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AGENDA
STATE BOARD OF INVESTMENT MEETING
Wednesday, June 7, 2006
9:00 A.M. - Room 123
State Capitol — St. Paul

. Approval of Minutes of March 8, 2006

. Report from the Executive Director (Howard Bicker)
A. Quarterly Investment Review
(January 1, 2006 — March 31, 2006)

B. Administrative Report
1. Reports on budget and travel
2. Legislative Update
3. Litigation Update
4. Update Concerning Pharmaceutical Company Shareholder
Resolutions

. Report from the SBI Administrative Committee (Peter Sausen)
Review of Executive Director’s Proposed Workplan for FY07
Review of Budget Plan for FY07

Review of Continuing Fiduciary Education Plan

Review of Executive Director’s Evaluation Process
Recommendation to approve Annual Salary Administration
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. Reports from the Investment Advisory Council (Mike Troutman)
A. Stock and Bond Manager Committee
1. Review of manager performance
2. A review of Oppenheimner Capital Management, domestic
equity manager

B. Alternative Investment Committee
1. Review of current strategy
2. Recommendation with one existing real estate manager,
two existing private equity managers, and one existing
resource manager:
TA Associates Realty
Kohlberg, Kravis, Roberts & Co. (KKR)
GTCR Golder Rauner
First Reserve

5. Report from the IAC Governance Review Task Force (Mike Troutman)

TAB



STATE BOARD OF INVESTMENT

Minutes
State Board of Investment
March 8, 2006

The State Board of Investment (SBI) met at 9:00 A.M. Wednesday, March 8, 2006 in
Room 123 State Capitol, St. Paul, Minnesota. Governor Tim Pawlenty; State Auditor
Patricia Anderson, Secretary of State Mary Kiffmeyer and Attorney General Mike Hatch
were present. The minutes of the December 7, 2005 Board meeting were approved.

Executive Director’s Report

Mr. Bicker, Executive Director, referred members to Tab A of the meeting materials and
reported that the Combined Funds had exceeded its Composite Index over the ten year
period ending December 31, 2005 (Combined Funds 8.8% vs. Composite 8.5%), and had
provided a real rate of return over the latest 20 year period (Combined Funds 10.3% vs.
CPI 2.9%). He stated that the Basic Funds have outperformed its composite index (Basic
Funds 9.0% vs. Composite 8.8%) over the last ten years and reported that the Post Fund
had also outperformed its composite over the last ten-year period (Post Fund 8.5% vs.
Composite 8.1%).

Mr. Bicker reported that the Basic Fund’s assets increased 3.7% for the quarter ending
December 31, 2005 due mostly to positive investment returns. He said that the asset mix
is essentially on target after being rebalanced to eliminate the overweighting in
international equities. He reported that the Basic Funds outperformed its composite index
for the quarter (Basic Funds 3.3% vs. Composite 3.1%) and for the year (Basic Funds
10.2% vs. Composite 10.1%).

Mr. Bicker reported that the market value of the Post Fund’s assets increased 1.0% for
the quarter ending December 31, 2005, also due to positive investment returns. He noted
that the Fund had negative contributions for the quarter. He said that the Post Fund’s
asset mix is also on target after being rebalanced. He stated that the Post Fund
outperformed its composite index for the quarter (Post Fund 3.1% vs. Composite 2.9%)
and for the year (Post Fund 9.6% vs. Composite 9.4%).

Mr. Bicker reported that the domestic stock manager group outperformed its target for the
quarter (Domestic Stock 2.4% vs. Domestic Equity Asset Class Target 2.0%) and for the
year (Domestic Stocks 6.4% vs. Domestic Equity Asset Class Target 6.1%). He said the
International Stock manager group matched its composite index for the quarter
(International Stocks 4.3% vs. International Equity Asset Class Target 4.3%) and
underperformed for the year (International Stocks 16.4% vs. International Equity Asset
Class Target 16.6%). Mr. Bicker stated that the bond segment matched its target for the
quarter (Bonds 0.6% vs. Fixed Income Asset Class Target 0.6%) and outperformed it for
the year (Bonds 2.8% vs. Fixed Income Asset Class Target 2.4%). He noted that the
alternative investments had also performed strongly for the quarter (Alternatives 13.2%)
and for the year (Alternatives 44.8%). He concluded his report with the comment that as
of December 31, 2005, the SBI was responsible for over $52 billion in assets.
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Executive Director’s Administrative Report

Mr. Bicker referred members to Tab B of the meeting materials for the quarterly updates
on budget and travel. He stated that the SBI had received a “clean opinion” on its
financial statements.

Mr. Bicker briefly updated members on legislative items that are of interest to the SBI in
the 2006 Legislative Session. He said that a bill passed out of the Pension Commission
that would allow other entities such as first class teacher plans and the Minneapolis
Employees Retirement Fund (MERF) the option of investing certain assets with the SBI.
He noted that the alternative investment pool would be the only option not available to
them because withdrawals may not be made from those investments. Mr. Bicker stated
that a bill relating to the merger of the Minneapolis Teachers Plan has passed out of the
Pension Commission. He said that there are two issues related to this merger that the SBI
is interested in. He stated the first issue is that the SBI believes that the Post Retirement
Fund must not be negatively impacted by the mergers and, secondly, that any assets
would need to be absorbed by the SBI at June 30, 2006. He noted that if the merger is
approved, staff will review the various contracts held by Minneapolis Teachers so that
those assets could be transferred. Mr. Bicker stated that the SBI’s salary plan was passed
by the Legislative Coordinating Commission and that a copy of the final plan had been
distributed to members (see Attachment A). He said that legislation regarding a 5% cap
on Post Retirement Fund benefit increases has been passed by the Pension Commission
and is awaiting action in both the House and Senate. Mr. Bicker reported that legislation
giving the SBI some additional budgetary flexibility is expected to be included in the
Supplemental Budget proposal this year. He stated that legislation may be introduced by
the State Auditor to have local government healthcare obligations funded and that the
SBI may be used to provide investment vehicles for these assets. He added that a
determination will need to be made whether these assets are considered pension assets.

Mr. Bicker asked Christie Eller, Assistant Attorney General, to update members on the

status of litigation. She said that proofs of claims have been submitted to McKesson and
AOL.

Deferred Compensation Review Committee Report

Mr. Sausen referred members to Tab C of the meeting materials and stated that the
Minnesota State Colleges and Universities (MnSCU) is restructuring their defined
contribution retirement plan. He reported that MnSCU agreed to retain TIAA-CREF for
its recordkeeping and administrative services. Mr. Sausen stated that the Committee has
three recommendations: that the SBI approve the same TIAA-CREF investment options
currently offered to MnSCU participants; that the SBI approve the list of mutual funds to
be utilized, including the recommended change from Legg Mason Royce Premier Fund to
the Pennsylvania Mutual Fund, Investment Class Shares (as shown in Attachment B
which was distributed to members at the meeting); and that a contract between TIAA-
CREF and the Historical Society be renewed with the same terms and conditions. Mr.
Hatch moved approval of all the Committee’s recommendations, as stated in the
Committee Report and Attachment B, which reads: “The Deferred Compensation
Review Committee recommends that the SBI approve the provision by TIAA-CREF



of the same TIAA-CREF investment options currently offered to MnSCU Plan
participants.

The Committee further recommends that the SBI approve the following mutual
funds for the MnSCU Plan provided that the contracts entered into between
MnSCU and the mutual fund companies offering these mutual funds substantively
incorporate the same terms and conditions as existing contracts between the SBI
and mutual fund company providers for the State Deferred Compensation Plan.

Actively Managed Passively Managed

Large Cap Blend | Legg Mason Value Trust | Large Cap Blend Vanguard Institutional Index
Portfolio (Institutional Class)

Mid Cap Blend Vanguard Strategic Equity | Mid Cap Blend Vanguard Mid Capitalization
(Admiral Shares) Index (Admiral Share)

Small Cap Blend | Legg Mason Royce Premier | Small Cap Blend Vanguard Small Cap Index
(Institutional Class) (Admiral Shares)

Balanced Dodge & Cox Balanced Balanced Vanguard Balanced Index

(Admiral Shares)

Fixed Income Legg Mason Western Asset | Fixed Income Vanguard Total Bond Market
Core Plus (Institutional Index (Admiral Shares)
Class)

International T. Rowe Price International | International Vanguard Developed Markets

Equity Growth and Income Equity Index

Money Market Vanguard Prime Money
Market Fund

Approval by the SBI of these potential mutual fund company offerings 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 these mutual fund companies upon this approval.

RECOMMENDATION:

The Deferred Compensation Review Committee recommends that the SBI approve
a contract between TIAA-CREF and the Historical Society provided the contract
incorporates substantively the same terms and conditions as the existing contract
between TIAA-CREF and the Historical Society.

The Deferred Compensation Review Committee recommends that the SBI approve
the selection of Pennsylvania Mutual Fund, Investment Class Shares to replace the
Legg Mason Royce Premier fund in its recommendation to the Board.” The motion
passed.




Stock and Bond Manager Committee Report

Mr. Troutman referred members to Tab D of the meeting materials and briefly reviewed
the performance of the various asset classes. He stated that staff and the Committee had
conducted a review of GE Asset Management, a domestic equity manager for the
Assigned Risk Plan. He said that the review was due to changes in personnel and in their
portfolio investment strategy. He reported that the Committee will continue to monitor
GE and that no action is being recommended at this time. Ms. Kiffmeyer noted the value
that the IAC members bring to the SBI, and she thanked them for their continued service.

Alternative Investment Committee Report

Mr. Troutman referred members to Tab E of the meeting materials and briefly reviewed
the current investment strategy. He said that while performance is expected to be strong,
he cautioned members not to expect the high returns of this reporting period ( nearly 45%
for the year and 25% for the latest 3 year period) to continue.

Mr. Troutman reported that the Committee is recommending new investments with one
new real estate manager, Blackstone Real Estate Partners; two existing private equity
managers, Court Square Capital and Thomas, McNerney & Partners; and two existing
yield-onented private equity managers, DLJ Investment Partners and GS Mezzanine. Mr.
Hatch moved approval of all five 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 $100 million or 20%, whichever is less, in Blackstone
Real Estate Partners 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 Blackstone Real Estate 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 Blackstone Real Estate 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 Court Square Capital 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 Court Square 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 Court Square 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 Thomas, McNerney & 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 Thomas, McNerney & 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
Thomas, McNerney & 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 DLJ Investment Partners III, 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 DLJ Investment 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 DLJ
Investment 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 GS Mezzanine Partners 2006, 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 GS Mezzanine 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 GS
Mezzanine Partners or reduction or termination of the commitment.” Mr. Troutman
briefly reviewed each fund. The motion passed.

The meeting adjourned at 9:30 A.M.

Respectfully submitted,
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Howard Bicker
Executive Director
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ATTACHMENT A

SALARY ADMINISTRATION PLAN
FOR THE
MINNESOTA

STATE BOARD OF INVESTMENT

January 2006
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1.

Purpose
The purpose of this Plan is to establish salary ranges and to define other salary
policies that affect non-represented unclassified staff members of the Minnesota State

Board of Investment (SBI or Board). This Plan will be effective January 1, 2006.

Terms and Conditions other than Salary

Except as provided in this document regarding the salaries of the employees covered
by this plan and pursuant to Minnesota Statutes sections 11A.04 (14), 11a.07,
subdivision 4 (2), and 43A.18, subdivision 3b, the terms and conditions of employees
covered by this Plan are covered by the terms and conditions of the compensation

plan approved under M.S. section 43A.18, subdivision 3 (The Managerial Plan).

Annual Base Salary
These salary ranges, and annual base salaries set within these ranges, are for the full
fiscal year (July 1 - June 30) and shall not be added to or subtracted from to reflect

fluctuations in the number of work days (260, 261 or 262) in a given year.

Executive Director
The salary limit of the Executive Director of the Minnesota State Board of Investment

will be $138,023 effective January 1, 2006.

The salary limit available for the position of Executive Director of the State Board of
Investment will increase each January thereafter by the CPI-U, as calculated under
Minnesota Statutes 43A.17, Subd. 9(b). The Board shall review the performance of
the Executive Director on an annual basis and may grant salary adjustments as a

result of each review.

The salary of the Executive Director is $138,023 effective January 1, 2006.



5. Non-represented Unclassified Employees
The Executive Director shall set the salaries of non-represented unclassified
employees of the State Board of Investment within the ranges for the below listed
classifications. The salary ranges shall be subject to approval pursuant to Minnesota
Statutes §43A.18, Subdivision 3b. All below listed classifications are available to the

State Board of Investment for ongoing management of the assets under its control.

The non-represented unclassified employee classifications are:
Assistant Executive Director
Manager - Private Equity Investments

- Public Equity Investments

- Long Term External Debt

- Long Term Internal Debt

- Short Term Debt

- Public Programs and Governance
Portfolio Manager - Domestic Equity

- International Equity

- Fixed Income

- Internal Investments

- Real Assets

- Private Equity

- Short Term Debt

- Defined Contributions
Research Director - Performance Analytics

- Publications and Communications

Executive Aide




6. Salary Ranges and Salary Administration for Non-represented Unclassified

Employees
(a) Salary Ranges
The following ranges are effective January 1, 2006.
Title Minimum | Midpoint | Maximum
Asst. Exec. Director | $115,000 $125,000 | $135,000
Managers $90,000 $110,000 | $130,000
Portfolio Managers $80,000 $100,000 | $120,000
Research Director Salary ranges of the Research Director
BrectiveNide and Executive Aide positions shall be as
stated in the Managerial Plan.

(b)

(c)

(d)

Annual Salary Administration

The Executive Director shall annually review the performance of the employees
covered by this plan and may grant compensation adjustments as a result of
each review. The aggregate amount of increases granted as a result of annual

reviews shall be subject to the approval of the Board.

Merit Increases

Up to three (3) percent of aggregate base salaries covered under this plan, with
the exception of the Executive Director, may be used for merit increases on an
annual basis. Merit increases may be granted any time during the fiscal year
and may be provided for either as an increase to the base or as a lump sum at the
discretion of the Executive Director. Merit increases shall not result in a base
salary above the maximum of the salary range to which the position is assigned.
The lump sum portion of a merit increase does not become part of an
employee’s base salary, but the lump sum portion may cause the employee’s
total salary to exceed the maximum of the employee’s salary range. Merit
increases may be granted without Board approval.

Salary Limits

No individual employee of the State Board of Investment can receive a salary

that would exceed that of the Executive Director.
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7. General Salary Administration Policies

(a)

(b)

(c)

(d)

Entry Appointment. The Executive Director may make entry appointments at
salaries within the salary range at a level deemed appropriate by the Executive
Director. Criteria including work experience and educational background shall

be used in making the appointments.

Promotion. An individual promoted to a position with a higher salary range

may be granted a salary increase as follows:

(1) Placement between the minimum and midpoint of the new salary range; or

(2) Up to a maximum of ten percent (10%) if the increase would place the

employee above the midpoint of the new salary range.

The Executive Director may grant larger increases based on the employment
conditions that may make such action necessary. With the exception of
employees who are below the minimum of the new salary range, nothing in the
above language should be interpreted as requiring that a salary increase be

granted upon promotion.

Lateral Transfer. An employee who transfers to another position in the same

salary range shall not require a change in compensation.

Movement to a lower salary range. An employee who voluntarily moves or is
reassigned to a position in a lower salary range shall retain their current salary
unless the employee’s salary is above the maximum rate for the lower salary
range. The Executive Director has the discretion to reduce an employee’s salary
to any rate in the lower salary range. The Executive Director has the discretion
to permit an employee to retain their salary above the maximum for the lower

range.
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(e) Counters to External Offers of Employment. The Executive Director may
adjust the salary of any employee who has an employment offer at a higher
salary from an employer other than the state government of Minnesota. There
must be evidence of the offer. The base salary offered to an employee shall be
limited to the salary range to which the position is assigned. Any salary
adjustment resulting from a counter offer to an employee shall not be deducted
from the aggregate merit increases available to employees covered under this

Plan.

() Review of Salary Range/Positions
(1) Position Descriptions. Position descriptions shall be reviewed by the
Executive Director on a regular basis to determine if changes have
occurred in the position or in the organizational structure. The Executive
Director, as appropriate, shall approve revised or new position

descriptions.

(2) Review of Present Salary Range/Positions. The Executive Director will
assign positions to appropriate salary ranges based upon the requirements
of the position. Factors, including, but not limited to, the complexity of
the position and its potential for the SBI to reach its goal of superior
returns for the assets under its control shall be used. An employee or
his/her supervisor may initiate a request for position re-evaluation or
salary range assignment review at any time. Any change in a salary range
must be submitted to the Legislative Coordinating Commission for

approval.
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Number Respanding
Top Dedile (10th36)
Top Quartile (25thas)
Median (50th%)

Bottom Decile (50th%%)

Bottom Quartile (75th3%)  $110,780

$89,626

$114,200

Assets $25bil  Assets less
or more than $25 bil.

$145,910
14

$237,800
$170.411
$145,346
$101,530




By System Assets
Assets
All $25 bil.
Systems or more
Average $119,39 $163,135
Number Respanding 2 10
Top Decile (10th%) $237.518 $255,000
Top Quartile (25thas) 5134064 $222,360
Median (S0th%) 5101844 $151.290
Bottom Quartile (75th%)  $81,500 $103,319
Bottom Decile (S0th%)  $50,988 $99434
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Executive
Director

Executive
Aide

Assistant
Executive Director

Research Director Research Director
Performance || Publications
Analytics and
Communications

| | I | | ]

: Equity Manager - Equity Manager - Long Tem Long Tem Short Term Manager
Private Investments Public Investments Debt Manager - Debt Manager - Debt Manager Governance and
External Internal Public Programs
I I
I 1 1 a | I | |
Portfolio Mgr. | | Portfolio Mgr. Portfolio Mgr Portfolio Mgr | | Portfolio Mgr. Portfolio Mgr. Portfolio Mgr. Portfolio Mgr.
Private Equity Real Assets Domestic Eq. Int'l. Eq. Fixed Income Internal Cash Defined
Investments Management Contribution
Senior Senior Senior Senior Senior Senior Senior Senior
Analyst Analyst Analyst Analyst Analyst Analyst Analyst Analyst
Junior Junior Junior Junior Junior Junior
Analyst Analyst Analyst Analyst Analyst Analyst




SALARY SUMMARY
STATISTICAL COMPARISON

Median Average
Median Average Top of Top of
Salary Salary Range Range
(Manager) Senior Investment Officer $125,653 $138,318 $155,134 $151,185
Domestic Equity 136,872 144,261 150,000 154,249
International Equity 154,456 161,854 170,679 168,983
Fixed Income 131,728 138,946 156,756 151,339
Real Estate 129,003 136,693 155,878 156,565
Alternatives 130,592 135,732 151,378 147,439
(Portfolio Manager)  Assistant Senior Investment Officer 96,846 100,541 110,950 111,154
Domestic Equity 95,981 100,417 104,597 112,936
- International Equity 115,200 109,896 124,750 137,518
™ Fixed Income 111,352 109,821 116,086 115,912
Real Estate 96,780 102,429 110,171 112,904
Alternatives 101,350 96,176 110,000 107,043
Investment Officer 75,181 79,308 81,704 93,620
Domestic Equity 72,546 79,408 81,723 92,404
International Equity 68,112 64,407 77,433 77,626
Fixed Income 75,061 79,162 85,400 92,015
Real Estate 72,693 76,023 82,436 85,738
Alternatives 68,190 67,521 73,580 75,600
Assistant Investment Officer 52,645 54,313 55,154 63,640
Domestic Equity 54,180 55,321 56,838 65,335
International Equity 71,084 67,192 79,919 81,000
Fixed Income 50,043 52,237 54,912 62,503
Real Estate 56,895 56,710 58,500 60,127
Alternatives 54,500 51,383 57,232 53,155




S.F. No. 1598, as introduced - 84th Legislative Session (2005-2006)
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S.F. No. 1598, as introduced - 84th Legislative Session (2005-2006) Posted on Mar 09, 2005

A bill for an act
relating to state government; regulating compensation
plans of the State Board of Investment; amending
Minnesota Statutes 2004, sections 11A.04; 11A.07,
subdivision 4; 15A.0815, subdivision 2; 43A.18, by
adding a subdivision.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

Section 1. Minnesota Statutes 2004, section 11A.04, is
amended to read:

11A.04 [DUTIES AND POWERS.]

The state board shall:

(1) Act as trustees for each fund for which it invests or
manages money in accordance with the standard of care set forth
in section 11A.09 if state assets are involved and in accordance
with chapter 356A if pension assets are involved.

(2) Formulate policies and procedures deemed necessary and
appropriate to carry out its functions. Procedures adopted by
the board must allow fund beneficiaries and members of the
public to become informed of proposed board actions. Procedures
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20 and policies of the board are not subject to the Administrative
.21 Procedure Act.

22 (3) Employ an executive director as provided in section

23 11A.07.

24 (4) Employ investment advisors and consultants as it deems

.25 necessary.

(5) Prescribe policies concerning personal investments of
o | all employees of the board to prevent conflicts of interest.
2 (6) Maintain a record of its proceedings.

3 (7) As it deems necessary, establish advisory committees

4 subject to section 15.059 to assist the board in carrying out

o5 its duties.

6 (8) Not permit state funds to be used for the underwriting

7 or direct purchase of municipal securities from the issuer or

8 the issuer's agent.

.9 (9) Direct the commissioner of finance to sell property

.10 other than money that has escheated to the state when the board
.11 determines that sale of the property is in the best interest of
.12 the state. Escheated property must be sold to the highest

.13 bidder in the manner and upon terms and conditions prescribed by
.14 the board.

.15 (10) Undertake any other activities necessary to implement
.16 the duties and powers set forth in this section.

.17 (11) Establish a formula or formulas to measure management
.18 performance and return on investment. Public pension funds in
.19 the state shall utilize the formula or formulas developed by the
.20 state board.

ol (12) Except as otherwise provided in article XI, section 8,
.22 of the Constitution of the state of Minnesota, employ, at its
.23 discretion, qualified private firms to invest and manage the
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assets of funds over which the state board has investment
management responsibility. There is annually appropriated to
the state board, from the assets of the funds for which the
state board utilizes a private investment manager, sums
sufficient to pay the costs of employing private firms. Each
year, by January 15, the board shall report to the governor and
legislature on the cost and the investment performance of each
investment manager employed by the board.

(13) Adopt an investment policy statement that includes
investment objectives, asset allocation, and the investment
management structure for the retirement fund assets under its
control. The statement may be revised at the discretion of the
state board. The state board shall seek the advice of the
council regarding its investment policy statement. Adoption of
the statement is not subject to chapter 14.

(14) Adopt a compensation plan setting the terms and
conditions of employment for unclassified board employees who
are not covered by a collective bargaining agreement.

Sec. 2. Minnesota Statutes 2004, section 11A.07,
subdivision 4, is amended to read:

Subd. 4. [DUTIES AND POWERS.] The director, at the
direction of the state board, shall:

(1) plan, direct, coordinate, and execute administrative
and investment functions in conformity with the policies and
directives of the state board and the requirements of this
chapter and of chapter 356A;

(2) employ professional and clerical staff as i necessary
PRERSSERE S PSSR o P T S - E V=L S R R =LV B SE e e R SRS
Employees whose primary responsibility is to invest or manag
money or employees who hold positions designated as unclassified
under section 43A.08, subdivision la, are in the unclassified
service of the state. Other emplovees are in the classified
service. Unclassified employees who are not covered by a
collective bargaining agreement are employed under the terms and
conditions of the compensation plan approved under section
43A.18, subdivision 3b;

(3) report to the state board on all operations under the
director's control and supervision;

(4) maintain accurate and complete records of securities
transactions and official activities;

(5) establish a policy relating to the purchase and sale of
securities on the basis of competitive offerings or bids. The
policy is subject to board approval;

(6) cause securities acguired to be kept in the custody of
the commissioner of finance or other depositories consistent
with chapter 356A, as the state board deems appropriate;

(7) prepare and file with the director of the Legislative
Reference Library, by December 31 of each year, a report
summarizing the activities of the state board, the council, and
the director during the preceding fiscal year. The report must
be prepared so as to provide the legislature and the people of
the state with a clear, comprehensive summary of the portfolio
composition, the transactions, the total annual rate of return,
and the yield to the state treasury and to each of the funds
whose assets are invested by the state board, and the recipients
of business placed or commissions allocated among the various
commercial banks, investment bankers, and brokerage
organizations. The report must contain financial statements for
funds managed by the board prepared in accordance with generally
accepted accounting principles;

(8) reguire state officials from any department or agency
to produce and provide access to any financial documents the
state board deems necessary in the conduct of its investment
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