond performance suffered due to
holdings in the financial sector. He noted that the alternative investments had also
performed strongly for the year (Alternatives 29.5%). He concluded his report with the
comment that as of December 31, 2007, the SBI was responsible for over $62 billion in
assets.

Mr. Bicker referred members to Tab B of the meeting materials for an update on the
budget and travel for the quarter. He reported that the SBI had received a “clean
opinion” on its financial statements from the Office of the Legislative Auditor.

Mr. Bicker presented a brief legislative update. He stated that there are three issues staff
will be monitoring: potential changes to the Post Retirement Fund benefit formula,
possible consolidation of state volunteer fire relief associations, and a statewide version
of an Other Post Employment Benefits (OPEB) bill. He noted that a bill regarding
investing in Minnesota venture capital has been withdrawn.

Mr. Bicker informed members that the SBI will conduct an educational roundtable in
June 2008 and that the topic will be subprime debt. Mr. Bicker referred members to
Tab B of the meeting materials for updated information regarding the Sudan legislation.
He also noted that TIAA-CREF, the manager of the state’s 529 College Savings Plan had
requested some minor changes in allocation in several of the mutual funds underlying the
Plan’s investment options and that staff had reviewed and concurs with the proposed
changes. In response to a question from Mr. Bohan, Mr. Bicker stated that TIAA-
CREF’s contract expires in approximately one year.

Stock and Bond Manager Committee Report

Mr. Kiedrowski referred members to Tab C of the meeting materials and stated that staff
had conducted an annual review of all of the domestic equity manager benchmarks and
had concluded that each of the manager’s benchmarks is appropriate for the manager’s
investment style.

Mr. Kiedrowski reported that the Committee is recommending that State Street Global
Advisors be retained as a passive manager for the domestic equity program, and he
moved approval of the Committee’s recommendation, as stated in the Committee Report.
Mr. Bicker explained that having a passive investment option would give the SBI
additional flexibility when re-allocating assets after rebalancing or manager terminations.
Mr. Kiedrowski stated that the Committee had also reviewed UBS Global Asset
Management, an international equity manager, due to performance issues and staff
turnover. He said that the Committee agreed to review this manager again in twelve
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months and that the manager will be closely monitored during this time to ensure that
they are making progress. He moved approval of the Committee’s recommendation, as
stated in the Committee Report. Mr. Bergstrom seconded the motion. In response to
questions from Mr. Gorence, a discussion followed regarding several issues about the
manager. The motion passed.

Alternative Investment Committee Report

Mr. McDonald referred members to Tab D of the meeting materials, briefly reviewed the
eight investments being recommended by the Committee and moved their approval, as
stated in the Committee Report. In response to questions from Mr. Troutman, Mr. Bicker
noted that the total investment amount the Committee is recommending is larger due to
several of the investments being follow-on funds and because investments are opening
and closing quicker than in the past. Mr. Bicker reminded members that once the Basic
Funds reach the 15% allocation target, the target can be raised to 20% after the Board is
notified. He added that funding in the alternative segment is right on target. A brief
discussion took place regarding showing caution during this time of troubled credit
markets. The motion made earlier passed.

Mr. Troutman asked that Mr. McDonald take over as Chair for the next portion of the
meeting.  Mr. Troutman distributed a written statement regarding asset/liability
management comments (see Attachment A), and he briefly reviewed what the IAC has
done over the last several meetings to better understand this topic. He moved approval of
the written statement as stated in Attachment A. Mr. Bergstrom seconded the motion. A
lengthy discussion followed with several members offering various changes to the
wording of the statement. Ms. Johnston made a motion to table the issue until the next
meeting. Mr. Bicker requested that members submit their wording suggestions prior to
the June 2008 meeting so issues regarding final wording could be resolved before the
meeting. The motion to table the issue passed.

Mr. Bicker distributed a list of potential topics for staff to review with the IAC (see
Attachment B), and he briefly reviewed the topics and timeframes needed for various
topics. Mr. Bergstrom requested that an addition be made to the list regarding evaluating
the investment options for the States 457 Deferred Compensation Plan. Mr. Troutman
asked members to forward any other potential topics to staff.

The meeting adjourned at 3:32 P.M.

Respectfully submitted,

iz et

Howard Bicker
Executive Director



(Blank)
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ATTACHMENT A

IAC Comment on Asset/Liability Management
March, 2008

The Investment Advisory Council has spent time at several of its meetings over the
course of the past year in an effort to gain a better understanding of the liabilities that are
served by the assets managed by the State Board of Investment. The directors of the
three state retirement systems and their actuaries from Mercer have provided information
about the retirement system liabilities. The IAC had requested this information so that it
can best fulfill its mission in making asset management policy recommendations. Based
on our review we have come to the following understandings and conclusions:

e State law and the Governmental Accounting Standard Board require the use of an
actuarial accrued liability method for valuing public pension liabilities, while
corporate defined benefit plans use the market value method of valuing liabilities.

* Given that on an aggregate basis the retirement funds are not fully funded, it
remains appropriate for the SBI to continue with a relatively aggressive approach
(i.e. high allocation to global equities in both public and private markets) in its
asset allocation policies. The asset allocation policy, with existing constraints,
should be reviewed periodically to determine if further modifications would be
appropriate.

* Given the risks and greater volatility of returns inherent in higher equity
allocations it is vital that during period when plan assets exceed plan liabilities
that surpluses be appropriately retained and managed to meet future pension
obligations. Attention to surplus management will help safeguard assets for
future generations of retirees and taxpayers.
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SBI Staff Potential Topics for Review with IAC

Update on Merger of Fixed Fund

Asset Allocation for Combined Fund

Global Equities

Currency

Hedge Funds

Infrastructure Investing

Rewrite of Chapter 11A Investment Guidelines
529 Plan

Portable Alpha

Investment Options for 457

ATTACHMENT B






LONG TERM OBJECTIVES
Period Ending 3/31/2008

COMBINED FUNDS: $47.0 Billion Result

Compared to Objective

Match or Exceed Composite Index (10 Yr.) 6.0% (1)

Outperform a composite market index weighted
in a manner that reflects the long-term asset
allocation of the Combined Funds over the
latest 10 year period.

Provide Real Return (20 yr.) 10.0%

Provide returns that are 3-5 percentage points
greater than inflation over the latest 20 year period.

0.1 percentage point
below target

7.0 percentage points
above CPI

BASIC RETIREMENT FUNDS: $23.8 Billion Result

Compared to Objective

Match or Exceed Composite Index (10 Yr.) 6.1%

Outperform a composite market index weighted
in a manner that reflects the long-term asset
allocation of the Basic Funds over the latest 10

0.2 percentage point
below target

year period.
POST RETIREMENT FUND: $23.2 Billion Result Compared to Objective
Match or Exceed Composite Index (10 Yr.) 5.9% 0.1 percentage point

Outperform a composite market index weighted
in a manner that reflects the long-term asset
allocation of the Post Fund over the latest 10
year period.

(1) Performance is calculated net of fees.

below target




FIRST QUARTER INVESTMENT REPORT

SUMMARY OF ACTUARIAL VALUATIONS

All Eight Plans of MSRS, PERA and TRA Including Post Fund

July 1, 2007

Active Retired
(Basics) (Post)
Liabilities
Actuarially Accrued Liabilities $28.77 billion  $27.50 billion
Assets
Current Actuarial Value $22.26 billion  $25.15 billion

Funding Ratio
Current Actuarial Value divided by 77.37% 91.45%
Accrued Liabilities

Notes:
1. Liabilities calculated using entry age normal cost method.

Total
(Combined)

$56.27 billion

$47.41 billion

84.25%

2. Difference between actual returns and actuarially expected returns spread over

five years for Basics.

Actuarial Assumptions:
Interest/Discount Rate:

8.5% Basics, 8.5% Post (6% on required reserves, 2.5% on inflation)

Full Funding Target Date:
2020 — MSRS General
2031 — PERA General
2037 - TRA




FIRST QUARTER

INVESTMENT REPORT

EXECUTIVE SUMMARY

Basic Retirement Funds (Net of Fees)

Asset Growth

The market value of the Basic Funds decreased 5.9%
during the first quarter of 2008. Negative investment
returns accounted for the decrease.

Asset Growth
During First Quarter 2008

Market Value

(Millions) 2
Beginning Value $ 25301 s
Net Contributions -29 5
Investment Return -1,472 g ontrbuon
Ending Value $ 23,800 Sl
E252383383825888338833838¢
S3Z2EEZXZE2LR28582228484¢
Asset Mix
The allocation to stocks decreased slightly over the first
quarter of 2008 due to negative investment returns. The
bond allocation decreased due to negative returns and
rebalancing into cash and domestic equity. The allocation oo Beiet
to alternative investments continues to grow due to strong 46.3%
investment returns.
Actual Actual
Policy Mix Market Value Cash
Targets 3/31/2008 (Millions) L3%
Domestic Stocks 45.0%  463%  $11,026 e
Int'l. Stocks 15.0 15.3 3,632 "'; koo
Bonds 24.0 23.4 5,575 o
Alternative Assets* 15.0 137, 3.259 Bonds
Unallocated Cash 1.0 1.3 308 S
100.0% 100.0% $23.800
* Any uninvested allocation is held in domestic stocks
Fund Performance (Net of Fees)
The Basic Funds trailed the composite both for the quarter
and the year.
20 N
Period Ending 3/31/2008
Annualized sl
Qtr. 1 YE. 3Yr: 35¥r. 10Yr. |l e
Basics -5.8% 0.6% 94% 13.0% 6.1% .
Composite  -5.0 1.8 9.7 13.2 6.3 H

| [mBasic Funds
| |EComposite




FIRST QUARTER

INVESTMENT REPORT

EXECUTIVE SUMMARY
Post Retirement Fund (Net of Fees)

Asset Growth

The market value of the Post Fund decreased 7.4% during
the first quarter of 2008. Negative investment returns as

well as negative net contributions accounted for the
decrease. 25
Asset Growth " " S o
During First Quarter 2008 213 :
(Millions) i
Beginning Value $24,998
Net Contributions -366 S -
Investment Return -1,469 Y S —— B .
Ending Value $23,163 5252228553332 08883583358 23%
- SAB2X382 838823838 883¢44
Asset Mix
The allocation to stocks decreased due to negative
investment returns. The bond allocation decreased due to
negative returns and rebalancing into domestic equity and
cash. Alternative investments continue to gain allocation D“:‘Sf‘;:““
due to strong investment returns.
Actual  Actual

Policy Mix Market Value Eash

Targets 3/31/2008 (Millions) 10%
Domestic Stocks 45.0% 459% $10.640 L e
Int'l. Stocks 15.0 15.4 3,568 154%
Bonds 25.0 24.6 5,707 Ak o
Alternative Assets*  12.0 1.1 2,561 ’
Unallocated Cash 3.0 3.0 687 Bonds

100.0% 100.0%  $23,163 2464
* Any uninvested allocation is held in domestic stocks.
Fund Performance (Net of Fees)
The Post Fund trailed its composite market index for the
quarter and for the year. A = — =

Period Ending 3/31/2008
Annualized

Qtr. I ¥r. 3%r: S5¥%r 0¥
Post -5.9% 0.2% 9.0% 12.7% 5.9%
Composite -5.0 1.5 9.3 12.7 6.0

1i

Percent

20

-10F—

WPost Fund
B Composite

10¥r







































































































































































































































































































































































































































































































































































































































































































































































































