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‘Approval of Minutes of June 5, 1996

Report from the Executive Director (H. Bicker)
A. Quarterly Investment Review (March 31, 1996 June 30, 1996)
B. Portfolio Statistics (June 30, 1996)
C. Administrative Report
1. Reports on budget and travel
2. Recommendation concerning Board appointments to the IAC
3. Recommendation to approve contract amendment for the
Deferred Compensation Plan

Report from SBI Administrative Committee (M. McGrath)
Status of Executive Director’s FY96 Performance Evaluation (P. Sausen)

Reports from the Investment Advisory Council (J. Yeomans)
A. Domestic Manager Committee
1. Review of manager performance
2. Recommendation to remove a domestic stock manager from
probation (IAI Regional) '
3. Recommendation concerning cash in stock manager benchmarks
4. Approval of benchmarks for mtemally managed short term cash
portfolios

B. International Manager Committee
1. Review of manager performance
2. Update on currency overlay report formats
3. Update on funding for emerging markets
4. Recommendation to terminate an international stock manager
(Templeton Investment Counsel)

C. Alternative Investment Committee
1. Review of current strategy
2. Approval of commitment to an existing real estate manager
(TA Associates) for the Basic Funds
3. Approval of commitment to an existing real estate manager
(Westmark Commercial) for the Post Fund

Update on Tobacco Issues
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State Board of Investment
June 5, 1996

The State Board of Investment (SBI) met at 8:30 A.M. on Wednesday, June 5, 1996 in
Room 125 State Capitol, St. Paul, Minnesota. State Auditor Judith H. Dutcher; State
Treasurer Michael A. McGrath; Secretary of State Joan Anderson Growe and Attorney
General Hubert H. Humphrey IIT were present.

Ms. Growe, serving as chair for the meeting, called the meeting to order and the minutes
of the March 19, 1996 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 inflation over the ten year period ending
March 31, 1996 (Combined Funds 11.1% vs. Inflation 3.6%) and outperformed the
median fund (Combined Funds 12.1% vs. Composite 12.0%) and their composite index
(Combined Funds 12.1% vs. Composite 11.7%) for the most recent five year period He
stated that the Basic Funds had exceeded their composite index (Basics 12.2% vs.
Composite 11.8%) over the last five years while the Post Fund had matched its composite
index for the period July 1, 1993 through March 31, 1996 (11.6%).

Mr. Bicker reported that the Basic Funds® assets increased 3.7% for the quarter ending

~ March 31, 1996 due to positive investment returns. He said that the international stock
allocation is now at 13.2% and that funding will continue to bring that asset class up to the
15% target allocation. In response to a question from Ms. Growe, Mr. Bicker said that he
expects to reach that level by September 1996. He added that the Funds’ had
outperformed its composite index for the quarter (Basics 3.4% vs. Composite 3.2%) and
year (Basics 22.4% vs. Composite 21.9%).

Mr. Bicker reported that the Post Fund’s assets increased 2.5% for the quarter ending
March 31, 1996 due to investment returns and that the international allocation will
continue to be funded as for the Basics. He said that the Fund had outperformed its
composite index for the quarter (Post 3.0% vs. Composite 2.6%) and for the year (Post
22.2% vs. Composite, 21.3%).

Mr. Bicker reported that the domestic stock manager group outperformed for the quarter
(Domestic Stocks 5.9% vs. Wilshire 5000 5.6%) and that the international stock manager
group also outperformed for the quarter (International Stocks 3.6% vs. EAFE-Free 2.9%)
along with bonds (Bonds -1.7% vs. Lehman Aggregate -1.8%).

Mr. Bicker reported that the Assigned Risk Plan (ARP) had outperformed its composite
index for the quarter (ARP 1.2% vs. Composite 0.9%) and year (ARP 14.9% vs.
Composite 13.7%). He concluded his report with the comment that as of March 31, 1996
the SBI was responsible for over $29 billion in assets.



Executive Director’s Administrative Report

Mr. Bicker referred members to Tab B for the Portfolio Statistics and Tab C of the
meeting materials for the current budget and travel reports. He said that staff is
recommending that the Board approve a search process for a deferred compensation
consultant. He noted that the SBI’s current consultant, PRIMCO Capital, is no longer
doing this type of business. In response to a question from Ms. Growe, Mr. Bicker
confirmed that the recommendation is to initiate the search process. Ms. Dutcher moved
approval of the recommendation, as stated in the Executive Director’s Report, which
states, “I recommend that the SBI authorize the Deferred Compensation review
Committee to conduct a search for a deferred compensation programs consultant through
a request for proposal process. The Committee should report on the results of the RFP by
December 1996.” Mr. McGrath seconded the motion. The motion passed.

Mr. Bicker reported that during the 1996 Legislative session, the Historical Society had
been granted the authority to participate in the Minnesota State Colleges and Universities
(MnSCU) Retirement Plan and that they are allowed to choose up to two of the MnSCU
product providers for their employees. He said that the Deferred Compensation Review
Committee is recommending that the Board approve a contract with TIAA-CREF. He
added that this contract is substantially the same as the MnSCU contracts previously
approved by the Board and that the SBI's deferred compensation consultant had also
approved the selection. Mr. McGrath moved approval of the recommendation, as stated
in the Executive Director’s report, which states, “The Deferred Compensation Review
Committee recommends that the SBI approve a contract between TIAA-CREF and the
Minnesota Historical Society provided it incorporates substantively the same terms and
conditions as the existing contract between TIAA-CREF and the Minnesota State
Colleges and Universities (MnSCU).” Mr. Humphrey seconded the motion. The motion
passed.

Mr. Bicker stated that terms for four Board appointees to the Investment Advisory
Council had expired and that Mr. Gudorf, Mr. Kiedrowski and Ms. Mares had applied for
reappointment. He added that Ms. Veverka, who had been a member for many years,
chose not to reapply at this time. He said that staff is recommending that the Board
reappoint Mr. Gudorf, Mr. Kiedrowski and Ms. Mares and that staff and the Board
Deputies should consider candidates for the remaining vacancy over the summer months.
Mr. McGrath moved approval of the recommendation, as stated in the Executive
Director’s Report, which states, “I recommend that the SBI appoint the following
individuals to new terms on the IAC: Kenneth Gudorf, P. Jay Kiedrowski; Judith Mares.
Further, I recommend that the SBI Deputies/Designees be authorized to consider
candidates for the remaining vacancy and to make a recommendation to the SBI at its
meeting in September 1996.” Ms. Dutcher seconded the motion. Ms. Growe commented
that she was pleased that Mr. Bicker had publicly thanked Ms. Veverka for her many years
of service at the IAC meeting, and she suggested that a more formal recognition would
also be appropriate. Mr. Bicker agreed. The motion passed.
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Administrative Committee Report

Mr. McGrath reported that the Committee took action on four items: the Executive
Director’s FY97 Workplan, the FY97 Administrative Budget Plan, the Fiduciary
Education Plan, and the process to be used for the Executive Director’s FY96 Evaluation.
Mr. McGrath moved approval of the four recommendations, as stated in the Committee
Report: “The Committee recommends that the SBI approve the FY97 Executive
Director’s Workplan. Further, the Committee recommends that the work plan serve as
the basis for the Executive Director’s performance evaluation for FY97; the Committee
recommends that the SBI approve the FY97 Administrative Budget Plan and that the
Executive Director have the flexibility to reallocate funds between budget categories in the
event budgeting needs change during the year; the Committee recommends that the SBI
adopt the attached Continuing Fiduciary Education Plan; the Committee recommends that
the SBI adopt the following process for the Executive Director’s FY96 performance
evaluation: The evaluation will be completed prior to the September 1996 meeting of the
SBI and will be based on the results of the Executive Director’s workplan for FY96; the
SBI deputies/designees will develop an appropriate evaluation form for use by each
member which will reflect the categories in the Executive Director’s position description
and workplan; as the chair of the Board, the Governor’s representative (Department of
Finance), will coordinate distribution and collection of the evaluation forms and will
forward the completed forms to the Executive Director. Board Members are encouraged
to meet individually with the Executive Director to review their own evaluation.” Mr.
Humphrey seconded the motion. The motion passed.

Domestic Manager Commiittee Report

Ms. Yeomans referred members to Tab E of the meeting materials noting that the
performance for the quarter had been good. She said that the Committee had prepared an
update on candidates for the Manager Monitoring Program for the Board’s information.

Ms. Yeomans reported that the Committee had also completed its annual review of the
active manager benchmarks and the investment manager guidelines. She said that staff
and the Committee had concurred that the current benchmarks were satisfactory and that
the investment guidelines were complete and accurate for the passive stock manager, the
semi-passive bond managers and the active bond managers. She added that the active and
semi-passive stock manager guidelines required a minor change to add preferred stocks,
equity options and warrants to the general authorization of eligible securities.

Ms. Yeomans stated that the Committee is recommending that the Board renew its
contract with Voyageur Asset Management for the active bond management in the
Assigned Risk Plan. She noted that the recommendation is for a five year contract with an
immediate termination clause. Mr. Humphrey moved approval of the Committee’s
recommendation, as stated in the Committee Report, which reads, “The Committee
recommends that SBI authorize the Executive Director, with assistance from SBI’s legal
counsel, to negotiate and execute a contract renewal for a five year period ending June 30,
2001 with Voyageur Asset Management for active bond management in the Assigned Risk
Plan, subject to inclusion of a provision which provides for immediate termination.” Ms.
Dutcher seconded the motion. The motion passed.




Ms. Yeomans stated that the Committee is also recommending that the Board terminate its
contract with Jundt Associates. She said that funds from the termination will provide for
asset allocation changes and total fund rebalancing. Ms. Dutcher moved approval of the
Committee’s recommendation, as stated in the Committee Report, which reads, “The
Committee recommends that the SBI terminate its contractual relationship with Jundt
Associates for active domestic stock management. The balance in the portfolio should be
liquidated and used as a source of funds for asset allocation changes and rebalancing
activity.” Mr. McGrath seconded the motion. The motion passed.

International Manager Committee Report

Ms. Yeomans referred members to Tab F of the meeting materials and noted that the
performance of the international segment was good for the quarter. She said that it is too
early yet to know the effectiveness of the recently implemented currency overlay program,
and she stated that the program will continue to be closely monitored. She also reminded
members about the upcoming Emerging Markets Roundtable to be held on June 24, 1996.

Ms. Yeomans reported that the Committee is recommending that the Board approve five
year contract renewals for the five international managers listed in the Committee Report.
In response to a question from Mr. Humphrey, Mr. Bicker confirmed that the contract
renewals would include the immediate termination clause. Mr. McGrath moved approval
of the Committee’s recommendation, as stated in the Committee Report, which reads,
“The Committee recommends that the SBI authorize the Executive Director, with
assistance from SBI legal counsel, to negotiate and execute contract renewals for five year
periods ending September 30, 2001 with the following international stock managers,
subject to inclusion of a provision which provides for inmediate termination: State Street
Global Advisors; Marathon Asset Management, Rowe Price-Fleming International,
Scudder, Stevens & Clark; Templeton Investment Counsel.” Mr. Humphrey seconded the
motion. The motion passed.

Alternative Investment Committee Report

Ms. Yeomans referred members to Tab G of the meeting materials and stated that the
Committee is recommending two follow-on private equity investments for the Basic
Retirement Funds. She said that the first proposed investment is with Kohlberg, Kravis
and Roberts (KKR) in the KKR 1996 Fund. She reported that the returns from previous
funds have exceeded expectations and that the terms of the new partnership are more
favorable to limited partners such as the SBI.

In response to questions from Ms. Growe, Mr. Bicker confirmed the return shown in the
meeting materials for the most recent KKR fund is low because the fund is still in a “start
up” phase. He added that it takes six to nine years before these types of funds reap the
benefits of their investments. He also confirmed that it is typical for managers to raise
new funds prior to spending all the money in earlier funds because raising capital takes a
significant period of time. :



In response to a question from Mr. Humphrey, Mr. Bicker clarified that staff expects all of
the principal from previous KKR funds to be paid back to the SBI within the next three
years, so that if the SBI wants to maintain its current private equity allocation it should re-
invest at least that much back into the private equity area. He added that KKR probably
won’t be raising another fund in the near term. Ms. Dutcher moved approval of the
Committee’s recommendation, 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 $200
million or 20%, whichever is less, in KKR 1996 Fund. This commitment will be allocated
to the Basic Retirement Funds. 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 or its Executive Director have any liability for reliance by
KKR upon this approval. Until a formal agreement is executed by the Executive Director
on behalf of the SBI, further due diligence and negotiations may result in the imposition of
additional terms and conditions on KKR or reduction or termination of the commitment.”
Mr. McGrath seconded the motion. The motion passed.

Ms. Yeomans stated that the Committee’s second recommendation is to approve an
investment with Golder Thoma. Mr. McGrath moved approval of the Committee’s
recommendation, 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 an execute a commitment of up to $32 million or 20%,
whichever is less, in Golder, Thoma, Cressey, Rauner Fund V. This commitment will be
allocated to the Basic Retirement Funds. 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 or its Executive Director have any
liability for reliance by Golder Thoma upon this approval. Until a formal agreement is
executed by the Executive Director on behalf of the SBI, further due diligence and
negotiations may result in the imposition of additional terms and conditions on Golder
Thoma or reduction or termination of the commitment.” Mr. Humphrey seconded the
motion. The motion passed.

Mr. Bicker confirmed for Ms. Growe that the recommendation for an investment with
Starwood Capital for the Post Fund had been withdrawn.

Proxy Committee Report

Ms. Growe referred members to Tab H of the meeting materials and thanked staff for the
report on the SBI’s holdings in tobacco companies and related issues. She stated that she
had been one of the supporters of removing the liquor and tobacco restrictions in 1993,
however, she said that she is now rethinking her position. She said she is concerned about
investing in companies that the state has legal proceedings against, but she noted that she
also has questions based on the information presented by staff on the issue. She asked Mr.
Bicker to place the tobacco issue on the agenda for the September 1996 Board meeting
and she asked if any other Board members had questions or comments.
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Mr. Humphrey thanked staff for the tobacco report and noted that there have been some
very recent changes that staff should include in the report for the September 1996
meeting. He said that he approves of the issue being placed on the agenda for the Board
to consider in September 1996. He said that, in his opinion, the riskiness and volatility of
the tobacco holdings is not being accurately reflected in the stock values. He said that he
believes the labilities resulting from all the pending litigation is a very serious concern and
‘'he asked staff to continue monitoring the situation and updating the information.

Ms. Growe introduced Mr. Ravnitzky, a private citizen, who had asked to address the
Board regarding the SBI’s tobacco holdings. Before Mr. Ravnitzky began his
presentation, Ms. Dutcher expressed her concern over the number of times Mr. Ravnitzky
was addressing both the Board and the Proxy Committee on this issue. She suggested
that Mr. Ravnitzky’s written comments be included as part of the Board’s record on the
issue. Ms. Growe said that she believes it is important for any concerned citizen to have
the opportunity to address the Board. She noted however, that often times the amount of
time for a presentation may be limited. Mr. Humphrey acknowledged Ms. Dutcher’s
concerns, but noted that many parties have made presentations before the Board and he
said that he is interested in hearing all comments on this issue. Ms. Dutcher clarified that
her concern regarding Mr. Ravnitzky is only that his information is repetitious of what he
had previously presented to both the Board and the Proxy Committee. Ms. Growe asked
Mr. Ravnitzky to begin his presentation.

Mr. Ravnitzky introduced himself and stated that he believes the SBI should reconsider its
sizable investment in tobacco stocks because of excessive risk, conflict of interest
considerations and lack of fiduciary responsibility to stakeholders. He stated that, in his
opinion, the risks and liabilities associated with pending litigation have not been accurately
presented or taken into consideration by analysts and money managers. He continued to
summarize his written comments which he had provided to the Board (see
Attachment A). He asked the Board to reevaluate its position and to cease tobacco
investments during the course of the State’s tobacco lawsuit. He said tobacco stocks are
not good investments over the long term, that tobacco companies are not providing a
product which is appropriate, and that he thought it is not something the SBI should invest
in. Ms. Growe thanked Mr. Ravnitzky and asked if there was any other business before
the Board. Hearing none, the meeting was adjourned.

Respectfully submitted,

%f’//ﬂ ﬁ p Z//;

Howard J. Bicker
Executive Director
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ATTACHMENT A

Information Provided to the State Board of Investment in Support
of Divestment of the $250+ Million in Tobacco Stock Investments

Michael J. Ravnitzky, private citizen
at the State Board of Investment meeting on June 5, 1996, 8:30 a.m., State Capitol

The State of Minnesota should reconsider its sizable investments in the segment
known as “tobacco stocks” for a number of reasons including excessive risk,
fiduciary responsibility and conflict of interest. -

The State Board of Investment had an informal policy against investments in tobacco stocks until
a couple of years ago. This policy was overturned and the state now owns over $250 million in
tobacco stocks. The reasons why the Board should act soon are: ’

1) Conflict of Interest on the part of the State Board of Investment

The State is suing the tobacco companies whose stock it has invested to recover hundreds of
millions of dollars of health care costs expended due to smoking-derived illness. Other states
have begun similar actions with a total outstanding liability of billions of dollars. Additional
states have begun to file suits of this type. Actions occurring during this trial dramatically affect
the price of the tobacco stocks. Thus, the State’s actions in this case impinge directly upon the
profitability of the investments. An example would be the release of the tobacco industry
computerized document index that was recently allowed by the courts to the State and its
attorneys. This action depressed the price of the tobacco stocks.

The State Board of Investment has thereby placed itself in a conflict of interest situation. As
such, it should recuse itself from such investments at least until the conclusion of the case.
Financial investment professionals and money managers know that they shouldn’t place funds
entrusted to them into investments in which they have a conflict of interest situation. The State
Board of Investment, chaired by the Governor, has placed itself into such a conflict of interest
situation, and should recuse itself from tobacco investments immediately.

2) Impending Federal Regulation

The Food & Drug Administration (FDA) will publish the final ruling on their tobacco regulations
in late August. These rules will impose dramatic changes on the way tobacco is distributed, sold
and advertised. Experts indicate that these rules will hold up against the expected court
challenges because the agency is within its mandate to establish these rules and because there are
clear societal reasons why the agency is required to promulgate these rules. These actions in
August/September will likely depress the price of the tobacco stocks as soon as the regulations
appear in the Federal Register, and then again when the court decisions are announced.
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3) Divestiture By Other Institutions

On April 16, the Maryland State Pension Fund announced divestiture of tobacco stocks. Mr.
Bicker has pointed out that this was an investment decision and not a policy change by the state
(i.e. they have not said that they will not invest in tobacco stocks in the future). However, my
argument is that the State should at least terminate existing tobacco investments while the
lawsuit is proceeding. This would not be a permanent policy change.

The $50 Billion dollar New York State Teacher’s Retirement System has begun to place limits
on its tobacco stock investments. Other states are less publicly reducing tobacco stock
investments. One reason for the lack of publicity over reduction of tobacco investments may be
to limit potential damage to remaining holdings caused by divestment announcements.

The value of investments can be affected by divestment actions taken by other states and by other
pension funds. Later decision makers could lose out due to a domino-type effect. If the State
decides to divest after others have decided to divest, it may be difficult to lock in any gains
which have already been made and the State may begin to lose part of the pension investments in
those securities.

4) Vulnerability of the “Dike” Defense

According to the Wall Street Journal dated April 24, 1996, the Maryland Retirement and Pension
System is careful to describe its April 16th decision as one based entirely on business, not public
health. “We didn’t do it for social reasons,” Richard Dixon, State Treasurer and Vice Chairman
of Maryland’s Retirement’s Board, told Dow Jones Money Management Alert. “We had
substantial profit.” Mr. Dixon says tobacco companies have been good at fighting legal battles
over the years, but “sooner or later, they are going to lose.”

Fund watcher a. Michael Lipper of Lipper Analytical Services, Inc. Says that “the biggest impact
[on the tobacco stocks] will come when and if the tobacco companies lose major lawsuits” on
their products’ health risks. There are many lawsuits of different types and it doesn’t take much
imagination to see that the likelihood of a successful suit or series of suits is quite high. It’s not
if it will happen, it’s when.”

S5) Unprecedented Serious Litigation Against the Tobacco Industry

The Castano class action suit has split into what will be 50 separate class action suits, one in each
state. Hundreds of other class action and product liability suits are proceeding, and are gaining
steam from the release of damaging tobacco industry documentation indicating that the
companies knew of the dangers in their products for decades. The first product liability case is
expected to go to trial in Florida on July 8, 1996.
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The first state reimbursement suit goes to trail in March of 1997. The Minnesota Case is
expected to go to trial in 1998. The FDA regulations become final in August or September. The
tobacco industry executives are being investigated by the Justice Department for perjury during
congressional testimony last year.

6) Improper Financial Disclosure by the Tobacco Companies

The tobacco companies lied to financial analysts, the public, their customers and the government
for many years. They covered up their knowledge of circumstances that affect the value of their
company securities: that they illegally manipulated nicotine accessibility in their products to
keep their customers hooked. Or should we continue to believe them, that smoking isn’t killing
lots of people, including nonsmokers who breathe in the smoke, or that smoking isn’t addictive.
Ask the Executive Director of SBI if he thinks that smoking is easy or tough to quit.

The recent releases of industry documents from various sources indicates widespread criminal
activity on the part of the tobacco companies. Moreover, they have misused the attorney-client
privilege by having their legal counsel handle masses of damaging financial and technical
materials and thus placing otherwise accessible financial assessment tools under a fraudulent
confidentiality arrangement.

I)) Allow For Re-evaluation of New State Policy

The State Board of Investment should re-evaluate the recent change in state policy (allowing
investments in tobacco stocks) because of the current circumstances and activity surrounding
tobacco investments and the tobacco industry.

8) Dutcher’s Divestment Criteria

State Auditor Dutcher published a letter in the Minneapolis Star-Tribune dated May 15, 1996, in
which she said “Until I am presented with evidence that tobacco related securities are not sound
investments, I will not support a move to divest the SBI’s holdings.” ’

The word “sound” is defined variously as: “free from defect; healthy, not impaired, stable,
secure, safe and secure financially, based on truth, legally valid.”

Investments built on a hollow foundation, as are the tobacco companies, are not secure. They are
not free from defect. They are not healthy (selling a product which used as directed will kill
you). They are impaired (by lawsuits and federal regulation). They are not stable (the high
volatility of tobacco stocks).

As far as I can determine, the only way to further satisfy the State Auditor is to lose a sizable
portion of the investment in tobacco stocks before she is satisfied that they are an unsound

investment. What objective financial criteria does the Auditor want to see?
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With hundreds of lawsuits by private parties, and with huge lawsuits underway by a dozen states,
with federal regulation of the basic business practices of the industry, these investments are not
“free from defect”. They have quite a few defects. Is the only way to demonstrate fundamental
unsoundness to lose a couple of hundred million dollars? Wouldn’t it be much more prudent to
say ahead of the divestment downturn. Does a sound investment have a Beta value of more than
1.60 as does Phillip Morris?

9) Abrogation of State policy decision-making

The State Board of Investment should assume its basic constitutional role and oversee the
judgement of the money managers. Money managers should not be making fundamental State
policy decisions by default. The SBI has the right and the responsibility to step in and ensure
that state investments are sound in the long-term as well as speculative gambles in the short term.

10)  Tobacco Investment as an unwise long-term state investment

According to the Minneapolis Star-Tribune on May 18, 1996: “Critics, outside of Wall Street’s
mainstream, predict that tobacco will be a butt-end investment in the future.”

“One day, the plug is going to come out of the tub and nobody is going to want to own them,”
said John Schultz, a Minneapolis investment adviser and president of Ethical Investments. Once
they lose one of these lawsuits, they’re all in trouble.”

The article goes on to say that the tobacco companies stand accused of covering up decades-old
information they had about the hazards of smoking and the potency of nicotine, and lying to
Congress. The FDA is about to regulate tobacco, and about 10 states and health care
conglomerates such as Blue Cross and Blue Shield of Minnesota are seeking billions to help treat
diseases they say are tobacco related.

According to Boston-based Peter Kinder, risking money in tobacco stocks now imperils fiduciary
interest. “Carleson’s argument seems to be nonsensical, even leaving aside the health issues,”
Kinder said. “You have a group of companies that have systematically lied to the world and
shareholders. Is that the kind of stock you want in your portfolio? If you look at the law of trust,
there is nothing that says you have to own morally reprehensible stocks.”

The same article quotes Gary Campbell, chief investment officer of Commerce Bank’s
investment management group, which handles about $5 Billion in assets, who plans to sell all
tobacco shares after taking a “serious look” at the litigation risk, reported Bloomberg News
Service last week.
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11) Insurance Company Litigation - potential release of documentation

Several insurance companies have been notified by tobacco companies of their implicit liability
risks because the tobacco companies owned insurance, in some cases product liability insurance,
during the 1950's and 1960's. According to the May 13, 1996 issue of Business Week Magazine,
if the tobacco companies went after its insurers, the effort could backfire. The insurance industry
is powerful and has access to more private industry documents and studies due to its unique
policyholder-insurer relationship. “The insurance companies would hire 50 law firms and
conduct years of discovery. They would make the plaintiff’s lawyers look like novices,” says
experienced industry foe Matthew L. Jacobs, a partner at the Washington office of Kirkpatrick &
Lockhart.... There are signs that tobacco companies other than Liggett are preparing to litigate
the matter of insurance coverage for damage awards with the insurance industry.

12)  Reliance of tobacco companies on tobacco revenue

The tobacco companies, including industry leaders Phillip Morris and RJR, rely on tobacco
forthe bulk of their profits, all out of proportion to the relative sizes of the revenue streams. In
other words, these companies are highly leveraged off of their tobacco business segments and
very vulnerable to problems in those segments.

13)  Recent volitility in the tobacco stocks

Tobacco stocks got hammered in March when the Liggett Group offered to settle a huge set of
lawsuits. This can and will happen again when events take place that impact tobacco companies.

Therefore, I ask the State Board of Investment to act quickly in evaluating
the risks of the State’s current investments in tobacco stocks, to avoid
significant losses on public actions expected to affect the price of these stocks
this fall, and to protect the safety of the state pension fund stakeholders:

employees, retirees and taxpayers. I also ask the Board to reevaluate its
current conflict-of-interest situation and cease tobacco investments
during the course of the state tobacco lawsuit.
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AGENDA
INVESTMENT ADVISORY COUNCIL
MEETING
Tuesday, September 3, 1996
2:00 P.M. - SBI Conference Room
Room 105, MEA Building - Saint Paul

Apprbval of Minutes of June 4, 1996

Report from the Executive Director (H. Bicker)
A. Quarterly Investment Review (March 31, 1996 - June 30, 1996)
B. Portfolio Statistics (June 30, 1996)
C. Administrative Report
1. Reports on budget and travel
2. Recommendation concerning Board appointments to the IAC
3. Recommendation to approve contract amendment for the
Deferred Compensation Plan

Report from SBI Administrative Committee (M. McGrath)

- Status of Executive Director’s FY96 Performance Evaluation (P. Sausen)

Reports from the Investment Advisory Council (J. Yeomans)
A. Domestic Manager Committee (J. Bohan)
1. Review of manager performance
2. Recommendation to remove a domestic stock manager from
probation (IAI Regional)
3. Recommendation concerning cash in stock manager benchmarks
4, Approval of benchmarks for internally managed short term cash
portfolios

B. International Manager Committee (J. Mares)
1. Review of manager performance
2. Update on currency overlay report formats
3. Update on funding for emerging markets
4. Recommendation to terminate an international stock manager
(Templeton Investment Counsel)

C. Alternative Investment Committee (K. Gudorf)
1. Review of current strategy
2. Approval of commitment to an existing real estate manager
(TA Associates) for the Basic Funds
3. Approval of commitment to an existing real estate manager
(Westmark Commercial) for the Post Fund
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Investment Advisory Council
June 4, 1996

The Investment Advisory Council met on Tuesday, June 4, 1996 at 2:00 P.M. in the State
Board of Investment (SBI) Conference Room, 55 Sherburne Avenue, St. Paul.

MEMBERS PRESENT: Gary Austin; Dave Bergstrom; Roger Durbahn; Ken
Gudorf, Laurie Fiori Hacking; Laura King; Peter
Kiedrowski; Han Chin Liu; Judy Mares (via conference
-call); Malcolm McDonald; Daralyn Peifer; Patrick Sexton;
Michael Stutzer; Debbie Veverka and Jan Yeomans.

MEMBERS ABSENT: John Bohan and Gary Norstrem.

SBI STAFF: Howard Bicker, Beth Lehman; Jim Heidelberg, Lois
Buermann; Mark Regal, Karen Vnuk and Charlene Olson.

OTHERS ATTENDING: The Honorable Joan Anderson Growe; Ann Posey, Tom
Richards, Richards & Tierney; Christie Eller; Jake Manahan;
Carey Moe; Peter Sausen; Elaine Voss; Ed Stuart, John
Hagman and Lloyd Belford, REAM.

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 inflation over the ten year period ending
March 31, 1996 (Combined Funds 11.1% vs. Inflation 3.6%) and outperformed the
median fund (Combined Funds 12.1% vs. Composite 12.0%) and their composite index
(Combined Funds 12.1% vs. Composite 11.7%) for the most recent five year period. He
stated that the Basic Funds had exceeded their composite index (Basics 12.2% vs.
Composite 11.8%) over the last five years while the Post Fund had matched its composite
index for the period July 1, 1993 through March 31, 1996 (11.6%).

Mr. Bicker reported that the Basic Funds’ assets increased 3.7% for the quarter ending
March 31, 1996 due to positive investment returns. He said that the international stock
allocation is now at 13.2% and that funding will continue to bring that asset class up to the
15% target allocation. He added that the Funds’ had outperformed their composite index
for the quarter (Basics 3.4% vs. Composite 3.2%).

Mr. Bicker reported that the Post Fund’s assets increased 2.5% for the quarter ending
March 31, 1996 due to investment returns and that the international allocation will
continue to be funded as for the Basics. He said that the Fund had outperformed its
composite index for the quarter (Post 3.0% vs. Composite 2.6%).



Mr. Bicker reported that the domestic stock manager group outperformed for the quarter
(Domestic Stocks 5.9% vs. Wilshire 5000 5.6%) and that the international stock manager
group also outperformed for the quarter (International Stocks 3.6% vs. EAFE-Free 2.9%)
along with bonds (Bonds -1.7% vs. Lehman Aggregate -1.8%).

Mr. Bicker reported that the Assigned Risk Plan (ARP) had outperformed its composite
index for the quarter (ARP 1.2% vs. Composite 0.9%). He concluded his report with the
comment that as of March 31, 1996 the SBI was responsible for over $29 billion in assets.

Executive Director’s Administrative Report

Mr. Bicker referred members to Tab B for the Portfolio Statistics and Tab C of the
meeting materials for the current budget and travel reports. He said that staff is
recommending that the Board approve a search process for a deferred compensation
consultant. He noted that the SBI’s current consultant, PRIMCO Capital, is no longer
doing this type of business.

Mr. Bicker stated that the SBI is now responsible for recommending vendors for the
Historical Society’s Individual Retirement Plan. He explained that they .are allowed to
choose up to two of the same product providers utilized by the Minnesota State Colleges -
and Universities (MnSCU) Retirement Plan. He said that the Historical Society has
chosen TIAA-CREF and that the Board will be asked to approve that contract at the June
1996 meeting.

Mr. Bicker stated that the Board will also be taking action on the approval of the
reappointment of the three IAC members: Mr. Gudorf, Mr. Kiedrowski and Ms. Mares.
He noted that Ms. Veverka had chosen not to reapply.

Administrative Committee Report

Mr. Bicker referred members to Tab D of the meeting materials and reported that the
Administrative Committee is recommending that the Board approve the Executive
Director’s FY97 Workplan, which focuses on evaluating the SBI’s internal operations.
He added that the Committee is also recommending that the Board approve the FY97
Administrative Budget Plan, the Board’s Continuing Fiduciary Education Plan and the
process for the Executive Director’s FY96 Evaluation.

Domestic Manager Committee Report

Mr. Bergstrom referred members to Tab E of the meeting materials and briefly reviewed
the equity managers’ performance. He stated that staff and the Committee continue to
closely monitor GeoCapital due to concerns regarding underperformance. He said that
Brinson, Lincoln and Oppenheimer have performed well and that Forstmann-Leff has
made a comeback. He added that the semi-passive equity managers have all outperformed
their benchmarks since inception. He also reviewed the bond managers’ performance,
which he said continues to exceed their benchmarks.



Mr. Bergstrom reported that the Committee had reviewed the updated lists of manager
candidates for the Manager Monitoring Program. He said that the Committee did not
make any additions or deletions to the list at this time.

Mr. Bergstrom stated that staff and the Committee had reviewed the active stock manager
benchmarks and had found them to be adequate. He noted a concern over higher than
desired turnover rates but said that staff believes the affected managers are taking steps to
correct the situation. He reported that the Committee will continue discussions regarding
the appropriateness of having cash included in the benchmark.

Mr. Bergstrom said that the Committee had reviewed the investment manager guidelines
and had concurred with a minor change to the active and semi-passive stock manager
guidelines that would add preferred stocks, equity options and warrants to the general
authorization of eligible securities. '

Mr. Bergstrom reported that the Committee is recommending a five year contract renewal,.
with Voyageur Asset Management for active bond management in the Assigned Risk Plan.
Mr. Durbahn moved approval of the Committee’s recommendation, as stated in the
Committee Report. Mr. Gudorf seconded the motion. The motion passed.

Mr. Bergstrom stated that the Committee is also recommending that the Board terminate
its contract with an active stock manager, Jundt Associates, in order to provide funds for
asset allocation changes and total fund rebalancing. He stated that Jundt has experienced
significant underperformance, management turnover, and a loss of several accounts. Mr.
Gudorf moved approval of the Committee’s recommendation, as stated in the Committee
Report. Mr. McDonald seconded the motion. The motion passed.

International Manager Committee Report

Mr. Kiedrowski referred members to Tab F of the meetmg materials and briefly reviewed
the performance of the international segment. He said that all the international managers
have outperformed for the quarter and the year and that the currency overlay program has
had minimal impact on the performance of the international pool due to the small size of
the hedge as of March, 1996.

Mr. Kiedrowski referred members to the Committee Report for details regarding
modifications of the investment manager guidelines for active and emerging markets
managers and the currency overlay manager. He stated that Genesis Asset Management
and Montgomery Asset Management have received initial funding and that funding for the
City of London will be determined after custody issues regarding the firm’s proposed
investments in Taiwan have been resolved. Mr. Kiedrowski reminded members of the
upcoming “round table” with emerging markets managers.

Mr. Kiedrowski moved approval of the Committee’s recommendation to approve five year
contract renewals with five of the international stock managers as stated in the Committee
Report. Ms. Hacking seconded the motion. The motion passed.



In response to a question from Ms. Mares, Ms. Lehman said that Genesis and
Montgomery are proceeding to absorb their funding on schedule, with Montgomery being
fully invested within the next month, and Genesis being fully invested within the next five
months. She said City of London is expected to be funded during the latter part of the five
month period. She added that if the City of London’s custody issues are not resolved
within that scheduled time frame, that the other two managers would be able to absorb the
additional funds originally designated for the City of London. Mr. Bicker said that
Montgomery was ahead of their original schedule which means that the SBI is nearly as
fully invested in emerging markets as originally planned.

Alternative Investment Committee Report

Mr. Gudorf referred members to Tab G of the meeting materials and stated that during the
quarter staff had conducted an annual review of one of its private equity managers, Coral
Group. He noted that the manager will have several initial public offerings (IPO’s) this
year.

Mr. Gudorf stated that the Committee is recommending an additional investment for the
Basic Retirement Funds with an existing private equity manager, KKR. He said that the
SBI had been successful in negotiating some significant changes in the terms of the
investment with KKR, including lower management and financing fees. He added that the
Fund will also have investment restrictions on how much of the Fund may be invested in a
single portfolio company. He reported that the Committee unanimously supports this
recommendation and he added that he believes KKR’s size and ability will enable them to
add more value compared to some other private equity funds. Mr. Gudorf asked for
questions before presenting the Committee’s second recommendation.

Ms. Growe asked the JAC members for any comments or concerns they might have
regarding the KKR investment. Mr. Gudorf restated that the support from the Committee
is unanimous. Mr. Bicker said that the terms are more favorable than in earlier KKR
funds. He said that the 80/20 split is now figured on the aggregate total rather than each
individual investment and that management fees are also included in the cost of the
investment. He noted that KKR’s investment strategy has changed to more of a “build-
up” strategy, rather than their previous strategy of buying large companies and breaking
them apart.

Ms. Veverka stated that previously she had concerns regarding some organizational issues
and the size of their funds. She added that she no longer has concerns in either of these
areas. Mr. Gudorf added that the terms also include provisions which give investors
greater flexibility if a principal partner leaves the firm.

Mr. Gudorf stated that the Committee is recommending an additional investment for the
Basic Funds with an existing private equity manager, Golder, Thoma, Cressey, Rauner,
Inc. Mr. Gudorf said that the firm’s previous funds have been very successful and that this
fund will focus on opportunities to create large businesses in previously fragmented
industries. He added that the Committee’s support of this recommendation was also



unanimous. Mr. McDonald moved approval of the Committee’s recommendations
regarding the KKR and Golder Thoma investments, as stated in the Committee Report.
Mr. Austin seconded the motion. The motion passed.

Mr. Gudorf stated that the recommendation from the Committee regarding an investment
with Starwood Capital has been withdrawn due the manager’s decision to change the
structure of the Fund from a mezzanine fund to a real estate equity fund, which is not
appropriate for the Post Fund at this time. '

Mr. Bicker stated that no action was needed by the IAC on 'the Proxy Committee Report.
He noted again that this is Ms. Veverka’s last meeting and he said that he, the staff and the
Board would like to thank her for all her years of service to the IAC.

The meeting adjoﬁrned.

Respgctfully submitted,

SosslD Bt - |

Howard J. Bicker
Executive Director
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RETURN OBJECTIVES
Period Ending 6/30/96

COMBINED FUNDS: $25.0 Billion Return Compared to Objective

Provide Real Return (10 yr.) 11.1% (1) 7.4 percentage points
above target

Provide returns that are 3-5 percentage points

greater than inflation over moving 10 year periods.

Exceed Median Fund (S yr.) 12.8% (1) Equal to target
Rank: 49th percentile (2)

Outperform the median fund from a universe of

public and corporate funds with a balanced asset

mix over moving 5 year periods.

Exceed Composite Index (5 yr.) 12.8% (1) 0.5 percentage point

‘ above target

Outperform a composite market index weighted in a

manner that reflects the actual asset mix of the

Combined Funds over moving 5 year periods.

BASIC RETIREMENT FUNDS: $13.1 Billion Return Compared to Objective

Exceed Composite Index (5 Yr.) 13.0% 0.4 percentage point
above target

Outperform a composite index weighted in a

manner that reflects the long-term asset

allocation of the Basic Funds over moving 5

year periods.

POST RETIREMENT FUND: $11.9 Billion Return Compared to Objective

Exceed Composite Index 11.6% (3) 0.1 percentage point

Outperform a composite index weighted in a
manner that reflects the long-term asset
allocation of the Post Fund over moving 5
year periods.

above target (3)

(1) Reflects performance of Basic Funds only through 6/30/93, Combined Funds thereafter.

(2) The SBI's stated performance objective is to rank in the top half (above 50th percentile)
of the comparative universe. The SBI will strive to achieve performance which ranks in

the top third (above 33rd percentile).

(3) Since asset allocation transition to 50% domestic stocks was completed, 7/1/93, annualized.
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INVESTMENT REPORT

ACTUARIAL VALUATIONS

MSRS, TRA, PERA General Plans

June 30, 1995

Active
(Basics)
Liability Measures
1. Current and Future Benefit Obligation $16.9 billion
2. Accrued Liabilities 12.1

Asset Measures
3. Current and Future Actuarial Value $16.7 billion

4. Current Actuarial Value 8.9
Funding Ratios
Future Obligations vs. 99%

Future Assets (3 + 1)

Accrued Liabilities vs. 74%
Current Actuarial Value (4 +2)

* Ratio most frequently used by the Legislature and Retirement Systems.

Retired
(Post)

$8.0 billion
8.0

$8.0 billion
8.0

100%

100%

Total
(Basics & Post)

$24.9 billion
20.1

$24.7 billion
16.9

99%

84%*

The funding ratio required by Governmental Standard Accounting Board Statement No. § compares Cost Value of
assets to the Current Benefit Obligation. This calculation provides funded ratios of 83% for the Basics, 100% for the

Post and 91% for the Total, respectively.

Notes:

1. Present value of projected benefits that will be due to all current participants.

2. Liabilities attributed to past service calculated using entry age normal cost method.

3. Present value of future statutory contributions plus current actuarial value.

4. Same as required reserves for Post; Cost plus one-third of the difference between cost and market

value for Basics.

Actuarial Assumptions:
Salary Growth: 6.5%
Interest//Discount Rate: 8.5% Basics, 5.0% Post
Full Funding Target Date: 2020
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EXECUTIVE SUMMARY

Basic Retirement Funds
Asset Growth ‘
The market value of the Basic Funds increased 2.7%
during the second quarter of 1996. Positive investment

returns accounted for the increase during the period.
Asset Growth
During Second Quarter 1996 @
(Millions) H
Beginning Value $ 12,797
Net Contributions -105
Investment Return 454
Ending Value $ 13,146

Asset Mix

Assets are moving from domestic stocks to international
stocks to reflect the Board’s new asset allocation targets
and to accommodate normal fund rebalancing.

Dom. Stocks
51.5%

Actual Actual
Policy Mix Market Value
Targets  6/30/96 (Millions)

Domestic Stocks 45.0% 515% = $6,769
Int'l. Stocks 15.0 144 1,895
Bonds 24.0 23.2 3,049 .
’ Alt. As:
Alternative Assets*  15.0 10.1 1,327 oo " Intl. Stocks
Unallocated Cash 1.0 0.8 106 14.4%
100.0%  100.0% $13,146 ?;"g
* Any uninvested allocation is held in domestic stocks
Fund Performance ] ‘
The Basic Funds outperformed its. composite market
index for the quarter and for the year.
Qtr. 1 Yr. 3Yr 5Yr.
Basics 35% 18.8% 12.0% 13.0%
Composite 34 18.4 12.3 12.6
MBasic Funds

Percent

' B Composite
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EXECUTIVE SUMMARY

Post Retirement Fund

Asset Growth

The market value of the Post Fund increased 3.4% during

the second quarter of 1996. The increase resulted mostly
from positive investment returns.
Asset Growth p
During Second Quarter 1996 2
I m
(Millions)
Beginning Value $ 11,496
Net Contributions 60
Investment Return 327 0 '
Ending Value $ 11,883 a 8 5 8 8 8 3 & & 3§ 8
g 8 3 § 3 3 § 8 3 2 3
3 a o o o a a o )
Asset Mix
Assets are moving from bonds and domestic stocks to
international stocks to reflect the Board’s new asset
. Dom. Stocks
allocation targets and to accommodate normal fund 52.1%

rebalancing.

Actual Actual

Policy Mix Market Value Cash

Targets 6/30/96 (Millions) 23%
Domestic Stocks 50.0% 521 %  $6,193 e . Stocke
Int'l. Stocks 15.0 14.5 1,720 145%
Bonds 27.0 30.7 3,653 ponee
Alternative Assets* 5.0 04 46
Unallocated Cash 3.0 2.3 271 A"bﬁze‘s

100.0% 100.0% $11,883 '
* Any uninvested allocation is held in bonds
Fund Performance
The Post Fund outperformed its composite market index

201

for the quarter and for the year.

Qtr. I Yr. Since 7/1/93*
Post 2.9% 17.2% 11.6%
Composite 2.7 16.3 11.5 E
g @ Post Fund
a B Composite

* Date asset allocation transition to 50% domestic
common stocks was completed.

7/1/1993
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EXECUTIVE SUMMARY

Stock and Bond Manager Performance

- Domestic Stocks

The domestic stock manager group (active,r Qtr. 1 Yr. 3Yr SYr.
semi-passive and passive combined) trailed
its target for the quarter and for the year. Dom. Stocks 4.2% 259% 16.0% 15.7%

Wilshire 5000* 44 262 16.7 16.0

* Buy/hold index adjusted for liquor and tobacco
restrictions through 3/31/93 and AHP restriction
through 10/31/93.

International Stocks

The international stock manager group (active and Since
passive combined) outperformed its target for the Qtr. I Yr. 3 Yr. Incept.*
quarter and for the year.
Int’l. Stocks 31% 169% 122% 14.2%
Composite Index** 1.6 134 10.5 133

* Since 10/1/92.

** EAFE-Free through 4/31/96. Composite of EAFE-Free
and Emerging Markets Free since 5/1/96.

Bonds , ,

The bond manager group (active and Qtr. 1 Yr. 3Yr SYr.
semi-passive combined) matched its target for v

the quarter and outperformed its target for the Bonds 0.6% 5.3% 54% 8.8%
year. _ Lehman Agg.* 0.6 5.0 53 8.3

* Prior to July 1, 1994, the Salomon Broad Investment
Grade Bond Index was used.

Note: The above returns reflect the performance of EAFE: The Morgan Stanley Capital International index of
the Basic Funds’ managers through 6/30/93 and of 20 stocks in Europe, Australia and the Far East. EAFE-Free
the Combined Funds (Basic and Post) since 7/1/93. includes only those securities foreign investors are allowed
to hold.

Wilshire 5000: The Wilshire 5000 stock index reflects

the performance of all publicly traded stocks of Emerging Markets Free: The Morgan Stanley Capital
companies domiciled in the U.S. International index of 22 markets in developing countries

. throughout the world.

Lehman Aggregate: The Lehman Brothers Aggregate

Bond Index reflects the performance of all investment

grade (BAA or higher) bonds, U.S. treasury and agency

securities and mortgage obligations with maturities

greater than one year.
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EXECUTIVE SUMMARY
Assigned Risk Plan

Investment Objectives

The Assigned Risk Plan has two investment objectives: to
minimize the mismatch between assets and liabilities and
to provide sufficient liquidity for the payment of on-going
claims and operating expenses.

Asset Mix

The Assigned Risk Plan is invested in a balanced
portfolio of common stocks and bonds. The actual asset
mix will fluctuate in response to changes in the Plan's
liability stream.

Investment Management

The entire portfolio was transferred from the Department
of Commerce to the SBI in may 1991. Voyageur Assel
Management has managed the bond segment of the Fund
since inception. Since January 1995, GE Investment
Management has managed the equity segment.

Performance Benchmarks

A custom benchmark has been established for the bond
segment which reflects the duration of the liability stream
and the long-term sector allocation of Voyageur Asset
Management. The equity benchmark is the S&P 500 as
of July 1, 1994. Prior to that date, the equity segment
used a custom benchmark. The total fund benchmark is a
combination of the fixed income and equity benchmarks,
weighted according to the asset allocation target.

Market Value
On June 30, 1996 the market value of the Assigned Risk
Plan was $542 million.

6/30/96 6/30/96
Target Actual
Stocks 20.0% 26.2%
Bonds 80.0 73.6
Unallocated Cash 0.0 0.2
Total 100.0% 100.0%
20
15
T
S
[7]
a

Period Ending 6/30/96

Qtr. Yr. 3Yr. 5Yr.
Total Fund 1.4% 98% 79% 92%
Composite Index 1.6 9.5 7.6 8.9
Equity Segment 3.7 252 159 13.1
Benchmark 4.5 262 169 13.9
Bond Segment 0.7 54 5.6 8.1
Benchmark 0.8 56 55 7.6

iv

R Total Fund
El Composite
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EXECUTIVE SUMMARY
Funds Under Management

37.9% . Supplemental Fund
2 26%

Non-Retirement
Funds*
17.8%

Basic Funds
41.7%

6/30/96
Market Value
(Billions)
Retirement Funds
Basic Retirement Funds $13.1
Post Retirement Fund 119

Supplemental Investment Fund 0.8

Non Retirement Funds*

Assigned Risk Plan 0.6
Permanent School Fund 04
Environmental Trust Fund 0.1
State Cash Accounts 4.5

Total : $31.4
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VARIOUS CAPITAL MARKET INDICES

Period Ending 6/30/96

Qtr. Yr. 3Yr. 5Yr. 10 Yr.

Domestic Equity
Wilshire 5000 44% 262% 168% 16.1% 13.1%
Dow Jones Industrials " 1.8 27.1 20.3 17.5 15.2
S&P 500 45 26.2 17.3 15.8 13.8
Russell 2000 5.0 23.9 15.8 17.5 10.4

Domestic Fixed Income

Lehman Aggregate* 0.6 5.0 53 8.3 8.6

Lehman Gov't./Corp. 0.5 4.7 52 8.5 8.4

90 Day U.S. Treasury Bills 1.3 54 4.7 4.4 58
International

EAFE** 16 133 10.4 10.0 103

Emerging Markets Free*** 42 8.5 14.2 17.4 N/A

Salomon Non U.S. Gov't. Bond 0.4 -1.7 9.7 13.0 113

Inflation Measure

Consumer Price Index**** 0.6 2.8 2.8 29 3.7

* Lehman Brothers Aggregate Bond index. Includes governments, corporates and mortgages.
** Morgan Stanley Capital International index of Europe, Australia and the Far East (EAFE)
*** Morgan Stanley Capital International Emerging Markets Free index. '
**** Consumer Price Index (CPI) for all urban consumers, also known as CPI-U.
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FINANCIAL MARKETS REVIEW

DOMESTIC STOCKS
For the quarter, the stock market generated positive
returns. In April and May, the market moved up on
positive first quarter earnings reports. In June, the market
reacted negatively to the possibility of higher inflation
and higher interest rates. For the quarter, all sectors of
the market recorded positive returns with capital goods
and consumer non-durables recording the highest return
(6.7%) and the weakest sector was transportation (0.7%).

The Wilshire 5000 provided a 4.4% return for the
quarter. Performance among the different Wilshire Style
Indexes for the quarter is shown below:

Large Value . 0.5%
Small Value 14

" Large Growth 1.5
Small Growth 5.6

The Wilshire 5000 increased 26.2% during the latest
year.

DOMESTIC BONDS
The bond market performed poorly this quarter as
interest rates increased. Economic data showed that the
U.S. economy strengthened this year with employment
and wage growth accelerating. As a result, interest rates
rose across the yield curve as investors anticipated that
the Federal Reserve would increase rates.

Overall, the Lehman Brothers Aggregate Bond Index -
increased 0.6% for the quarter. The Lehman Aggregate
sector returns for the quarter were:

Treasury/Agency 0.5%
Corporates 0.5
Mortgages 0.8

The Lehman Aggregate increased 5.0% for the latest
year.

PERFORMANCE OF CAPITAL MARKETS

Cumulative Retums

LRESL ULEAE RARES LRSS R
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o © A ® o S
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(% Consumer Price Index__® Cash Equivalents & U.S. Bonds _=1).S. Stocks emint!. Stocks é

Indices used are: Morgan Stanley's Index of Europe, Australia and the Far East (EAFE), Wilshire 5000 Index; Lehman
Brothers Aggregate Bond Index; 91 Day Treasury Bills; and the Consumer Price Index.
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FINANCIAL MARKETS REVIEW

INTERNATIONAL STOCKS

In aggregate, international stock markets (as measured by
the EAFE index) provided a return of 1.6% for the
quarter. As shown below, performance varied widely
among the major markets:

Japan 0.8%
United Kingdom 26
Germany -0.1
France 27

The EAFE index increased by 13.3% during the latest
year. The index is compiled by Morgan Stanley Capital
International (MSCI) and is a measure of 20 markets
located in Europe, Australia and the Far East (EAFE).
The major markets listed above comprise about 75% of
the value of the international markets in the index.

EMERGING MARKETS

Emerging markets (as measured by MSCI Emerging
Markets Free index) provided a return of 4.2% for the
quarter. The performance of the five largest stock
markets is shown below:

Malaysia 1.5%
South Africa -5.6
Brazil 14.6
Thailand 2.0
Mexico 4.4

The Emerging Markets Free index increased by 8.5% for
the year. The index is compiled by MSCI and measures
performance of 22 stock markets in Latin America, Asia,
Africa and Eastern Europe. The markets listed above
comprise about 65% of the value of the index.

REAL ESTATE

Nationally, many real estate markets are improving.
Property types most favored by buyers at the present time
include apartments, industrial parks and suburban office
buildings. Shopping mall investments, however, have
suffered writedowns which are reflective of the weak
national retail environment.

PRIVATE EQUITY

According to the Private Equity Analyst, "total
commitments to private equity partnerships of all kinds
soared 29% in 1995 to $27.2 billion. That's a new record,
surpassing the previous peak of $21.1 billion set in
1994." So far, 1996 looks to be another strong year for
commitments to private equity partnerships.

RESOURCE FUNDS

Crude oil prices performed well during the quarter. The
posted price of West Texas Intermediate crude oil
averaged $20.33 per barrel during the quarter compared
to $18.25 per barrel a year earlier, an increase of"11%.

Natural gas prices at the Henry Hub continued strong and
averaged $2.45 per thousand cubic feet (MCF), compared
to $1.63 MCF in the year earlier quarter. Price firmness
reflects a significant need to rebuild storage in
anticipation of the winter heating season.
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' COMBINED FUNDS

The “Combined Funds” represent the assets of both the
Basic and Post Retirement Funds. While the Combined
Funds do not exist under statute, the Board finds it
instructive to review asset mix and performance of all
defined benefit pension assets under its control. This
more closely parallels the structure of other public and
corporate pension plan assets and therefore allows for
more meaningful comparison with other pension fund
investors.

The comparison universe used by the SBI is the Master
Trust portion of the Trust Universe Comparison Service
(TUCS). This universe contains information on more
than 200 public and corporate pension and trust funds
with a balanced asset mix.

Asset Mix Compared to Other Pension Funds

On June 30, 1996, the actual asset mix of the Combined
Funds was: ' ‘

Comparisons of the Combined Funds’ asset mix to the
median allocation to stocks, bond and other assets of the
public and corporate funds in TUCS on June 30, 1996 are

* Both domestic and international.

$ Millions % shown below:
Domestic Stocks $12,962 51.8%
International Stocks 3,615 14.4
Bonds 6,702 26.8
Alternative Assets 1,373 5.5
Unallocated Cash 377 1.5
Total : $25,029 100.0%
100+
g B Combined Funds
$ @ TUCS Medan
Stocks* Bonds* Cash Other

Combined Funds 66.2% 26.8% 1.5% 5.5%
Median Allocation in TUCS 61.4 27.9. 5.1 08
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COMBINED FUNDS
Performance Compared to Other Pension Funds

While the SBI is naturally concerned with how its
returns compare to other pension investors, universe
comparison data should be used with great care. There
are several reasons why such comparisons will provide
an “apples to oranges” look at performance:

— Differing Treatment of Fees. All SBI returns in
this report are shown afier all management fees
while TUCS data is reported before fees. If the SBI
reported returns before fees, its returns and rankings
would be higher than those shown in this report.

— 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.

With these considerations in mind, the performance of

the

Combined Funds compared to other public and

corporate pension funds in TUCS are shown below:

Percent

Qtr. Yr. 3¥r.

B Corbined Retum
B TUCS Median Retum

5Yr.
Period Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. 5Yr.
Combined Funds Return* 3.2% 18.1% 118% 12.8%
TUCS Median Fund Return** 3.1 17.4 12.1 12.8
Percentile Rank in TUCS 39th 42nd 57th 49th

* After fees. Includes Basic Funds only through 6/30/93, Basic and Post thereafter.

** Before fees.

The SBI’s stated performance objective is that the
Combined Funds will rank in the top half of the
universe (above the 50th percentile) over the most recent

five

year period. The SBI will strive to achieve

performance which ranks in the top third (above the
33rd percentile).
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COMBINED FUNDS
Performance Compared to Composite Index

The Combined Funds’ performance is evaluated relative weighted in a manner that reflects the asset allocation of

to a composite of market indices. The composite is the Combined Funds:
Combined
Index
Market Weights
Index 2Q96
Domestic Stocks Wilshire 5000 50.4%*
Int’l. Stocks Custom Int’l. 14.3
Bonds Lehman Aggregate 28.0%
Alternative Asscts Wilshire Real Estate 2.0%
Venture Capital Funds 3.0¢
Resource Funds 0.4+
Unallocated Cash 91 Day T-Bills 1.9
100.0%

* Alternative asset, bond and domestic equity weights are reset in the composite at the start of each quarter to reflect the
amount of unfunded commitments in alternative asset classes.

§ M Combined Retum
8 B Composite
Period Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. 5Yr.
Combined Funds** 3.2% 18.1% . 11.8% 12.8%
Composite Index*** 31 17.4 11.9 12.3

**Includes performance of Basic Funds through 6/30/93, Basic and Post Funds thereafter.

***Adjusted to reflect the SBI’s restrictions on liquor and tobacco stocks through 3/31/93 and AHP restriction through
10/31/93. .
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BASIC RETIREMENT FUNDS

Investment Objectives

The Basic Retirement Funds are composed of the
retirement assets for currently working participants in
eight statewide retirement funds. The Funds serve as
accumulation pools for the pension contributions of
public employees and their employers during the
employees’ years of active service. Approximately
250,000 public employees participate in the Basic Funds.

Employee and employer contribution rates are specified
in state law as a percentage of an employee’s salary. The
rates are set so that contributions plus expected
investment earnings will cover the projected cost of
promised pension benefits. In order to meet these

projected pension costs, the Basic Retirement Funds must
generate investment returns of at least 8.5% on an
annualized basis, over time.

Normally, pension assets will accumulate in the Basic
Retirement Funds for thirty to forty years during an
employee’s years of active service. This provides the
Basic Funds with a long investment time horizon and
permits the Board to take an aggressive, high expected
return investment policy which incorporates a sizeable
equity component in order to meet or exceed its actuarial
return target.

Asset Growth

The market value of the Basic Retirement Funds® assets
increased 2.7% during the second quarter of 1996.

Positive investment returns accounted for the increase.

14
12 //
) /A
5 8 Ma W
o
6
4 p/—\// o
Contributions
2
0 e s e o T
i % i g 8 3 § § I @&
b S § % § 8 & s
o o a 0 o o Qo o o o
Last Five Years
In Millions \ Latest Qtr.
12/91 12/92 12/93 12/94 12/95 3/96 6/96
Beginning Value $6919 $8,639 $9,191 $10,086 9,890 $12338 $12,797
Net Contributions -92 -34 =239 -206 -29 35 -105
Investment Return 1,812 586 1,134 -10 2,477 424 454
Ending Value $8,639  $9,191 $10,086  $9,890 12,338 $12,797 $13,146
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INVESTMENT REPORT

BASIC RETIREMENT FUNDS
Asset Mix

The long-term asset allocation of the Basic Funds is
based on the superior performance of common stocks
over the history of the capital markets. The asset
allocation policy is designed to add value to the Basic
Funds over their long-term investment time horizon.

Domestic Stocks 45.0%
Int’l. Stocks 15.0
Bonds 24.0
Alternative Assets* 15.0
Unallocated Cash 1.0

*Alternative assets include real estate, venture capital
and resource funds. Any uninvested allocation is held in
domestic stocks.

The actual asset mix changed from the prior quarter due
to market movements and asset rebalancing.

In October 1995, the Board revised its long term asset
allocation targets for the Basic Funds, increasing
international stocks from 10% to 15% and decreasing
domestic stocks from 50% to 45%. The change will be
implemented over several quarters. Strong performance
of the domestic stock market during recent quarters has
also contributed to the overweighting in that category.

100%
90%
80% -
70%
€ 60%
g 50%
a 40%
30%
20%
10%
0%
1291  12/92  12/93
Last Five Years
12/91 12/92 12/93 12/94
Domestic Stocks  63.9% 57.9% 499% 49.7%
Int’l. Stocks 0.0 3.2 10.0 10.3
Bonds 24.7 28.5 294 27.5
Real Estate 4.8 42 4.1 4.6
Private Equity 47 42 4.6 5.6
Resource Funds 1.1 1.2 1.1 - 0.9
Unallocated Cash 0.8 0.8 0.9 1.4
Total "~ 100.0% 100.0% 100.0% 100.0%

B Unallocated Cash
Alt. Assets
Dom. Bonds
B Intl. Stocks
B Dom. Stocks
1294 1295 6/96
Latest Qtr.
12/95 3/96 6/96
51.7% 52.3% 51.5%
11.3 13.2 14.4
26.1 23.9 23.2
4.1 3.9 3.9
5.4 55 54
0.7 0.7 0.8
0.7 0.5 0.8
100.0% 100.0% 100.0%
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BASIC RETIREMENT FUNDS

Total Fund Performance

The Basic Funds’ performance is evaluated relative to a composite of market indices. The composite is weighted in a
manner that reflects the long-term asset allocation of the Funds:

Basics
Basics Market Composite
Target Index 2Q96
Domestic Stocks 45.0% Wilshire 5000 50.7%*
Int’l. Stocks 15.0 Composite Index 14.3
Bonds 240 Lehman Aggregate 240
Alternative Assets 15.0 Wilshire Real Estate 3.8*
Private Equity Funds 5.5%
Resource Funds 0.7*
Unallocated Cash 1.0 91 Day T-Bills 1.0
100.0% 100.0%

* Alternative asset and domestic stock weights are reset in the composite each quarter to reflect the uninvested portion of
the allocation to alternative assets.

% B Basic Funds
E Bl Composite |
0 Qtr. 1Yr. 3y 5Yr.
Period Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. S5Yr.
Basic Funds 3.5% 18.8% 12.0% 13.0%
Composite Index** 34 18.4 123 12.6

**Adjusted to reflect the SBI’s restrictions on liquor and tobacco stocks through 3/31/93 and AHP restriction through
10/31/93.

Effective July 1, 1993, the Basic and Post Funds share the same stock, domestic bond and international stock managers.
See pagel4 for the performance of these asset pools. Performance of the Basic Funds’ alternative assets is on page 15.

10
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INVESTMENT REPORT

POST RETIREMENT FUND

The Post Retirement Investment Fund contains the
pension assets of retired public employees covered by
statewide retirement plans. Approximately 60,000
retirees receive monthly annuities from the assets of the
Fund.

Upon an employee’s retirement, a sum of money
sufficient to finance the fixed monthly annuity is
transferred from accumulation pools in the Basic Funds
to the Post Fund. In order to support promised benefits,
the Post Fund must “earn” at least 5% on its invested
assets on an annualized basis. If the Post Fund exceeds
this earnings rate, excess earnings are used to finance
permanent benefit increases for eligible retirees.

Through fiscal year 1992, unrealized capital gains (or
losses) were excluded from the statutory definition of

earnings. For this reason the Post Fund previously was
not designed to maximize long-term total rates of return.
Rather, the SBI attempted to generate a high, consistent
stream of realized earnings for the Post Fund that
maintained current benefits, as well as produced benefit
increases over time. ‘

Since fiscal year 1993, the post retirement benefit
increase formula has been based on total return rather
than realized earnings. As a result, the Board has
adopted a new long-term asset allocation strategy for the
Post Fund which incorporates a substantial commitment
to common stocks. The transition to a 50% allocation to
domestic stocks was completed by the end of fiscal year
1993.

Asset Growth

The market value of the Post Retirement Fund increased
by 3.4% during the second quarter of 1996.

The increase was mostly due to positive investment
returns. .

14
12 §
10 /__//
g 8 Mamérﬁlf/_/
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Contributions
g 3 8
% g8 8 8
o o o o
In Millions Latest Qtr.
12/91 12/92 12/93  12/94 12/95 3/96 6/96
Beginning Value $5,590 $6,855 $7,500  $8,766 9,001 11,216 $11,496
Net Contributions 162 95 386 314 -102 -55 60
Investment Return 1,103 550 880 =79 2,317 335 327
Ending Value $6,855 $7,500 $8,766  $9,001 11,216 11,496 $11,883

11
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INVESTMENT REPORT

POST RETIREMENT FUND
Asset Mix

The Board adopted a new asset allocation strategy for the
Post Fund in fiscal year 1993 which reflects the new post
retirement benefit increase formula recently enacted by
the Legislature. Throughout fiscal year 1993, the actual
asset mix of the Post Fund moved toward a 50%
allocation to common stocks. In fiscal year 1994, the
Board added allocations to international stocks and
alternative investments.

Domestic Stocks 50.0%
Int’l. Stocks 15.0
Bonds 27.0
Alternative Assets 50
Unallocated Cash 3.0
Total 100.0%

The large allocation to common stocks will allow the
Fund to increase the long-term earning power of its
assets and allow the Fund to focus on generating higher
long-term total rates of return.

In October 1995, the Board revised its long term asset
allocation targets for the Post Fund, increasing
international stocks from 10% to 15% and decreasing
bonds from 32% to 27%. The change will be
implemented over several quarters. Strong performance
of the domestic stock market during recent quarters has
also contributed to the overweighting in that category.

B Unallocated Cash
Alt. Assets

B Dom. Bonds

B int'l. Stocks

Dom. Stocks

1=

Q

(3]

o

a
12/91 12/92 12/93 12/94

Last Five years

12/91 12/92 12/93 12/94
Dom. Stocks 8.5% 30.6% 50.5% 51.2%
Int’]. Stocks 0.0 0.0 10.0 11.0
Bonds 86.5 65.6 36.9 36.5
Alt. Assets 0.0 0.0 0.0 0.1
Unallocated Cash 5.0 38 2.6 1.2
Total 100.0% 100.0% 100.0%  100.0%

12/95 6/96

Latest Qtr.
12/95 3/96 6/96
51.9% 52.9% 52.1%

11.4 13.3 14.5
34.7 317 30.7
0.2 03 0.4
1.8 1.8 23
100.0% 100.0% 100.0%
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POST RETIREMENT FUND

Total Fund Performance

The Post Fund’s performance is evaluated relative to a composite of market indices. The composite is weighted in a

manner that reflects the long-term asset allocation of the Fund:

_ Post = Market Composite

Asset Class ~ Target Index 2096*
Domestic Stocks 50.0% Wilshire 5000
Int’l. Stocks 15.0 Composite Index
Bonds ’ 270 . Lehman Aggregate
Alternative Assets 5.0 . Private Equity Funds
Unallocated Cash 3.0 91 Day T-Bills

' : 100%- 100.0%

*Alternative assets and bonds are reset in the composite each quarter to reflect the uninvested portion of the allocation to

alternative assets.

The asset mix of the Post Fund moved to a 50% stock allocation during fiscal year 1993. The performance of the fund

since 7/1/93 is shown below.

20 T
15
€
T
e
5 4
0 4
. Qtr. 1Yr Since
71111993
Qtr. 1Yr. Since 7/1/93
Post Fund 29% 17.2% 11.6%
Composite Index 2.7 16.3 11.5

B Post Fund
& Composite

Effective July 1, 1993, the Basic and Post Funds share the same domestic stock, domestic bond and international stock

managers. See pagel4 for the performance of these asset pools.

13
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STOCK AND BOND MANAGERS

Performance of Asset Pools

Domestic Stoék Pool

Target: Wilshire 5000 Adjusted*
Expectation: If half of the pool is actively managed and Value Added to Wilshire 5000 Adjusted*
half is passively and semi-passively managed, the entire
pool is expected to exceed the target by +.25-.55%
annualized, over time.

Annualized
Qtr. Yr. 3Yrs. 5Yrs.
Stock Pool 4.2% 25.9% 16.0% 15.7%
Wilshire 5000* 44 26.2 16.7 16.0

Percent

* Adjusted for liquor and tobacco restrictions through Qtr. Yr. 3y 5Yr.
3/31/93 and AHP restriction through 10/31/93.

Bond Pool

Target: Lehman Brothers 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,

overtime. . : 4

Value Added to Lehman Aggregate®

Annualized 2
Qtr. Yr. 3 Yrs. 5 Yrs.
Bond Pool 0.6% 5.3% 54% 8.8%
Lehman Agg.* 0.6 5.0 53 83

0.0%

Percent
o

* Prior to July 1, 1994, the Salomon Broad Investment

Grade Bond Index was used. Q. . 3y Syr

International Stock Pool

Target: EAFE-Free/Emerging Markets Free*

Expectation: If half of the pool is managed actively and

half managed passively, the entire pool is expected to

exceed the target by +.25-.75% annualized, over time. Vadue Added to Compasite index”

Since

Qtr. Yr. 3Yr. 10/1/92

Int’L Pool 3.1% 16.9% 12.2% 14.2%
Composite Index* 1.6 13.4 10.5 13.3

Percent

* With the addition of emerging markets to the SBI -2
international portfolio, the benchmark is moving
toward a target of 85% EAFE-Free and 15% 4
Emerging Markets Free. Prior to May 1996, the Q. Yr. 3. ST
target was 100% EAFE-Free.

14
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ALTERNATIVE ASSET MANAGERS

Performance of Asset Pools

Real Estate Pool (Basic Funds only)

Expectation: Real estate investments are expected to Annualized
exceed the rate of inflation by 3-5% annualized, over the Qtr. Yr. 3Yrs. SYrs
life of the investment. .

, Real Estate 22% 3.6% 3.0% -1.5%
The Wilshire Real Estate Index contains returns of 30 Real Estate Index 22 3.8 2.6 2.2
commingled funds. The index does not include returns
from funds that are less than 3 years old or are not fully Inflation 0:6 28 28 29
invested.
Private Equity Pool (Basic Funds only)
Expectation: Private equity investments are expected Annualized
to provide annualized returns at least 3% greater than Qtr. Yr. 3Yrs. 5Yrs
historical public equity returns, over the life of the
investment. This equates to an absolute return of Private Equity 120% 40.3% 18.4% 20.6%
approximately 13-14% annualized.
The SBI began its private equity program in the mid-
1980°s. Some of the investments, therefore, are relatively
jmmature and returns may not be indicative of future
results.
Resource Pool (Basic Funds only) ,
Expectation: Resource investments (primarily oil and Annualized
gas) are expected to exceed the rate of inflation by 3-5% Qtr. Yr. 3Yrs. S5Y¥Yrs

annualized, over the life of the investment,

The SBI began its resource program in the mid-1980’s.
Some of the investments, therefore, are relatively
immature and returns may not be indicative of future
results.

Resource Funds

15

9.1% 124% 104% 9.1%
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INVESTMENT REPORT

ASSIGNED RISK PLAN

Investment Objectives

The Assigned Risk Plan has two investment objectives: to
minimize the mismatch between assets and liabilities and
to provide sufficient liquidity for the payment of on-going
claims and operating expenses.

Asset Mix

The Assigned Risk Plan is invested in a balanced
portfolio of common stocks and bonds. The actual asset
mix will fluctuate in response to changes in the Plan’s
liability stream.

Investment Management

The portfolio was transferred from the Department of
Commerce to the SBI on May 1, 1991. Voyageur Asset
Management has managed the bond segment of the Fund
since inception. Since January 1995, GE Investment
Management has managed the equity segment.

Performance Benchmarks

A custom benchmark has been established for the fixed
income portfolio. It reflects the duration of the liability
stream and the long-term sector allocation of Voyageur
Asset Management. The equity benchmark is the S&P

16

6/30/96 6/30/96 500 as of July 1, 1994. Prior to that date, the segment
Target Actual used a custom benchmark. The total fund benchmark is a
Stocks 20.0% 26.2% combination of the fixed income and equity benchmarks,
Bonds 80.0 73.6 weighted according to the asset allocation target.
Unallocated Cash 0.0 0.2
100.0%  100.0% Market Value
On June 30, 1996 the market value of the Assigned Risk
Plan was $542 million,
25
20
- 15
g B Total Fund
& Bl Composite
atr. Ty  3vr
Period Ending 6/30/96
Qtr. Yr. 3Yr. 5Yr.
Total Account 1.4% 9.8% 7.9% 9.2%
* Composite 1.6 9.5 7.6 8.9
Equity Segment 3.7 25.2 15.9 13.1
Benchmark 4.5 26.2 16.9 13.9
Bond Segment 0.7 54 5.6 8.1
Benchmark 0.8 5.6 5.5 7.6
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INVESTMENT REPORT

SUPPLEMENTAL INVESTMENT FUND

The Minnesota Supplemental Investment Fund is a
multi-purpose investment program that offers a range of
investment options to state and local public employees.
The different participating groups use the Fund for a
variety of purposes:

1. It functions as the investment manager for all
assets of the Unclassified Employees Retirement
Plan, Public Employees Defined Contribution Plan
and Hennepin County Supplemental Retirement
Plan. : '

2. Itis one investment vehicle offered to employees as
part of the state’s Deferred Compensation Plan, the
Individual Retirement Account Plan and College
Supplemental Retirement Plan.

3. It serves as an external money manager for a
portion of some local police and firefighter
retirement plans.

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.
They are net of investment management fees but they do
not include a deduction for asset based charges used to
defray costs of the administering retirement
organizations.

On June 30, 1996 the market value of the entire fund
was $799 million.

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 - an option utilizing guaranteed investment
contracts (GIC’s), which offer a fixed rate of return for a specified period

of time.
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SUPPLEMENTAL INVESTMENT FUND

Income Share Account

Investment Objective

The primary investment objective of the Income Share
Account is similar to that of the Combined Funds. The
Account secks 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 deflation hedge and provide
portfolio diversification.

Investment Management

The Account combines internal and external
management. SBI staff manage the entire fixed income
segment. Throughout the period shown below, the entire
stock segment has been managed as part of a passively
managed index fund designed to track the Wilshire 5000.
The current manager for these assets is BZW Barclays
Global Investors. Prior to April 1988, a significant
portion of the stock segment was actively managed.

Market Value
On June 30, 1996 the market value of the Income Share
Account was $389 million.

Target Actual
Stocks 60.0%  62.0%
Bonds 35.0 327
Unallocated Cash 5.0 53
100.0% 100.0%
30
25y
§ H Total Account
g O Median Fund*
a Composite**
*TUCS Median Master Trust
Period Ending 6/30/96
Annualized **60% Wilshire 5000/35% Lehman Aggregate Bond
Qtr. Yr. 3Yr. S5Yr Index/5% T-Bills Composite. Wilshire 5000 is
Total Account 3.0% 17.6% 12.4% 13.0% adjusted as noted below.
Median Fund* 31 174 12.1 12.8
Composite** 29 174 12.1 128 **+* Buy/hold index adjusted for liquor and tobacco
restrictions through 3/31/93 and AHP restriction
Equity Segment 44 25.5 16.8 16.1 through 10/31/93.
Wilshire 5000*** 44 26.2 167 16.0 .
**¥* Prior to 7/1/94 the Salomon BIG was the
Bond Segment 08 5.7 5.6 8.7 benchmark and a component of the Composite.
Lehman Agg. **** 06 5.0 5.3 8.3

18
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SUPPLEMENTAL INVESTMENT FUND
Growth Share Account

Investment Objective

The Growth Share Account’s investment objectwe is to-

generate above-average returns from capital appreciation
on common stocks.

Asset Mix

The Growth Share Account is invested almost entirely in
common stocks. Generally, the small cash equivalents
component represents the normal cash reserves held by
the Account as a result of net contributions not yet
allocated to stocks or held in reserve to accomodate
withdrawals. :

Investment Management

Throughout the period shown below, the entire Account
has been managed by the same group of active external
stock managers utilized by the Basic and Post Retirement
Funds. Prior to April 1988, other active managers

~ controlled a substantial portion of the account.

Market Value
On June 30, 1996 the market value of the Growth Share
Account was $157 million.

Target Actual
Stocks 95.0% 95.1%
Unallocated Cash 5.0 49
100.0% 100.0%
30+
251"
204
€
8 1541
[}
a
5.
0_ < &
Qtr. Yr.
Penod Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. SYr
Total Account 4.3% 24.6% 15.6% 15.6%
Median Pool* 43 25.2 16.7 16.0
Composite** 43 25.1 16.0 15.4

19

3vr.

B Total Account
00 Median Pool*
Bl Composite**

5Yr.

*  TUCS Median Equity Pool

** 95% Wilshire 5000/5% T-Bills Composite. Wilshire

5000 buy/hold index is adjusted for liquor and tobacco
restrictions through 3/31/93 and AHP restriction
through 10/31/93.
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SUPPLEMENTAL INVESTMENT FUND

Common Stock Index Account

Investment Objective and Asset Mix

The investment objective of the Common Stock Index
Account is to generate returns that match those of the
U.S. common stock market. The Account is designed to
track the performance of the Wilshire 5000, a broad-
based equity market indicator.

The Account is invested 100% in common stock.

Investment Management

Until July 1995, the entire Account was managed by
Wilshire Associates as part of a passively managed index
fund. Since July 1995, the Account has been managed by
BZW Barclays Global Investors (formerly Wells Fargo
Nikko). '

Market Value
On June 30, 1996 the market value of the Common Stock
Index Account was $96 million.

Percent

Yr.
Period Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. S5Yr
Total Account 4.4% 255% 16.8% 16.2%
Wilshire 5000* 44 262 16.7 16.0

3yr.

M Total Account
Wilshire 5000*

5Yr.

*Buy/hold index adjusted for liquor and tobacco restrictions through 3/31/93 and AHP restriction through 10/31/93.

20
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SUPPLEMENTAL INVESTMENT FUND

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. Approximately
half of the Account is “passively managed” and is
designed to track the return of 20 markets included in the
Morgan Capital International index of Europe, Australia
and the Far East (EAFE-Free). 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.

Investment Management

The Account was opened for contributions in September
1994. Beginning October 1994, the Account uses the
same © group of international active and passive
international stock managers as the Basic and Post
Retirement Funds. '

Market Value
On June 30, 1996 the market value of the International
Share Account was $14 million.

30+
254"
€
[
(8]
@
a
Qtr.
Period Ending 6/30/96
: Since
Qtr. Yr. 9/1/94
Total Account 3.1% 170% 1.7%
Composite Int’l. Index* 1.6 13.4 6.2

* With the addition of emerging markets to the SBI
international portfolio, the benchmark is moving
toward a target of 85% EAFE-Free and 15%
Emerging Markets Free. Prior to May 1996, the
target was weighted 100% EAFE-Free.

Yr.
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I Total Account
Composite Index

Since
9/1/94
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SUPPLEMENTAL INVESTMENT FUND
Bond Market Account

Investment Objective

The investment objective of the Bond Market Account is
to earn a high rate of return 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.

Investment Management

The entire Account is managed by the same group of
active external bond managers utilized by the Basic and
Post Retirement Funds.

Market Value
On June 30, 1996 the market value of the Bond Market
Account was $24 million,

30

254

201"

B Total Account

1541

Percent

DOIMedian Pool*
ElLehman Agg.

Period Ending 6/30/96
Annualized

Qtr. Yr. 3Yr. SYr.

Total Account 0.7% 53% 53% 91%

Median Pool* - 0.6 5.3 56 9.1
Lehman Aggregate** 0.6 5.0 53 83

* TUCS Median Fixed Income Pool

** Prior to July 1, 1994, the Salomon Broad Investment Grade Index was used.
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SUPPLEMENTAL INVESTMENT FUND
Money Market Account

Investment Objective

The investment objective of the Money Market Account

is to purchase short-term, liquid fixed income
investments that pay interest at rates competitive with
those available in the money markets.

Asset Mix

The Money Market Account is invested entirely in high
quality short-term investments such as U.S. Treasury
Bills, bank certificates of deposit, repurchase agreements,
and high grade commercial paper. The average maturity
of these investments is 30 to 60 days.

Investment Management

The Money Market Account is managed by State Street
Bank and Trust Company. State Street manages a major
portion of the Board’s cash reserves.

Market Value )
On June 30, 1996 the market value of the Money Market
Account was $50 million.

M Total Account
E191 Day T-Bllls:

30+
254"
204
€
g 151
) Qtr.
Period Ending 6/30/96
Annualized
Qtr. Yr. 3Yr. S5SYr
Total Account 1.3% 58% 49% 4.6%
13 54 47 44

91 Day T-Bills

Yr.

23

3Yr. Syr.




SECOND QUARTER 1996

INVESTMENT REPORT

SUPPLEMENTAL INVESTMENT FUND

Fixed Interest Account

Investment Objectives

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 Fixed Interest Account is invested in guaranteed
investment contracts (GIC’s) offered by major U.S.
insurance companies and banks and GIC type
investments. Effective November 1, 1994 new
contributions into the Account are deposited into a new
pool of GIC’s and GIC-type investments. The pool has a
blend of maturities and a credited interest rate that
changes monthly. The remaining GIC will mature in
October 1996.

Investment Management

Since November 1, 1994, the new portfolio of GIC’s and
GIC-type investments has been managed by Galliard
Capital Management (formerly Norwest Investment
Management).

Market Value
On June 30, 1996 the market value of the Fixed Interest
Account was $69 million.

Existing 3 Year Contract

Annual
Contract Period Effective Interest Rate Manager
Nov. 1, 1993-Oct. 31, 1996 4.625% Principal Mutual/Hartford Life
(blended rate)
GIC Pool
Period Ending 6/30/96
Since
Qtr. Yr. 11/1/94
Total Pool 1.6% 6.7% 6.8%
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SECOND QUARTER 1996

INVESTMENT REPORT

PERMANENT SCHOOL FUND

Investment Objectives

The objective of the Permanent School Fund is to provide
a high, consistent stream of income to assist in offsetting
state expenditures on school aid while maintaining
adequate portfolio quality.

The Permanent School Fund’s investment objectives have
been influenced by the legal provisions under which its
investments must be managed. These provisions require
that the Permanent School Fund’s principal remain
inviolate. Further, any net realized equity and fixed
income capital gains must be added to principal.
 Moreover, if the Permanent School Fund realizes net
capital losses, these losses must be offset against interest
and dividend income before such income can be
distributed. Finally, all interest and dividend income
must be distributed in the year in which it is earned.

These legal provisions have limited the investment time
horizon over which the Permanent School Fund is
managed. Long-run growth in its assets is difficult to
~achieve without seriously reducing current spendable
income and exposing the spendable income stream to
unacceptable volatility. The SBI, therefore, has invested
the Permanent School Fund’s assets to produce the
maximum amount of current income, within the
constraint of maintaining adequate portfolio quality.

Asset Mix

The Permanent School Fund is invested entirely in a
portfolio of fixed income securities to maximize current
income.

Investment Management
The Permanent School Fund is managed internally by
SBI staff. The investment approach utilizes sector
trading and relative spread analysis of both sectors and
individual issues. The portfolio weightings in mortgage
and corporate securities are consistently equal to or
greater than the market weightings. The portfolio
duration remains close to the benchmark duration but
may be slightly shorter or longer depending on the
economic outlook. (Prior to July 1993 the fund used a
buy and hold, laddered maturity structure).

Performance Benchmarks
Since July 1994 the Lehman Aggregate Index has been
the benchmark for the Permanent School Fund. Prior to

" that date, an acceptable benchmark for the laddered

portfolio was not available.

Market Value
On June 30, 1996 the market value of the Permanent
School Fund was $419 million.

20W

151

B Total Fund

107

Percent

Yr.

- Period Ending 6/30/96
Qtr. Yr. 3Yr.  SYr

0.7%
0.6

51% 5.1%
50 NA

Total Fund

9.2%
Lehman Agg. '

NA

3vYr.

25

BlLebhman Agg.”

SYr.




SECOND QUARTER 1996

INVESTMENT REPORT

ENVIRONMENTAL TRUST FUND

Investment Objective :
The Environmental Trust Fund’s objective is to produce
a growing level of spendable income, within the
constraints of maintaining adequate portfolio quality
and liquidity.

Asset Mix

The Environmental Trust Fund 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 deflation hedge and provide
portfolio diversification.

Investment Management

SBI staff manage all assets of the Environmental Trust
Fund. The bond segment is actively managed to add
incremental value through sector, security and yield
curve decisions. The stock segment is passively
managed to track the performance of the S&P 500.

Market Value
On June 30, 1996 the market value of the
Environmental Trust Fund was $140 million. '

Target Actual
Stocks 50.0% 48.3%
Bonds 50.0 44.5
Unallocated Cash 0.0 © 72
100.0% 100.0%
2017

€

8

o

a

Qtr.
Period Ending 6/30/96
Since
Qtr. 1Yr. 7/1/93

Total Fund 26% 14.6% 10.8%
Composite 2.5 15.2 11.0
Equity Segment 4.4 26.0 17.2
S&P 500 4.5 26.2 17.3
Bond Segment 0.7 4.6 5.8
Lehman Agg. 0.6 50 53

Yr.

28
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SECOND QUARTER 1996

'INVESTMENT REPORT

STATE CASH ACCOUNTS

Description

State Cash Accounts represent the cash balances in more
than 400 separate accounts that flow through the
Minnesota State Treasury. These accounts range in size
from $5,000 to over $400 million.

Most accounts are invested by SBI staff through two
short-term pooled funds:

1. Trust Fund Pool contains the cash balances of
retirement-related accounts managed internally and
cash balances in the Permanent School Fund.

2. Treasurer’s Cash Pool contains the cash balances of
special or dedicated accounts necessary for the
operation of certain State agencies and the balance of
the Invested Treasurer’s Cash.

In addition, each State of Minnesota bond sale requires
two additional pools; one for bond proceeds and one for
the debt reserve transfer.

Investment Objectives
Safety of Principal. To preserve capital.

Competitive Rate of Return. To provide a high
level of current income.

Liquidity. To meet cash needs without the forced
sale of securities at a loss.

Asset Mix

The SBI maximizes current income while preserving
capital by investing all cash accounts in high quality,
liquid short term investments. These include U.S.
Treasury and Agency issues, repurchase agreements,
bankers acceptances, commercial paper, and certificates
of deposit.

Investment Management _

All state cash accounts are managed by the SBI
investment staff. As noted above, most of the assets of
the cash accounts are invested through two large

: commingled investment pools.
Because of special legal restrictions, a small number of
cash accounts cannot be commingled. These accounts are
invested separately.
Period Ending 6/30/96
Market Value 3Yrs.
(Millions) Qtr, Yr. Annualized

Treasurer’s Cash Pool $3,704 1.3% 5.7% 4.8%
Trust Fund Cash Pool 131 1.4 59 5.0
Benchmark* 1.3 58 5.0
91-Day T-Bills 1.3 5.4 4.7

* 75% State Street Short Term Investment Fund/25% 1-3 Year Treasuries. This benchmark was established in
April 1993. The Investment Advisory Council (IAC) intend to review the appropriateness of this
benchmark in FY96. Until that time, the IAC believes that the pools should continue to be monitored against

91-Day T-Bills.
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STATE OF MINNESOTA
STATE BOARD OF INVESTMENT

Net Cash Flow Available For Investment
April 1, 1996 - June 30, 1996

Teachers Retirement Fund

Public Employees Retirement Fund

State Employees Retirement Fund

Public Employees Police & Fire

Highway Patrol Retirement Fund

Judges Retirement Fund

Public Employees P&F Consolidated
Correctional Employees Retirement Fund

Post Retirement Fund

Supplemental Retirement Fund - Income
Supplemental Retirement Fund - Growth
Supplemental Retirement Fund - Money Market
Supplemental Retirement Fund - Index
Supplemental Retirement Fund - Bond Market
Supplemental Retirement Fund - Fixed Interest,
Supplemental Retirement Fund - International

Total Retirement Funds Net Cash Flow
Assigned Risk Plan
Permanent Schoo! Fund

Total Net Cash Flow

($130,200,000.00)
9,000,000.00
13,000,000.00
(2,000,000.00)
0.00
1,500,000.00
(481,666.82)
2,000,000.00
60,022,685.61
(3,328,955.50)
(353,162.81)
(1,661,741.51)
2,466,247.12
(20,733.19)
316,547.25
795,873.87

(48,944,905.98)
(7,685,386.16)
(4,284,481.26)

($60,914,773.40)



January 1994
February
March
April
May
June
July
August
September
October
November
December

January 1995
February
March
April
May
June
July
August
September
October
November
December

January 1996
February
March
April
May
June

STATE OF MINNESOTA

STATE BOARD OF INVESTMENT

Transaction and Asset Summary

Retirement Funds

Net Transactions Asset Summary (at Market Value)
. Cash Total
Bonds Stocks Total Flow Short-Term Bonds Equity Mkt Value
(Millions) (Millions) (Millions) (Millions) % of Fund % of Fund % of Fund  (Millions)
-1 1 0 14 2.1 323 65.6 20,105
-26 -25 -51 10 25 32.1 65.4 19,735
-3 14 11 1 2.5 324 65.1 19,051
37 186 223 132 2.0 319 66.1 19,285
0 -24 -24 -11 2.1 318 66.1 19,349
-13 0 -13 6 2.1 32.2 65.7 19,038
0 4 4 25 22 320 65.8 19,507
0 -1 -1 -18 2.1 313 66.6 19,982
0 25 25 -30 1.8 315 66.7 19,581
0 2 2 22 1.9 30.9 67.2 19,824
0 0 0 -41 1.7 318 66.5 19,324
2 14 16 7 1.7 31.7 66.6 19,493
1 10 11 -11 1.5 32.0 66.5 19,681
1 0 1 -1 1.5 318 66.7 20,249
2 18 20 -18 1.3 315 67.2 20,607
1 -305 -304 -6 2.7 31.2 66.1 21,049
0 13 13 14 2.6 315 65.9 21,681
8 -12 -4 -3 26 313 66.1 22,028
1 13 14 19 25 30.4 67.1 22,646
) 14 13 (25) 23 30.5 67.2 22,814
0 13 13 1) 2.1 30.1 67.8 23,369
1 ?3) 2) (20) 2.1 30.6 67.3 23,294
&) 87 82 (20) 1.6 30.1 68.3 23,975
11 (6) 5 6) 1.5 30.2 68.3 24,304
0 12 12 -4 14 29.9 68.7 24,721
=301 303 2 4 1.4 28.0 70.6 24,859
0 -14 -14 -15 1.4 27.6 71.0 25,070
42 -31 <73 -18 1.6 26.9 71.5 25,493
-1 =20 -21 -3 1.6 26.5 71.9 25,823
0 =52 =52 -20 1.8 26.8 71.4 25,829
5
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EXECUTIVE DIRECTOR’S ADMINISTRATIVE REPORT

DATE: August 27, 1996

‘TO: Members, State Board Investment

FROM: Howard Bicker

1. Reports on Budget and Travel

A final report on the SBI’s administrative budget for FY96 is in Attachment A.
Actual expenditures were $34,568 under the budget for the year ending June 30, 1996.
The first report for FY97 covers the period ending July 31, 1996 and is included as
Attachment B,

A report on travel for the period from May 16-August 15, 1996 is included as
Attachment C. o

2. Appointment to IAC Vacancy
At the SBI meeting in June 1996, the Board authorized the SBI Deputies to consider °
candidates for the current vacancy on the Investment Advisory Council (IAC) and
make a recommendation for the September 1996 meeting.

The vacancy was announced through the Open Appointments Process.

The SBI Deputies recommend that the Board appoint Doug Gorence to the Council.
Mr. Gorence currently serves as Director, Pension Fund Investments at Honeywell.

RECOMMENDATION:

The SBI Deputies recommend that the SBI appoint Douglas Gorence to the
Investment Advisory Council for a term ending January 2000.

3. Contract Amendment for the Deferred Compensation Plan

Minnesota Mutual, one of the product providers in the Deferred Compensation Plan,
has proposed a change to its contract with the State of Minnesota. If approved, the
change will provide more favorable portability terms for participants who wish to
transfer assets from Minnesota Mutual (MM) to other investment options in the Plan.




The Minnesota State Retirement System, administrator for the Plan, approved the
change at their meeting on June 19, 1996. Statute requires the SBI to approve all
contract amendments as well.

The draft amendment is included as Attachment D.

Currently, the MM contract allows a participant to transfer up to 20% or $1000,
whichever is greater, of fixed account balances to other Plan options each calendar
year. MM is proposing to allow participants to transfer their entire balance from the
MM fixed account within a five year period. The difference in the two provisions can
be illustrated using an initial account balance of $10,000:

Current Provision: 20% of balance or $1000, whichever is greater

Starting Amount Remaining
Year Balance Transferred Balance
1 $10000 $2000 $8000
2 8000 1600 6400
3 6400 1280 5210
4 4800 1024 4096
5 4096 1000 3096
6 3096 1000 2096
7 2096 1000 1096
8 1096 1000 96
9 96 96 0

Proposed Provision: Yr. 0 20% of balance
Yr1 20% “
Yr2 25% “
Yr3 33% “
Yr.4 50% “
Yr.5 100% “

Starting Amount Remaining
Year Balance Transferred Balance
0 $10000 $2000 $3000
1 8000 1600 6400
2 6400 1600 4800
3 4800 1600 3200
4 3200 1600 1600
5 1600 1600 0



I intend to review this proposal with the Deferred Compensation Review Committee
on August 28, 1996 and will make a verbal report on their recommendation at the SBI
meeting on September 4, 1996. '

RECOMMENDATION:

Pending concurrence by the Deferred Compensation Review Committee, the
Executive Director recommends that the SBI approve an amendment to the
agreement with Minnesota Mutual Life Insurance Company for the Deferred
Compensation Plan which will allow participants to transfer their entire general
account balance to other product providers in the Plan over a five year period.
Further, the SBI should authorize the Executive Director, with assistance from SBI
legal counsel, to negotiate and execute the amendment on behalf of the SBI.



ATTACHMENT A

STATE BOARD OF INVESTMENT

FISCAL YEAR 1996 ADMINISTRATIVE BUDGET REPORT
GENERAL FUND APPROPRIATION

FISCAL YEAR ENDING JUNE 30, 1996

FISCAL YEAR | FISCAL YEAR
1996 1996
ITEM BUDGET EXPENDITURES
PERSONAL SERVICES
FULL TIME EMPLOYEES $ 1,519,000f $ 1,496,086
SEVERENCE PAYOFF 0 3,008
WORKERS COMPENSATION INSURANCE 0 730
MISCELLANEOUS PAYROLL 0 1,042
SUBTOTAL $ 1,519,0000 $ 1,500,866
STATE OPERATIONS
RENTS & LEASES 88,550 88,550
REPAIRS/ALTERATIONS/MAINTENANCE 13,000 12,662
BONDS AND INSURANCE 0 673
PRINTING & BINDING 15,950 15,080
PROFESSIONAL/TECHNICAL SERVICES 50,000 14,031
COMPUTER SYSTEMS SERVICES 202,500 202,619
COMMUNICATIONS 27,000 22,548
TRAVEL, IN-STATE 3,000 2,728
TRAVEL, OUT-STATE 50,000 38,949
SUPPLIES 48,000 42,027
EQUIPMENT 30,000 75,298
EMPLOYEE DEVELOPMENT 5,000 11,063
OTHER OPERATING COSTS 40,000 30,338
SUBTOTAL

TOTAL GENERAL FUND

$ 2,092,000

$ 2,057,432




ATTACHMENT B

STATE BOARD OF INVESTMENT
FISCAL YEAR 1997 ADMINISTRATIVE BUDGET REPORT
GENERAL FUND APPROPRIATION

FISCAL YEAR TO DATE THROUGH AUGUST 23, 1996

FISCAL YEAR | FISCAL YEAR
1997 1997
ITEM BUDGET EXPENDITURES
PERSONAL SERVICES
FULL TIME EMPLOYEES $ 1,505,000 $ 160,265
SEVERENCE PAYOFF 20,000 0
WORKERS COMPENSATION INSURANCE 1,000 0

MISCELLANEOUS PAYROLL
SUBTOTAL

STATE OPERATIONS
RENTS & LEASES
REPAIRS/ALTERATIONS/MAINTENANCE
BONDS. AND INSURANCE
PRINTING & BINDING
PROFESSIONAL/TECHNICAL SERVICES
COMPUTER SYSTEMS SERVICES
COMMUNICATIONS
TRAVEL, IN-STATE
TRAVEL, OUT-STATE
SUPPLIES
EQUIPMENT
EMPLOYEE DEVELOPMENT
OTHER OPERATING COSTS

SUBTOTAL

TOTAL GENERAL FUND

1,527,000

90,500
13,000
1,000
16,000
50,000
202,500
27,000
3,000
55,000
48,000
37,000
18,000
40,000

$ 601,000

160,265

15,083

$ 2,128,000

$ 198,608




Purpose

Manager Monitoring
Alternative Investments:
T.A. Associates Realty
Manager Search
Alternative Investments:
HLM Management Company,
PRISM Venture Partners -
Staff Education

“Private Equity Conference”
sponsored by Institute for
International Research

Board Member Travel

“Investment Manager Evaluation,

Search & Selection” sponsored
by Institute for International
Research

Manager Monitoring
International Manager:
Templeton Investment
Counsel, Inc.

Manager Monitoring
Fixed Income:

BEA, Goldman Sachs,
Miller Anderson
Manager Search:
J.P. Morgan

Board Member Travel
National Association

of Public Pension

Attorneys Annual Conference

ATTACHMENT C

STATE BOARD OF INVESTMENT

Travel Summary by Date

May 16, 1996 - August 15, 1996
Destination

Name(s and Date

M. Regal Boston, MA
5/12-5/15

E. Voss New York, NY
5/20-5/21

B. Lehman Ft. Lauderdale, FL

K. Vnuk 6/9-6/10

J. Lukens New York, NY
Philadelphia, PA
6/18-6/20

C. Eller Charleston, SC

6/25-6/28

* Cost figure has been revised from prior report.

Total Cost

$764.80*

$1,870.32

$2,093.91

$1,515.94

$1,693.50



Destination

Purpose Name(s and Date Total Cost
Manager Monitoring H. Bicker Chicago, IL $999.49
Fixed Income: 7/15-7/17

Goldman Sachs ‘ '

Consultant Meeting:

Richards & Tierney

Staff Education K. Vnuk Chicago, IL $2,349.50

“1996 Financial Analysts 7/22-7/26
Seminar” sponsored by :

~ Association for Investment

Management and Research

(AIMR)

Manager Monitoring 1. Griebenow Chicago, IL $222.00
Alternative Investments: 8/1/96

Public funds private equity

study :



ATTACHMENT D

DRAFT

AMENDMENT NO.2 TO THE DEFERRED
COMPENSATION PLAN BUSINESS PLAN AGREEMENT

WHEREAS, Minnesota Mutual Life Insurance Company (hereinafter called the
“Minnesota Mutual™), and the State Board of Investment (hereinafier called “SBI”) and
the Minnesota State Retirement System (hereinafier called “MSRS”), entered into a letter
agreement M-8639 to amend and supplement Group Deferred Variable Annuity Contract,
Number 0844049; and \

WHEREAS, the parties have agreed to amend Paragraph C of Section IV of the
Agreement.

NOW, THEREFORE IT IS AGREED BY AND BETWEEN THE PARTIES
THERETO:

That Paragraph C of Section IV shall be amended to read as follows:
Plan participants may annually, each calendar year, transfer:

a) up to 20% of accumulation values held in the general account or $l,000.00
whichever is greater, or

b) accumulation values held in the general account according to the following

schedule:
Portion of
Period (in years) General Account

0 20%
1 20%

2 25%
3 33%
4 50%
5

100%

Plan participants may not exercise a) and b) concurrently. Plan participants may
elect to stop transfer of accumulation values in b) at any time during the 5 years,
but any subsequent election to transfer accumulation values in b) starts the
transfer process at the beginning of the schedule.



APPROVED: Except as herein amended, the terms and conditions of the original Letter

Agreement remain in full force and effect.

MINNESOTA STATE BOARD OF
INVESTMENT

By:

Title:

Date:

MINNESOTA STATE
RETIREMENT SYSTEM

By:

Date:

THE MINNESOTA MUTUAL LIFE
INSURANCE COMPANY

By:

Title:

Date:

Title:

Date:

STATE OF MINNESOTA
THE OFFICE OF THE
ATTORNEY GENERAL.

By:

Date:

STATE OF MINNESOTA
DEPARTMENT OF
ADMINISTRATION

By:

Title:

Date:

STATE OF MINNESOTA
DEPARTMENT OF FINANCE

By:

Title:

Date:







STATE OF MINNESOTA
OFFICE OF THE STATE TREASURER

303 State Administration Building
50 Sherburne Avenue
Saint Paul, Minnesota 55155

Treasurer Fax (612) 296-8615

DATE: August 27, 1996

TO: Members, State Board Investment

FROM: SBI Administrative Committee Report

The SBI Administrative Committee met on June 24, 1996 to update the country groupings
in the SBI’s international investing guidelines. The Committee adopted the updated
groupings as presented by staff and heard presentations from the SBI’s emerging markets
managers on their interest in investing in countries included in Group 3.

No action is required by the SBI at this time.
Background

In September 1992, the SBI established an International Investing Guidelines Task Force.
Its charge was to make recommendations to the Board concerning issues related to human
rights, worker rights and environmental concerns with respect to the SBI's international
investment program. The guidelines recommended by the Task Force were adopted by
the Board in December 1992 and have been used in the 1mplementat10n of the
mtematxonal program since that date.

The Task Force focused on information available from country reports compiled annually
by the US State Department. Based on that information, the Task Force recommended a
policy framework which grouped countries into three broad categories based on human
and worker rights laws and practices. It is important to note that the guidelines do not
prohibit a manager from investing in the market of any country. Rather, they require
either written notification (for Group 2 markets) or personal presentation from the
manager (for Group 3 markets).

The policy guidelines are outlined in Attachment A.

AN EQUAL OPPORTUNITY EMPLOYER
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Review Process

The SBI has delegated periodic review of the country groupings to the SBI Administrative
Committee. The last review took place in August 1994 when the list was expanded to
include several markets that the existing international managers expected to consider at
that time. With the recent addition of emerging markets specialists to the SBI'’s
international program, the country groupings needed to be expanded once again to
address all of the markets that these new managers may consider.

The emerging markets specialists are considering investment in twenty five (25) markets
that were not included on the August 1994 list. Staff reviewed each additional country
based upon the most recent country reports published by the US State Department.

After discussion, the Committee adopted the revised country groupings in Attachment B.

The Committee also heard presentations from the SBI’s emerging markets managers (City
of London, Genesis Asset Managers, Montgomery Asset Management) concerning their
interest in Group 3 markets:

e One or more of the managers are investing in companies domiciled in the following
countries for the SBI account at the present time: China, Croatia, Indonesia, Jordan,
Morocco, Peru.

e In addition to the above, one or more of the managers anticipate investing in
companies domiciled in the following countries for the SBI account with the next 1-3
years: Burma (also known as Myanmar), Kuwait, Lebanon, Nigeria, Pakistan, United
Arab Emirates, Vietnam.



ATTACHMENT A

INTERNATIONAL INVESTING GUIDELINES TASK FORCE

POLICY GUIDELINES

The International Investing Guidelines Task Force focused on information available from
country reports compiled annually by the US State Department. Based on that
information, the Task Force recommended a policy framework which grouped countries
into three broad categories. It is important to underscore that the guidelines do not
prohibit a manager from investing in the market of any country. Rather, they require
either written notification or personal presentation from the manager in certain cases:

Group 1:

Group 2:

Group 3:

According to the US State Department reports, these countries have legal
protections or practices that generally respect internationally recognized
worker and human rights. As a result, there is little concern that economic and
social disruptions may occur which would have an adverse effect on financial
markets. No additional notification or presentation is required regarding a
manager's decision to invest in the market of any of these countries.

These countries have legal protections for worker and human rights but
violations of these rights have been cited in the US State Department reports.
Because violations of legally protected rights continue to occur in these
countries, there is some concern that economic and social disruptions may
occur which may have an adverse effect on their financial markets. If a
manager chooses to invest in one of more of these markets, the manager must
notify SBI staff in writing of the decision to do so.

According to US State Department reports, these countries appear to lack
basic protections for worker and human rights and do not appear to be making
adequate progress in establishing a legal structure to address these issues. As a
result, the potential for economic, social and political unrest exists which could
adversely affect the stability of the financial markets within these countries. If
a manager chooses to invest in one or more of these markets, the manager
must appear at a meeting of the SBI Administrative Committee to present its
reasons for the decision to do so. '



ATTACHMENT B

INTERNATIONAL INVESTING GUIDELINES
EXPANDED COUNTRY GROUPINGS ADOPTED
BY SBI ADMINISTRATIVE COMMITTEE

as of June 1996

Group 1 Group 2 Group 3
Australia Argentina Burma/Myanmar
Austria Bangladesh China, Peoples Republic of
Barbados Bolivia Croatia
Belgium Botswana Indonesia
Canada Brazil Jordan
Costa Rica Chile Kuwait
Czech Republic Cote d’Ivorie Lebanon
Denmark Colombia Morocco
Finland Ecuador Nigeria
France Egypt Peru
Germany Estonia Pakistan
Greece Ghana Swaziland
Hong Kong India United Arab Emirates (UAE)
Hungary Israel Vietnam
Italy Jamaica
Ireland Kazakhstan
Japan Kenya
Luxembourg Korea, Republic of
Netherlands Latvia
New Zealand Lithuania
Norway Malawi
Poland Malaysia
Portugal Mauritius
Singapore Mexico
Slovak Republic Mongolia
Slovenia Namibia
Spain Nepal
Sweden Panama
Switzerland Papua New Guinea
United Kingdom Philippines
Uruguay Romania

Russia

South Africa

Sri Lanka

Taiwan

Thailand

Trinidad & Tobago

Tunisia

Turkey

Venezuela

Ukraine

Zambia added to August 1994 list

Zimbabwe
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COMMITTEE REPORT

DATE: August 27, 1996

TO: Members, State Board of Investment
Members, Investment Advisory Council

FROM: Domestic Manager Committee

The Domestic Manager Committee met on August 14, 1996 to consider the following
agenda items:

e Review of manager performance for the period ending June 30, 1996.
o S.taff recommendatipn regarding probation of IAI Regional Fund.

e Review of active stock manager cash allocétion to benchmarks.

e Review of beﬁchmark for internally managed short term cash pools.

Board action is requested on the final three (3) items.

INFORMATION ITEMS:
1. Review of manager performance
e Stock Managers

For the quarter ending June 30, 1996, the domestic stock manager program
matched its aggregate benchmark but underperformed the Wilshire 5000. For the
latest year, the current managers outperformed the benchmark and matched the

" Wilshire 5000. For the latest three years, the current managers underperformed
the benchmark but outperformed the Wilshire 5000. For the latest five years, the
current managers outperformed the benchmarks and the Wilshire 5000




Total Wilshire Current Aggregate
Time Period | Program 5000* Megrs. Only Benchmark
Quarter 4.2% 4.4% 4.2% 4.2%
1 Year 25.9 26.2 26.2 25.5
3 Years 16.0 16.7 16.8 17.4
S5 Years 15.7 16.0 17.4 16.3

*  Adjusted for SBIs restrictions, as appropriate.

Performance was generally positive among the active manager group for the
quarter; ten of the managers outperformed or matched and three underperformed

their benchmarks.

Stock selection in consumer non-durables and technology

contributed the majority of the active manager outperformance for the quarter.

Staff noted that for the quarter the semi-passive managers underperformed their
benchmark. However, as a group, the semi-passive managers have added value to
their completeness fund benchmark and exceeded performance expectations since
inception, January 1995. :

Staff also noted that the passive manager has matched its benchmark for the

quarter and year.

The performance evaluation reports for the stock managers start on page 19 of
this Tab. Manager Commentaries are in Tab L

e Bond Managers

For the period ending June 30, 1996, the total bond program and current managers
outperformed or matched the Lehman Aggregate and the aggregate benchmark for

the quarter and the latest one year, three year, and five year periods.

Total Lehman Current Aggregate
Time Period | Program | Aggregate* Mgrs. Only Benchmark
Quarter 0.6% 0.6% 0.6% 0.6%
1 Year 53 5.0 53 5.0
3 Years 5.4 5.3 5.5 5.3
5 Years 8.8 8.3 8.9 8.4

*  Reflects Salomon BIG index prior to 7/94.

The performance evaluation reports for the bond managers start on Page S3 of this

Tab. Manager Commentaries are in Tab L




ACTION ITEMS:

1. Recommendation to remove IAI from probationary status.

TAI was placed on probation in march 1996 due to a change in portfolio manager and-
the purchase of IAI’s parent company, TSB, by Lloyds Bank. Recently, staff met with
the SBI’s current portfolio manager, Mark Hoonsbeen, to discuss the Regional Fund’s
investment process and personnel. Staff recommends that IAI be removed from
probationary status for the following reasons:

a) The investment process had changed slightly to better match the strengths of the
investment team that Mark has assembled. ~Mark emphasizes bottom-up
fundamental research with greater focus on stock selection and less reliance on
sector bets than in the past. The portfolio will remain fully invested whereas
Mark’s predecessor utilized cash in the past.

b) Mark plans to hire one additional analyst by year end. The Regional Fund Team
would then consist of four investment professionals. Mark believes this would
provide sufficient resources to cover their universe.

¢) The TSB/Lloyds Bank merger has been completed and the current organizational
structure does not affect IAI’s internal investment or management structure.

RECOMMENDATION:

Staff believes that the TSB/Lloyds Bank merger and change in portfolio manager
has not negatively impacted the management of the SBI portfolio. The Committee
concurred and recommends that IAI be removed from probation.

2. Domestic Equity Benchmark Cash

In May 1996, staff informed the Committee that each domestic equity manager’s
benchmark cash level would be lowered from an average of 5% to a new level of 1%
or less beginning July 1996. The Committee questioned the need to have any cash in
manager benchmarks and asked that the issue be readdressed at the August 1996
meeting.

“Since a customized benchmark is an evaluation tool to measure the manager’s unique
investment style, staff believe it should be a realistic representation of the manager’s
operating constraints. They maintain that even a manager who seeks to be a “fully
invested” manager has some residual cash in the portfolio due to unsettled trades and
dividend payments. The 1% cash level is a pragmatic way to recognize this “real
world” operating constraint. Staff also noted that eliminating cash from the benchmark
does not guarantee the elimination of cash in the manager’s portfolio; an active
manager still has the discretion to raise cash in a defensive move if they wish. Staff



suggested that the Committee monitor actual cash levels for a period of time before
considering additional reductions.

The Committee believes that since the asset class target (i.e., the Wilshire 5000) has no
cash, cash should be eliminated from all manager benchmarks. The Committee also
noted that since cash has a lower expected return that equities, any level of benchmark
cash will be a drag on performance, over the long term. '

RECOMMENDATION:

The Committee recommends that the SBI eliminate all cash from domestic
equity manager benchmarks.

3. Review of benchmarks for internally managed short term cash pools.

- SBI staff manage cash in state agency accounts in two pooled vehicles: the Trust
Fund Pool and the Invested Treasurer’s Cash (ITC) Pool. Both pools have been
managed against a benchmark that was weighted 75% cash equivalent / 25% 1to 3
year debt since January 1993. The State Street Bank short term investment fund
(STIF)return was used as the benchmark for cash equivalents and the Merrill
Lynch 1 to 3 Year Government Index was used as the benchmark for the long
portion of the benchmark.

Trust Fund Pool Benchmark

Since this blended benchmark was adopted, the cash flows and maturity structure
of the Trust Fund Pool have changed significantly. The cash flows are held in the
Pool for only a short time before they are allocated to long term investment
vehicles within the Basic Fund, the Post Fund, the Permanent School Fund or the
Environmental Trust Fund. The maturity structure of the Trust Fund Pool is now
focused entirely on cash equivalents; maturities beyond 6 months are rarely used.

ITC Pool Benchmark

A blended benchmark continues to be appropriate for the ITC Pool since its

maturity structure will continue to include longer term securities. However, a
- benchmark based on set percentages has been problematic due to significant

volatility in cash flows. As a result, the dollar value attributable to 25% of the

portfolio can vary significantly over very short periods of time.

Staff recommended that the 1 to 3 year portion of the blended benchmark should
be based on a fixed dollar amount rather than the current fixed percentage. The
fixed dollar amount selected would represent an amount that is never expected to
be liquidated and should be determined in conjunction with the cashflow
projections made by the Department of Finance. The fixed dollar amount used in
the benchmark would need to be updated at least annually to reflect changing
Minnesota economic conditions and changes in cash flows caused by legislative



e

.
Ed

action. The balance of the portfolio, whatever the dollar value, would be
measured against a cash equivalents measure.

After discussion, the Committee endorsed the staff proposals. More information
on the current and proposed benchmarks is in the staff position paper which begins
on page 7.

RECOMMENDATION:

The Committee recommends that the following benchmarks be used to measure the
performance of the internally managed cash pools:

The Trust Fund Pool should be measured against a cash equivalents benchmark
rather than a blended benchmark. The IBC All Taxable Money Fund Index is
recommended as the performance standard for this pool.

The ITC Pool should continue to use a blended benchmark but convert the long
end of the benchmark from a fixed percentage to a fixed dollar amount. The
fixed dollar portion of the benchmark should be measured against the Lehman
Brother’s 1 to 3 year Government Index. The remainder of the benchmark
should use the IBC Index. For the 12 month period beginning October 1996, the
fixed dollar portion of the benchmark should be $600 million.

91 Day T-Bills should continue to be reported as an alternative measure for the
internally managed cash pools as it continues to be a widely recognized
performance standard for short term cash.




(Blank)
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Benchmark For
Internally Managed
Short Term Cash Accounts

August 1996
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BENCHMARK FOR
INTERNALLY MANAGED
SHORT TERM CASH POOLS

In January 1993, the State Board of Investment (SBI) adopted a new performance
benchmark for the internally managed cash pools. At the time, the Investment Advisory
Council (IAC) recommended that this decision be reviewed after staff had gained some
experience with the new benchmark. This paper bprovides that réview and proposes

modifications to the benchmark.

Background

The State Board of Investment (SBI) manages the cash balances in more than 400 state
agency accounts with the objectives of preserving capital and providing competitive
money market returns. Staff invest the majority of these accounts through two pooled

vehicles:

e Invested Treasurer’s Cash (ITC) Pool. This pool contains cash balances from ITC
and other accounts neceséary for the operation of state agencies. Its average daily
balance in FY96 was $2.92 billion.

e Trust Fund Pool. This pool contains cash balances of trust fund and retirement
related accounts that are managed internally. The Trust Fund Pool had an average
daily balance of $0.14 billion in FY96.

Historically, 91 Day Treasury Bills (T-bills) were used as the benchmark for all cash
accounts. In 1991, the Program Evaluation Division of the Office of the Legislative
Auditor criticized this benchmark and recommended that the SBI develop a customized
benchmark for cash management that would better reflect the mix of securities actually

being used.



After evaluating alternatives, staff recommended a benchmark for both pools that was
weighted 75% cash equivalents / 25% 1-3 year debt. The State Street short term
investment fund (STIF) return was recommended as the bogey for cash equivalents and
the Merrill Lynch 1-3 Year Government Index was recommended as the bogey for the
long portion of the benchmark.

The IAC endorsed this blended benchmark with reservations. Since the maturity structure
of the pools fluctuates according to cash flow demands, it could be significantly different
from the 75/25 split in the benchmark. Also, measuring the cash portion of the fund
against State Street’s actively managed STIF makes the benchmark a more difficult bogey
than a passive index. As a result, the IAC felt the blended benchmark was very aggressive
and recommended that it be reviewed within two years. They also recommended that 91

Day T-Bills continue to be reported as an alternative benchmark.

As a result of these recommendations, ITC and Trust Fund Pool performanée have been
reported against both 91 Day T-bills and the blended benchmark since January 1993.

Results against both benchmarks are shown in Appendix L.

Benchmark Weights for the Trust Fund Pool

Since the blended benchmark was adopted, the cash flows and maturity structure of the
Trust Fund Pool changed significantly. After the Post Fund moved to external
management, the balance in the Trust Fund Pool dropped. It is now comprised of
retirement fund contributions before they are invested in the Basic or the Post Funds and
cashflows to the Permanent School Fund or Environmental Trust Fund before they are
invested in stocks or bonds. Since these cash flows are held in the Pool for only a short
time before they are allocated to long term investment vehicles, the maturity structure of
the Trust Pool is now focused entirely on cash equivalents; maturities beyond 6 months

are rarely used.

-10_



A blended benchmark is no longer representative of the maturity structure of the Trust
Fund Pool. Therefore, staff recommend that the benchmark for the Trust Fund Pool drop
the 1-3 year portion from its benchmark and be measured against a standard that is more

representative of cash equivalents.

Benchmark Weights for the ITC Pool
Staff continue to believe that a blended benchmark is appropriate for the ITC Pool since
its maturity structure will continue to include longer term securities. However, a

benchmark based on set percentages has proved to be somewhat problematic.

The Invested Treasurer’s Cash Pool continues to experience significant volatility in cash
flows (see Appendix II and Appendix III). As a result, the dollar value attributable to
25% of the portfolio can vary significantly over very short peﬁods of time as well. During
the last three years, the amount has fluctuated by as much as $245 million in a single
month (see Appendix IV). This means the internal manager may be induced to buy or sell
5-10% of the entire ITC Pool in any month simply to match the benchmark weightings.
Staff believe that this type of turnover is counterproductive and is incompatible with the

objective of preserving capital.

Instead of a blended benchmark based on a fixed percentage, staff suggest that the
benchmark be based on a fixed dollar amount for the 1-3 year portion of the benchmark.
The fixed dollar amount selected would répresent an amount that is never expected to be
liquidated and should be determined in conjunction with the cashflow projections made by
the Department of Finance. The balance of the portfolio, whatever its dollar value, would

be measured against a cash equivalents measure.

Staff suggest that the fixed dollar portion of the benchmark be set at 20-25% of the
projected minimum balance in the ITC for the coming year. For the twelve month period
beginning October 1996, staff recommend a fixed dollar amount of $600 million. The

fixed dollar amount used in the benchmark would need to be updated at least annually to
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reflect changing Minnesota economic conditions and changes in cash flow caused by

legislative action.

Benchmark for Cash Equivalents

As noted earlier, the State Street STIF was selected as the bogey for cash equivalents.
This was based, in large part, on the fact that both State Street and internal staff are bound
by the same statutory constraints and should therefore be selecting securities from the
same investment universe. After further review, staff recommend using IBC All Taxable

Money Fund Average Index rather than the State Street STIF.

Neither the State Street STIF nor the IBC Index (formerly known as IBC Donoghue) are
ideal benchmarks since neither meet key components of an “investable” performance
standard 1.e., neither is a passive representation of an investment universe and the
securities that make up the benchmark are not known before the start of the measurement
period. The IBC Index is more representative, however, because it reflects the results
achieved by a broader group of managers. All funds included in the IBC Index average
follow SEC Rule 2(a)7 which is roughly comparable to the types of securities available to
the internal manager (Treasury, Agency, Commercial Paper and Short Term Corporate

Obligations).

Benchmark for 1-3 Year Securities

Currently, the Merrill Lynch 1-3 Year Government Index is used to represent the long end
of the maturities used in the benchmark. This index is updated daily as new issues are
settled, old issues come within 3 years of maturity, or old issues become less than 1 year
to maturity. In practice, this means the benchmark is changed on the last day of every
month and on the 15th of every auction month (February, May, August, November).

These frequent changes make managing against the benchmark more difficult.

As an alternative, staff recommend the Lehman 1 - 3 Year Government Index. This index

1s comprised of the same securities as the Merrill Lynch Index, however, it is updated only
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on the first of the month to reflect the previous months maturity changes and new

issuance.

Summary of Recommendations

Staff recommend that the SBI discontinue measuring the performance of the ITC Pool and
the Trust Fund Pool against the current 75/25 blended benchmark. The following

benchmarks are recommended:

e Trust Fund Pool. The Trust Fund Pool should be measured against a cash
equivalents benchmark rather than a blended benchmark. The IBC All Taxable Money

Fund Index is recommended as the performance standard for this pool.

e ITC Pool. The ITC Pool should continue to use a blended benchmark but convert the
long end of the benchmark from a fixed percentage to a fixed dollar amount. The
fixed dollar portion of the benchmark should be measured against the Lehman
Brother’s 1 to 3 year Government Index. The remainder of the benchmark should use
the IBC Index. For the 12 month period beginning October 1996, the fixed dollar
portion of the benchmark should be $600 million.

e 91 Day Treasury Bills. 91 Day T-Bills should continue to be reported as an
alternative measure for the internally managed cash pools as it continues to be a widely

recognized performance standard for short term cash portfolios.
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APPENDIX I

Actual Returns vs. Benchmarks

ITC Pool
ITC vs. ITC vs.
ITC Benchmark* T-Bills** Benchmark T-Bills
1Q93 1.1 1.1 0.8 0.0 0.3
2Q 1.1 0.9 0.7 0.2 04
3Q 1.0 1.0 0.8 0.0 0.2
4Q 0.7 0.8 0.8 0.1 0.1
1993 4.0 3.9 3.1 0.1 0.8
1Q94 0.5 0.5 0.8 00 . 0.3
2Q 0.8 0.7 1.0 0.1 0.2
3Q 1.1 1.1 1.1 0.0 0.0
4Q 1.1 1.0 1.3 0.1 0.2
1994 3.5 3.3 4.3 0.2 0.7
1Q95 1.8 2.0 14 0.2 0.4
2Q 1.7 2.0 1.4 0.3 03
3Q 1.5 1.5 14 0.0 0.1
4Q 1.6 1.8 1.4 -0.2 0.2
1995 6.8 1.5 5.7 0.7 1.0
1Q9%6 1.2 1.1 1.3 0.1 0.1
2Q 1.3 1.3 1.3 0.0 0.0
1Q93-2Q96 4.8 4.9 4.5 -0.1 0.3
Annualized
Trust Fund Pool
Trust Trust vs. Trust vs.
Pool Benchmark* T-Bills** Benchmark T-Bills
1Q93 14 1.1 0.8 03 0.6
2Q 09 0.9 0.7 0.0 0.2
3Q 0.8 1.0 0.8 0.2 0.0
4Q 0.9 0.8 0.8 0.1 0.1
1993 4.1 39 3.1 0.2 0.9
1Q9%4 0.8 0.5 0.8 03 0.0
2Q 1.0 0.7 1.0 03 0.0
3Q 1.2 1.1 1.1 0.1 0.1
4Q 1.3 1.0 1.3 0.3 0.0
1994 4.4 33 4.3 1.0 0.1
1Q95 1.5 2.0 1.4 -0.5 0.1
2Q 1.5 2.0 1.4 0.5 0.1
3Q 1.5 1.5 1.4 0.0 0.1
4Q 1.5 1.8 14 -0.3 0.1
1995 6.1 1.5 5.7 -1.4 0.4
1Q96 1.4 1.1 1.3 0.3 0.1
2Q 1.4 1.3 1.3 0.1 0.0
1Q93-2Q9¢6 5.0 4.9 4.5 0.1 0.5
Annualized
- Blended Benchmark Weighted 75%, State Street STIF/25%, Merrill Lynch 1-3 Year Government

** 91 Day U.S. Treasury Bills
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Treasurer's Cash Pool Monthly Maximum and Minimum Balances

JULY, 1989 — JUNE, 1993

—%— Minimm —O— Maximum
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Treasurer's Cash Pool Monthly Maximum and Minimum Balances

July, 1993 - July, 1996
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—O— Maximum

—— Minimum

T 96-nr
1 gg-unp
+ 96-Aep
+ 96-1dy
1 96-1ep
T 96q94
1 g96-uep
T §6-93Q
T §6-AN
T $60
1 g6-deg
+ g6-6ny
T s6-nr
1 g6-unp
J— c6-Kep
T S6-idv
T S5
T 56604
1 g6-uepr
T 6990
1 ¥6-AON
T ¥6- 00
+ pe-dog
+ v6-Ony
T veinr
+ pe-unp
T v6-ke
T v6-idy -
1 p6-1ep
T 6994
T p6-uer
T €6-020
T €6-A0N
T €600

- £6-dag
1 £6-6ny

4,000 ¢

3,500 +

3,000 +

© t
o~

suoyjiiw

_16_

2,000 1+

1,500 +

£6-Inrt

1,000



Volatility of Invested Treasurers Cash
July 1993 - June 1996

Appendix IV
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Dollar Value of
Balance During the Month 1-3 Year Portion  [$500 million $750 million
25% 25% asa%of asa% of
Max Min Diff|] Max Min Diff. Min. Min.
Jul-93 $2,647 $1,663 $984] $662 $416 $246 30% 45%
Aug-93 $2,005 $1,650 $355[ $501 $413  $89 30% 45%
Sep-93 $2,167 §$1,832 $335| $542 $458 $84 27% 41%
Oct-93 $2,110 $1,950 $160[ $528 $488  $40 26% 38%
Nov-93 $2,114 $1,891 $223| $529 $473  $56 26% 40%
Dec-93 $2,421 $2,063 $358| $605 $516  $90 24% 36%
Jan-94 $2,414 $2,026 $388| $604 $507 $97 25% 37%
Feb-94 $2,404 $2,172 $232| $601 $543 $58 23% 35%
Mar-94 $2,304 $2,151 $153| $576 $538  $38 23% 35%
Apr-94 $2,564 $2,110 $454] $641 $528 §114 24% 36%
May-94 $2,564 $2,297 $267] $641 $574  $67 22% - 33%
Jun-94 $2,955 $2,431 . $524] $739 $608 $131 21% 31%
- Jul-94 $2,910 $2,148 - $762| $728 $537 §$191 23% 35%
Aug-94 $2,226 $2,039 $187| $557 $510 $47 25% 37%
Sep-94 $2,237 $1,753 $484] $559 $438 $121 29% 43%
Oct-94 $2,277 $1,981 $296| $569 $495  $74 25% 38%
Nov-94 $2,307 $2,070 $237; $577 $518  $59 24% 36%
Dec-94 $2,628 $2,202 $426| $657 $551 $107 23% 34%
Jan-95 $2,699 $2302 $397| $675 $576  $99 22% 33%
Feb-95 $2,601 $2,307 $294| $650 $577  $74 22% 33%
Mar-95 $2,488 $2,265 $223| $622 $566 $56 22% 33%
Apr-95 $2,801 $2,233 $568f $700 $558 $142 22% 34%
May-95 $2,766 $2,579 $187| $692 $645  $47 19% 29%
Jun-95 $3,198 $2,555 $643] $800 $639 : $161 20% 29%
Jul-95 $3,199 $2,302 $897| $800 $576 $224 22% 33%
Aug-95 $2,520 $2,342 $178] $630 $586 $45 21% 32%
Sep-95 $2,822 $2,268 $554| $706 $567 $139 22% 33%
Oct-95 $2,813 $2,506 $307| $703 $627  $77 20% 30%
Nov-95 $2,783 $2,483 $300| $696 $621 $75 20% 30%
Dec-95 $3,200 $2,760 $440; $800 $690 $110 18% 27%
Jan-96 $3,292 $2,815 $477| $823 $704 $119 18% 27%
Feb-96 $3,230 $2,994 $236| $808 $749  $59 17% 25%
Mar-96 $3,148 $2,845 $303| $787 §711 $76 18% 26%
Apr-96 $3,419 $2,862 $557| $855 $716 $139 17% 26%
May-96 $3,563 $3,074 $489| $891 $769 $122 16% 24%
Jun-96 $3,782 $3,251 §$531] $946 $813 $133 15% 23%
Jul-96 $3,683 $3,065 $618| $921 $766 $155 16% 24%
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Current Managers

Alhance

Brinson
Forstmann-Leff
Franklin Portfolio

GeoCapital
IAI

DS
Independence

Jundt Associates
Lincoln

Oppenheimer

Waddell & Reed
Weiss Peck & Greer

Emerging Managers (2)

Semi-Passive (3)
Franklin Portfolio
JP Morgan

BZW Barclays

Passive
BZW Barclays (4)

Current Aggregate

Historical Aggregate (5)

Wilshire Adjusted
Wilshire 5000

Quarter
Actual Bmk

% %
43 4.0
33 31
55 30
12 29
72 57
55 3.0
33 47
45 45
9.3 6.2
7.1 6.7
3.1 3.1
0.9 1.7
86 41
42 47
27 40
38 40
40 40
44 44
42 42
42 42
44
44

DOMESTIC STOCK MANAGERS

Period Ending 6/30/96
1 Year 3 years S Years
Actual Bmk  Actual Bmk  Actual Bmk
% % % % % %
23.0 244 17.2 17.1 184 144
308 229 185 158
32,1 243 16.7 156 145 147
23.8 231 15.3 159 174 164
26.7 36.7 174 233 178 222
26.3 231 174 169 _
245 257 159 179 165 177
26.1 26.6 16.6 17.3
224 205 134 176
323 281 206 186
280 252 19.0 16.0
164 20.8 128 174 149 164
419 234 17.7. 179
239 26.9
252 26.1
264 26.1
284 26.1
255 255
262 255 168 174 174 163
25.9 25.7 16.0 16.8 _15.7 16.0
26.2 16.7 16.0
26.2 16.8 16.1

(1) Since retention by the SBI. Time period varies for each manager.
(2) Aggregate of emerging manager group.

(3) Semi-passive managers retained 1/95. All use completeness fund benchmark.
(4) Passive manager retained 7/95 to manage a Wilshire 5000 index fund.

(5) Includes the performance of terminated managers.

- 29 -

Since (1)
Inception
Actual Bmk

% %
177 129
185 158
13.7 128
149 143
168 194
174 169
152 151
154 156
134 176
206 186
190 16.0
124 128
177 179
200 223
295 303
309 303
328 303
255 255

Since 1/1/84

159
14.3

13.9
14.6

14.6
14.9

Market
Value
(in millions)

$796.14
$412.67
$443.18
$546.47

$372.73
$168.84
$542.67
$551.04

$194.47
$424.10
$417.67

$424.38

$328.82
$407.27

$1,144.02
$1,188.64
$1,189.91

 $3,.894.24

$13,447.24

Pool
%

5.9%
3.1%
3.3%
4.1%

2.8%
1.3%
4.0%
4.1%

1.4%
3.2%
3.1%

32%

2.4%
3.0%

8.5%
8.8%
8.8%

29.0%

100.0%
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ALLJIANCE CAPITAL MANAGEMENT
Period Ending 6/30/96

Portfolio Manager: Jack Koltes

Assets Under Management: $796,137,956

Investment Philosophy

Alliance searches for companies likely to experience
high rates of earnings growth, on either a cyclical or
secular basis. Alliance invests in a range of medium to
large growth and cyclically sensitive companies. There
is no clear distinction on the part of the firm as to an
emphasis on one particular type of growth company
over another. However, the firm's decision-making
process appears to be much more oriented toward
macroeconomic considerations than is the case with
most other growth managers. Accordingly, cyclical
earnings prospects, rather than secular, appear to play a
larger role in terms of stock selection. Alliance is not
an active market timer, rarely raising cash above
minimal levels.

Quantitative Evaluation
Actual Benchmark

Last Quarter 4.3% 4.0%
Last 1 year 23.0 244

Last 2 years 26.5 25.7

Last 3 years 17.2 17.1

Last 4 years 17.3 15.1

Last 5 years 184 144
Since Inception 17.7 129
(1/84)

Qualitative Evaluation

(reported by exception)
Exceptional strengths:
—Highly successful and experienced professionals.
—Organizational continuity and strong leadership. |
—Well-acquainted with needs of large clients.

—Investment style consistently and successfully
applied over a variety of market environments.

Recommendation

No action required.

ALLIANCE CAPITAL MANAGEMENT
Rolling Five Year Time Periods

- == Confidence Level

SO «===Portfolio VAM

& === Warning Level
s = Benchmark
S+

-10 :
2228835888833 %% 83
85858 58545854853°5

5 Years Ending

Note: Graph uses 80/20 confidence interval.
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BRINSON PARTNERS

Period Ending 6/30/96
Portfolio Manager: Jeff Diermeier Assets Under Management: $412,667,947
Investment Philosophy Qualitative Evaluation
(reported by exception)
Brinson Partners uses a relative value approach to
equity investing. They believe that the market price will Exceptional strengths:
ultimately reﬂ'ecl the present value of t.he cash flows —Familiar with the needs of large institutional
that the security will generate for the investor. They lient
also believe both a macroeconomic theme approach and clients.
a bottom-up stock selection process can provide insight —Highly successful and experienced professionals.
into finding opportunistic investments. Brinson uses .
their own discounted free cash flow model as their ———Investrpem style coqsnstently and succ§ssfully
. ) o L applied over a variety of market environments.
primary analytical tool for estimating the intrinsic
value of a company.
Quantitative Evaluation Recommendation
Actual Benchmark No action required.
Last Quarter 33% 3.1%
Last 1 year 30.8 229
Last 2 years 26.3 23.8
Last 3 years 18.5 15.8
Last 4 years N.A. N.A.
Last § years N.A. N.A.
Since Inception 18.5 15.8
(7/93)
BRINSON PARTNERS

Rolling Five Year Time Periods

= Confidence Level
§ = Portfolio VAM
& == Warning Level
Benchmark

— o o o o <t < v w \O
R Q A Q A { R D <D Q
o= Q Q Q (&)

g 5 g2 5 g2 5 2B 5 32 &
5 Years Ending

Note: Shaded area includes performance prior to managing the SB1 account.
Graph uses 80/20 confidence interval.



FORSTMANN LEFF ASSOCIATES

Period Ending 6/30/96
Portfolio Manager: Joel Leff Assets Under Management: $443,177,275
Investment Philosophy Qualitative Evaluation
. - o (reported by exception)
e o o ol 8 oA xcepona srngs

mix and sector weighting decisions. Based upon its
macroeconomic  outlook, the firm will move
aggressively into and out of equity sectors over the
course of a market cycle. The firm tends to purchase
liquid, medium to large capitalization stocks. In the
past, Forstmann Leff has made sizable market timing
moves at any point during a market cycle.

—Highly successful and experienced leadership.

—Well acquainted with needs of large clients.

Concerns:

—Portfolio VAM appears to have diminished, over

Recommendation

No action required at this time. The firm was
formerly re-interviewed in August 1995 and

Confidence Level
emum= Portfolio VAM

oW aming Level

Benchmark

time. -
Quantitative Evaluation
Actual Benchmark
Last Quarter 5.5% 3.0%
Last 1 year “32.1 248 N
Last 2 years : 25.4 254 recommended for continuation.
Last 3 years 16.7 15.6
Last 4 years 15.7 153
Last 5 years 14.5 14.7
Since Inception 13.7 12.8
(1/84)
FORSTMANN-LEFF ASSOCIATES
Rolling Five Year Time Periods
10
5 4
€
S o
k: A\ ]
5
-10

Dec-88
Jun-89
Dec-89
Ju;1—90
Dec-90
Jun-91
Jun-92

Dec-92
Jun-93

Dec-91

5 Years Ending

Note: Graph uses 80\20 confidence interval.

Dec-93
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Jun-94 |
Dec-94
Jun-95
Dec-95
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FRANKLIN PORTFOLIO ASSOCIATES
Period Ending 6/30/96

Assets Under Management: $546,465,967

Portfolio Manager: John Nagorniak
Investment Philosophy
Franklin believes that rigorous and consistent

application of fundamentally based valuation criteria
will produce value added investment returns. Franklin
builds a portfolio by using a series of more than 30
integrated computer models that value a universe of
3500 stocks. Their models rank each security based on
fundamental momentum, relative value, future cash
flow, and supplementary models, then a composite
ranking provides one ranked list of securities reflecting
their relative attractiveness. Stocks that fall below the
median ranking are sold and proceeds reinvested in
stocks from the top deciles in the ranking system. They
use the BARRA E.2 risk model to monitor the
portfolio's systematic risk and industry weightings
relative to the selected benchmark to acheive a residual
risk of 3.0% to 4.0 for the active portfolio.

Qualitative Evaluation
(reported by exception)

Exceptional strengths:

—~Familiar with the needs of large institutional
clients.

—7Firms investment approach has been consistently
applied over a number of markets cycles.

—Highly successful and experienced professionals.

—Organizational continuity and strong leadership.

Recommendation

Quantitative Evaluation
Actual Benchmark No action required.
Last Quarter 1.2% 2.9%
Last | year 23.8 23.1
Last 2 years 23.7 239
Last 3 years 15.3 15.9
Last 4 years 18.4 16.9
Last 5 years 17.4 164
Since Inception 149 143
(4/89)
FRANKLIN PORTFOLIO ASSOCIATES
Rolling Five Year Time Periods
10
5 1

= Confidence Level

|
|

= Portfolio VAM

F———Warning Level

Benchmark

54

-10
0 o o 8 © = = o o o o g =T " O
OO A S AL AN AT A A AT AR AR A AN AN )
93 c 5} =1 Q =] 9} =} ] =3 Q = Q =] s} =
5] = o] = 5] =3 2 = 15 =3 v = @ > Ny =
a = a = a = Q@ = A = a8 = a9 = a =

5 Years Ending

Note: Area through 6/94 includes performance prior to managing SBI account. Graph uses 80/20 confidence
interval. Area 1o the left of the vertical line includes performance prior to retention by the SBI.



GEOCAPITAL CORP.
Period Ending 6/30/96

Portfolio Manager: Barry Fingerhut

Assets Under Management: $372,733,328

Investment Philosophy

GeoCapital invests primarily in small capitalization
equities with the intent to hold them as they grow into
medium and large capitalization companies. The firm
uses a theme approach and an individual stock selection

analysis to invest in the growth/technology and '

intrinsic value areas of the market. In the
growth/technology area, GeoCapital looks for
companies that will have above average growth due to a
good product development and limited competition. In
the intrinsic value area, the key factors in this analysis
are corporate assets, free cash flow, and a catalyst that
will cause a positive change in the company. The firm
generally stays fully invested, with any cash positions
due to the lack of attractive investment opportunities.

Quantitative Evaluation
. Actual Benchmark

Last Quarter 7.2% 5.7%
Last 1 year 26.7 36.7

Last 2 years 244 34.6

Last 3 years 174 233

Last 4 years 17.0 253

Last 5 years 17.8 222
Since Inception 16.8 194
(4/90)

Qualitative Evaluation
(reported by exception)
Exceptional strengths:

—Investment style consistently and successfully
applied over a variety of market environments.

—Attractive, unique investment approacfl.

—Highly successful and experienced professionals.

Concerns:

—Performance continues to lag expectations.

Recommendation

No action recommended at this time. Staff continues to
monitor the firm closely due to performance concerns.

GEOCAPITAL

16

Rolling Five Year Time Periods

§ 0 wmamsm= Confidence Level
St
& \./'! 5 - e Portfolio VAM
4 '— am—W aming Level
8 Benchmark
-12
-16
®

:

Jun-90
Dec-90
Jun-91
Jun-92

Dec-92
Jun-93

Dec-91

5 Years Ending

Dec-93

Jun-94

Jun-96

Dec-%4
Jun-95
Dec-95

Note: Area through 6/95 includes performance prior to managing SBI account. Scale differs from other
manager VAM graphs. Graph uses 80/20 confidence interval. Area to the left of vertical line includes

performance prior to retention by the SBI.
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INVESTMENT ADVISERS INC.
Period Ending 6/30/96

Portfolio Manager: Mark Hoonsbeen

Assets Under Management: $168,835,583

Investment Philosophy

IAl's investment philosophy is to own the highest
quality companies which demonstrate sustainable
growth. 1Al tries to achieve this objective by investing
at least 80% of the portfolio in companies which have
their headquarters in Minnesota, Wisconsin, linois,
lowa, Nebraska, Montana, North Dakota and South
Dakota. Twenty percent of the portfolio can be used to
purchase if IAI cannot find enough investment
opportunities in the region, stocks that display the same
quality and growth characteristics but have
headquarters outside this region.

Quantitative Evaluation

Qualitative Evaluation
(reported by exception)
Exceptional strengths:
—Attractive, unique investment approach.

—Investment style successfully applied over a
number of market cycles.

Recommendation

Actual Benchmark In accordance with the SBI’s Manager Continuation
Last Quarter 5.5% 3.0% Policy, 1Al was placed on probation in March 1996
Last | year 26.3 23.1 due to a change in ownership of the firm and a change
Last 2 years 25.5 243 in portfolio managers. Staff recommends that IAI be
Last 3 years 17.4 16.9 removed from probation at this time. Staff does not
Last 4 years N.A. N.A. believe the account will be adversely affected by the
Last 5 years N.A. N.A. TSB/Lioyds Bank merger or the transition from Bing
Since Inception 17.4 16.9 Carlin to Mark Hoonsbeen as the SBI portfolio
(7193) manager.

INVESTMENT ADVISERS INC.

Rolling Five Year Time Periods

emmeme= Confidence Level

=== Portfolio VAM

Percent

Warning Level
Benchmark

— o~ o™ o o <

2 & g g g 3 3

8 £ 8 £ g8 5 8

a = a - ] - a
5 Years Ending

Jun-95
Dec-95
Jun-96 LiX

Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.
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IDS ADVISORY
Period Ending 6/30/96

Portfolio Manager: Pete Anderson

Assets Under Management: $542,674,176

Investment Philosophy

IDS employs a "rotational" style of management,
shifting among industry sectors based upon its outlook
for the economy and the financial markets. The firm
emphasizes primarily sector and industry weighting
decisions. After the sector weightings have been
determined IDS will select the best companies in those
sectors based on fundamental analysis by their in-house
analysts to reach the desired weightings. Moderate
market timing is also used. Over a market cycle, IDS
will invest in a wide range of industries. It tends to buy
liquid, large capitalization stocks. While IDS will make
occasional significant asset mix shifts over a market

cycle, the firm is a less aggressive market timer than
most rotational managers.

Qualitative Evaluation
(reported by exception)
Exceptional strengths:

—Investment style consistently and successfully
applied over a variety of market environments.

—Familiar with the needs of large institutional
clients.

Quantitative Evaluation Recommendation
Actual Benchmark No action required.
Last Quarter 3.3% 4.7%
Last 1 year 24.5 25.7
Last 2 years 229 26.2
Last 3 years 159 179
Last 4 years 16.6 179
Last 5 years 16.5 17.7
Since Inception 15.2 15.1
(1/84)
IDS ADVISORY
Rolling Five Year Time Periods
10 -
54
) —— === Confidence Level
E eamemme= Portfolio VAM
§ 0 , Fo—Warning Level
g 4 Benchmark
S+
-10 -
22283z 88883382828
5 Years Ending
Note: Graph uses 80\20 confidence interval.
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INDEPENDENCE INVESTMENT ASSOCIATES
Period Ending 6/30/96

Portfolio Manager: Bill Fletcher

Assets Under Management: $551,038,354

Investment Philosophy

Independence believes that individual stocks which
outperform the market always have two characteristics:
they are intrinsically cheap and their business is in the
process of improving. Independence ranks their
universe using a multifactor model. Based on input
primarily generated by their internal analysts, the
model ranks each stock based on 10 discreet criteria.
Independence constricts their portfolio to the top 60%
of their ranked universe. The portfolio is optimized
relative to the benchmark selected by the client to
minimize the market and industry risks. Independence
maintains a fully invested portfolio and rarely holds
more than a 1% cash position.

Qualitative Evaluation
(reported by exception)
Exceptional strengths:
—Attractive, unique investment approach.
—Highly successful and experienced professionals.

—Attractive, unique investment approach.

Recommendation

Confidence Level
om————Portfolio VAM

Quantitative Evaluation
Actual Benchmark No action required.
Last Quarter 4.5% 4.5%
Last | year 26.1 26.6
Last 2 years 243 264
Last 3 years 16.6 17.3
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception 154 15.6
(2192)
INDEPENDENCE INVESTMENT ASSOCIATES
Rolling Five Year Time Periods
g
&

mem==Warning Level

Benchmark

5 Years Ending

Note: Shaded area includes performance prior to managing SBI account.

Graph uses 80/20 confidence interval.
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JUNDT ASSOCIATES
Period Ending 6/30/96

Portfolio Manager: James Jundt

Assets Under Management: $194,465,649

Investment Philosophy

Jundt Associates' investment philosophy is growth
oriented with a focus on companies generating
significant revenue increases. They concentrate on
larger-capitalizétion companies, with at least half the
equity securities consisting of companies with annual
revenues over $750 million. Within these parameters,
the firm's mission is to establish equity positions in 30
to 50 of the fastest growing corporations in America.
Particular emphasis is placed on companies the firm
believes will achieve annual revenue growth of 15% or
greater. Jundt utilizes a bottom-up stock selection
process combined with a top-down theme overlay. The
firm attempts to identify five to seven investment

themes and typically invests three to five stocks in each
theme.

Qualitative Evaluation
(reported by exception)
Exceptional strengths:
—Attractive, unique investment approach.

—Investment style has been consistently applied
over a number of market cycles.

Concerns:

—Significant underperformance since inception of
the SBI account.

—Loss of several accounts over the last year.

Quantitative Evaluation Recommendation
Actual Benchmark Jundt Associates was terminated at the June 4, 1996

Last Quarter 9.3% 6.2% Board meeting.

Last | year 224 20.5

Last 2 years 243 26.5

Last 3 years 134 17.6

Last 4 years N.A. N.A.

Last 5 years N.A. N.A.

Since Inception 134 17.6

(7/93)

JUNDT ASSOCIATES

Rolling Five Year Time Periods

— Confidence Level
@amemms Portfolio VAM

Percent

em—Warning Level

Benchmark
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o [~ SR S T = | =]
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5 Years Ending

Dec-93 | . o 5 SF
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Dec-95
Jun-96 i

Note: Shaded area includes performance prior to managing the SBI acoount.

Graph uses 80/20 confidence interval.

_31-



LINCOLN CAPITAL MANAGEMENT

Period Ending 6/30/96
Portfolio Manager: Parker Hall Assets Under Management: $424,096,500
Investment Philosophy Qualitative Evaluation
(reported by exception)

Lincoln Capital concentrates on established medium to
large capitalization companies that have demonstrated
historically strong growth and will continue to grow.
The firm uses traditional fundamental company
analysis and relative price/earnings  valuation
disciplines in its stock selection process. In addition,
companies held by Lincoln generally exhibit premium
price/book ratios, high return on equity, strong balance
sheets and moderate earnings variability.

Quantitative Evaluation
Actual Benchmark

Last Quarter 7.1% 6.7%
Last | year 323 28.1
Last 2 years 315 28.8
Last 3 years 20.6 18.6
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception 20.6 18.6
(7/93)

Exceptional strengths are:
—Organizational continuity and strong leadership.
—~Familiar with the needs of large clients.

—Investment style has been consistently applied over
a number of market cycles.

Recommendation

No action required.

LINCOLN CAPITAL MANAGEMENT
Rolling Five Year Time Periods

Percent

Jun-90
Jun-92
Jun-93
Dec-93

Dec-91

[ —
SANEA
< =
8 =

-

5 Years Ending

Jun-94

== Confidence Level
= Portfolio VAM
S—Warning Level

Benchmark

Dec-94
Jun-95
Dec-95

Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.
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OPPENHEIMER CAPITAL
~ Period Ending 6/30/96

Portfolio Manager: John Lindenthal

+ Assets Under Management: $417,672,681

Investment Philosophy

Oppenheimer's objectives are to: 1) preserve capital in
falling markets; 2) manage risk in order to achieve less
volatility than the market; and 3) produce returns
greater than the market indices, the inflation rate and a

universe of comparable portfolios with similar
objectives. The firm achieves its objectives by - -

purchasing securities considered to be undervalued on
the basis of known data and strict financial standards
and by making timely changes in the asset mix. Based
on its outlook on the market and the economy,
Oppenheimer will make moderate shifts between cash
and equities. Oppenheimer focuses on five key variables
when evaluating companies: -- management, financial
strength, profitability, industry position and valuation.

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:

- —Highly successful and experienced professionals.

—PFamiliar with the needs of large institutional
clients.

—Investment style has been consistently applied over
a number of market cycles.

Quantitative Evaluation | - Recommendation
Actual Benchmark No action required.
Last Quarter : 3.1% 3.1%
Last 1 year 280 25.2
Last 2 years 28.0 23.8
Last 3 years v 19.0 16.0
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception .19.0 16.0
(793)
OPPENHEIMER CAPITAL
Rolling Five Year Time Periods

- ewwmmeu Confidence Level

g o= Portfolio VAM

& W arning Level

Benchmark

5 Years Ending

Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.
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WADDELL & REED ASSET MANAGEMENT

Period Ending 6/30/96
Portfolio Manager: Henry Herrmann Assets Under Management: $424,382,757
Investment Philosophy Qualitative Evaluation
(reported by exception)

Waddell & Reed focuses its attention primarily on
smaller capitalization growth stocks. However, the firm
has demonstrated a willingness to make significant bets
against this investment approach for extended periods
of time and has been very eclectic in its choice of stocks
in recent years. The firm is an active market timer and

will raise cash to extreme levels at various points in the
market cycle.

Quantitative Evaluation

Exceptional strengths are:

—Highly successful and experienced professionals.

Current concerns are:

—Significant organizational changes have occurred at
the firm in the past year.

—Performance continues to lag expectations.

Recommendation
Actual Benchmark No action recommended at this time. Staff continues to
Last Quarter 0.9% 1.7% monitor the firm closely due to performance concerns.
Last | year 164 20.8 The firm was formerly re-interviewed in August 1995
Last 2 years 18.5 23.6 and recommended for continuation.
Last 3 years 12.8 17.4
Last 4 years 15.5 17.7
Last 5 years 14.9 16.4
Since Inception (1/84) 124 12.8
(1/84)
WADDELL & REED ASSET MANAGEMENT
Rolling Five Year Time Periods
10
5 1
T\ == Confidence Level
g 0 == Portfolio VAM
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| I 4 Benchmark
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Note: Graph uses 80/20 confidence interval.
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WEISS, PECK & GREER
Period Ending 6/30/96

Portfolio Manager: | Melville Straus

Assets Under Management: $328,815,086

Investment Philosophy

Weiss, Peck & Greer's dynamic growth process
concentrates on small to medium size growth
companies that have demonstrated consistent superior
earnings growth rates. The process emphasizes
companies in new or dynamic, rapidly growing
industries where there is a potential for a major
acceleration in earnings growth. The firm also believes
that superior stock selection can be achieved through
in-depth fundamental company research.

Qualitative Evaluation
(reported by exception)
Exceptional strengths are:
—Highly successful and experienced professionals.
—Investment style has been consistently applied over a
number of market cycles.
" Concerns:

—Performance pattern has been very volatile, over

time.
Quantitative Evaluation Recommendaﬁon
Actual Benchmark No action recommended at this time.

Last Quarter 8.6% 4.1%
Last 1 year 419 234
Last 2 years 338 28.7
Last 3 years 17.7 17.9
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception 17.7 179
(793)

WEISS, PECK & GREER

Rolling Five Year Periods
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Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.
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FRANKLIN PORTFOLIO ASSOCIATES
Period Ending 6/30/96

Portfolio Manager: John Nagorniak

Assets Under Management: $1,144,019.873

Investment Philosophy
Semi-Passive

Franklin believes that rigorous and consistent
application of fundamentally based valuation criteria
will produce value added investment returns. Franklin
builds a portfolio by using a series of more than 30
integrated computer models that value a universe of
3500 stocks. Their models rank each security based on
fundamental momentum, relative value, future cash
flow, and supplementary models, then a composite
ranking provides one ranked list of securities reflecting
their relative attractiveness. Stocks that fall below the
median ranking are sold and proceeds reinvested in
stocks from the top deciles in the ranking system. They
use the BARRA E.2 risk model to monitor the
portfolio's systematic risk and industry weightings
relative to the selected benchmark. For this semi-
passive mandate, they seek to acheive a residual risk of
1.5% or less. The firm remains fully invested at all
times.

Quantitative Evaluation
Actual Benchmark*
Last Quarter 2.7% 4.0%
Last 1 year 25.2 26.1
Last 2 years N.A. N.A.
Last 3 years N.A. N.A.
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception 29.5 303

(1/5)

* Completeness Fund

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:
—Familiar with the needs of large institutional clients.

—Firm’s investment approach has been consistently
applied over a number of markets cycles.

—Highly successful and experienced professionals.

—Organizational continuity and strong leadership.

Recommendation

No action required.

VAM graph will be created for period ending 12/31/96.
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J.P. MORGAN INVESTMENT MANAGEMENT, INC.
Period Ending 6/30/96

Portfolio Manager: Rick Nelson

Assets Under Management: $1,188,644,332

Investment Philosophy
Semi-Passive

J.P. Morgan believes that superior stock selection is
necessary to achieve excellent investment results. To
accomplish this objective, they -use fundamental
research and a systematic valuation model. Analysts
forecast the earnings and dividends for the 650 stock
universe and enter these into a stock valuation model
that calculates an expected return for each security.
The stocks are ranked according to their expected
return within their economic sector. Stocks most
undervalued are placed in the first quintile. The
portfolio includes stocks from the first four quintiles
always favoring the highest ranked stocks whenever
possible and sells those in the fifth quintile. In addition,
the portfolio will closely approximate the sector, style,
and security weightings of the index chosen by the plan
sponsor. The firm remains fully invested at all times.

Quantitative Evaluation
Actual Benchmark*

Last Quarter 3.8% 4.0%
Last 1 year 264 26.1
Last 2 years N.A. N.A.
Last 3 years N.A. NA.
Last 4 years N.A. N.A.
Last 5 years N.A. N.A.
Since Inception 309 30.3

(1/95)

* Completeness Fund

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:
—Familiar with the needs of large institutional clients.

—Highly successful and experienced professionals.

—Organizational continuity and strong leadership.

Recommendation

No action required.

VAM graph will be created for period ending 12/31/96.
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BZW BARCLAYS GLOBAL INVESTORS
Period Ending 6/30/96

Portfolio Manager: Nancy Feldkircher

Assets Under Management: $1,189,907,074

Investment Philosophy

Semi-Passive
The Core Alpha Model desegregates individual equity
returns for each of the 3500 stocks in their universe
into three components (fundamental, expectation, and
technical). The fundamental factors look at measures of
underlying company value including earnings, book
value, cash flow, and sales. These factors help identify
securities that trade at prices below their true economic
value. The expectational factors incorporate future
earnings and growth rate forecasts made by over 2500
security analysts. The technical factors provide a
measure of recent changes in company fundamentals,
consensus expectations, and performance. An alpha is
then calculated. The estimated alphas are used in a
portfolio optimization algorithm to identify the optimal
portfolio.

Quantitative Evaluation
Actual Benchmark*

Last Quarter 4.0% 4.0%
Last 1 year 284 26.1
Last 2 years N.A. N.A.
Last 3 years N.A. N.A.
Last 4 years N.A. N.A.
Last § years N.A. N.A.
Since Inception 328 303

(195)

* Completeness Fund

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:

—Familiar with the needs of large institutional clients.

. —Highly successful and experienced professionals.

—Attractive, unique investment approach.

Recommendation

No action required.

VAM graph will be created for period ending 12/31/96.
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BZW BARCLAYS GLOBAL INVESTORS
Period Ending 6/30/96

Portfolio Mangger: Andrew R. Olma

Assets Under Management: $3,894,238,069

Investment Philosophy
Passive

Wells Fargo’s passively manages the portfolio against
the Wilshire 5000 by minimizing tracking error and
trading costs, and maximizing control over all
ivnestment and operational risks. Their strategy is to
fully replicate the larger capitalization segments of the
market and to use an optimization approach for the
smaller capitalization segments. The optimizer weighs
the cost of a trade against its contribution to expected
tracking error to determine which trades should be
executed.

Quantitative Evaluation
Actual Benchmark
Last Quarter 4.4% 4.4%
Last 1 year 25.5 25.5
Last 2 years N.A. N.A.
Last 3 years N.A. v N.A.
Last 4 years N.A. N.A.
Last 5 years N.A. N.A,
Since Inception 25.5 255

(785)

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:

—Familiar with the needs of large institutional clients.

—Highly successful and experienced professionals.

Recommendation

No action required.

Tracking graph will be created for period ending 7/31/97.

-39-



GE INVESTMENT MANAGEMENT - Assigned Risk Plan
Period Ending 6/30/96

Portfolio Manager: Gene Bolton

Assets Under Management: $142,293,718

Investment Philosophy
Assigned Risk Plan
GE Investment’s Multi-Style Equity program attempts
to outperform the S&P 500 consistently while
controlling overall portfolio risk through a multiple
manager approach. Five portfolio managers with
different styles ranging from growth to value are
supported by 10 industry analysts. The five portfolios
are combined to create a well diversified equity
portfolio while maintaining low relative volatility and a
style-neutral position between growth and value. All
GE managers focus on stock selection from a bottom-up

prospective.

Quantitative Evaluation
Actual Benchmark
Last Quarter 3.7% 4.5%
Last 1 year 252 26.2
Last 2 years N.A N.A.
Last 3 years N.A. N.A.
Last 4 years N.A. N.A.
Last S years N.A. N.A.
Since Inception 31.2 320

(1/95)

Qualitative Evaluation
(reported by exception)

Exceptional strengths are:

—DFamiliar with the needs of large institutional
clients.

—Firms investment approach has been consistently
applied over a number of markets cycles.

—Highly successful and experienced professionals.

—Organizational continuity and strong leadership.

Recommendation

No action required.

VAM graph will be created for period ending 12/31/96.
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INTERNAL STOCK POOL - Trust/Non-Retirement Assets
Period Ending 6/30/96

Portfolio Manager: Mike Menssen

Assets Under Management: $67,759,830

Investment Philosophy
Environmental Trust Fund

The Internal Equity Pool is managed to closely track
_the S&P 500 Index. The strategy used replicates the

S&P 500 by owning all of the names in the index at the

weightings of the index. The optimization model’s

estimate of tracking error with this strategy is 4 to 6

basis points per year.

Quantitative Evaluation
Actual Benchmark

Last Quarter 4.4% 4.5%
Last 1 year 26.0 26.2

Last 2 years 26.1 26.2

Last 3 years 173 17.3

Last 4 years N.A. N.A.
Last 5 years N.A, N.A.
Since Inception 17.3 17.3
(7193)

Qualitative Evaluation
(reported by exception)

Recommendation

No action required.

Tracking graph will be created for period ending 6/30/98.
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Current Managers

CIC Assets
Cohen, Klingenstein, & Marks
Compass Capital

Kennedy Capital
New Amsterdam
Valenzuela Capital

Wilke/Thompson

Winslow Capital
Zevenbergen Capital

Current Aggregate
Historical Aggregate

Note:

Inception date for all managers is 4/1/94.

Quarter
Actual Bmk
% %
14 27
34 28
44 52
112 86
12 23 -
28 30
34 6.3
50 4.7
5.5 6.5
42 4.7
4.2 4.7

EMERGING EQUITY MANAGERS

" Period Ending 6/30/96
: - Since
1 Year 3 years S Years Inception
Actual Bmk Actual Bmk Actual Bmk Actual Bmk
% % % % % % % %
276 24.8 204 218
250 207 235 199
242 272 223 209
35.5 263 206 18.0
214 192 159 187
237 236 179 19.0
16.3 277 212 196
192 222 192 206
23.6 236 193 210
23.9  24.1 202 20.1
239 241 20.0 20.3

All benchmarks are customized since inception date.

- 45 -

Market
Value
(in millions)

$45.52
48.22
47.22

45.72
41.83
43.42

46.25
44.51
44.58
$407.27

Pool
%

11.2%
11.8%
11.6%

11.2%
10.3%
10.7%

11.4%
10.9%
10.9%
100.0%
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CIC ASSET MANAGEMENT
Period Ending 6/30/96

Portfolio Manager: _Jorge Castro

Assets Under Managgment: $45,519,571.79

Investment Philosophy

CIC Asset Management (CIC) uses a disciplined
relative value approach to managing equities. CIC
believes that purchasing companies at attractive prices
provides superior long-term performance with lower
volatility. This investment process is designed for
clients who desire equity market exposure with both
incremental value added and downside protection due
to reasonable dividend yields, moderate price to book
values and low normalized price to earnings ratios.
Finally, the process provides a synergy between
quantitative valuation techniques and "Graham &
Dodd" fundamental analyses.

Quantitative Evaluation

Actual Benchmark*

Last Quarter 1.4% 2.7%
Last 1 Year 27.6 248
Last 2 Years 23.3 24.6
Since Inception | 20.4 21.8
4/94)

* Custom benchmark since inception date.

COHEN KLINGENSTEIN & MARKS INCORPORATED
- Period Ending 6/30/96

Portfolio Manager: George Cohen

Assets Under Management: $48,218,258.25

Investment Philosophy

Cohen Klingenstein & Marks Inc. (CKM) seeks to
outperform the market by focusing on two variables:
1) economic cycles; and 2) security valuation. Within
economic cycles, they believe that stocks exhibit
predictable patterns that reflect changing expectations
on corporate profits and interest rates. Similarly, they
believe that stock prices normally reflect earnings
expectations. CKM exploits short run inefficiencies
through an unbiased process that relates the price of a
stock to the consensus earnings expectations.

- 47 -

Quantitative Evaluation

Actual Benchmark*
Last Quarter - 3.4% 2.8%
Last 1 Year 25.0 20.7
Last2 Years' 255 23.7
Since Inception , 235 19.9

(4194)

* Custom benchmark since inception date.



COMPASS CAPITAL MANAGEMENT
Period Ending 6/30/96

Portfolio Manager: Charles Kelley

Assets Under Management: $47,223,739.53

Investment Philosophy

Compass Capital Management (CCM) combines
aspects of growth and value investing to achieve the
proper blend of return (growth) and risk (value). They
use a computer based data network to screen for large,
well established companies whose earnings grow in
spite of a weak economy and companies whose
earnings have grown well over long time periods, but
which may experience earnings pressure with
downturns in the economy. Particular focus is given
to growth in sales, earnings, dividends, book value and
the underlying industry. Due to their "growing
company” orientation, their portfolios generally hold
no utility, bank, deep cyclical (auto companies for
example), or oil and gas stocks.

Quantitative Evaluation

Actual Benchmark*
Last Quarter 4.4% 5.2%
Last 1 Year 242 27.2
Last 2 Years 26.5 25.0
Since Inception 223 20.9

(4/94)

* Custom benchmark since inception date.

KENNEDY CAPITAL MANAGEMENT
Period Ending 6/30/96

Portfolio Manager: Richard Sinise

Assets Under Management: $45,720,642.01

Investment Philosophy

Kennedy Capital Management (KCM) is dedicated to
exploiting pricing inefficiencies in under-followed and
misunderstood small capitalization stocks.  They
believe that stocks are efficiently priced where there is
a proper distribution of information. However, many
emerging growth companies suffer from lack of
analytical coverage and information flow, and
therefore, are "invisible" to institutional investors.
KCM believes it is this lack of information which
creates pricing inefficiencies. They anticipate that by
closing this information gap they can transform these
holdings into attractive institutional candidates. This,
in turn, will increase the price of the stock.
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Quantitative Evaluation

Actual Benchmark*
Last Quarter 11.2% 8.6%
Last 1 Year 35.5 26.3
Last 2 Years 25.5 216
Since Inception 20.6 18.0

(4/94)

* Custom benchmark since inception date.



NEW AMSTERDAM PARTNERS
Period Ending 6/30/96

Portfolio Manager: Michelle Clayman

Investment Philosophy

New Amsterdam Partners believe that investment
results are evaluated by actual return, and therefore,
investment opportunities should be evaluated by
expected return. They believe that all valid techniques
depend on forecasts of the amounts and timing of
future cash flows. Thus, the firm focuses on forecasted
earnings growth, yield, price-to-book ratio, and
forecasted return on equity. They believe that the
disciplined application of their valuation techniques in
conjunction with sound financial analysis of
companies, is the key to understanding and
maximizing investment returns.

Assets Under Management: $41,826,186.26

Quantitative Evaluation

Actual Benchmark*
Last Quarter 1.2% 23%
- Last 1 Year 214 19.2
Last 2 Years » 20.9 218
Since Inception’ 159 18.7

(4/94)

* Custom benchmark since inception date.

VALENZUELA CAPITAL MANAGEMENT
Period Ending 6/30/96

Portfolio Manager: Peter McCarthy

Assets Under Management: $43,415,561.84

Investment Philosophy

Valenzuela Capital Management's (VCM believes that
stock selection and adherence to valuation analysis are
the backbone of superior performance.  Their
investment philosophy is one of risk averse growth.
VCM seeks companies undergoing strong rates of
change in earnings, cash flow and returns. These
companies are experiencing positive changes in
revenues, gross and operating margins and financial
structure. To be considered for investment, these
stocks must sell at or below market valuations. VCM
believe that below market valuations provide downside
protection during weak market periods. In strong
markets the portfolios will be driven by both earnings
growth and multiple expansion.
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Quantitative Evaluation

Actual Benchmark*
Last Quarter 2.8% 3.0%
Last 1 Year 23.7 23.6
Last 2 Years 19.5 223
Since Inception 17.9 19.0

(4/94)

* Custom benchmark since inception date.




WILKE/THOMPSON CAPITAL MANAGEMENT INC.
Period Ending 6/30/96

Assets Under Management: $46,251,036.15

Portfolio Manager: Mark Thompson

Investment Philosophy

The investment philosophy of Wilke/Thompson (W/T)
is to invest in high quality growth companies that
demonstrate the ability to sustain strong secular
earnings growth, notwithstanding overall economic
conditions. W/T's investment approach involves a
bottom-up fundamental process. The stock selection
process favors companies with strong earnings, high
unit growth, a proprietary market niche, minimum
debt, conservative accounting and strong management
practices.  They formulate investment ideas by
networking with the corporate managers of their
current and prospective holdings, as well as with
regional brokers, venture capitalists, and other buy-
side portfolio managers.

Quantitative Evaluation

Actual Benchmark*
Last Quarter 3.4% 6.3%
Last 1 Year 16.3 277
Last 2 Years 28.5 264
Since Inception 21.2 19.6

(4/94)

* Custom benchmark since inception date.

WINSLOW CAPITAL MANAGEMENT
Period Ending 6/30/96

Portfolio Manager:  Clark Winslow

Assets Under Management: $44,507,952.47

Investment Philosophy

Winslow Capital Management (WCM) believes that
investing in companies with above average earnings
growth provide the best opportunities for superior
portfolio returns over time. WCM believes that a high
rate of earnings growth is often found in medium
capitalization growth companies of $1 to $10 billion
market capitalization. Thus, to seek superior portfolio
returns while maintaining good liquidity, Winslow
Capital emphasizes a growth strategy buying securities
of both medium and large cap companies. The
objective is to achieve a weighted average annual
earnings growth rate of 15-20% over a 2-3 year time
horizon.
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Quantitative Evaluation

Actual Benchmark*
Last Quarter 5.0% 4.7%
Last 1 Year 19.2 2222
Last 2 Years 236 245
Since Inception 19.2 20.6

(4/94)

* Custom benchmark since inception date.



ZEVENBERGEN CAPITAL INC
Period Ending 6/30/96

Portfolio Manager:  Nancy Zevénbergen

Assets Under Management: $44,584,458.29

Investment Philosophy

Zevenbergen is an equity growth manager. The
investment philosophy is based on the belief that
earnings drive stock prices while quality provides
capital protection. Hence, portfolios are constructed
with companies showing above-average earnings
growth prospects and strong financial characteristics.
They consider diversification for company size,
- expected growth rates and industry weightings to be
important risk control factors. Zevenbergen uses a
bottom-up fundamental approach to security analysis.
Research efforts focus on finding companies with
superior products or services showing consistent
profitability. Attractive buy candidates are reviewed
for sufficient liquidity and to potential diversification.
The firm emphasizes that they are not market timers.

=81 -

Quantitative Evaluation

Actual Benchmark*

Last Quarter 5.5% 6.5%
Last 1 Year 23.6 23.6
Last 2 Years 25.2 25.6
Since Inception 19.3 210
(4/94)

* Custom benchmark since inception date.
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Current Managers

BEA
IAI

IDS (2)
Miller
Standish
Western

Semi-Passive
BlackRock (3)
Goldman (3)
Lincoln (3)

Current Aggregate

Historical Aggregate (4)

Lehman Aggregate (5)

Quarter
Actual Bmk Actual Bmk Actual Bmk Actual Bmk

%

0.9
0.3

0.1

0.6
0.9
0.9

0.4
0.7
0.5

0.6
0.6

%

0.6
0.6
0.6
0.6
0.6
0.6

0.6
0.6
0.6

0.6
0.6

0.6

BOND MANAGERS
Period Ending 6/30/96

1 Year

%

4.5
4.7
4.0
6.1
58
5.7

55
5.0

5.3
5.3

%

5.0
5.0
53
5.0
50
5.0

50
5.0

5.0
5.0

5.0

3 years

%

5.4
4.3
5.2
54
5.1
6.2

58
5.4

55 .
5.4

(1) Since retention by the SBI. Timevperiod varies for each manager.
(2) Prior to January 1996, this manager had a government/corporate mandate only.

(3) Semi-passive manager.
(4) Includes performance of terminated managers.

(5) Prior to July 1994, this index reflects the Salomon BIG.

- 5§85 -

%

5.3
5.3
5.4
53
5.3
53

53
5.3

53
53

53

5 Years

%

87

9.5

9.7

84

89
8.8

%

84

83

84

83

8.4
84

83

Since (1)
Inception
Actual Bmk
% %
54 53
112 11.1
52 54
114 112
51 53
123 111

04 06
58 53
91 9.1

Since 7/1/84
116 11.1
11.0 11.0

10.5

Market
Value
(in millions)

$327.11
524.39
278.05
596.17
533.36
1,016.14

1,093.53
1,186.42
1,166.48
$6,721.64

Pool
%

4.9%
1.8%
4.1%
8.9%
7.9%
15.1%

16.3%
17.1%
17.4%
100.0%
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BEA ASSOCIATES

Period Ending 6/30/96
Portfolio Manager: Bob Moore Assets Under Management: $327,106,889
Investment Philosophy Qualitative Evaluation
(reported by exception)

BEA's investment approach focuses on individual bond
selection and on sector selection rather than short term
interest rate forecasting. BEA keeps the duration close
to the benchmark but may be slightly longer or shorter
depending on their long-term economic outlook. BEA's
approach is distinguished by 1) a quantitative approach
which avoids market timing; 2) contrarian weightings
of bond sectors; and 3) rigorous call and credit analysis
rather than yield driven management.

Quantitative Evaluation
Actual Benchmark

Last Quarter 0.9% 0.6%
Last 1 year 4.5 50
Last 2 years . 8.9 8.7
Last 3 years 54 53
Last 4 years N/A N/A
Last 5 years " N/A N/A
Since Inception 54 53

(7/93)

Exceptional strengths are:
-— Highly successful and experienced professionals.

— Extensive option analysis capabilities.

Recommendations

No action required.

BEA ASSOCIATES
Rolling Five Year Time Periods

emmmeme= Confidence Level

Percent

Portfolio Vam

| o= arning Level

Benchmark

Dec-93
Dec-94

5 Years Ending

Jun-95

Dec-95 |
Jun-96

Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.
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INVESTMENT ADVISERS

Period Ending 6/30/96
Portfolio Manager: Larry Hill Assets Under Management: $524,386,298
Investment Philosophy Qualitative Evaluation
(reported by exception)

Investment Advisers is a traditional top down bond
manager. The firm's approach is oriented toward
correct identification of the economy's position in the
credit cycle. This analysis leads the firm to its interest
rate forecast and maturity decisions, from which the
firm derives most of its value-added. Investment
Advisers is an active asset allocator, willing to make
rapid, significant moves between cash and long
maturity investments over the course of an interest rate
cycle. Quality and sector choices are made through
yield spread analyses consistent with the interest rate
forecasts. Individual security selection receives very
limited emphasis and focuses largely on specific bond
characteristics such as call provisions.

Current concerns::

—The manager’s duration decisions have added
value over the long term. Recently, this strategy
has not been as successful.

Quantitative Evaluation Recommendations
Actual Benchmark No action required.
Last Quarter 0.3% 0.6%
Last | year 4.7 5.0
Last 2 years 7.5 8.7
Last 3 years 43 53
Last 4 years 7.1 6.9
Last 5 years 8.7 84
Since Inception 11.2 11.1
(7/84)
INVESTMENT ADVISERS
Rolling Five Year Time Periods

5

4

3 4

2 4

e Confidence Level

o= Portfolio Vam

Percent
- o

=="Warning Level

Benchmark

24
31
4
-5
22888358838 33%8%8

5 Years Ending

Note: Graph uses 80/20 confidence interval.
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IDS ADVISORY GROUP

~Period Ending 6/30/96
Portfolio Manager: Ed Labenski Assets Under Management: $278,052,573
Investment Philosophy Qualitative Evaluation
: : (reported by exception)

IDS manages a corporate and treasury portfolio for the
SBI. The firm uses duration management combined

with in-depth fundar_nental analysis of the corporate,

sector to add value to the portfolio. Active duration
management begins with an economic overview and
interest rate outlook. These factors help IDS determine
the direction of both short and long-term interest rates
which leads to the portfolio duration decisions. After
IDS determines duration, they use their extensive
corporate research capabilities to determine corporate
sector allocation and to select individual issues.

Qilantitaﬁve Evaluation

Exceptional strengths are:
—Highly successful and experienced professionals.

—Extensive corporate research capabilities.

Recommendations
Actual Benchmark No action required.
Last Quarter -0.1% 0.6%
Last 1 year 4.0 53
Last 2 years 8.6 9.0 .
Last 3 years 5.2 54
Last 4 years N/A N/A
Last 5 years N/A N/A
Since Inception 5.2 54
(793)
IDS ADVISORY GROUP
s Rolling Five Year Time Periods
4 5 P : :
3
2 == Confidence Level
z (1) ——Poxtfolio Vam
Q
8 1 === \Waming Level
2 — Benchmark
3
4
-5
N <+ < N v O
Q@ S S Q S Q
Q9 5] |
3 g b E 2 E
- 5 Years Ending

Note: Shaded area includes performance prior to managing the SBI acoount.

Graph uses 80/20 confidence interval.
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MILLER ANDERSON & SHERRERD
Period Ending 6/30/96

Portfolio Manager: Tom Bennett

Assets Under Management: $596,165,883

Investment Philosophy

Miller Anderson focuses its investments in
misunderstood or under-researched classes of securities.
Over the years this approach has led the firm to
emphasize mortgage-backed and specialized corporate
securities in its portfolios. Based on its economic and
interest rate outlook, the firm establishes a desired
maturity level for its portfolios. Changes are made
gradually over an interest rate cycle and extremely high
cash positions are never taken. Total portfolio maturity
is always kept within an intermediate three-to-seven
year duration band. Unlike other firms that invest in
mortgage securities, Miller Anderson intensively
researches and, in some cases, manages the mortgage
poots in which it invests.

Qualitative Evaluation
(reported by exception)

The firms strengths continue to be:

—Highly successful and experienced professionals.

—Extensive securities research process.

Quantitative Evaluation Recommendations
Actual Benchmark No action required.
Last Quarter 0.6% 0.6%
Last | year 6.1 5.0
Last 2 years 9.2 8.7
Last 3 years 54 53
Last 4 years 7.6 6.9
Last 5 years 9.5 83
Since Inception 114 11.2
(7/84)
MILLER ANDERSON
Rolling Five Year Time Periods
5
4+
3 4
2 :,__m‘ o= Confidence Level
g i ==Portfolio Vam
2 0 A
A =====Warning Level
24 — Benchmark
31
_4 .
-5
22 8 8 5 3 9 9 9 92 X I v v
AR AR AN A AN AR A B A AR AN AR AT
£ 9 g 9 £ 9 &£ 9 £ 9 & 4 g o &
5858585258525 28%§5
5 Years Ending

Note: Graph uses 80/20 confidence interval.
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STANDISH, AYER & WOOD
Period Ending 6/30/96

Assets Under Management: $533,356,293

Portfolio Manager: . Austin Smith

Investment Philosophy

Standish adds value by capitalizing on market
inefficiencies and trading actively through intra and
inter-sector swapping. The firm does not forecast
interest rates but adds value to the portfolio by buying
non-Treasury issues. Key to the approach is active
sector trading and relative spread analysis of both
sectors and individual issues. In addition to sector
spreads, the firm also analyzes how secular trends
affect bond pricing. The firm believes that 65% of its
value added comes from inter-sector swapping in non-
government sectors.

Qualitative Evaluation
(reported by exception)
Exceptional strengths are:
—Highly successful and experienced professionals

—Extensive corporate research capabilities.

e Confidence Level

Portfolio Vam

W arning Level

Benchmark

Quantitative Evaluation Recommendations
Actual Benchmark No action required.
Last Quarter 0.9% 0.6%
Last 1 year 5.8 50
Last 2 years 8.5 8.7
Last 3 years 5.1 53
Last 4 years N/A N/A
Last 5 years N/A N/A
Since Inception 5.1 53
(7/93)
STANDISH, AYER & WOOD
S Rolling Five Year Time Periods
1 :
3
2
s 1
5 0
& -1
-2
-3
-4
-5

Jun-94

Dec-94

5 Years Ending

Jun-95

Dec-95
Jun-96

Note: Shaded area includes performance prior to managing the SBI account.

Graph uses 80/20 confidence interval.

.
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WESTERN ASSET MANAGEMENT

Period Ending 6/30/96
Portfolio Manager: Kent Engel Assets Under Management: $1,016,142,797
Investment Philosophy Qualitative Evaluation
(reported by exception)

Western recognizes the importance of interest rate
changes on fixed income portfolio returns. However,
the firm believes that successful interest rate
forecasting, particularly short run forecasting, is
extremely difficult to accomplish consistently. Thus,
the firm attempts to keep portfolio maturity in a narrow
band near that of the market, making only relatively
small, gradual shifts over an interest rate cycle. It
prefers to add value primarily through appropriate
sector decisions. Based on its economic analysis,
Western will significantly overweight particular
sectors, shifting these weights as economic expectations
warrant. Issue selection, like maturity decisions, are of
secondary importance to the firm.

The firm's exceptional strengths continue to be:
—Highly successful and experienced professionals.

—Extensive securities research process.

Quantitative Evaluation Recommendations
Actual Benchmark No action required.
Last Quarter 0.9% 0.6%
Last 1 year 5.7 5.0
Last 2 years 10.1 8.7
Last 3 years 6.2 53
Last 4 years 8.3 6.9
Last 5 years 9.7 84
Since Inception 12.3 11.1
(7/84)
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BLACKROCK FINANCIAL MANAGEMENT
Period Ending 6/30/96 |

Portfolio Manager: Keith Anderson

Assets Under Management: $1,093,525,621

Investment Philosophy

BlackRock uses a  controlled-duration  style.
BlackRock’s enhanced index strategy can be described
as active management with tighter duration and sector
constraints to ensure that the portfolio’s aggregate risk
characteristics and tracking error never significantly
differ from the designed index. BlackRock’s value
added is derived primarily from sector and security
selection driven by relative value analysis while
applying disciplined risk control techniques.

Quantitative Evaluation
Actual Benchmark
Last Quarter 0.4% 0.6%
Last 1 year N/A N/A
Last 2 years N/A N/A
Last 3 years N/A N/A
Last 4 years N/A N/A
Last 5 years N/A N/A
Since Inception 04 0.6

(4/96)

Qualitative Evaluation
(reported by exception)
Exceptional strengths are:

—Highly successful and experienced professionals.

—Strong quantitative capabilities.

Recommendation

No action required.

Tracking graph will be created for period ending 6/30/99.



































































































































































































































































































































































































































































































































































