
AGENDA

INVESTMENT ADVISORY COUNCIL MEETING

Tuesday, November 18, 2014
12:00 Noon

State Board of Investment

Board Room - First Floor

60 Empire Drive, St. Paul, MN

1. Approval of Minutes of August 19, 2014

2. Report from the Executive Director

A. Quarterly Investment Review
(July 1,2014 - September 30,2014)

B. Administrative Report
1. Reports on Budget and Travel
2. FY 14 Audit Report

3. Draft of FY 1 4 Annual Report
4. Tentative Meeting Dates for Calendar 2015
5. Sudan Update
6. Iran Update
7. 529 College Savings Plan Update
8. Duluth Teachers Retirement Fund Association Update
9. Quarterly Reporting Changes
10. Litigation Update

3. Alternative Investment Report

A. Review of current strategy

B. Consideration of investment commitments with one new

and two existing private equity managers, two existing
resource managers, and one new yield-oriented manager

4. Public Markets Review

A. Transition Management Services

B. SBI Internally Managed S&P 500 Index Fund

C. Manager Retention Policy

D. Investment Manager Review, Public Markets

E. Review of manager performance

5. Other items
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STATE BOARD OF INVESTMENT

Minutes

Investment Advisory Council

August 19, 2014

The Investment Advisory Council (IAC) met at 12:00 P.M. Tuesday, August 19,2014 in the
Board Room - First Floor, 60 Empire Drive, St. Paul, Minnesota.

MEMBERS PRESENT:

MEMBERS ABSENT:

SBI STAFF:

OTHERS ATTENDING:

Denise Anderson, JeffBailey, Dave Bergstrom, John Bohan, Dennis
Duerst, Kim Faust, Doug Gorence, Laurie Hacking, Kristin Hanson
(for Jim Schowalter), Jay Kiedrowski, Gary Martin, Malcolm
McDonald, and Elaine Voss.

Kerry Brick.

Mansco Perry, LeaAnn Stagg, Paul Anderson, Patricia Ammann,
Tammy Brusehaver, Stephanie Gleeson, Aaron Griga, Ryan Hill,
Andrew Krech, Steve Kuettel, Cassandra Boll, Mike Menssen,
Charlene Olson and Melissa Mader.

Ann Posey and Rod Bare, Callan Associates Inc.; Bert Black,

Celeste Grant, Christie Eller; Cumah Blake, Office ofthe Governor;

Don Leathers, REAM; Jay Stoffel, Teachers Retirement

Association; Zachary Yzermans and Carmen Marg-Patton, Office of

the Legislative Auditor.

The minutes of the May 20,2014 meeting were approved.

Executive Director's Report
Mr. Perry, Executive Director, asked members of the IAC to introduce themselves with their name
and affiliation. Mr. Perry then introduced all of staffthat was able to attend the meeting with their
name, title, education and role at the SBI.

Mr. Perry referred members to Tab A of the meeting materials, and he reported that the Combined
Funds had outperformed its Composite Index over the ten year period ending June 30, 2014
(Combined Funds 8.4% vs. Composite 8.1%) and had provided a real rate of return over the latest
20 year period (Combined Funds 9.0% vs. CPI 2.4%).

Mr. Perry said that the Combined Funds' assets stand at about $59.5 billion dollars which
represents an increase of 2.9% for the quarter ending June 30, 2014. He said that the asset
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allocation is on target and he stated that the Combined Funds returns were below the benchmark
composite for the quarter (Combined Funds 3.9% vs. Composite 4.1%) but exceeded the
benchmark for the year (Combined Funds 18.6% vs. Composite 18.0%) as well as all succeeding
time periods. Mr. Perry also pointed out that for the past twenty years, the SBI has achieved a
9.0% annualized return versus a benchmark of 8.8% and for the last thirty years achieved a 10.3%
versus a benchmark of 10.0%.

Mr. Perry reported that the domestic stock manager group underperformed its target for the quarter
(Domestic Stocks 4.5% vs. Target 4.9%) but outperformed for the year (Domestic Stock 25.9%
vs. Target 25.2%). He said the international stock manager group underperformed its target for
the quarter (International Stock 4.7% vs. Target 5.0%) and for the year (International Stock 21.4%
vs. Target 21.7%). Mr. Perry stated that the bond segment outperformed its target for all time
periods, including the quarter (Bonds 2.1% vs. Target 2.0%) and for the year (Bonds 5.0% vs.
Target 4.4%). He stated that the alternative investments continue to be a strong contributor to
performance (4.8% for the quarter and 18.9% for the year). He concluded his report noting that as
of June 30, 2014, the SBI was responsible for assets approaching $80 billion.

Mr. Perry referred members to Tab B of the meeting materials for an update on the budget and
travel for the quarter. He stated that Tab B contained the updated information for Sudan and Iran.
He reported that staffhad successfully negotiated the contract with TIAA-CREF for the Minnesota
College Savings Plan. He noted that plan improvements, made up ofboth lower fees and improved
investment options, would benefit participants in the Minnesota College Savings Plan. Mr. Perry
said that staff had successfully transferred assets from the internally managed bond portion of the
Income Share Account to the external bond managers that invest the Combined Funds assets. Mr.
Perry noted that there is currently no litigation involving the SBI.

Mr. Perry referred members to Tab C and Tab D for the manager results and noted that there were
no action items at this time. Mr. Perry commented on Next Century' s volatility and its
underperformance for the quarter and pointed out that in the last quarter's report they had exceeded
their benchmark for the year by 300 basis points. Ms. Faust stated that she had some concerns
with the possibility that Next Century may be tweaking their process and commented that she
assumes staff will be monitoring closely.

Mr. Perry introduced the first presentation topic - Transition Management. Ms. Brusehaver,
Mr. Menssen and Ms. Stagg provided an overview of transition management services, a history of
the use of transition management services and the RFI process being used by the SBI staff. The
presentation generated good feedback and a discussion about how other IAC members handle
transition management. Staff will incorporate the feedback received and present a short list of
transition managers at the November IAC meeting for their consideration and recommendation to
the Board in December.
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Mr. Perry introduced the second presentation - SBI Alternatives portfolio. Mr. Hill and Mr. Krech

presented an overview of the current alternatives portfolio and shared some of the ideas staff has
on approaching the alternatives portfolio in the future. Staff intends to explore diversifying and
expanding the alternatives investment opportunities set and potentially would include investing in
a broader array of asset sub-classes, new geographic regions and smaller funds and commitments.

The meeting adjourned at 2:15 p.m.

Respectfully submitted,

.--

Mansco Perry III
Executive Director and

Chief Investment Officer
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LONG TERM OBJECTIVES

Period Ending 9/30/14

COMBINED FUNDS: $58.9 Billion

Match or Exceed Composite Index (10 Yr.)

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.)

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

(1) Performance is calculated net of fees.
(2) Differential from composite may occur due to rounding.

Result

8.3% (1)

8.9%

Compared to Objective

0.3 percentage point above the target (2)

6.5 percentage point above CPI
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Third Quarter 2014

Asset Growth

EXECUTIVE SUMMARY

Combined Funds (Net of Fees)

The market value of the Combined Funds decreased 0.9%

during the third quarter of 2014. Negative cash flow and
a small decrease in the investment return caused the

decrease in market value.

Beginning Value
Net Contributions

Investment Return

Ending Value

Asset Mix

Asset Growth

During Third Quarter 2014
(Millions)

$59,450

-524

-29

$58,897

The allocation to international equities decreased relative

to the other asset groups due to negative returns.

Domestic Stocks

International Stocks

Bonds

Alternative Assets*

Cash

Policy

Tarizets

45.0%

15.0%

18.0%

20.0%

2.0%

100.0%

* Any uninvested allocation is held in bonds.

Actual

Mix

9/30/14

46.2%

14.9%

23.6%

13.0%

2.2%

100.0%

Actual

Market Value

(]Millions)

$27,212

8,804

13,906

7,666

1,309

$58,897

Fund Performance (Net of Fees)

The Combined Funds slightly underperformed its target for the
quarter and outperforlned for the year and longer time periods.

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Combined Funds -0.1% 12.7% 15.2% 12.0% 8.3%

Composite 0.0% 12.5% 14.6% 11.4% 8.1%

Note: All periods over one year are annualized.

Column sums thi·oughout this report may not add due to rounding

INVESTMENT REPORT

Combined Funds Market Value

0

l 7

15

12

10

7

5

2

0

(2.5

5

0

5

0

5

0

5

0

70

60-

50-

40

30

20

10 111,11,1,1,11111111,1111{111111111111111,1,1,1111111'Illl'1111,111,1,1,1,11,111,1
1,0 ©»90 *0- 0 m#0©»90*0-01 mt
» 000)0000000000- ----

Domestic Stocks

46.2%
Alternative Assets

13.0%

2.2% 
Fixed Incolne -_All

23.6% International Stocks

14.9%

Last

Quarter

Last Year Last 3 Years Last 5 Years

 Combined Funds  Composite

Last 10

Years



Third Quarter 2014

Domestic Stocks

EXECUTIVE SUMMARY

Stock and Bond Manager Performance

(Net of Fees)

The domestic stock manager group (active,

semi-passive and passive combined) matched its
target for the quarter and underperformed for the year.

Russell 3000: The Russell 3000 measures the

performance of the 3000 largest U.S. companies based

on total market capitalization.

International Stocks

The international stock manager group (active,

semi-passive and passive combined) slightly

underperformed its target for the quarter and

underperformed for the year.

MSCI ACWI Free ex USA (net): The Morgan

Stanley Capital International All Country World

Index is a free float-adjusted market capitalization

index that is designed to measure equity market
performance in the global developed and emerging

markets. There are 45 countries included in this

index. It does not include the United States.

Bonds

The bond manager group (active and semi-passive

combined) matched its target for the quarter and

outperformed for the year.

Barclays Aggregate: The Barclays Aggregate Bond

Index reflects the performance of the broad bond

market for investment grade (Baa or higher) bonds,

U.S. treasury and agency securities, and mortgage

obligations with maturities greater than one year.

Alternative Investments

Note: All penods over one year are annualized.
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Last Last

Quarter Year

Int'l Stocks -5.4% 4.7%

Asset Class Target* -5.3% 4.8%

Last 3

Years

12.5%

11.8%

INVESTMENT REPORT

Periods Ended 9/30/14

Last Last

Quarter Year

Dom. Stocks 0.0% 17.6%

Asset Class Target* 0.0% 17.8%

Last 3

Years

23.5%

23.1%

Last 5

Years

15.9%

15.8%

Last 10

Years

8.4%

8.4%

* The Domestic Equity Asset Class Target is the Russell 3000 effective 10/1/03,
From 7/1/99 to 9/30/03, it was the Wilshire 5000 Investable Index.

Periods Ended 9/30/14

Last 5

Years

6.6%

6.0%

Last 10

Years

7.4%

7.1%

* Since 6/1/08 the International Equity Asset Class Target is the Standard MSCI

ACWI ex U.S. (net). From 10/1/07 to 5/31/08 the benchmark was the Provisional

Standard MSCI ACWI ex USA (net). From 10/1/03 to 9/30/07 the target was
MSCI ACWI ex USA (net).

Last

Quarter

Bonds 0.2%

Asset Class Target 0.2%

Alternatives

Periods Ended 9/30/14

Last

Year

4.4%

4.0%

Periods Ended 9/30/14

Last Last 3

Quarter Last Year Years

5.8% 23.2% 14.0%

Last 3

Years

3.6%

2.4%

Last 5

Years

15.7%

Last 5

Years

5.4%

4.1%

Last 10

Years

5.0%

4.6%

Last 10

Years

15.7%



Third Quarter 2014

Combined Funds

75.3%

EXECUTIVE SUMMARY

Funds Under Management

Retirement Funds

Combined Funds

Supplemental Investment Fund

(Excluding Deferred Compensation Plan Assets)

State Deferred Compensation Plan

Non-Retirement Funds

Assigned Risk Plan
Permanent School Fund

Environmental Trust Fund

Closed Landfill Investment Fund

Miscellaneous Trust Accounts

Other Post Employment Benefits Accounts
State Cash Accounts

Minnesota College Savings Plan

Total

ill

Non-Retirement Funds

154%

INVESTMENT REPORT

State Deferred Compensation Plan
7.1%

Supplemental Funds
2.3%

9/30/14

Market Value

(Billions)

$58.9

1.8

5.5

0.3

1.1

0.8

0.1

0.1

0.5

8.0

1.1

$78.2
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Third Quarter 2014

MINNESOTA

STATE BOARD

OF INVESTMENT

Capital Market Indices

Financial }Markets Review

Combined Funds

QUARTERLY INVESTMENT REPORT

Third Quarter 2014

(July 1, 2014 - September 30, 2014)

Stock and Bond Manager Pools

Alternative Investments

Supplemental Investment Fund

Fund Description
Income Share Account

Growth Share Account

Common Stock Index Account

International Share Account

Bond Market Account

Money Market Account

Fixed Interest Account

Volunteer Firefighter Account

Deferred Compensation Plan

Minnesota College Savings Plan Accounts

Assigned Risk Plan

Permanent School Fund

Environmental Trust Fund

Closed Landfill Investment Fund

State Cash Accounts

Composition of State Investment Portfolios
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Third Quarter 2014

Domestic Equity

Russell 3000 (broad market)

Russell 1000 (large cap)

Russell 2000 (small cap)

Dow Jones Wilshire Composite

Dow Jones Industrials

S&P 500

Domestic Fixed Income

Barclays Aggregate (1)

Barclays Gov't/Credit

3 month U.S. Treasury Bills

International

Emerging Markets Free (2)

ACWI Free ex USA (3)

EAFE(4)

World ex USA (5)

Salomon Non U.S. Gov't Bond

Inflation Measure

INVESTMENT REPORT

VARIOUS CAPITAL MARKET INDICES

Consumer Price Index CPI-U (6)

Consumer Price Index CPI-W (7)

-3.5

-5.3

-5.4

-5.9

-5.7

-0.1

-0.2

-0.1

1.9

1.1

Last Quarter

0.2

0.2

0.0

0.0%

0.7

-7.4

17.7

15.3

19.7

4.3

4.9

Last Year

17.8%

19.0

3.9

4.0

4.1

0.0

-1.0

1.7

1.6

23.0

19.0

23.0

1.6

1.5

Periods Ended September 30, 2014

4.3

4.8

Last 3 Years

23.1%

23.2

21.3

2.4

13.6

13.2

7.2

11.8

2.5

0.1

-1.1

( 1) Barclays Capital Aggregate Bond index. Includes governments, corporates and mortgages,

(2) Morgan Stanley Capital International Emerging Markets Free index (Net index).

(3) Morgan Stanley Capital International All Country World Index ex USA (Net index).

(4) Morgan Stanley Capital International index of Europe, Australasia and the Far East (EAFE) (Net index).

(5) Morgan Stanley Capital International World ex USA Index (Developed Markets) (Net index).

(6) Consumer Price Index (CPI) for all urban consumers, also known as CPI-U

(7) Consumer Price Index (CPI) for all wage earners, also known as CPI-W

Note: All periods over one year are annualized

15.8

14.8

15.7

4.4

6.0

6.6

6.5

Last 5 Years

4.1

4.3

0.1

2.0

2.1

1.0

15.8%

15.9

14.3

10.7

7.1

Last 10 Years

6.3

6.5

4.0

4.6

1.6

4.6

8.6

8.2

8.1

2.2

2.4

8.4%

8.5

8.2



Third Quarter 2014

DOMESTIC STOCKS

FINANCIAL MARKETS REVIEW

The U.S. stock market, as measured by the Russell 3000
index, posted a 0.0% return for the third quarter of 2014. The
U.S. Federal Reserve continued to wind down the massive,

multi-year stimulus program that has driven interest rates to
near-record lows and domestic stock markets to record highs.

Meanwhile, employment has steadily improved and inflation
has remained in check. Within the Russell 3000, Healthcare

was the best performing sector with a 4.6% return while
Energy was the weakest with a -9.2% return for the quarter.
Large capitalization stocks outperformed small cap stocks

during the quarter.

Performance for the Russell Style Indices for the quarter is
shown below:

Large Growth

Large Value

Small Growth

Small Value

Russell 1000 Growth

Russell 1000 Value

Russell 2000 Growth

Russell 2000 Value

1.5%

-0.2%

-6.1%

-8.6%

The Russell 3000 index returned 17.8 % for the year ending
September 30,2014.

600%

500%

400%

300%

200%

100%

0%

-100%

DOMESTIC BONDS

INVESTMENT REPORT

The U.S. bond market, as measured by the Barclays Capital
U.S. Aggregate Bond Index, produced a total return of

0.2% for the quarter. Yields on shorter U.S. Treasuries
increased during the quarter, while the long end decreased.

The 2-year U.S. Treasury ended the third quarter higher by

10 basis points at 0.6%, the 5-year increased by 15 basis

points to 1.8%, the 10-year decreased by 4 basis points to

2.5%, and the 30-year decreased by 20 basis points to
3.2%. United States Treasury Bonds and Agency MBS
outperformed the benchmark during the quarter, while all
other sectors underperformed the broader benchmark.

The major sector returns for the Barclays Capital U.S.
Aggregate Bond Index for the quarter were:

U.S. Treasury

Agency

Corporates

Agency MBS

Commercial Mortgages
Asset-Backed

PERFORMANCE OF CAPITAL MARKETS

Cumulative Returns

111 I1I 111 111

fet:96 843 1991 199b 1999 - 60 -01 ce' CE' => '2) ,.06 -0 =f' 0 =10 ,©1 -11 =© AN9 nr 9 9 «« 9 9 9 *

U.S. Stocks

U.S. Bonds

Cash Equivalents

Int'l Stocks

3

Consumer Price Index

0.3%

0.1%

-0.1%

0.4%

-0.2%

0.0%



Third Quarter 2014

FINANCIAL MARKETS REVIEW

DEVELOPED INTERNATIONAL MARKETS

In aggregate, developed international stock markets (as

measured by the MSCI World ex U.S. index net) provided a

return of -5.7% for the quarter. The quarterly performance

of the six largest stock markets is shown below:

Japan

United Kingdom
Canada

France

Switzerland

Germany

-6.1%

-2.3%

-4.5%

-8.4%

-11.2%

-4.4%

The World ex U.S. index returned -4.9% during the last

year

The World ex U.S. index is compiled by Morgan Stanley

Capital International (MSCI) and is a measure of 22 markets

located in Europe, Australasia, Far East, and Canada. The

major markets listed above comprise about 73% of the value

of the developed international markets in the index.

EMERGING INTERNATIONAL MARKETS

Emerging markets (as measured by MSCI Emerging

Markets Free index net) provided a return of -3.5% for the

quarter. The quarterly performance of the six largest stock
markets in the index is shown below:

China

Korea

Taiwan

Brazil

South Africa

India

1.4%

-7.3%

-3.6%

-8.6%

-6.6%

2.3%

The Emerging Markets Free index returned 4.3% during the

last year.

The Emerging Markets Free (EMF) index is compiled by

MSCI and measures performance of 23 stock markets in

Latin America, Asia, Africa and Eastern Europe. EMF

includes only those securities foreign investors are allowed

to hold. The markets listed above comprise about 71% of

the value of the emerging international markets in the index.

4
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During the third quarter of 2014, private real estate posted

its 19th consecutive quarter of positive returns with the

NCREIF Property Index posting a return of 2.6%. Real

Estate markets have seen a healthy recovery since the

2008-2009 crash. An aggregate $18 billion in private real

estate funds was raised in 30 2014, the lowest quarterly

amount raised since 1 Q 2013 (Source: Preqin)

PRIVATE EQUITY

During the third quarter of 2014, an aggregate $80 billion in

private equity funds was raised, representing the lowest

amount since 3Q 2011 (Source: Preqin). The ongoing

moderate economic recovery, combined with a low interest

rate environment and a record level of dry powder at $1.2

trillion, continue to fuel investor demand for increasing

private equity investments. While the amount of capital
committed and number of funds raised declined over the

quarter, the average fund size increased.

Buyout activity in 30 2014 declined slightly over 20 2014;

however the aggregate value of the deals was higher ($84

billion vs. $80 billion). The number of private-equity

backed exits declined slightly in 30 2014, with the

aggregate value of exits reaching $105 billion (Source:

Preqin).

RESOURCE FUNDS

During the third quarter of 2014, crude oil traded between a

range of $91/bbl and $105/bbl. The average price for the

third quarter of 2014 was $97/bbl, which is $6 below the

average price from the second quarter of 2014. Weaker

global energy demand and increased production in the U.S.

contributed to the sharp decline in oil prices.



Third Quarter 2014

COMBINED FUNDS

INVESTMENT REPORT

The comparison universe used by the SBI is the Trust Universe Comparison Service (TUCS). Only funds with assets over
$1 billion are included in the comparisons shown in this section.

Asset Mix Compared to Other Pension Funds

On 9/30/14, the asset mix of the Combined Funds was:

Domestic Stocks

International Stocks

Bonds

Alternative Assets

Unallocated Cash

Total

50%

40%

30%

20%

10%

0%

Combined Funds

Median Allocation in TUCS*

$ Million

$27,212

8,804

13.906

7,666

1,309

$58,897

C ,

Dom. Equity

* Public and corporate plans over $1 billion.

** Mav include assets other titan alternatives.

%

46.2%

14.9%

23.6%

13.0%

2.2%

100.0%

int'l. Equity

Comparisons of the Combined Funds' asset mix to the
median allocation to stocks, bonds and other assets of the

public and corporate funds in TUCS over $1 billion are

shown below:

Bonds

1

• Combined Funds ¤ TUCS Median

Domestic

Eq uitv

46.2%

31.0%

Int'l

Equitv

14.9%

14.0%
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Bonds

23.6%

22.6%

Alternatives

Alternatives

13.0%

10.0%

-0
Cash

Cash

2.2%

3.8%



Third Quarter 2014

COMBINED FUNDS

Performance Compared to Other Pension Funds

While the SBI is concerned with how its returns compare to

other pension investors, universe comparisons should be

used with great care. There are several reasons why such

comparisons will provide an "apples to oranges" look at

performance:

Differing Allocations. Asset allocation will have a
dominant effect on return. The allocation to stocks

among the funds in TUCS typically ranges from 20-90%,

a very wide range for meaningful comparison. In

addition, it appears that many funds do not include

alternative asset holdings in their reports to TUCS. This

further distorts comparisons among funds.

Differing Goals/Liabilities. Each pension fund

structures its portfolio to meet its own liabilities and risk
tolerance. This will result in different choices on asset

mix. Since asset mix will largely determine investment

results, a universe ranking is not relevant to a discussion

of how well a plan sponsor is meeting its long-term
liabilities.

Combined Funds

Percentile Rank in TUCS*

@

 50

25

75

0

100 -

* 20

* 14

*5 .5

Qtr. 1 Yr. 3 Yr.

Ouarter

20th

1 Year

INVESTMENT REPORT

With these considerations in mind, the performance of the

Combined Funds compared to other public and corporate

pension funds in Trust Universe Comparison Service

(TUCS) are shown below.

The SBI's returns are ranked against public and

corporate plans with over $1 billion in assets. All

funds in TUCS report their returns gross of fees.

* 16

5 Yr. 10 Yr.

Periods Ended 9/30/14

3 Years

• Combined Fund Ranks

5 Years 10 Years

14th 5th 5th 16th

* Compared to public and corporate plans greater than $ 1 billion, gross of fees.

Note: All periods over one year are annualized.
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Third Quarter 2014

COMBINED FUNDS

Performance Compared to Composite Index

INVESTMENT REPORT

The Combined Funds' performance is evaluated relative to a composite of market indices. The composite is weighted in a manner
that reflects the asset allocation of the Combined Funds:

Domestic Stocks

Int'l Stocks

Bonds

Alternative Investments

Unallocated Cash

Maret Index

Russell 3000

MSCI ACWI Free ex USA

Barclays Capital Aggregate

Alternative Investments

3 Month T-Bills

Combined Funds

Composite

30/14

45.0%

15.0%

25.4%*

12.6%*

2.0%

100.0%

* Alternative asset and fixed income weights are reset in the composite at the start of each month to reflect the amount of' unfunded commitments m
alternative asset classes. The above Combined Funds Composite weighting was as ofthe beginning of the quarter.

Periods Ended 9/30/14

Last Quarter Last Year

Combined Funds ** -0.1% 12.7%

Composite 0.0% 12,5%

** Actual returns are reported net of fees.

Note: All periods over one year are annualized

18

15

13

10

8

5

3

0

3

7

Last 3 Years

15.2%

14.6%

Last 5 Years

12.0%

11.4%

Last 10 Years

8.3%

8.1%
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Third Quarter 2014

Domestic Stocks

STOCK AND BOND MANAGERS

Performance of Asset Pools

(Net of Fees)

Target: Russell 3000

Expectation: If one-third of the pool is actively managed,
0.5-

one-third is semi-passively managed, and one-third is passively
managed, the entire pool is expected to exceed the target by . 18% - 0.3

.40% annualized over time.
0.1

Last

Quarter

Domestic Stocks 0.0%

Asset Class Target* 0,0%

Periods Ended 9/30/14
-0.1

Last Last 3 Last 5 Last 10

Year Years Years Years -0.3

17.6% 23.5% 15.9% 8.4%

17.8% 23.1% 15.8% 8.4%

* The Domestic Equity Asset Class Target is the Russell 3000 effective 10/1/03.
From 7/1/99 to 9/30/03, it was the Wilshire 5000 Investable Index.

International Stocks

Target: Standard MSCI ACWI Free ex U.S. (net)
Expectation: If at least one-third of the pool is managed actively.

no more than one-third is semi-passively managed, and at least
one-quarter is passively managed, the entire pool is expected to
exceed the target by .25% - .75% annualized, over time.

Periods Ended 9/30/14

Last Last

Quarter Year

Int'l Stocks -5.4% 4.7%

Asset Class Target* -5.3% 4.8%

* The Int'l Equity Asset Class Target is MSCI ACWI Free ex U.S. Cnet) effective
10/ 1/()3.

Bonds

Target: Barclays Capital Aggregate Bond Index
Expectation: If half of the pool is actively managed and half is
managed semi-passively, the entire pool is expected to exceed the
target by .20% - .35% annualized. over time.

Last

Quarter

Bonds 0.2%

Asset Class Target 0.2%

Last

Year

4.4%

4.0%

Periods Ended 9/30/14

Last 3

Years

3.6%

2.4%

Last 3

Years

12.5%

11.8%

Last 5

Years

5.4%

4.1%

Last 5

Years

6.6%

6.0%

Last 10

Years

7.4%

7.1%

Note: All petiods over one year are annualized.

(1) Graph data is based on actual return and may not match table due to rounding
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Last 10

Years

5.0%

4.6%

1.4-

12

1.0

0.8-

0.4-

0.2

0,0

00

-0.2

0.8-

0.6-

0.4-

0.2
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Value Added to Domestic Equity Target (1)

Last

Quarter

Last Year Last 3

Yeais

Last 5

Yea!-s

Last 10

Years

Value Added to International Equity Target (1)

Last

Quarter

Last Year Last 3

Years

Last 5

Yeat·s

Last 10

Years

Value Added to Fixed Income Target (1)

Last

Quarter

Last Year

11
Last 3 Last 5

Years Years

Last 10

Years
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Alternative Investments

ALTERNATIVE INVESTMENTS

Performance of Asset Categories

(Net of Fees)

Expectation: The Alternative investments are measured

against themselves using actual portfolio returns.

Real Estate Investments (Equity emphasis)

Expectation: Real estate investments are expected to

exceed the rate of inflation by 5% annualized, over the life of
the investment.

The SBI began its real estate program in the mid-1980's and

periodically makes new investments. Some of the existing

investments are relatively immature and returns may not be
indicative of future results.

Private Equity Investments (Equity emphasis)

Expectation: Private equity investments are expected to

exceed the rate of inflation by 10% annualized, over the life of
the investment.

The SBI began its private equity program in the mid-1980's

and periodically makes new investments. Some of the existing

investments are relatively immature and returns may not be
indicative of future results.

Resource Investments (Equity emphasis)

Expectation: Resource investments are expected to exceed

the rate of inflation by 5% annualized, over the life of the
investment.

The SBI began its resource program in the mid-1980's and

periodically makes new investments. Some of the existing

investments are relatively immature and returns may not be
indicative of future results.

Yield Oriented Investments (Debt emphasis)

Expectation: Yield oriented investments are expected to

exceed the rate of inflation by 5.5% annualized, over the life

of the investment.

The SBI began its yield oriented program in 1994. Some of

the existing investments are relatively immature and returns

may not be indicative of future results.

Note: All periods over one year are annualized.
10
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Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Alternatives 5.8% 23.2% 14.0% 15.7% 15.7%

Inflation -0.1% 1.7% 1.6% 2.0% 2.2%

Real Estate

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

4.5% 20.6% 12.4% 9.3% 7.6%

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Private Equity 3.7% 21.8% 13.7% 16.7% 16.0%

Periods Ended 9/30/14

Last Last

Quarter Year

Resource 13.2% 23.7%

Last 3

Years

13.4%

Last 5

Years

16.3%

Last 10

Years

28.1%

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Yield Oriented 7.2% 30.8% 17.4% 17.6% 18.1%

1 -2
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SUPPLEMENTAL INVESTMENT FUND

The Minnesota Supplemental Investment Fund (SIF) is a

multi-purpose investment program that offers a range of
investment options to state and local public employees.

The SIF provides some or all of the investment options to

the Unclassified Employees Retirement Plan, Public
Employees Defined Contribution Plan, Hennepin County
Supplemental Retirement Plan, Health Care Savings Plan,
local police and firefighter retirement plans and the
Voluntary Statewide Volunteer Firefighter plan.

INVESTMENT REPORT

A wide diversity of investment goals exists among the
Fund's participants. In order to meet those needs, the Fund
has been structured much like a "family of mutual funds."

Participants may allocate their investments among one or

more accounts that are appropriate for their needs. within

the statutory requirements and rules established by the
participating organizations. Participation in the Fund is
accomplished through the purchase or sale of shares in each
account.

The investment returns shown in this report are calculated

using a time-weighted rate of return formula. All returns
are net of investment management fees.

On 9/30/2014 the market value of the entire Fund was $1.8

billion.

Investment Options

Income Share Account - a balanced portfolio utilizing both common stocks
and bonds.

Growth Share Account - an actively managed. all common stock portfolio.

Common Stock Index Account - a passively managed, all common stock
portfolio designed to track the performance of the entire U.S. stock market.

International Share Account - a portfolio of non U.S. stocks that incorporates

both active and passive management.

Bond Market Account - an actively managed, all bond portfolio.

Money Market Account - a portfolio utilizing short-term, liquid debt securities.

Fixed Interest Account - a portfolio of stable value instruments, including
security backed contracts and insurance company and bank investment contracts.

Volunteer Firefighter Account - a balanced portfolio only used by the Voluntary
Statewide Volunteer Firefighter Plan.

11

9/30/14

Market Value

(In Millions)

$354

$203

$447

$198

$118

$253

$198

$26

-----1----.--------.--.------.-----.---.1
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Third Quarter 2014 INVESTMENT REPORT

SUPPLEMENTAL INVESTMENT FUND ACCOUNTS

INCOME SHARE ACCOUNT

Investment Objective

The primary investment objective of the Income Share

Account is similar to that of the Combined Funds. The

Account seeks to maximize long-term real rates of return,

while limiting short-run portfolio return volatility.

Asset Mix

The Income Share Account is invested in a balanced portfolio

of common stocks and bonds. Common stocks provide the

potential for significant capital appreciation, while bonds act as

a dellation hedge and provide portfolio diversification.

Target

60.0%

35.()%

5.0%

100.0%

GROWTH SHARE ACCOUNT

Actual

60.0%

34.0%

6.0%

100.0%

Investment Objective

The Growth Share Account's investment objective is to

generate above-average returns from capital appreciation on

common stocks.

Asset Mix

The Growth Share Account is invested primarily in the

common stocks of US companies. The managers in the

account also hold varying levels of cash.

COMMON STOCK INDEX ACCOUNT

Investment Objective and Asset Mix

The investment objective of the Common Stock Index

Account is to generate returns that track those of the U.S.

stock market as a whole. The Account is designed to track the

performance of the Russell 3000, a broad-based equity market
indicator.

The Account is invested 100% in common stock.

Note: All periods over one year are annualized.
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Periods Ended 9/30/14

Last Last Last 3 Last 5

Quarter Year Years Years

Total Account 0.1% 12.2% 15.1% 11.5%

Benchmark* 01% 11.9% 14.4% 11.0%

Last 10

Years

7.5%

6.9%

* 60% Russell 3()00/35% Barclays Aggregate Bond Index/5% T-Bills

Coinposite.

Benchmark*

* Russell 300().

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

0.1% 17.5% 23.7% 16.0% 8.2%

0.0% 17.8% 23.1% 15.8% 8.4%

Periods Ended 9/30/14

Last Last

Quarter Year

Total Account 0.0% 17.8%

Benchmark* 0.0% 17.8%

* Russell 3000.

Last 3

Years

23.1%

23.1%

Last 5

Years

15.8%

15.8%

Last 10

Years

8.5%

8.4%
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SUPPLEMENTAL INVESTMENT FUND ACCOUNTS

INTERNATIONAL SHARE ACCOUNT

Investment Objective and Asset Mix

The investment objective of the International Share Account is

to earn a high rate of return by investing in the stock of
companies outside the U.S. At least 25% of the Account is

"passively managed" and no more than 33% of the Account is

"semi-passively managed." These portions of the Account are
designed to track and modestly outperform, respectively, the
return of 23 developed markets included in the MSCI World
ex USA Index. The remainder of the Account is "actively

managed" by several international managers and emerging
markets specialists who buy and sell stocks in an attempt to
maximize market value.

BOND MARKET ACCOUNT

Investment Objective

The investment objective of the Bond Market Account is to
exceed the return of the broad domestic bond market by
investing in fixed income securities.

Asset Mix

The Bond Market Account invests primarily in high-quality,
government and corporate bonds that have intermediate to

long-term maturities, usually 3 to 20 years.

MONEY MARKET ACCOUNT

Investment Objective

The investment objective of the Money Market Account is to

protect principal by investing in short-term, liquid U.S.
Government securities.

Asset Mix

The Account is invested entirely in high-quality, short-term

U.S. Treasury and Agency securities. The average maturity of

the portfolios is less than 90 days.

Note: All periods over one year are annualized
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Periods Ended 9/30/14

Last Last Last 3 Last 5

Quarter Year Years Years

Total Account -5.4% 4.7% 12.5% 6.6%

Benchmark* -5.3% 4.8% 11.8% 6.0%

Last 10

Years

7.4%

7.1%

* The Int'l Equity Asset Class Target is MSCI ACWI Free ex USA (net).

Periods Ended 9/30/14

Last Last Last 3 Last 5

Quarter Year Years Years

Total Account 0.2% 4.4% 3.6% 5.4%

Barclays Agg 0.2% 4.0% 2.4% 4.1%

Last 10

Years

5.0%

4.6%

Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Total Account 0.0% 0.1% 0.2% 0.2% 1.8%

3 month T-Bills 0.0% 0.0% 0.1% 0.1% 1.6%
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SUPPLEMENTAL INVESTMENT FUND ACCOUNTS

FIXED INTEREST ACCOUNT

Investment Objective

The investment objectives of the Fixed Interest Account are to

protect investors from loss of their original investment and to

provide competitive interest rates using somewhat longer-term

investments than typically found in a money market account.

Asset Mix

The Account is invested in a well-diversified portfolio of

high-quality fixed income securities with strong credit

ratings. The Account also invests in contracts issued by

highly rated insurance companies and banks which are

structured to provide principal protection for the Account's

diversified bond portfolios, regardless of daily market

changes.

VOLUNTEER FIREFIGHTER ACCOUNT

The investment objective of the Volunteer Firefighter Account

is to maximize long-term returns while limiting short-term

portfolio return volitility.

The Account is invested in a balanced portfolio:

Doinestic Stocks

International Stocks

Bonds

Cash

Target

35.0%

15.0%

45.0%

5.0%

100.0%

Note: All periods over one year are annualized.

Actual

35.8%

14.5%

46.0%

3.7%

100.0%
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Periods Ended 9/30/14

Last Last Last 3 Last 5 Last 10

Quarter Year Years Years Years

Total Account 0.5% 1.8% 2.4% 3.0% 3.8%

Benchmark* 0.4% 1.3% 1.0% 1.2% 2.5%

* The Fixed interest Benchmark is the 3-year Constant Maturity Treasury

Bill +45 basis points.

Periods Ended 9/30/14

Last Last

Quarter Year

Total Account -0.7% 8.8%

Benchmark* -0.7% 8.6%

Last 3 Last 5 Last 10

Years Years Years

11.4% -- --

10.8% -- --

* The benchmark for this account is 35% Russell 3000. 15% MSCI

ACWI Free ex USA (net), 45% Barclays Aggregate, 5% 3 Month
T-Bills.
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DEFERRED COMPENSATION PLAN ACCOUNTS

The Deferred Compensation Plan provides public employees

with a tax-sheltered retirement savings plan that is

supplemental to their primary retirement plan. (In most

cases, the primary plan is a defined benefit plan administered

by TRA, PERA, or MSRS.)

Participants choose from 4 actively managed mutual funds, 5

passively managed mutual funds and 11 target retirement

fund options.

The SBI also offers a money market option and a stable

value option. All provide for daily pricing needs of the plan
administrator. Participants may also choose from hundreds

of funds in a mutual fund window. The current plan
structure became effective July 1, 2011. The investment

options and objectives are outlined below.

On September 30, 2014, the market value of the entire
Fund was $5.5 billion.

Investment Options

Vanguard Index Institutional Plus Shares (passive)

Janus Twenty (active)

Vanguard Mid Cap Index Institutional Shares (passive)

T. Rowe Price Small-Cap Stock (active)

Fidelity Diversified International (active)

Vanguard Total International Stock Index Institutional Plus (passive)

Vanguard Balanced Index Institutional Shares (passive)

Dodge & Cox Income Fund (active)

Vanguard Total Bond Market Index Institutional Shares (passive)

SIF Money Market Account

SIF Fixed Interest Account (stable value)

State Street Global Advisors MN Target Retirement Funds
Income Fund

2015 Fund

2020 Fund

2025 Fund

2030 Fund

2035 Fund

2040 Fund

2045 Fund

2050 Fund

2055 Fund

2060 Fund

15

$34

$34

$59

$44

$26

$20

$12

$8

$6

$3

$4

9/30/14

Market Value

(In Millions)

$156

$648

$201

$935

$519

$389

$566

$278

$176

$64

$1,336

1
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LARGE CAP EQUITY

INVESTMENT REPORT

DEFERRED COMPENSATION PLAN ACCOUNTS

Vanguard Index Institutional Plus (passive)

A passive domestic stock portfolio that tracks the S&P 500.

Janus Twenty (active)

A concentrated fund of large cap stocks which is expected to

outperform the S&P 500, over time.

MID CAP EQUITY

Vanguard Mid Cap Index (passive)

A fund that passively invests in companies with medium market

capitalizations that tracks the CRSP US Mid-Cap Index.

SMALL CAP EQUITY

T Rowe Price Small Cap (active)

A fund that invests primarily in companies with small market

capitalizations and is expected to outperform the Russell 2000.

INTERNATIONAL EQUITY

Fidelity Diversified International (active)

A fund that invests primarily in stocks of companies located

outside of the United States and is expected to outperform the

MSCI index of Europe, Australasia and the Far East (EAFE),
over time.

Vanguard Total International Stock Index (passive)

A fund that seeks to track the investment performance of the

MSCI All Country World ex USA Investable Market Index, an

index designed to measure equity market performance in

developed and emerging markets, excluding the United States.

Note: All penods over one year are annualized.

16

Fund

S&P 500

Fund

S&P 500

Periods Ended 9/30/14

Last Last 3

Quarter Last Year Years

1.1% 19.7% 23.0%

1.1% 19.7% 23.0%

Last

Quarter

0.7%

1.1%

Fund

CRSP U.S. Mid Cap

Fund

Russell 2000

Fund

MSCI EAFE

Last Year

14.6%

19.7%

Last 3

Years

21.9%

23.0%

Last 5

Years

15.7%

15.7%

Last 5

Years

11.6%

15.7%

Periods Ended 9/30/14

Last Last Last 3 Last 5

Quarter Year Years Years

-1.1% 15.9% 23.3% 17.0%

-1.1% 15.9% 23.4% 17.1%

Periods Ended 9/30/14

Last Last 3

Quarter Last Year Years

-6.1% 6.3% 22.9%

-7.4% 3.9% 21.3%

Last

Quarter

-5.0%

-5.9%

Periods Ended 9/30/14

Last

Quarter

Fund -5.5%

ACWI ex USA IMI -5.3%

Last Year

6.0%

4.3%

Last

Year

4.9%

5.5%

Last 3

Years

15.3%

13.6%

Last 3

Years

12.4%

12.1%

Last 5

Years

7.4%

6.6%

Last 5

Years

17.2%

14.3%

Last 5

Years




































































































































































































































































































































































































































































































