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AGENDA
STATE BOARD OF INVESTMENT MEETING
Tuesday, December 10, 2002
10:00 A.M. - Room 107
State Capitol - Saint Paul

TAB
1. Approval of Minutes of September 4, 2002

2. Report from the Executive Director (Howard Bicker) A
A. Quarterly Investment Review
(July 1, 2002 — September 30, 2002)

B. Administrative Report B
1. Reports on budget and travel.

Post Retirement Benefit Increase for FY02. -

Litigation Update.

Results of FY02 Audit.

Draft of FY02 Annual Report.

Tentative Meeting Dates for Calendar 2003.

AN

3. Report from the SBI Administrative Committee (Carol Johnson) C
1. Review of SBI Biennial Budget Request.
2. Review of Potential SBI 2003 Legislative Session Issues.
3. Review of Executive Director’s Salary.

4. Report from the Accounting System Review Committee (Peter Sausen) D

5. Reports from the Investment Advisory Council (Jan Yeomans)
A. Stock and Bond Manager Committee
1. Review of manager performance.
2. Recommendation to terminate Metropolitan West Asset
Management from the fixed income program.

B. Alternative Investment Committee F
1. Review of current strategy.
2. Review meeting with two of the SBI’s existing managers.
3. Reconsideration of certain outstanding SBI alternative
investment approvals.




STATE BOARD OF INVESTMENT

Minutes
State Board of Investment
September 4, 2002

The State Board of Investment (SBI) met at 9:00 A.M. Wednesday, September 4, 2002 in
Room 107 State Capitol, St. Paul, Minnesota. Governor Jesse Ventura; State Auditor
Judith H. Dutcher; State Treasurer Carol C. Johnson; Secretary of State Mary Kiffmeyer
and Attorney General Mike Hatch were present. The minutes of the June 5, 2002 Board
meeting were approved.

Executive Director’s Report

Mr. Bicker, Executive Director, referred members to Tab A of the meeting materials and
reported that the Combined Funds had exceeded inflation over the ten year period ending
June 30, 2002 (Combined Funds 9.4% vs. Inflation 2.5%), trailed the median fund
(72nd percentile) due to the SBI’s higher equity exposure and outperformed its composite
index (Combined Funds 4.8% vs. Composite 4.5%) for the most recent five year period.
He stated that the Basic Funds have exceeded its composite index (Basic Funds 5.0% vs.
Composite 4.8%) over the last five years and reported that the Post Fund has
outperformed its composite index over the last five years period (Post Fund 4.5% vs.
Composite 4.2%).

Mr. Bicker reported that the Basic Fund’s assets decreased 7.1% for the quarter ending
June 30, 2002 due to negative investment returns and negative cash flow. He said that
the asset mix is on target. He reported that the Basic Funds underperformed its
composite index for the quarter (Basic Funds —6.1% vs. Composite —5.6%) and for the
year (Basic Funds —8.2% vs. Composite —8.1%).

Mr. Bicker reported that the market value of the Post Fund’s assets decreased 7.2% for
the quarter ending June 30, 2002 due to negative investment returns and negative
contributions. He said the Post Fund asset mix is on target and that the Post Fund
underperformed its composite index for the quarter (Post Fund —6.6% vs. Composite
—5.9%) and for the year (Post Fund -7.8% vs. Composite —7.4%).

Mr. Bicker reported that the domestic stock manager group underperformed its target for
the quarter (Domestic Stocks —13.2% vs. Wilshire 5000 Investable —~12.9%) and for the
year (Domestic Stocks —18.0% vs. Wilshire 5000 Investable —17.3%). He said that the
International Stock manager group outperformed its composite index for the quarter
(International Stocks —2.0% vs. Int’l Composite —2.4%) and for the year (International
Stocks —7.0% vs. Int’l Composite —8.7%). Mr. Bicker stated that the bond segment
underperformed its target for the quarter (Bonds 2.8% vs. Lehman Aggregate 3.7%) and
for the year (Bonds 8.2% vs. Lehman Aggregate 8.6%). He concluded his report with the
comment that as of June 30, 2002, the SBI was responsible for over $43 billion in assets.



Executive Director’s Administrative Report
Mr. Bicker referred members to Tab B of the meeting materials for the quarterly updates
on budget and travel.

Mr. Bicker asked Christie Eller, Assistant Attorney General, to updale members on the
status of the three active litigation cases. She stated that in the Mercury case, final
settlement has been approved and that distribution should begin soon She reported that
discovery motions were argued for the McKesson case and that to date she has not heard
a ruling from the judge on that hearing. She stated that two of the defendants have been
charged criminally and that a stay of discovery is being sought. She said that in the
Broadcom case discovery conferences are proceeding after the motions to dismiss were
denied. Ms. Eller stated that the State has committed to initiating litigation against the
issuers in WorldCom debt. She noted that several other funds have already initiated
action and that the courts are determining whether these actions should be consolidated
into the bankruptcy motion.

Mr. Bicker reported that staff is working on several projects that will be brought to the
Board for approval over the next year. He said that an asset allocation review is in
progress and that the state’s Deferred Compensation Plan is being reconfigured. He said
that staff will also conduct an educational roundtable meeting on corporate governance
issues in November. In response to a comment from Ms. Kiffmeyer, Mr. Bicker clarified
that the roundtable would be held after the November election in order for incoming
Board members to attend.

Stock and Bond Manager Committee Report
Ms. Yeomans referred members to Tab C of the meeting materials and noted that there
are no recommendations from the Committee this quarter.

Alternative Investment Committee Report

Ms. Yeomans referred members to Tab D of the meeting materials and stated that there
are no recommendations from the Committee this quarter. She noted that the Committee
will explore potential investment opportunities in smaller Minnesota venture capital and
private equity funds.

The meeting adjourned at 9:45 A.M.

Respectfully submitted,

,

C . N -
Y A A . oS

Howard J. Bicker
Executive Director
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AGENDA
INVESTMENT ADVISORY COUNCIL MEETING
Monday, December 2, 2002
2:00 P.M. - Board Room - First Floor
60 Empire Drive
St. Paul, MN

1. Approval of Minutes of September 3, 2002

2. Report from the Executive Director (H. Bicker)
A. Quarterly Investment Review
(July 1, 2002 — September 30, 2002)

B. Administrative Report

1. Reports on budget and travel.

2. Post Retirement Benefit Increase for FY02.
3. Litigation Update.

4. Results of FY02 Audit.

5. Draft of FY02 Annual Report.

6.

Tentative Meeting Dates for Calendar 2003.

3. Report from the SBI Administrative Committee
4. Review of SBI Biennial Budget Request.
5. Review of Potential SBI 2003 Legislative Session Issues.
6. Review of Executive Director’s Salary.

4. Report from the Accounting System Review Committee

S. Reports from the Investment Advisory Council
A. Stock and Bond Manager Committee (J. Bohan)
1. Review of manager performance.
2. Recommendation to terminate Metropolitan West Asset
Management from the fixed income program.

B. Alternative Investment Committee (K. Gudorf)
1. Review of current strategy.
2. Review meeting with two of the SBI’s existing managers.
3. Reconsideration of certain outstanding SBI alternative
investment approvals.

TAB



STATE BOARD OF INVESTMENT

Minutes
Investment Advisory Council
September 3, 2002

MEMBERS PRESENT:  Gary Austin; Dave Bergstrom; Ken Gudorf, P. Jay
Kiedrowski; Judy Mares; Malcolm McDonald; Gary
Norstrem; Mary Stanton; Mike Troutman; Mary Vanek;
Elaine Voss; Jan Yeomans.

MEMBERS ABSENT: John Bohan; Doug Gorence; Han Chin Liu; Daralyn Peifer;
and Pam Wheelock.

SBI STAFF: Howard Bicker; Mansco Perry; Jim Heidelberg; Andy
Christensen; Tammy  Brusehaver-Derby, Stephanie
Gleeson; Debbie Griebenow; John Griebenow; Jason Matz;
Erol Sonderegger; Charlene Olson; and Carol Nelson.

OTHERS ATTENDING: Ann Posey, Richards & Tierney; Christie Eller; Dale
Hanke, Robert Heimerl, Lloyd Belford, Ed Stuart, REAM,;
Ed Rapp, Education Minnesota; Conrad deFiebre, Star
Tribune; and Eugene Edie, private citizen.

The minutes of the June 4, 2002 IAC 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
June 30, 2002 (Combined Funds 9.4% vs. Inflation 2.5%), outperformed its composite
index (Combined Funds 4.8% vs. Composite 4.5%) for the most recent five year period
and trailed the median fund (72nd percentile) due to the SBI’s higher equity exposure.
He stated that the Basic Funds have exceeded its composite index (Basic Funds 5.0% vs.
Composite 4.8%) over the last five years and reported that the Post Fund has
outperformed its composite index over the last five years period (Post Fund 4.5% vs.
Composite 4.2%).

Mr. Bicker reported that the Basic Fund’s assets decreased 7.1% for the quarter ending
June 30, 2002 due to weak markets and negative contributions. He said that the asset mix
is on target. He reported that the Basic Funds underperformed its composite index for the
quarter (Basic Funds —6.1% vs. Composite —5.6%) and for the year (Basic Funds —8.2%
vs. Composite —8.1%). In response to a question from Mr. Norstrem, Mr. Bicker said
that the negative contributions are due to more people retiring.

Mr. Bicker reported that the market value of the Post Fund’s assets decreased 7.2% for
the quarter ending June 30, 2002 due to negative investment returns and negative
contributions. He said the Post Fund asset mix is on target and that the Post Fund



underperformed its composite index for the quarter (Post Fund —6 6% vs. Composite
-5.9%) and for the year (Post Fund —7.8% vs. Composite ~7.4%).

Mr. Bicker reported that the domestic stock manager group underpertormed its target for
the quarter (Domestic Stocks —13.2% vs. Wilshire 5000 Investable 12.9%) and for the
vear (Domestic Stocks —18.0% vs. Wilshire 5000 Investable —17.3%). He said that the
[nternational Stock manager group outperformed its composite index for the quarter
(International Stocks ~2.0% vs. Int’l Composite —2.4%) and for the year (International
Stocks —7.0% vs. [nt’l Composite —8.7%). Mr. Bicker stated that the bond segment
underperformed its target for the quarter (Bonds 2.8% vs. Lehman Aggregate 3.7%) and
for the year (Bonds 8.2% vs. Lehman Aggregate 8.6%). He concluded his report with the
comment that as of June 30, 2002, the SBI was responsible for over $43 billion in assets.

Executive Director’s Administrative Report
Mr. Bicker referred members to Tab B of the meeting materials for the quarterly updates
on budget and travel.

Mr. Bicker asked Christie Eller, Assistant Attorney General, to update members on the
status of the three active litigation cases. She stated that in the Mercury case, final
settlement has been approved and that distribution should begin soon. She reported that
motions to dismiss were argued for the McKesson case and that the State prevailed on
that issue. She noted that the State did amend their motion with respect to the dismissal
of some of the California statutory clause claims. She stated that two of the defendants
have been charged criminally and that a stay of discovery is being sought. She said that
in the Broadcom case discovery conferences are proceeding after the motions to dismiss
were denied. Ms. Eller stated that the State has committed to initiating litigation against
the issuers in WorldCom debt. She noted that several other funds have already initiated
action and that the courts are determining whether these actions should be consolidated
into the bankruptcy motion.

Mr. Bicker reported that staff is working on several projects that will be brought to the
Board for approval over the next year. He noted that staff will be rebidding the
accounting system. He said that an asset allocation review is in progress and that the
state’s Deferred Compensation Plan is being reconfigured. He stated that staff is working
with MSRS regarding the potential availability of daily pricing for the accounts the SBI
manages. He said that staff will also conduct an educational roundtable meeting on
corporate governance issues in November. Mr. Bergstrom spoke briefly about the need,
from MSRS’ viewpoint, for daily pricing. He noted that the Deferred Compensation Plan
is losing a lot of money to IRA’s. He said that withdrawals are now much easier to do
and that participants are unhappy having to wait up to a month to receive their funds
when they can receive them immediately elsewhere.

In response to a question from Mr. Norstrem, Mr. Bicker stated that he is not
participating in public discussions regarding companies moving offshore until the Board
makes a formal policy regarding the issue and other corporate governance concerns.



Stock and Bond Manager Committee Report

Mr. Troutman referred members to Tab C of the meeting materials and noted that there
are no recommendations from the Committee this quarter. He briefly reviewed
performance in general and Mr. Bicker commented on several equity and bond managers.

Ms. Yeomans cautioned Mr. Bicker and Mr. Bergstrom to take some precautions against
participants being able to transfer money between US funds and international funds on a
repeated daily or frequent basis. She noted it can create huge trading costs and impact
the managers ability to invest the funds. Ms. Yeomans and Ms. Posey stated that a
potential solution may be fair market pricing.

Alternative Investment Committee Report

Mr. Gudorf referred members to Tab D of the meeting materials and stated that there are
no recommendations from the Committee this quarter. Mr. McDonald and Mr. Bicker
noted that the Committee will explore potential investment opportunities in smaller
Minnesota venture capital and private equity funds. In response to questions from Ms.
Mares, Mr. Bicker stated that the SBI will not be making direct investments and the types
of funds will be more early stage venture capital funds. In response to questions from
Mr. Troutman, Mr. Bicker clarified the target levels in alternative assets.

The meeting adjourned at 2:45 P.M.

Respectfully submitted,

Fnkd B,

Howard J. Bicker
Executive Director



Tab A



LONG TERM OBJECTIVES
Period Ending 9/30/2002

COMBINED FUNDS: $29.9 Billion Result Compared to Objective

Provide Real Return (10 yr.) 7.9% (1) 5.4 percentage points
above CPI

Provide returns that are 3-5 percentage points

greater than inflation over the latest 10 year period.

Exceed Composite Index (S yr.) 1.1% 0.1 percentage point
above composite index

Outperform a composite market index weighted in a

manner that reflects the actual asset mix of the

Combined Funds over the latest 5 year period.

Exceed Median Fund (5 yr.) 73rd below the median fund in

percentile (2) TUCS

Provide returns that are ranked in the top half of

universe of public and corporate plans with over

$1 Billion in assets over the latest 5 year period.

BASIC RETIREMENT FUNDS: $14.9 Billion Result Compared to Objective

Exceed Composite Index (5 Yr.) 1.3% 0.1 percentage point
above target

Outperform a composite market index weighted

in a manner that reflects the long-term asset

allocation of the Basic Funds over the latest 5

year period.

POST RETIREMENT FUND: $15.0 Billion Result Compared to Objective

Exceed Composite Index (5 Yr.) 0.9% 0.1 percentage point

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

above target

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

Performance is calculated net of fees.

(2) The SBI’s stated 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). Performance is ranked gross of fees.




THIRD QUARTER

INVESTMENT REPORT

SUMMARY OF ACTUARIAL VALUATIONS

MSRS, TRA, PERA General Plans

July 1, 2001

Active
(Basics)

Liability Measures
1. Current and Future Benefit Obligation $25.0 billion
2. Accrued Liabilities 17.1

Asset Measures
3. Current and Future Actuarial Value $25.8 billion

4. Current Actuarial Value 17.3
Funding Ratios
Future Assets vs. 103%

Future Obligations (3 = 1)

Current Actuarial Value vs. 101%
Accrued Liabilities (4 + 2)

Retired
(Post)

$17.5 billion
17.5

$17.5 billion
17.5

100%

100%

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

Notes:

Total
(Combined)

$42.5 billion
34.6

$43.3 billion
34.8

102%

100%*

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; Difference between actual returns and actuarially expected

returns spread over five years.

Actuarial Assumptions:

Salary Growth: 6.5%, resulting from a graded rate future increase assumption

Interest/Discount Rate: 8.5% Basics, 6.0% Post
Full Funding Target Date: 2031



THIRD QUARTER

INVESTMENT REPORT

EXECUTIVE SUMMARY

Basic Retirement Funds (Net of Fees)

Asset Growth

The market value of the Basic Funds decreased 11.1%
during the third quarter of 2002. Negative investment
returns and net contributions accounted for the decrease.

Asset Growth
During Third Quarter 2002
(Millions)
Beginning Value $ 16,741
Net Contributions -119
Investment Return -1,733
Ending Value $ 14,889

Asset Mix

Billions

During the quarter, funds were rebalanced from bonds and
international equities to domestic equities, cash and
alternative assets. = The domestic stock allocation
decreased due to negative returns, even with the
rebalancing. The international stock allocation decreased
due to negative returns and the rebalancing. The
allocation to bonds decreased due to rebalancing to cash
and domestic equities.

Actual Actual

Policy Mix Market Value

Targets 9/30/2002 (Millions)
Domestic Stocks 45.0% 43.9% $6,540
Int1. Stocks 15.0 13.7 2,044
Bonds 24.0 24.5 3,644
Alternative Assets* 15.0 14.8 2,205
Unallocated Cash 1.0 3.1 456
100.0% 100.0% $14,889

* Any uninvested allocation is held in domestic stocks

Fund Performance (Net of Fees)

Dom Stocks
43 9%

Cash

31% 13 7%

Alt Assets
14 8%

Bonds
24 5%

IntT Stocks

The Basic Funds underperformed its composite market
index for the quarter and one-year time periods and
outperformed for all other time periods shown.

Period Ending 9/30/2002
Annualized
Qtr. 1Yr. 3Yr 5Yr.
Basics -10.4% -10.1% -4.8% 1.3%
Composite  -10.3 9.6 -5.1 1.2

Percent

30+

-
254

2047

3Yr

5Yr

M Basic Funds
B Composite



THIRD QUARTER INVESTMENT REPORT

EXECUTIVE SUMMARY
Post Retirement Fund (Net of Fees)
Asset Growth
The market value of the Post Fund decreased by 11 8%
during the thud quarter of 2002 Negative mvestment
returns and net contributions accounted for the decrease.

Asset Growth
During Third Quarter 2002

(Millions)
Begimning Value $16.,995 B
Net Contributions -173
Investment Return -1.825
Ending Value $14.997 o S - S N—
§§§§%%;TQXS§S§%SE
2884884852383 238£2£2£2822E&
Asset Mix
During the quarter. funds were rebalanced from bonds
and nternational equities to domestic equities, cash and
alternative  assets The domestic stock  allocation
decreased due to negative returns, even with the "“Tgf‘r‘:k‘
rebalancing  The internanional stock allocation decreased
due t¢ negative returns and the rebalancing  The
allocation to bonds decreased due to rebalancing to cash
and domestic equities. Cash
44%
Actual Actual
Policy Mix Market Value Alt Aseets Intl Stocks
Targets 9/30/2002 (Millions) 46% 13 9%
Domestic Stocks 50.0% 48 2% $7.234
IntT Stocks 15.0 139 2.090 Bonds
Bonds 27.0 28.9 4.326 894
Alternative Assets™ 5.0 46 685
Unallocated Cash 3.0 44 662

100.0%  1000%  $14.997
* Any unimvested allocation is held 1n bonds

Fund Performance (Net of Fees)

The Post Fund underperformed its composite market
index for the quarter and one-year time pertods and
outpettformed tor all other time periods shown

Penod Ending 9/30/2002

Annuahized
Qtr I Yr 3Yr 5Yr i [ﬁﬁ Fund
Post 109% -9.7% -5.1% 0.9% & B Composite
Compostte -106 -8 8 53 08

Qtr I Yr IYr SYr



THIRD QUARTER

INVESTMENT REPORT

EXECUTIVE SUMMARY

Stock and Bond Manager Performance
(Net of Fees)

Domestic Stocks

The domestic stock manager group (active,
semi-passive and passive combined)
matched its target for the quarter.

Dom. Stocks
Wilshire 5000 Investable*

Period Ending 9/30/2002

Annualized
Qtr 1Yr. iYr S5Yr
172% -188% -12.7% -2.7%
-17.2  -18.2 -12.5 -2.6

* Restated to incorporate the Wilshire 5000 Investable Index beginning
7/1/99. From 11/1/93 to 6/30/99, the target was the Wilshire 5000
as reported with no adjustments.

International Stocks

The international stock manager group (active
and passive combined) underperformed its target
for the quarter and outperformed its target for all
other time periods shown.

Bonds

Period Ending 9/30/2002
Annualized
Qtr. 1Yr, 3Yr SYr.
Int’l. Stocks -198% -12.3% -12.8% -5.6%
Composite Index*-194  -13.6 -143 -62

* The international benchmark is EAFE Free plus Emerging
Markets Free (EMF). The weighting of each index fluctuates
with market capitalization. From 12/31/96 to 6/30/99 the
benchmark was fixed at 87% EAFE-Free/13% EMF. On
5/1/96 the portfolio began transitioning from 100% EAFE
Free to the 12/31/96 fixed weights. 100% EAFE-Free prior
to 5/1/96

The bond manager group (active and passive
combined) underperformed its target for the
quarter.

Wilshire 5000 Investable: The Wilshire 5000 Investable
stock index reflects the performance of a broad range of
publicly traded stocks of companies domiciled in the U.S.
It does not include the smallest and least liquid securities
in the W5000 that generally are not owned by large
pension plans.

Lehman Aggregate: The Lehman Brothers Aggregate
Bond Index reflects the performance of the broad bond
market for investment grade (Baa or higher) bonds, U.S.
treasury and agency securities, and mortgage obligations
with maturities greater than one year.

il

Period Ending 9/30/2002
Annualized
Qtr. 1Yr 3Yr 5Yr.
Bonds 3.6% 7.2% 9.2% 7.6%
Lehman Agg. 4.6 8.6 9.5 78
EAFE-Free: The Morgan Stanley Capital International

(MSCT) index of 21 stock markets in Europe, Australasia and
the Far East. EAFE-Free includes only those securities
foreign investors are allowed to hold.

Emerging Markets Free: The Morgan Stanley Capital
International index of 26 markets 1n developing countries
throughout the world. Emerging Markets Free includes only
those securities foreign investors are allowed to hold.



THIRD QUARTER INVESTMENT REPORT

EXECUTIVE SUMMARY

Funds Under Management

Deterred
Supplemental Fund Compensation
3.2% Non-SIF Assets
34%
Post Fund
39.5%

Non-Retirement

Funds*
17.9%
Basic Funds
37.9%
9/30/2002
Market Value

(Billions)
Retirement Funds
Basic Retirement Funds $149
Post Retirement Fund 15.0
Supplemental Investment Fund 1.3
State Deferred Compensation Plan Non-SIF Assets 1.3
Non-Retirement Funds*
Assigned Risk Plan 0.2
Permanent School Fund 0.5
Environmental Trust Fund 0.2
Tobacco Prevention Fund 0.4
Medical Education Fund 0.3
Academic Health Center Fund 0.2
State Cash Accounts 5.0
Total $39.3



THIRD QUARTER INVESTMENT REPORT

MINNESOTA
STATE BOARD
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THIRD QUARTER

INVESTMENT REPORT

VARIOUS CAPITAL MARKET INDICES

Domestic Equity
Wilshire 5000
Dow Jones Industiials
S&P 500
Russell 2000
Domestic Fixed Income

Lehman Aggregate*

Lehman Gov't./Corp.
3 month U.S. Treasury Bills

International
EAFE**
Emerging Markets. Free***
Salomon Non U.S. Gov't. Bond

Inflation Measure

Consumer Price Index****

Qtr.

-16.8%
-17.4

-17.3
-21.4

4.6

5.7
0.4

-19.7
-16.3
2.8

0.6

Period Ending 9/30/2002

Yr. 3Yr. SYr. 10 Yr.
-17.5% -11.7%  -2.0% 8.7%
-12.5 -8.2 0.8 11.1
-20.5 -12.9 -1.6 9.0

-9.3 -4.1 -3.2 8.0

8.6 9.5 7.8 7.4

9.2 9.7 7.9 7.4

1.8 4.1 1.5 4.5
-15.5 -14.6 -5.7 .
8.2 -10.1 -9.9 1.1
10.5 2.1 3.6
1.5 2.5 2.3 25

* Lehman Brothers Aggregate Bond index. Includes governments, corporates and mortgages.

** Morgan Stanley Capital International index of Europe, Australasia 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.



THIRD QUARTER

INVESTMENT REPORT

FINANCIAL MARKETS REVIEW

DOMESTIC STOCKS

The US stock market, as represented by the Wilshire
5000, declined —16.8% during the third quarter. New
lows were reached as investors worried about lower than
expected profits, corporate governance and earnings
quality, limited economic visibility, and the possibility of
a war. No sector avoided negative returns for the quarter
as healthcare and consumer staples stocks were the best
performers with declines of -7.7% and -10.5%,
respectively. Technology was the worst performing
sector, declining —26%.  Small value was the worst
performing style for the third quarter, a reversal from the
previous two quarters where it was the best performing
style. In general, growth outperformed value and large
stocks outperformed small in the third quarter.

Performance of the different Wilshire Style Indices for
the quarter is shown below:

Large Value -18.7%
Smail Value -23.1
Large Growth -14.4
Small Growth -17.1

The Wilshire 5000 declined —17.5% for the year ending
September 30, 2002.

DOMESTIC BONDS

The bond market posted a gain of 4.6% during the third
quarter.  Persistent concerns over the outlook for
corporate profits and uncertainty over a confrontation
with Iraq weighed on the equity markets during the
quarter, and fueled a flight to bonds. As investors sought
cover 1n Treasuries, interest rates declined significantly,
with intermediate bond yields dropping over 100 basis
points.

Higher quality corporate bonds generally participated in
the rally as spreads widened only moderately. Lower
quality Corporates continued to underperform the
market. Mortgages underperformed as durations
shortened appreciably, driven by the increased refinance
incentive of still lower mortgage rates.

Overall, the Lehman Aggregate Bond index gained 4.6%
during the third quarter. The sector returns for the
Lehman Aggregate index were:

Treasury/Agency 6.7%
Credit 4.5
Mortgages 27

The Lehman Aggregate returned 8.6% for the year
ending September 30, 2002.

PERFORMANCE OF CAPITAL MARKETS
Cumulative returns

Percent

700 00

600.00

500 00 -

400 00 -

300.00 A

200 00 A

100.00 1

000

]— US Stocks e Cash Equivalents —+— Consumer Price Index x U S Bonds = Intl Stock<1

Indices used are: Wilshire 5000 Stock Index for U.S. Stocks; 3 month Treasury Bills for Cash Equivalents; Consumer Price
Index; Lehman Brothers Aggregate Bond Index for U.S Bonds; and the Morgan Stanley’s Index of Europe, Australasia and

the Far East (EAFE) for International Stocks.



THIRD QUARTER

INVESTMENT REPORT

FINANCIAL MARKETS REVIEW

INTERNATIONAL STOCKS

In aggregate, developed international stock markets (as
measured by the EAFE index) provided a return of
—19 7% tor the quarter. The quarterly performance of
the five largest stock markets 1s shown below

United Kingdom -17 3%
Japan -121
France -279
Switzerland -179
Germany -36 6

The EAFE index decreased by -15 5% during the last
year

The EAFE index 1s compiled by Morgan Stanley Capital
International (MSCI) and 1s a measure of 21 markets
located n Europe, Austialasia and the Far East. The
major markets hsted above comprise about 72% of the
value of the international markets in the mdex

EMERGING MARKETS

Emerging markets (as measured by MSCI Emerging
Markets Free index) provided a return of —16 4% for the
quarter The quarterly performance of the five largest
stock markets 1n the index is shown below.

Korea -16 1%
Tarwan -243
South Atrica -127
Mexico -150
Branl -392

The Emerging Markets Free mdex increased by 7.9%
during the last year

The Emerging Markets Free (EMF) index 1s compiled by
MSCI and measures pertormance of 26 stock markets 1n
Laun America, Asia, Africa and Eastern Europe  EMF
includes only those secunties foreign investors are
allowed to hold The markets listed above comprise
about 66% of the value of the international markets in
the index

REAL ESTATE

The lackluster performance i both the national and
regional economies 1s contributing to the continued
deterioration 1n property market fundamentals. In this
real estate cycle, a significant dechne 1n demand, rather
than a gross excess supply as n past cycles, has been the
culprit for rising vacancies and sublease space. Analysts
expect more restrained ~upply to lead to mmproving
fundamentals 1n 2003

PRIVATE EQUITY

U S private equity firms 1aised $103 ilhon for private
equity limited partnerships of all types, from venture
capital to buyouts 1n 2001  That represents a 40 8%
decrease from the revised prior year total of $174 billion
and marks an end to seven consecutive years of increases
in funds raised. The total raised through the first three
quarters of 2002 was $25 4 billion

RESOURCE FUNDS

During the third quarter of 2002, West Texas
Intermediate crude ol averaged $28 25 per barrel, up
from an average price of $26 27 during the second
quarter of 2002 The recent upward trend may reflect the
relative instability 1n the Middle East
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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 Trust
Universe Comparison Service (TUCS). Only funds with
assets over $1 billion are included in the comparisons
shown in this section.

Asset Mix Compared to Other Pension Funds

On September 30, 2002, the actual asset mix of the
Combined Funds was:

$ Millions %
Domestic Stocks $13,774 46.1%
International Stocks 4,134 13.8
Bonds 7,970 26.7
Alternative Assets 2,891 9.7
Unallocated Cash 1,118 3.7
Total $29,887 100.0%

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 over $1 billion are
shown below:

60

g
2
&
Dom Int1 Bonds Real
Equity Equity Estate
Dom. Int’l
Equity Equity
Combined Funds 46.1% 13.8%
Median Allocation in TUCS* 423 10.2

* Public and corporate plans over $1 billion.

Bonds Estate

B Combined Funds
B TUCS Median

Venture Other Cash

Real Venture
Capital Other Cash

26.7% 2.6% 5.8% 1.3% 3.7%
322 03 29 0.0 3.7
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COMBINED FUNDS
Performance Compared to Other Pension Funds

While the SBI 1s concerned with how its returns compare
to other pension mvestors, universe comparisons should
be used with great care There are several reasons why
such compansons will provide an “apples to oranges”
look at performance-

— Differing Allocations. Asset allocation will have a
dorminant effect on return The allocation to stocks
among the tunds 1n TUCS typically ranges from 20-
90%, a very wide range for meaningful companson.
In addition, 1t appears that many funds do not include
alternative asset holdings n their reports to TUCS
This further distorts comparisons among funds

— Differing Goals/Liabilities. Each pension fund
structures 1ts 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 1s not relevant
to a discussion of how well a plan sponsor 1s meeting
its long-term habihties

With these considerations in mind, the performance of the
Combined Funds compared to other public and corporate
pension funds in Trust Universe Comparison Service
(TUCS) are shown below

The SBI’s returns are ranked against public and corporate
plans with over $1 billion 1n assets. All funds in TUCS
report their returns gross ot fees

The SBI's stated performance objective is that the
Combined Funds will rank 1n 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 (aboye the 33rd percentile).

0
25 1
?—) 50 1 740 (‘omhlnﬂt;(_iwl;und
= Ranks
75 *7s &7 o
L 23
100
Qtr 1 Yr. 3Yr. 5Yr
Period Ending 9/30/2002
Qtr. 1Yr. 3Yr. 5Yr.
Combined Funds
Percentile Rank 1n TUCS* 75th 8l1st 77th 73rd

* Compated to public and corporate plans greater than $1 billion, gross of fees.
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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
Funds
Market Composite*
Index 3Q02
Domestic Stocks Wilshire 5000 Investable 48.4%*
Int’]. Stocks Int’l. Composite 15.0
Bonds Lehman Aggregate 26.0*
Alternative Assets Real Estate Funds 2.3%
Private Equity Funds 5.1*
Resource Funds 1.2*
Unallocated Cash 3 Month T-Bills 2.0
100.0%

* Alternative asset, bond and domestic equity weights are reset in the composite at the start of each month to reflect the
amount of unfunded commitments in alternative asset classes. The above Combined Funds Composite weighting was as of
the beginning of the quarter.

30+
2547
| 204”7
1547
104"
N M Combined Funds
547 B Composite
ol X4
-5+ 7
1047
15
Qtr. I Yr. 3Yr. 5Yr.
Period Ending 9/30/2002
Annualized
Qtr. 1Yr. 3Yr. 5Yr.
Combined Funds** -10.6% -9.9% -4.9% 1.1%
Composite Index -10.5 -9.2 -5.2 1.0

**Includes performance of Basic Funds through 6/30/93, Basic and Post Funds thereafter. Actual returns are reported
net of fees.
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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
300,000 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 1nvestment 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 Funds decreased 11.1%
during the third quarter of 2002. Negative investment

returns and net contributions accounted for the decrease.

25
20
15
g
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Last Five Years
In Millions Latest Qtr.
12/97 12/98 12/99 12/00 12/01 3/02 6/02 9/02
Beginning Value $14275 $17,146 $19,244 $21,365 $19,807 17,874 $18,014 $16,741
Net Contributions -337 -539 -1,065 -1,186 -572 -14 -176 -119
Investment Return 3,208 2,637 3,186 -372 -1,361 154 -1,097 -1,733
Ending Value $17,146 $19,244 $21,365 $19,807 $17,874 $18,014 $16,741 $14,889
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BASIC RETIREMENT FUNDS
Asset Mix

The long-term asset allocation of the Basic Funds 1s based
on the superior performance of common stocks over the
history of the capital markets The asset allocation policy
1s designed to add value to the Basic Funds over therr
long-term investment time horizon.

Domestic Stocks 45 0%
Int’l. Stocks 150
Bonds 240
Alternative Assets* 150
Unallocated Cash 10

* Alternative assets include equity-oriented real estate,
venture capital and resource funds Any uninvested
allocation 1s held 1in domestic stocks.

In October 1995, the Bourd revised 1its long term asset
allocation targets for the Basic Funds, increasing
international stocks trom 10% to 15% and decreasing
domestic stocks from 507% to 45% The change was
implemented over several quarters

Over the last year, the allocation to domestic stocks and
mternational stocks increused due to rebalancing, despite
negative returns. The bond allocation decreased due to
rebalancing, although the 1eturns were positive.

During the quarter, tund- were rebalanced from bonds
and 1nternational equities to domestic equities, cash and
alternative  assets. The domestic stock allocation
decreased due to negauve returns, even with the
rebalancing. The 1nternational stock allocation decreased
due to negative returns and the rebalancing  The
allocation to bonds decreased due to rebalancing to cash
and domestic equities

100%

80%
= 60% ’1 Q Unallocated Cash
8 O Al Assets
S __ OBonds
e 40% Bintl Stocks
BWDom Stocks
20% -
0% = e e
12/97 12/98 12/99 12/00 12/01 9/02
Last Five Years Latest Qtr.
12/97 12/98 12/99 12/00 12/01 3/02 6/02 9/02
Domesuc Stocks 53 6% 53.8% 519% 44 3% 49 5% 49.6% 4624 43.9%
Int’l Stocks 136 14 4 16 8 16.6 15.0 154 16 1 13.7
Bonds 222 226 210 247 22.1 221 2472 24.5
Real Estate 41 37 35 4.1 34 34 3.6 3.9
Private Equity 50 44 48 80 74 74 80 91
Resource Funds 14 07 08 12 13 1.6 17 1.8
Unallocated Cash 0.1 04 12 11 13 05 0.2 3.1
Total 1000% 1000% 1000% 1000% 100.0% 1000% 10004 1000%
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BASIC RETIREMENT FUNDS
Total Fund Performance (Net of Fees)

The Basic Funds’ performance is evaluated relative to a composite of market indices. The composite 1s weighted in a
manner that reflects the long-term asset allocation of the Funds:

Basics
Basics Market Composite*
Target Index 3Q02
Domestic Stocks 45.0% Wilshire 5000 Investable 46.7%*
Int’]. Stocks 15.0 Int’l Composite 15.0
Bonds 24.0 Lehman Aggregate 240
Alternative Assets 15.0 Real Estate Funds 3.5%
Private Equity Funds 8.1*
Resource Funds 1.7*
Unallocated Cash 1.0 3 Month T-Bills 1.0
100.0% 100.0%

* Alternative asset and domestic stock weights are reset in the composite at the start of each month to reflect the uninvested
portion of the allocation to alternative assets. The above Basic Funds Composite weighting was as of the beginning of the

__________________________ B Basic Funds

Composite

Qtr.

quarter.
30
25+
20+
15¢"
z 1077
g N e
& 547
Basic Funds** -10.4%
Composite Index -10.3

**Returns are reported net of fees.

Period Ending 9/30/2002

Annualized
1Yr. 3Yr. 5Yr.
-10.1% -4.8% 1.3%

-9.6 -5.1 1.2

Effective July 1, 1993, the Basic and Post Funds share the same domestic stock, international stock, and bond managers.
See page 15 for the performance of these asset pools. Performance of the Basic Funds’ alternative assets is on page 16
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POST RETIREMENT FUND

The Pest Retirement Investment Fund contains the
pension assets of retired public employees covered by
statewide retirement plans. Approximately 95,000 retirees
recerve monthly annuities from the assets of the Fund

Upon an employee’s retirement, a sum of money
sufficient to finance the fixed monthly annuity 1s
transteried from accumulation pools in the Basic Funds to
the Post Fund  In order 1o support promised benefits, the
Post Fund must “earn” at least 6% on 1ts 1nvested assets
on an annuahzed basis. If the Post Fund exceeds this
earnings rate, excess carnings are used to finance
permanent benefit increases for eligible retirees

The post retirernent benefit increase formula 1s based on
the total return of the lund As a result, the Board
maintains a long-term asset allocation strategy for the
Post Fund which incorporates a substantial commitment
to common stocks.

Asset Growth

The market value of the Post Fund decreased by 11 8%
during the third quarter ot 2002 Negative investment

returns and net contributions accounted for the decrease.
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O A O O O Q00 A0 Q0 Q0 e Q0 QoA
Last Five Years
In Millions Latest Qtr.
12/97 12/98 12/99 12/00 12/01 3/02 6/02 9/02
Beginning Value $15.273  $17,743  $20,768 $20,768 $20,153 $18,47~ $18.311 $16,995
Net Contributions -45 211 167 167 -647 =304 -134 -173
Investment Return 2515 2,814 -782 -782 -1,031 141 -1,182 -1,825
Ending Value $17.743  $20,768 $20,153  $20,153 $18,475 $18.311 $16,995 $14,997
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POST RETIREMENT FUND
Asset Mix

The Board adopted an asset allocation strategy for the
Post Fund in fiscal year 1993 which reflects the post
retirement benefit increase formula 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* 5.0
Unallocated Cash 3.0
100.0%

* Alternative assets include yield oriented investment
vehicles. Any uninvested allocation is held in bonds.

The large allocation to common stocks allows 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%.

Over the last year, the allocation to domestic stocks and
international stocks increased due to rebalancing,
although the returns were negative. The bond aliocation
has decreased due to rebalancing, even with positive
returns.

During the quarter, funds were rebalanced from bonds
and international equities to domestic equities, cash and
alternative assets.  The domestic stock allocation

decreased due to negative returns, even with the
rebalancing. The international stock allocation decreased
due to negative returns and the rebalancing. The
allocation to bonds decreased due to rebalancing to cash
and domestic equities.

§ DUnallocated Cash
5 DAlt Assets
=¥ OBonds
B Int1 Stocks
M Dom Stocks
12/97 12/98 12/99 12/01 9/02
Last Five years Latest Qtr.
12/97 12/98 12/99 12/00 12/01 3/02 6/02 9/02
Dom. Stocks 54.7% 53.2 52.0% 47.5% 52.4% 52.9% 49.4% 48.2%
Int’l. Stocks 13.6 14.5 16.9 13.5 15.1 15.5 15.7 13.9
Bonds 29.1 29.2 27.2 34.0 26.7 26.8 30.0 28.9
Alt. Assets 0.9 1.1 1.5 2.3 3.1 31 4.0 4.6
Unallocated Cash 1.7 2.0 24 2.7 2.7 1.7 0.9 44
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
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POST RETIREMENT FUND

Total Fund Performance (Net of Fees)

The Post Fund’s performance 15 evaluated relative to a composite of market indices The composite 1s weighted 1n a manner
that retlects the long-term asset allocation of the Fund

Post
Post Market Composite*
Asset Class Target Index 3Q02
Domestic Stocks 50 0% Wilshire 5000 Investable 50 0%
Int't Stocks 150 Int’l. Composite 150
Bonds 270 Lehman Aggregate 28 O*
Alternative Assets 50 Real Estate Funds I 1*
Private Equity Funds 2 1%
Resource Funds 08*
Unallocated Cash 30 3 Month T-Bills 30
100 0% 100 0%

*Alternative assets and bond weights are reset 1n the composite at the start of each month to reflect the uninvested portion
of the allocation to alternative assets The above Post Fund Composite weighting was as of the beginning of the quarter

g [ Post Fund
E B Composite
Period Ending 9/30/2002
Annualized
Qtr. 1Yr. 3Yr. 5Yr.
Post Fund** -10.9% -9.7% -5.1% 0.9%
Composite Index -106 -88 -5.3 08

** Returns are reported net of fees

Effective July 1, 1993, the Basic and Post Funds share the same domestic stock, taternational stock, and bond managers.
See page 15 tor the performance of these asset pools
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STOCK AND BOND MANAGERS

Performance of Asset Pools (Net of Fees)

Domestic Stocks

Target: Wilshire 5000 Investable

Expectation: If one-third of the pool is actively managed,
one-third is semi-passively managed, and one-third is
passively managed, the entire pool is expected to exceed
the target by +.18 - .40% annualized, over time.

Period Ending 9/30/2002
Annualized
Qtr. 1Yr. 3Yrs. 5 Yrs.
Domestic Stocks -17.2% -188% -12.7% -2.7%

Value Added to Wilshire 5000 Investable

057 -

0o [ | -—
05 1 ) '

W5000 Investable* -17.2 -182  -125 2.6 o
Qtr LYr 3Yr 5Yr
* Restated to incorporate the Wilshire 5000 Investable
Index beginning 7/1/99. W5000 prior to 7/1/99.
International Stocks
Target: Composite of EAFE-Free and Emerging
Markets Free*
Expectation: If at least one-third of the pool is managed Value Added to International Composite*
actively and at least one-third is passively managed, the 25
entire pool is expected to exceed the target by +.25%- I
.75% annualized, over time. [ s  Biiiaiaiaieiy
P ...
Period Ending 9/30/2002 §ost--—------ l -- I - -
Annualized S 0T mmw -_
Qtr. 1Yr. 3Yr. 5Yrs. S E
Int’l Stocks ~ -198%  -123% -128%  -5.6% P
Composite Index* -19.4 -13.6  -143 -6.2 2
* The international benchmark is EAFE Free plus Qr e e S
Emerging Markets Free (EMF). The weighting of each
index fluctuates with market capitalization. From
12/31/96 to 6/30/99 the benchmark was fixed at 87%
EAFE-Free/13% EMF. On 5/1/96 the portfolio began
transitioning from 100% EAFE to the 12/31/96 fixed
weights. 100% EAFE-Free prior to 5/1/96.
Bonds
Target: Lehman Brothers Aggregate Bond Index
Expectation: If half of the pool is actively managed and Value Added to Lehman Aggregate
half is managed sem-passively, the entire pool is s
expected to exceed the target by +.20-.35% annualized,
over time. 10
Period Ending 9/30/2002 05
Annualized 00 1
Qtr. 1Yr. 3Yrs 5Yrs.
Bonds 36% 12% 92% 1.6% 037
Lehman Agg. 4.6 8.6 9.5 7.8 -10 4

15

Qtr 1 Yr 3Yr 5Yr
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ALTERNATIVE ASSET MANAGERS
Performance of Asset Pools
(Net of Fees)

Real Estate Pool (Basic Funds only)

Period Ending 9/30/2002

Expectation: Real estate investments are expected to Annualized
exceed the rate of inflation by 3-5% annuahzed, over the Qtr Yr. 3Yrs. S5Yrs.
hife ot the investment

Real Estate 05% 03% 93% 11.7%
The SBI began 1ts real estate program in the mid-1980’s
and penodically makes new nvestments Some of the Inflation 06 15 25 23
existing mvestments, therefore, are relatively immature
and returns may not be indicative of future results.
Private Equity Pool (Basic Funds only)
Expectation: Private equity investments are expected Period Ending 9/30/2002
to provide annualized returns at least 3% greater than Annualized
historical public equity returns, over the hfe of the Qtr. Yr. 3Yrs. 5Yrs.
ivestment  This equates to an absolute return of
approximately 13-14% annualized Private Equity 2.4% -12.5% 39% 9.8%

The SBI began its private equity program in the md-
1980°s and periodically makes new investments Some
ot the existing investments, therefore, are relatively
immature and returns may not be indicative of future
results

Resource Pool (Basic Funds only)

Expectation: Resource investments (primarily o1l and
gas) are expected to exceed the rate of inflation by 3-5%
annualized, over the hife of the investment.

The SBI began 1ts resource program in the md-1980’s
and penodically makes new investments Some of the
existing investments, therefore. are relatively immature
and returns may not be indicative of future results

Yield Oriented Pool (Post Fund only)

Resource Funds

Period Ending 9/30/2002

Expectation: Yield oriented investments are expected to
provide annualized returns at least 2% greater than
historical public debt returns over the life of the
investment. This equates to an absolute return of 10-11%
annualtszed

The SBI made 1ts first commitment to the alternative
mvestment program for the Post Fund i March 1994
Some ot the existing investments, therefore, are relatively
immature and returns may not be indicative of future
results
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Yield Oriented

Annualized
Qtr Yr. 3Yrs. SYrs.
0.7% 1.5% 153% 1.8%
Period Ending 9/30/2002
Annualized
Qtr Yr. 3 Yrs. S Yrs.
-1.6% 35% 108% 12.3%



THIRD QUARTER

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. It is 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
therr needs, within the statutory requirements and rules
established by the participating  organizations.
Participation in the Fund 1s 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.

On September 30, 2002 the market value of the entire
Fund was $1.3 billion.

Investment Options

9/30/2002
Market Value
(In Millions)
Income Share Account — a balanced portfolio utilizing both $472
common stocks and bonds.
Growth Share Account — an actively managed, all common stock $171
portfolio.
Common Stock Index Account — a passively managed, all $228
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 $36
incorporates both active and passive management.
Bond Market Account — an actively managed, all bond portfolio. $138
Money Market Account — a portfolio utilizing short-term, liquid $100
debt securities.
Fixed Interest Account — a portfolio of guaranteed investment $109

contracts (GIC’s) and GIC type investments which offer a fixed rate
of return for a specified period of time.

17



THIRD QUARTER

INVESTMENT REPORT

SUPPLEMENTAL INVESTMENT FUND ACCOUNTS

INCOME SHARE ACCOUNT

Investment Objective

The primary investment objective of the Income Share
Account 1s similar to that of the Combined Funds The
Account seeks to maximize long-term real rates of
return, while miting short-run portfolio return volatility

Asset Mix

The Income Share Account 1s nvested 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

Target Actual
Stocks 60 0% 58 0%
Bonds 350 396
Unallocated Cash 50 2.4
100 0% 100.0%
GROWTH SHARE ACCOUNT

Period Ending 9/30/2002

Annualized
Qtr. 1Yr. 3Yr. 5Yr
Total Account -9.1% -9.4% -4.2% 1.7%
Composite* -9.0 -8 1 -39 1.9

* 60% Wilshie 5000/35» Lehman Aggregate Bond
Index/5% T-Bills Composite

Investment Objective

The Growth Share Account’s investment objective 1s to
generate above-average returns from capital appreciation
on common stocks.

Asset Mix

The Growth Share Account is invested primarily in the
common stocks of US companies The managers in the
account also hold varying levels of cash.

COMMON STOCK INDEX ACCOUNT

Period Ending 9/30/2002

Annualized
Qtr. 1Yr. 3Yr. 5Yr
Total Account -17.2% -19.1% -13.0% -3.0%
Composite* -172 182 -125 -2.6

* 100% Whlshire 5000 In\estable since July 1999
100% Wilshire 5000 from November 1996 to June
1999. 95% Wilshire 5000/5% T-Bills Composite
through October 1996

Investment Objective and Asset Mix

The investment objective of the Common Stock Index
Account s to generate returns that track those of the U S.
stock market as a whole. The Account 1s designed to
track the performance of the Wilshire 5000 Investable, a
broad-based equity market indicator

The Account is invested 100% i common stock

INTERNATIONAL SHARE ACCOUNT

Period Ending 9/30/2002

Annualized
Qtr. 1Yr. 3Yr. S5Yr
Total Account -17.1% -18.4% -12.0% -2.1%
Wilshire 5000 -17 2 182 -12.3 24
Investable*

* Wilshire 5000 through lune 2000. Wilshire 5000
Investable thereafter

Investment Objective and Asset Mix

The 1nvestment objective of the International Share
Account 1s to earn a high rate of return by investing 1n
the stock of companies outside the U.S. At least one-
third of the Account is “passively managed” and is
designed to track the return of 21 markets included 1n the
Morgan Stanley Capital International index of Europe,
Australasia and the Far East (EAFE-Free) The
remainder of the Account 15 “actively managed” by
several international managers and emerging markets
spectalists who buy and sell stocks in an attempt to
maximise market value
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Period Ending 9/30/2002

Annualized

Qtr. 1Yr. 3Yr. 5Yrs.

Total Account -19.8% -12.1% -12.7% -5.5%
Composite* -194 136 -143 -6.2

* The international benchmark is EAFE Free plus
Emerging Markets Free (EMF). The weighting of
each index fluctuates with market capitalization. From
12/31/96 to 6/30/99 the benchmark was fixed at 87%
EAFE-Free/13% EMF. On 5/1/96 the portfolio began
transitioning from 100« EAFE Free to the 12/31/96
fixed weights  100% E \FE-Free prior to 5/1/96



THIRD QUARTER

INVESTMENT REPORT

SUPPLEMENTAL INVESTMENT FUND ACCOUNTS

BOND MARKET A CCOUNT

Investment Objective
The investment objective of the Bond Market Account is
to exceed the return Of the broad domestic bond market

by investing in fixed income securities.

Asset Mix

The Bond Market Account invests primarily in high-
quality, government and corporate bonds that have
intermediate to long-term maturities, usually 3 to 20
years.

MONEY MARKET ACCOUNT

Period Ending 9/30/2002

Annualized

Qtr. 1Yr. 3Yr. S5Yr

Total Account 3.6% 73% 93% 7.6%
Lehman Agg. 4.6 8.6 9.5 7.8

Investment Objective

Period Ending 9/30/2002

The investment objective of the Money Market Account Annualized

is to purchase short-term, liquid debt securities that pay Qtr. 1Yr. 3Yr. S5Yr
interest rates that are competitive with those available in Total Account 0.5% 22% 4.6% 5.0%
the money market. 3 month T-Bills 0.4 1.8 4.1 4.5
Asset Mix

The Money Market Account 1s 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.

FIXED INTEREST ACCOUNT

Investment Objectives Period Ending 9/30/2002
The investment objectives of the Fixed Interest Account Annualized
are to protect investors from loss of their original Qtr. 1Yr. 3Yr. SYr
investment and to provide competitive interest rates Total Account 14% 60% 62% 6.3%
using somewhat longer term investments than typically Benchmark* 0.7 3.6 5.0 5.2

found in a money market account.

Asset Mix

The assets 1n the Account are invested primarily in
stable value instruments such as msurance company
investment contracts, bank investment contracts, and
security backed contracts These instruments are 1ssued
by highly rated U.S. financial institutions, typically have
maturities of 3-6 years and are rated “A” or better at the
time of purchase. The interest rate credited will change,
reflecting the blended interest rate available from all
investments in the account including cash reserves which
are maintained to provide liquidity. The Fixed Interest
Benchmark in the 3 year Constant Maturity Treasury Bill
+45 basis points
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* The Fixed Interest Benchmark is the 3 year Constant
Maturity Treasury Bill +45 basis points



THIRD QUARTER

INVESTMENT REPORT

ASSIGNED RISK PLAN

Investment Objectives

The Assigned Risk Plan has two investment objectives' to
mimmmize the mismatch between assets and habilhities and
to provide sufficient hquidity for the payment of on-going
claims and operating expenses

Asset Mix

The Assigned Risk Plan 1s mvested in a portfolio of
common stocks and bonds  The actual asset mix will
fluctuate 1n response to changes n the Plan’s liabihty
stream

Investment Management

Voyageur Asset Management manages the bond segment
of the Fund GE Investment Management manages the
equity segment

Performance Benchmarks

A custom benchmark has been established for the fixed
mcome portfolio. It reflects the duration of the hability
stream and the long-term sector allocation of Voyageur
Asset Management Sinve July 1, 1994, the equity
benchmark has been the S&P 500 index. The total fund
benchmark is a combinauion ot the fixed income and
equity benchmarks, weighied according to the total fund
asset allocation targets.

Market Value
On September 30, 2002 the market value of the Assigned
Risk Plan was $222 nullion

9/30/2002 9/30/2002
Target Actual

Stocks 20 0% 13.6%
Bonds 80.0 86.4
Total 100 0% 100 0%

30"

25+ S

20+ \ 77777 -

o IAsxlgnca Ri~k Plan
Bl Componite

Qtr 1 Yr 3Yr

Period Ending 9/30/2002

Annualized

Qtr. 1Yr. 3Yr. 5Yr.

Total Fund* 04% 18% 5.0% 6 4%
Componsite -0.3 22 45 60
Equity Segment*-16 2 -185 -86 11
Benchmark -173 205 -129 -16
Bond Segment* 37 64 76 68

Benchmark 472 83 89 76

5Yr

* Actual returns are calculated net of fees



THIRD QUARTER

INVESTMENT REPORT

PERMANENT SCHOOL FUND

Investment Objectives

The investment objective of the Permanent School Fund is
to produce a growing level of spendable income, within
the constraints of maintaining adequate portfolio quality
and liquidity. The income from the portfolio is used to
offset expenditures on school aid payments to local school
districts.

Asset Mix

Effective with FY98, the Permanent School Fund is
invested in a balanced portfolio of common stocks and
bonds. Common stocks provide the potential for
significant capital appreciation, while bonds provide
portfolio diversification and a more stable stream of
current income.

Prior to FY98, the Fund was invested entirely in fixed
income securities in order to maximize current income. It
is understood that the change in asset mix will reduce
portfolio income in the short term, but will enhance the
value of the fund, over time.

Investment Management

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

Market Value
On September 30, 2002 the market value of the
Permanent School Fund was $470 million.

B Permanent School Fund
B Composite

(1) Actual returns are calculated net of fees.

(2) Equities were added to the asset mix effective
July 28, 1997. Prior to that date the fund was
invested entirely in bonds. The composite
Index has been weighted accordingly.

9/30/2002 9/30/2002
Target Actual
Stocks 50.0% 47.7%
Bond 48.0 50.5
Unallocated Cash 2.0 1.8
Total 100.0% 100.0%
30+
I
]
2047 L
s+
g .
g 10¢
&
Qur. 1Yr. 3Yr. 5Yr.
Period Ending 9/30/2002
Qtr. 1Yr. 3Yr. SYr.
Total Fund (1) (2) -6.7% -7.6% -2.4% 3.3%
Composite -6.8 -6.6 -1.9 34
Equity Segment (1) (2) -17.0 -20.4 -12.8 -1.5
S&P 500 -17.3 -20.5 -12.9 -1.6
Bond Segment (1) 4.4 6.8 9.0 7.7
Lehman Aggregate 4.6 8.6 9.5 7.8
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THIRD QUARTER

INVESTMENT REPORT

ENVIRONMENTAL TRUST FUND

Investment Objective

The objective of the Environmental Trust Fund 1s to
increase the market value of the Fund over time in order
to increase the annual amount made available for
spending

Asset Mix

The Environmental Trust Fund s mvested in a balanced
portfolio of common stocks and bonds. Common stocks
provide the potential for sigmficant capital appreciation,
while bonds act as a deflauon hedge and provide
portfolio diversification  As of July 1, 1999, the asset

9/30/2002 9/30/2002
Target Actual
Stocks 70 0% 69.2%
Bonds 280 300
Unallocated Cash 20 08
Total 100.0% 100 0%
30 ]’/ i
25 l’ 77777 -
’70 I
15« S
104 S
N ..

allocation changed trom 50% stocks/50% fixed income
to 70% stocks /30% fixed income.

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 sto. k segment 1s passively managed
to track the performance of the S&P 500.

Market Value
On September 30, 2002 the market value of the
Environmental Trust Fund was $245 million

M Enyvironmental Trust Fund
B Conpositc

Period Ending 9/30/2002

Qtr. 1Yr. 3Yr.
Total Fund* -11.0% -128% -6 5%
Composite -1 -12.3 -6.4
Equity Segment* -17 () -20.4 -12.8
S&P 500 -17.3 -20.5 -12.9
Bond Segment* 44 68 90
LLehman Agg 46 8.6 9.5

5Yr.

03%

0.3

-15
-1.6

77
78
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* Actual returns are calculated net of fees



THIRD QUARTER

INVESTMENT REPORT

TOBACCO PREVENTION FUND

Investment Objectives
The investment objective of the Tobacco Prevention
Fund is to increase the market value of the Fund over
time in order to increase the annual amount made
available for spending.

Asset Mix

The Fund is invested in a balanced portfolio of 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 manages all assets of the Tobacco Prevention
Fund.

Market Value
On September 30, 2002 the market value of the Tobacco
Prevention Fund was $428 million.

9/30/2002 9/30/2002

Target Actual
Stocks 50.0% 50.9%
Bonds 50.0 48.8
Unallocated Cash 0.0 0.3
Total 100.0% 100.0%

30+

25 B 7

20' 754

15_ %5 T

ot T ~ 77| W Tobacco Prevention Fund

_________________________________ B Composite
51
Qtr. 1 Yr. 3Yr. Since July 00
Period Ending 9/30/2002
Since

Qtr. 1Yr. 3Yr. 7/1/00
Total Fund* -6.9% -7.8% N/A -6.6% * Actual returns are calculated net of fees.
Composite -6.7 -6.5 N/A -6.0
Equity Segment* -17.0 -204 N/A -21.5
S&P 500 -17.3 -20.5 N/A -21.6
Bond Segment* 4.4 6.8 N/A 10.2
Lehman Agg. 4.6 8.6 N/A 110
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THIRD QUARTER

INVESTMENT REPORT

MEDICAL EDUCATION FUND

Investment Objectives

The mvestment objective of the Medical Education Fund
1s to increase the market value of the Fund over time in
order to increase the annual amount made available for
spending

Asset Mix

The Fund 15 invested 1n a balanced portfolio of stocks
and bonds Common stocks provide the potential for
significant capital appreciation, while bonds act as a
deflation hedge and provide portfolio diversification.

9/30/2002 9/30/2002
Target Actual
Stocks 50 0% 52.0%
Bonds 500 477
Unallocated Cash 00 03
Total 100 0% 100 0%

Investment Management
SBI staff manages all assets of the Medical Education
Fund.

Market Value
On September 30, 2002 the market value of the Medical
Education Fund was $275 milhon

W Med. al Educat;on Fund
|8 Composite

Qtr 1 Yr
Period Ending 9/30/2002
Qtr. 1Yr. 3Yr.
Total Fund* -6 5% -7.3% N/A
Composite -67 -65 N/A
Equity Segment* -170 204 N/A
S&P 500 -173 205 N/A
Bond Segment* 44 6.8 N/A
Lehman Agg. 4.6 86 N/A

3Yr

Since
7/1/00

-6.5%
-60

215
-21.6

10.2
1o

24

Since July 00

* Actual returns are calculated net of fees.



THIRD QUARTER

INVESTMENT REPORT

ACADEMIC HEALTH CENTER FUND

Investment Objectives

The investment objective of the Academic Health Center
Fund is to increase the market value of the Fund over
time in order to increase the annual amount made
available for spending.

Asset Mix

The Fund is invested in a balanced portfolio of 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 manages all assets of the Academic Health
Center Fund.

Market Value
On September 30, 2002 the market value of the Medical
Education Fund was $193 million.

9/30/2002 9/30/2002
Target Actual
Stocks 50.0% 47.9%
Bonds 50.0 51.8
Unallocated Cash 0.0 0.3
Total 100.0% 100.0%
30+
25_ 2 1
_________________________________ |
201"
P A W
ot T T T M Academic Health Center
_________________________________ J Fund
51 B S&P 500
O‘J“,—1 . -‘ -T
-5 N Pl T
a0t T T o
-154
Qtr 1Yr 3Yr Since Jan 02
Period Ending 9/30/2002
Since
Qtr. 1Yr. 3Yr. 1/1/02
Total Fund* -6.6% N/A N/A -12.0% * Actual returns are calculated net of fees.
Composite -6.7 N/A N/A -11.2
Equity Segment* -17.0 N/A N/A 279
S&P 500 -173 N/A N/A -28.2
Bond Segment* 44 N/A N/A 6.3
Lehman Agg. 46 N/A N/A 8.5
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THIRD QUARTER

INVESTMENT REPORT

CLOSED LANDFILL INVESTMENT FUND

Investment Objectives

The investment objective of the Closed Landfill
investment Fund 1s to generate high returns from
capital appreciation The Fund will be used by
the Commussiorer ot the PCA (Pollution Control
Agency) to pay for the long-term costs of
maintaining  the integnty  of landfills 1n
Minnesota once they are closed. However, by
statute, the assets of the Fund are unavailable for
expenditure until after fiscal year 2020

Asset Mix

Effective July 1999, the Closed Landfill
Investment Fund is invested entirely 1n common
stock Given the long tme horizon of this Fund
and the lack of need for any short or md-term
withdrawals, this strategy will maximize the
long-term gain of the Fund

Investment Management

SBI staff manage all asscts of the Closed Landfill
Investment Fund. The assets are managed to
passively track the performance of the S&P 500
index

Market Value

On September 30, 2002 the market value of the
Closed Landfill Investment Fund was $13 8
million.

ll Closed Landtill Fund
B S&P 500

-30
Qr 1Yr 3Yr Since July 99
Period Ending 9/30/2002
Qtr. 1Yr. 3Yr. Since7/1/99
Total Fund (1) -17.0% -20.3% -12.7% -13.7%
S&P 500 (2) -17.3 =205 -129 -139

(1) Actual returns are calculated net of fees

(2) The benchmark of the fund 1s the S&P 500. The portfolio was imtially imvested in mid July 1999
The benchmark was adjusted to reflect this mud month starting period
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THIRD QUARTER INVESTMENT REPORT

STATE CASH ACCOUNTS

Description Investment Objectives
State Cash Accounts represent the cash balances in more Safety of Principal. To preserve capital.
than 400 separate accounts that flow through the
Minnesota State Treasury. These accounts range in size Competitive Rate of Return. To provide a high
from $5,000 to over $400 million. level of current income.
Most accounts are nvested by SBI staff through two Liquidity. To meet cash needs without the forced
short-term pooled funds: sale of securities at a loss.
1. Trust Fund Pool contains the temporary cash balances Asset Mix
of certain trusts and retirement-related accounts. The SBI maximizes current income while preserving
capital by investing all cash accounts in high quality,
2. Treasurer’s Cash Pool contains the cash balances of hquid short term investments. These include U.S.
special or dedicated accounts necessary for the Treasury and Agency issues, repurchase agreements,
operation of certain State agencies and non dedicated bankers acceptances, commercial paper, and certificates
cash in the State Treasury. of deposit.
In addition, each State of Mmnesota bond sale requires Investment Management
two additional pools; one for bond proceeds and one for All state cash accounts are managed by the SBI
the debt reserve transfer. investment staff. As noted above, most of the assets of the
cash accounts are invested through two large commingled
Because of special legal restrictions, a small number of investment pools.

cash accounts cannot be commingled. These accounts are
invested separately.

Period Ending 9/30/2002

Market Value Annualized
(Millions) Qtr. 1Yr. 3Yr. S5Yr.
Treasurer’s Cash Pool* $4,213 0.6% 2.4% 51% 5.3%
Custom Benchmark** 0.6 2.0 4.7 4.8
Trust Fund Cash Pool* $44 0.5 2.0 4.6 5.0
Custom Benchmark*** 0.3 1.5 3.9 4.3
3 month T-Bills 04 1.8 4.1 4.5

*  Actual returns are calculated net of fees.

**  Beginning in January 1997, the Treasurer’s Cash Pool 1s measured against a blended benchmark consisting of the
Lehman Brother’s 1-3 year Government Index and the IBC All Taxable Money Fund Index. The proportion of each
component of the blended benchmark is adjusted periodically as the asset allocation of the Cash Pool is modified.
From April 1993 through December 1996, the benchmark was 75% State Street Short Term Investment Fund/25%
Lehman Brothers 1-3 Year Treasury Index.

*#% Beginning in January 1997, the Trust Fund Pool is measured against the IBC All Taxable Money Fund Index. From

April 1993 through December 1996, the benchmark was 75% State Street Short Term Investment Fund/25% 1-3 year
Treasuries.
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EXECUTIVE DIRECTOR’S ADMINISTRATIVE REPORT

DATE: November 25, 2002

TO: Members, State Board of Investment

FROM: Howard Bicker

1. Reports on Budget and Travel

A report on the SBI’s administrative budget for the fiscal year to date through
October 31, 2002 is included as Attachment A.

A report on travel for the period from August 16, 2002 - November 15, 2002 is
included as Attachment B.

2. Post Retirement Benefit Increase for FY02

The Post Retirement benefit increase for FY02 will be .745%. The increase will be
payable to eligible retirees effective January 1, 2003.

For FY 1993-1997 the “inflation cap” in the benefit increase formula was 3.5%.
Beginning FY 1999, the “inflation cap” is 2.5%. The following shows the benefit
increases for the past ten years:

1993 6.0%
1994 4.0%
1995 6.4%
1996 8.0%
1997 10.1%
1998 9.8%
1999 11.1%
2000 9.5%
2001 4.5%
2002 0.7%

3. Litigation Update

The SBI is involved in class action and securities litigation suits. SBI legal counsel
will give the Board a verbal update on the status of the litigation at the Board meeting
on December 10, 2002.



4.

N

Results of FY02 Audit

The Legislative Auditor is nearly finished with its financial audit of SBI operations
for FY02. I should be able to provide a verbal report of the audit findings at the
Board meeting on December 10, 2002.

Draft of FY02 Annual Report

A draft of the SBI’s annual report for FY02 was sent to the Board members/designees
and IAC members in late November. The final report will be distributed in
January 2003.

Tentative Meeting Dates for Calendar 2003
The quarterly meetings of the IAC/SBI are normally held on the first consecutive

Tuesday and Wednesday of March, June, September and December. The dates for the
calendar 2003 are:

IAC SBI
Tuesday, March 4, 2003 Wednesday, March 5, 2003
Tuesday, June 3, 2003 Wednesday, June 4, 2003
Tuesday, September 2, 2003 Wednesday, September 3, 2003
Tuesday, December 2, 2003 Wednesday, December 3, 2003

SBI staff will confirm the availability of Board members for the ubove dates over the
next few weeks.



ATTACHMENT A

STATE BOARD OF INVESTMENT

FISCAL YEAR 2003 ADMINISTRATIVE BUDGET REPORT
GENERAL FUND APPROPRIATION

FISCAL YEAR TO-DATE THROUGH OCTOBER 31, 2002

FISCAL YEAR | FISCAL YEAR
2003 2003
ITEM BUDGET |EXPENDITURES
PERSONAL SERVICES
FULL TIME EMPLOYEES $ 2,023,035 $ 578,936
SEVERENCE PAYOFF 22,000 0
WORKERS COMPENSATION INSURANCE 1,000 876
MISCELLANEOUS PAYROLL 2,000 0
SUBTOTAL $ 2,048,035 $ 579,812
STATE OPERATIONS

RENTS & LEASES 192,000 62,082
REPAIRS/ALTERATIONS/MAINTENANCE 15,000 5,610
PRINTING & BINDING 15,000 3,359
PROFESSIONAL/TECHNICAL SERVICES 10,000 0
COMPUTER SYSTEMS SERVICES 10,000 2,537
COMMUNICATIONS 20,000 4,283
TRAVEL, IN-STATE 3,000 79
TRAVEL, OUT-STATE 65,000 13,275
SUPPLIES 40,000 5,957
EQUIPMENT 20,000 0
EMPLOYEE DEVELOPMENT 15,000 3,292
OTHER OPERATING COSTS 25,000 2,243
SUBTOTAL $ 430,000 $ 102,717
TOTAL GENERAL FUND $ 2,478,035 $ 682,529




ATTACHMENT B

STATE BOARD OF INVESTMENT

Travel Summary by Date

SBI Travel August 16, 2002 — November 15, 2002

Purpose

Miscellaneous:
Retired Educators Association
of Minnesota

Manager Monitoring:
International Managers:
American Express Asset
Mgmt.; Britannic Asset
Mgmt., Inc.; UBS Global Asset
Mgmt.; Marathon Asset Mgmt;
T. Rowe Price Intl.;
Manager Monitoring:
Emerging Markets
Managers:

Schroders; Alliance Capital;
Capital Intl.

Manager Search:
International Developed
Markets Managers:

]. P. Morgan; Delaware Int’l;
Fidelity;

International Currency
Managers

Bank of NY;

Record Currency Mgmt.

Conference:
ILPA Annual Meeting
and Conference

Conference:

Council of Institutional
Investors’ Conference on
Corporate Governance

Name(s

J. Heidelberg

L. Buermann
S. Gleeson

A. Christensen

J. Heidelberg

Destination
and Date

Duluth, MN
9/17

London, UK
Glasgow, UK
9/17-9/26

Toronto, Canada
9/18-9/20

New York, NY
9/22-9/25

Total Cost

$79.95

$6,002.11

$1,721.00

$1,476.06



Purpose

Manager Monitoring:

Emerging Equity Manager:

Voyageur Asset Mgmt.
Manager Monitoring:
Domestic Equity Manager:
Barclays Global Investors:
Lincoln Capital Mgmt.;
UBS Global Asset Mgmt.
Consultant Visit:

Richards & Tierney
Conference:

BGI Client Conference

Conference:
NASIO Annual
Conference

Manager Monitoring:
Deferred Compensation
Plan Manager:
Great-West; Invesco;
Janus

Manager Monitoring:

Emerging Equity Manager:

Earnest Partners
Conference:
Factset PMW User
Conference

Conference:
Investment Leadership
Conference

H. Bicker
M. Perry

J. Heidelberg
T. Brusehaver-Derby

J. Matz

M. Perry

Destination
and Date

Chicago. IL
9/25-9/27

LalJolla CA
10/20-10/23

Denver. CO

10/22-10/23

11/6-11 8
Atlanta GA

11/10-11/12
Phoeniv, AZ

Total Cost

$677.30

$4,667.93

$738.67

$399.00

$487.00
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4% CAROL C. JOHNSON
%47 Minnesota State Treasurer

TO:

November 25, 2002

Members, State Board of Investment

FROM: Carol C. Johnson, Chair

Administrative Committee

SUBJECT: Report from the SBI Administrative Committee

The Administrative Committee met on November 14, 2002 to consider the following
agenda:

1.

e Review of SBI Biennial Budget Request.
¢ Review of Potential SBI 2003 Legislative Session Issues.
e Review of Executive Director’s Salary.

Review of SBI Biennial Budget Request.

As a state agency, the SBI’s administrative budget is part of the State’s biennial
budget process and will be presented to the 2003 Legislature as part of the Governor’s
proposed budget.

A draft of the SBI’s biennial budget document is attached for your review. It has
been prepared in accordance with Department of Finance guidelines.

The General Fund appropriation is $2,408,000 each year which is a “no change” base
level of funding. Please note that approximately 90% of the SBI’s General Fund
appropriation is billed back to the statewide retirement funds and non-General Fund
cash accounts. The General Fund appropriation not recovered by the bill-back
provision represents the portion of the SBI’s budget that is associated with the
investment of the General Fund portion of the Invested Treasurer’s Cash Fund.

RECOMMENDATION:

The SBI Administrative Committee recommends that the SBI approve the
FY2004-2005 budget request which begins on page S and authorize the
Executive Director to seek its approval during the 2003 Legislative Session.

303 Administration Building - Saint Paul, Minnesota 55155 - 651.296 7091 - Fax- 651.296 8615
€3 E-mail: state treasurer@state.mn us - Web Site http //www treasurer state mn us s-emsrs
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Review of Potential SBI 2003 Legislative Session Issues.

Staff is considering certain technical and administrative changes for the Supplemental
Investment Fund (SIF) and the State 457 Deferred Compensation Plan that may
require technical amendments to applicable statutes. At this time 1t is not clear which
legislative changes, if any, need to be made. Any necessary modifications will be
developed with the assistance of legal counsel as staff works through administrative
issues needed to implement daily pricing for SIF accounts. Statt" will report back to
the Board at its March 2003 meeting on the language that is introduced.

The boards of the three statewide retirement systems intend to have a bill introduced
to grant them the authority to set salaries of the retirement fund directors within limits
established by the legislature. We have been asked if the SBI would like to be
included in this legislative proposal.

RECOMMENDATION:

The SBI Administrative Committee recommends that the SBI authorize staff to
request legislation be introduced to implement any technical changes to statutes
that may be needed to establish daily pricing for funds participating in the
State’s 457 Deferred Compensation Plan.

In addition, the Administrative Committee recommends that the SBI authorize
staff to work with the statewide retirement systems boards to prepare a
legislative proposal to include the SBI in a bill seeking to grant the respective
retirement boards and the SBI the authority to set salaries for their respective
directors within limits established by the Legislature.

Review of Executive Director’s Salary.

[n accordance with action approved by the SBI at its September 1997 meeting, the
SBI Administrative Committee is authorized to review the Executive Director’s
salary no less than annually and report its recommendation to the SBI

By law the Executive Director’s compensation can equal up to 93% of the Governor’s
salary, or $114,280. The Executive Director’s current salary s $110,560 which is
less than the 95% level of the Governor’s salary as set by statute. The Committee
reviewed the Executive Director’s salary in relationship to his peer group around the
nation. The Committee recommended that the Executive Director’s salary be
increased to the maximum allowed by statute.

RECOMMENDATION:

The SBI Administrative Committee recommends that the SBI recommend to
the Legislative Coordinating Commission (LCC) that the salary rate for the SBI
Executive Director be 95% of the Governor’s salary effective July 1, 2002.
Further, the Committee recommends that the SBI delegate authority to the

—0_



Chair of the SBI Administrative Committee to take all administrative steps
necessary to implement this recommendation. This includes, but is not limited
to, consulting with the Commissioners of Employee Relations, Finance and
Administration as required in the law and transmitting the recommendation of
the SBI to the LCC.



INVESTMENT BOARD Agency Profile
I

Agency Purpose

he State Board of Investment (SBI) develops and

Implements investment policies and strategies for the

state's retirement funds, trust funds, and cash
accounts. The statutory mission of the SBI is "to establish
standards which will insure that state and pension
assets...will be responsibly invested to maximize the fotal
rate of return without incurring undue risk." (M.S. Section
11A.01).

At A Glance

The SBI, composed of five constitutional officars,
provides investment management for the Basic
Retirement Funds, Post Retirement Fund,
Permanent School Fund, Environmental Trust
Fund, Assigned Risk Plan, Tobacco Settlement
Pool, Supplemental Investment Fund, Invested

Treasurer's Cash, and approximately 50 other
state cash accounts. On 6-30-01, assets

re Function
Co unctions managed by the board totaled $49.0 billion.

All activities of the board are governed by M.S. Chapter

11A and Chapter 356A. To meet the goals established

therein, the SBI must:

¢ oestablish and periodically update the
objectives, asset allocation, and
management structure for each of the funds;

¢ seek and retain superior money managers to manage
the assets of each fund;

¢ monitor and evaluate investment performance to insure
investment objectives are met;

& assess developments in the broad financial markets and evaluate their potential impact on operations and
policies; and

+ communicate its investment policies to clients and constituents

The majority of the board's activity relates to
investment of retirement funds (82%). Clients are
the current and retired members of the three
statewide retirement systems (PERA, TRA,
MSRS). For cash accounts, the board's largest
clients are the State Treasurer and the
Department of Finance.

investment
investment

The board retains an executive director, an internal investment management staff, and external investment

managers to execute its policies. In performing its duties, the board is assisted by the Investment Advisory

Council (IAC), which is composed of 17 persons with investment and retirement fund expertise. With assistance

from the IAC, SBI staff:

¢ recommends strategic planning alternatives to the board and council and executes board decisions,

¢ provides internal management for the Permanent School Fund, Environmental Trust Fund, Tobacco
Settlement Pool, and State Cash accounts;

¢ monitors the performance of all external managers retained by the board, and

¢ reviews prospective investment vehicles for legislative consideration.

Operations ,
Investment activity is divided into two major areas; externally managed and internally managed funds
concentration requires different strategies and investment vehicles.

Each

Externally Managed Funds

= The Basic Retirement Funds invest the contributions of public employees and employers during the
employees' years of public service. Approximately 256,000 emplayees in eight statewide retirement funds
are in the Basic Funds. The goal is to act as a fiduciary, investing contributions to provide sufficient funds to
finance promised benefits at retirement.

= The Post Retirement Fund contains the assets of over 82,000 retired employees covered by the eight
statewide retirement plans. Upon retirement, assets sufficient to finance fixed monthly annuities for the life of
the retiree are transferred from the Basic Funds to the Post Fund. The SBI invests these assets to generate
returns to maintain promised benefits and to generate additional returns that will provide benefit increases to
retired public employees.

= The Supplemental Investment Fund is a multi-purpose investment program that offers a range of investment
options to state and local employees. It serves a wide range of participants and investment goals, and is,
therefore, structured much like a family of mutual funds.

= The Assigned Risk Plan is administered by the Department of Commerce to provide workers compensation
insurance to companies unable to obtain private insurance. The goal is to match the projected liability stream
while also maintaining adequate liquidity.

State of Minnesota 2004-05 Biennial Budget

10/22/2002



INVESTMENT BOARD Agency Profile

Internally Managed Funds

— The Permanent School Fund i1s created by the Minnesota State Constitution and designated as a source of
revenue for public schools. Income from the fund's assets is used to offset state school aid payments. The
Permanent School Fund is invested in a balanced portfolio of common stocks and bonds.

— The Environmenial Trust Fund is created by the State Constitution and designed as a source of revenue for
funding environmental projects. Currently the fund is invested in a portfolio with 70% common stocks and
30% fixed income:

— The Tobacco Prevention Fund and the Medical Education Fund are governed by the constramnts and goals for
the funds as established by statute. Annual earmings up to 5% of the market value of the funds may be
distributed for expenditure. Effective 7-1-00, the two avdowment funds have an asset allocation of 50%
equity and 50% fixed income securities.

— The Closed Landfill Investment Fund was created to provide the Poliution Control Agency with funds to pay
the long-term costs of maintaining the integrity of landfills n Minnesota once they have been closed. The
assets of the fund are unavatlable for expenditure until after FY 2020. The Closed Landfill Investment Fund is
invested entirely in common stock.

= State Cash Accounts represent the cash balances in more than 400 individual accounts that flow through the
Minnesota State Treasury. These accounts range in size from $5,000 to over $400 million, and are invested
by SBI staff through two commingled short-term investment pools. The objectives of these pooled funds are
to preserve capital, to provide a high level of current income, and to meet the cash needs of state government
without the forced sale of securities at a loss.

Key Measures

Statutes establish investment goals for the Basic and Post Retirement funds. In addition, the board has set more
exacting standards for investment returns. Performance has generally exceeded both statutory requirements and
the board's investment performance targets at the total fund level. Below, returns for the investment of retirement
funds are presented net of management fees and investment expenses.

Summary of Investment Resulits for Retirement Funds

Pernod Ending 6/30/01 Annualized Annualized
Millions 1Year 3Years 5Years

(%) (%) (%)
Basic Funds: $18,575 -7.4 45 11.2
Market composite 8.4 4.5 10.7
Post Fund: $19,396 6.9 4.2 103
Market composite -8.0 4.2 97
Benefit increase 11.1 10.3 9.8

Budget

By statute, the SBI charges the statewide retirement funds and non-general fund cash accounts for approximately
90% of tts General Fund appropriation. These receipts are deposited in the General Fund as non-dedicated
revenue. The General Fund appropriation not recovered by the bill-back provision (approximately 10%)
represents the porfion of the SBI's budget that is associated with the investment of the General Fund portion of
the Invested Treasurer's Cash Fund.

Contact

State Board of Investment
60 Empire Drive, Suite 355
Saint Paul, Minnesota 55103-3555

http://www.sbi.state.mn.us

Howard Bicker, Executive Director
Phone (651) 296-3328
Fax:  (651) 296-9572

State of Minnesota 2004-05 Biennial Budget
10/22/2002




INVESTMENT BOARD Fiscal Report
Total Budget by Fund FY2002-03 Expenditures by Category
50,000
45,000
8 40000
g 35,000
° 30,000
£ 25000
£ 20000
£ 15000
g 10,000
5,000
P S I —— N |
2001 2003
Fiscal Year
IE Goneral M Fedoral O Other State Funds B Total Compensation B Other Operating Expanses
Dollars in Thousands
Actual Actual Budgeted Biennium
Expenditures by Fund FY2001 FY2002 FY2003 FY2002-03
General 2,353 2,239 2,478 4,717
Suppimntt Invest invest Index 20 15 25 40
Supplemental Invest Suppl Bond 5 7 10 17
Supplemental Invest Invest Gic 110 114 100 214
Supplimntl Invest Moneymarket 4 5 5 10
Supplemental Investment Income 28 28 100 128
Supplemental Investment Growth 10 12 100 112
Post Retirement Investment 931 894 1,000 1,894
Invest Ext Money Managers#1 8,289 0 0 0
Invest Ext Money Managers #2 31,601 556 1,000 1,556
Supplemental Intl Equity 2 2 100 102
Total 43,353 3,872 4,918 8,790
Expenditures by Category
Total Compensation 1,865 1,908 2,048 3,956
Other Operating Expenses 41,488 1,964 2,870 4,834
Total 43,353 3,872 4,918 8,790
Expenditures by Program
Investment Of Funds 2,353 2,239 2,478 4,717
Refunds/Retire Funds 41,000 1,633 2,440 4,073
Total 43,353 3,872 4,918 8,790
State Of Minnesota 2004-05 Bienmial Budget

10/22/2002




INVESTMENT BOARD Fiscal Report

Dollars in Thousands

Actual Actual Budgeted Biennium

Revenue by Type and Fund FY2001 FY2002 FY2003 FY2002-03
Non Dedicated
General 2,21 2,250 2,300 4,550
Closed Landfill Investment 0 1 0 1
Supp!mntl Invest Invest Index 648 329 25 354
Suppiemental invest Suppl Bond 42 619 10 629
Supplemental Invest Invest Gic 1,159 324 100 424
Tobacco Medical Ed Endowment 13,133 19,107 17,000 36,107
Tobacco Use Prevent Endowment 14,034 19,922 17,000 36,922
Suppimntl invest Moneymarket 3,113 3,266 5 3,27
Suppiemental Investment Income 4,386 3,056 100 3,156
Supplemental Investment Growth 2,551 1,027 100 1,127
Post Retirement Investment 1,905,538 2,085,244 1,000 2,086,244
Invest Ext Money Managers#1 10,928 0 0 0
Invest Ext Money Managers #2 45,376 556 1,000 1,556
Supplemental Intl Equity 413 569 100 669
Permanent School 27,969 25,967 30,000 55,967

Subtotal Non Diedicated 2,031,561 2,162,237 68,740 2,230,977
Total Revenue 4,060,851 4,322,224 135,180 4,457,404
Full-Time Equivalents (FTE) 23.5 23.2 23.2

State Of Minnesota

2004-05 Biennial Budget

10/22/2002




aseyzdl -

ONOOO0COODOCO0DO0OO0OOODOOO0O
(3]

L00T
boy Aousby

COMOOCOOOCOOODOO0OOOOO
o
b
a

L002
bay Aousbvy

AY pdipYlve Y

Sz 0 0 0 0 0
134 14 514 ST 0z
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
14 X4 %4 X4 ST (1X4
0 0 0 0 0 0
9002 S002 $002 €002 zooz 1002
bay Aousby Doy Aousby bay Aousaby 1eax TeOSTd IeSX TEOSTJ IBSX TBOSTA
NI INWLSANI INWLSANI TINWId4S -
Qy¥0od INEWLSHANI -
80%°'¢2 0 0 0 0 0
80%'¢2 80%'¢ 8LY'2 6€Z'C £S€'C
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0 0 0 0
0 0 0 <89T1> 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 <LTI> 0 0
0 0 0 0 0 <9ZZ>
0 0 0 0 <8¢Z> 0
0 0 0 0 0 0
0 0 0 0 0 0
80%'2 80% ‘2 80%°'2Z SES’'Z LL¥’'z 9LE’Z
0 0 0 0 0 0
0 0 0 -1 %4 0 €02
9002 s002 ¥002 €002 ooz 1002

bay Abusby bay Aousby boy Aousby I1esx [EOSTd IESX TEBOSTA 19X [BOSTL

TYIINED -
qyvo8 INIWISIANI -

(TS497 pund/bss) 3xoday uorjer(Toucoay - walsis 3=b6png [eTuUSTd
aoueutd 3o jJuswjaedsg - EJOSOUUTIW FO d3B3S

soueTIEA

STINLIANAIXH
IONVYHD dX3 NIJO/1DI¥Id
(«) EONVHD FASNIAXH Q3
FONYHD FINNIATY ddd
SINIWISNLAY ASVd

SILAIADAY AFIIVDIAIA

1IN0 SYFASNVIL

NI SYTISNYIL

INZWITAANS XAVTIYS

o) 1

SNOIIDNATA

SNOILYITEDNYD

INO aQy¥YMIod ‘1Ivg

INIWNATAANS /XONIIDIJAd

TvIDAdsS '1DdAdIA

SNEINWO 'IDddId

SNOILYINdOdddVY NHdO

NI qQu¥M¥0d FONVIVE

SWalI aull

09y : pung
zE9 aouanbas
soueTIBA
STANLIANIIXE

FONYHD dXd NIJO/ILDANIA
(«) TONVYHD FSNIAXI azd
HONVHD dNNIAXY a3d
SINIWISNLAY aSvd

SILAIEDAY AxIVYDIAIA

ILNO SYAJSNVIL

NI SUd4SNVIL

INIWETAANS XAVTIVS

o) 4

SNOIIDNA=Y

SNOILVITADNYD

ILNO gqyv¥Myod °Ivd

INAWITIENS/XONTIDIdAA

TYIDAAS ‘IDFENIA

SNEINWO 'ILOAYIA

SNOILYI¥dO¥ddY NIJO

NI QyUMi¥Od HFONVIVE

Swa3lI Surl

pung
aouanbag

00T
(4 %)

wdz#:21 Z0/0€/0T : °3eq



Ugeigdy « A4y pI4dIlugy “.

L002C
bay Aousbwy

L00¢
bay Aousaby

00T 0 0 0 0 0 souelaeAn
00T 00T 00T 1T 01T SFTANLIANIAXH
0 0 0 HONVHD d¥Xd NId0/LOoddId
0 0 0 (») FONYHD ISNIAJXE QA
0 0 0 FONYHD INNIATE qIA
0 0 0 SINIWISNLAY dSVE
0 0 0 0 0 0 SILAIXDAY qILVYOIadd
0 0 0 0 0 0 ILNO SYFAASNVAL
0 0 0 0 0 0 NI SYIASNVIL
0 0 0 0 0 0 LNIWATIdANS ARYYIVS
0 0 0 0 0 0 Y1
0 0 0 0 0 0 SNOILONAdA
0 0 0 0 0 0 SNOILYITIEDNYD
0 0 0 0 0 0 L0 QIvmyod “1Ivd
0 0 0 0 0 0 ININITAANS/ADNIIDI4Ed
¢ o o 0 0 0 I¥IDEds ‘1Dd¥Id
0 0 0 ) 0 0 SAHINWC "LD3AIC
00T 00T 00T 00T PIT 01T SNOIIV¥I¥d0odddy¥ NAdo
0 0 0 0 0 0 NI dy¥miod FONVIVE
900¢C s00¢ $00¢C £00¢C 2002 1002 swal] Ul
bsy Aousby bau Aousby boy Aouaby xesx TeOSTd Iedx TeISTJ AedA 1eos1d
IJI9 LSIANI INWISANI TLNWIddS - 08% - pund
gyvod INIWISIANI - Z€9 sousanbag
0T 0 0 0 0 0 S0UBTIEBA
0T 0T 0T L S STANLIANIAXH
0 0 0 FONVHD dXd NIJO/LOFYIA
0 0 0 (») FONVYHD HSNEdXE dad
0 0 0 HONYHD HNNIATE add
0 0 0 SINIWLSNLAY 3SYd
0 0 0 0 0 0 SI4IFDdy adLvOoIaldd
0 0 0 0 0 0 LNO SYFTISNYIL
0 0 0 0 0 0 NI SYFISNTYL
0 0 0 0 0 0 LNIWNATd4NS XIVIVS
0 0 0 0 0 0 oYl
0 0 0 0 0 0 SNOILONAdy
0 0 0 0 0 0 SNOILVITEDNYD
0 0 0 0 0 0 LNO qQu¥Miod "“1vHE
0 0 0 0 0 0 INAWNITdANS /ADONIIDIJ3d
0 0 0 0 0 0 TYIDHEdS ‘LOAYIA
0 0 0 v] 0 0 SNEINWO '1DdVUIA
0T 0T 0T 01 L S SNOILYIN3d0¥dd¥ NHAO
0 0 0 0 0 0 NI Qiy¥Ymyod ZJONYIVE
900¢C S00¢C ¥00¢2 €002 co0o0¢c 1002 swa3I SUTl

bay Aousby bau Aousaby bay KAouaby Ieax TEROSTL IB9X TBOSTL ABIX TEOSTH

NS INWISANI TILNWIJdS - 0L¥® pung
aqyvod INIWLSIANI - ZE9 souanbag

{19497 pung/bas) 710day UOTIBTITTOUODIY - wa3lsAs 39bpng TeEIUUITH
aoueutrg 3O quawyredsd - BJIO0E3UUTW JO 93835
wdzy 21 zZo/oe/0% 3xeg



Ugri¥dl - A4 po4sdlingy

S S 0 0 0 0 0 3oueTIEA
S S ] S b4 STINLIANIAXA
0 0 0 0 TONYHD dXT NIJO/IOFN¥Id
0 0 0 0 («) TONYHD JISNIAXE qIA
0 0 0 0 FONVHD INNIATY qIa
0 0 0 0 SINAWILSNLAY JSVE
0 0 0 0 0 0 0 SI4dIZDEY aALVYOId3d
0 0 0 0 0 0 0 LNO SYAISNTIL
0 0 0 0 0 0 0 NI S¥YFISNVAL
0 0 0 0 0 0 0 LNIWATAANS XYVINS
0 0 0 0 0 0 0 o) 41
0 0 0 0 0 0 0 SNOIIONAay
0 0 0 0 0 0 0 SNOILVTTIONYD
0 0 0 0 0 0 0 LOO qQU¥My¥0d "fIvEg
0 0 0 0 0 0 0 INIWATIANS /XONIIDI43d
0 0 0 0 0 0 0 MYIDads ‘10d¥Id
0 0 0 0 0 0 0 SAFINWO ‘IDdF¥Id
S S S S S S b4 SNOILVI¥d0O¥dd¥Y NIJO
0 0 0 0 0 0 0 NI QyU¥M3O0d FDNVYIVE
L00¢2 9002 5002 ¥002 €002 ooz 1002 swall aull
boy Aousby boy Aousby boy Aousby bay Aousby aesx TedsTd Iesx TedSTd AeSX TEOSTH
LAMIYIN XANOW INWISANI TLNWIddS - 0Z9 ¢ pung
ayvod INIWLSIANI - ZTE€9 sousnbsg
0 0 0 0 0 0 0 adJueTIEeA
0 0 0 0 0 SHINLIANIIXT
0 0 0 0 gONVHD dX¥ NEdO/IDI¥IA
0 0 0 0 () FONVHD ISNIAXE qaA
0 0 0 0 HONVHD IJNNIAZY qIa
0 0 0 0 SINIWLSNCAdY ISYd
0 0 ] 0 0 0 0 SILdIZDIY qaALVDIAIA
0 0 0 0 <¢£8T> 0 0 LNO0 SYAISNYAL
0 0 0 0 0 0 0 NI SYdASNYYL
0 0 0 0 0 0 0 LNAWATAANS XIVIVS
0 0 0 0 0 0 0 o) o ¢
0 0 0 0 0 0 0 SNOILONAAY
0 0 0 0 0 0 0 SNOILVTIIEONYD
0 0 0 0 0 <g8Z> <gg8Z> LNO qy¥¥YMy04d “fIvd
0 0 0 0 0 0 0 INAWATAANS /XINAIDId3d
0 0 0 0 0 0 0 TYIDE4S ‘ID™¥Ia
0 0 0 0 0 0 0 SNEINWO ‘LOIYIA
0 0 0 0 0 0 0 SNOILVIYd0¥ddY NAJO
0 0 0 0 €82 £82C €82 NI qQU¥M30d EDNVIVE
L0002 9002 s002 v002 £002 zooze 1002 Swa3lI Sull
bay Aousby boy Aousby boy Aousby bDbay Aousby aeax TedsSTd Iedx [eOSTH 19X TeBOSTd
XONIOY SNOANVTIADSIN - 019 ° pung
ayvod INAWLSHANI - Zt9 : @ousanbag

(19a97 pung/beg) 3jaodey uorjerlroucdsy - waIsAs jJa26pnd TeTuusTH
soueutrd 30 juswixedsqg - eJOSdUUTW JO 33e3S

wdz$:2T Z0/0€/0T : @3eq

I B .



agrugdl -

L0002
bay Aousby

L00zZ
bay Aousaby

AY pe4poey

s002
bay Aousby

900¢
bay Aousby

9002 s002
bay Aousby bay Aousby

{T9A9T pund/bag)
aoueutryg 30 juawixedaqg -

9DUBTIEA

SAUNLIANTIXI
AONYHD dXd NFd0/IOAYIA
(+) FONYHD ISNHIXE a3d
FONYHD HNNIATY dId
SINZWISNCAY aSVd

S1dI180dd AdIVvoI1add

N0 SYFASNTIL

NI S¥FASNVAL

INTIWITAANS XUVINS

oYl

SNOIILONA=Y

SNOIILVTITIINYD

100 ay¥v¥Myod -Ivd

INAWITIANS/AONAIDI143d

TYIDads I1DFAIA

SOEINWC Lo3¥Id

T SNOILYI¥do¥dd¥ NAJO

NI ay¥yMyod HDONVIVE

swa3I 2UTT

COO0OVDO0OOOOOOOO0OO
OMNOOOOOOOODOO
[eNeNoNoNeNoleNoNolofoRoje]

$00¢C £00C 0
bay Aousby Ieax [edOSTd IESX 1eosTd Iesx I

: pund

HIMOY¥O INAWISIANI MTYINIWAT1ddNsS - 099
sousnbag

ayvod INAWISEANI - ¢TI °

a0oueTIEBA

STINLIANIAXE
FONVHD dX3 NIFJO/IDHYIA
(») FONVHD 3SNIAXE a3d
IONYHD ANNIATY d3d
SINAWLISNLAY 3SVE

SIAINDEY a3I¥DIaHEd

1N0 SYFASNYIL

NI SuZJASNYEL

INFWETAINS XAVIVS

o) 41

SNOILDNAZTYd

SNOILVTITIONYD

INO gi¥Myod “1vd

ININITAANS /AONTIDI4AA

IYIDAdS 'LOoEIA

SNEINWO ‘103ANIA

4 SNOILVI¥A0ddd¥ NZdO

NI QyYMia0d FDNWYIVE

swa3l SUTT

COOOOODOOOO0ODOOO
QCWVWCOOODOOOOOCO
QOVOOOOCOODOODOOO

$00¢C €002 2002 1002
bay Aouaby 1eax TEOSTd IB9X TBOSTS IEIA Teo8Td

a sy T

INIWISTANI TYLNIWATILNS -

gyvod INIWLSHANI -

pund
aouanbas

7110day UOTIBTITTIOUODINY - wa1lsAs 3sbpng TeTUUSTH
el082UUTW FO 33e3S
wdzy Z1

ze/ne/n1 33eq



UBrLU8Hl ¢ AY pIindlluay

-  mmgp = —e——

0 0 0 soueTIeA

(=4
o
(=4
o

0 0 682°'8 STINILIANIIXA

IONVHD dXT NIJ0/IDI¥Ia

() TONVYHD FSNAAXI 4AIA

ZONVHD INNIAFTY qad

SININISNLAY IASvVd
0 SI4IZDEY aIaIvDIadd
0 1IN0 SYTIASNVAEL
0 NI SYFASNVIL
0 INTWATIANS XYVIVS
0 o) 4
0 SNOILONAIAy
o monacqqmoz¢u
o
o
o
o
m
o

LNO qu¥Myod “1IvE
INIWITAANS/ADONIIDI43d

TYIDA4S ‘1D3¥1d

SNEINWO 'ILDA¥IA

8Z'8 SNOILYIYd0o¥dd¥ NIJO
NI ay¥Miod FDNYIVE

CO0OO0OO0OO0ODO0OO0OO0OO0O0OO0O0C
COO0OO0OO0O0OO0DO0ODO0ODOOOO

Looc 9002 SQ0¢ %002 €002 zooc 1002 SWa3I IUTT]
boy Aouaby boay Aousby bay Aousby bDbay Adousby Iesx TBOSTd 189X TBOSTJ 183X TBOSTd

SHIAOUYNVYIW XINOW ILXd ISEANI - 06L ° pund
ayvod INIWISAANI - Z€9 : souanbas

soueTIRA

o
o
o
[
o
o
o
i
o
o
o
o
o

00'T 000'T $68 T€6 SAYNLIANTAXT
FONYHD dXd NIdO/IDIYIA
(») IONVYHD FSNIAXI QI
FONYHD ANNBAFI Ad3d
SLNIWLSNLAQY FSvd
SLAIADEY aILVYDIQEA
INO SYRISNVIL
NI SYEISNWIL
INIWETAANS XJVIVS
oVl
SNOILONAIYy
SNOILVTIIONYD
1NO adv¥m¥od °fnvd
INIWITAANS /AONTIDId9a
TYIddds 'ID3dAId
SNEINWO ‘ID3IVId
£6 SNOILYIYdOo¥dd¥ NIJO0
NI a¥¥Mi¥0d FONYIVE

OWOOOO0OO0OO0OOCOOOO
Or{OO0O0DO0O0OO0OOCOOOO

L00Z 9002 s002 ¥002 £002 zooz 1002 SWA3I 3UTl
bay Xousby bey Aousby boay Aousby Doy Aouaby 1eax TeOS8TJ IedX TEOSTd IBSX TEBOSTd

INTWLSAANI INIWIHILIY 1SOd - 0L9 ¢ pung
ayvod INIFWILSIAANI - Zt9 ° souanbas

(T924A97 pung/bag) 31x0day uUOTILTITTOUODIY - WSISAS 39bpng TetruuaTd
soueutd JO Juswizedsag - eIOSIUUTHW JO I3e]S
wdzwy:z1 z0/0€E/0T - d3eg




UYtUBHL  AY po4pdlngy . —u e

00T 00T 0 0 0 0 0 aouelaen
00T 00T 00T (4 4 ' SHINLIANIAXH
0 0 0 0 SONYHD dX3 NId0/1Od¥Id
0 0 0 0 (») FIONYHD ESNIAIAXH QI
0 0 0 0 IONYHD dNNIATY qId
0 0 0 0 SINIWLSNLAY JASYE
0 0 0 0 0 0 0 SIAdIFDAd QILYOIqIA
0 0 0 0 0 0 0 LNO SYTASNYIL
0 0 0 0 0 0 0 NI SYEASNVIL
0 0 0 0 0 0 0 INEWITAANS XAVTINS
0 0 0 0 0 0 0 o) 4}
0 0 0 0 0 0 0 SNOIIONAIY
0 0 0 0 0 0 0 SNOILYTITHEDONYD
0 0 0 0 0 0 0 LNO aI¥Mia0od °r1Ivd
0 0 0 0 0 0 0 ININATIANS /ADONZ IDIJAA
0 0 0 0 o o 2 TYIDEdS '103¥1a
0 0 0 0 0 0 0 SNEINKO '1D3¥IA
00T 00T 001 00T 00T 4 Z SNOILYIVd0¥d4Y NHAJAO
0 0 0 0 0 0 0 NI giv¥My0d JONYINY
L0002 9002 S00¢C %002 €00¢C zooze 1002 SWa3I SUT]
boy Aousby boy Aousby Doy Aousby Dbay Aouaby Ie9i TBOSTJ IeSX [BOSIJ IeSX TBOSTA
X1I1n0® TIINI TIYINIWITIIANS - 0€E8 ° pung
quvod INIWISIANI - ZE9 ° souanbsg
000°'T 000'T 0 0 0 0 0 aoueTIRA
000°T 000'T 000°T 984S T09'1€ SHANLIANTAXE
0 0 0 0 FONYHD dX3 NIZO/IDIUIA
0 0 0 0 (») AONVHO HESNIJIXH ddA
0 0 0 0 IONVHD FNNIATE add
0 0 0 0 SILNIWISNLAY dISYd
0 0 0 0 0 0 0 SI4dIdDdEY d3IvoIadad
0 0 0 0 0 0 0 LNO SUFASNYIL
0 0 0 0 0 0 0 NI SYEASNTIL
0 0 0 0 0 0 0 INIWIATdANS AUYIYS
0 0 0 0 0 0 0 o) it
0 0 0 0 0 0 0 SNOILONAIY
0 0 0 0 0 0 0 SNOIIYTIIONYD
0 0 0 0 0 0 0 LNO Q3¥Maod "1Ivdg
0 0 0 0 0 0 0 INSWITIANS/AONIIDIAEA
0 0 0 0 0 0 0 I¥IDAdS ‘JI1DE¥IA
0 0 0 0 0 0 0 SNEINWO '1D03¥1g
000'T 000'T 000'T 000'T 000°'T 988 109°'TE SNOILYI¥d0odddy¥ NIJO
0 0 0 0 0 0 0 NI QIYMI04 JADNYIVLH
Looe 900¢ so0¢ $00¢2 €002 20072 1002 swajll SulT]
bay Aouaby boy Aousby by Aousby Dbay Kousby Ieax [eOST4 IeSX TEOSTH IBIX TeISsTd
SYAOYNYW XINOW ILXH3 ILSIHANI - 018 : punyg
ayvod LNIWLSIANI - Zg9 - aousanbasg

(Toa97 pund/bsg) 3z0day UOTILITTOUODSY - wolsAs 19bpng TeTUUSTH
soueulg 3o 3juswizedsg - BIOSSUUTW JO 9335
wdz#%:2T 20/0€/0T : @3eq



Tab D



COMMITTEE REPORT

DATE: November 25, 2002

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

FROM: Accounting System Review Committee

The SBI’s contract with Financial Controls System for accounting services expires on
June 30, 2003. It is the SBI’s practice to review the contract through a request for
proposal (RFP) on at least a five-year basis.

At its June 4, 2002 meeting the State Board of Investment authorized an Accounting
System Review Committee and directed staff to send out Requests For Proposals
(RFP’s). The RFP was announced in the State Register on September 3, 2002. RFP’s
were sent to the three known providers in this industry:

Financial Controls System Chadds Ford, PA
QED Information Systems Marlton, NJ
Princeton Financial Princeton, NJ

The Committee received two responses (Princeton Financial did not respond). The
responses were evaluated by the Committee for the vendor’s adherence to the RFP
requirements, the perceived ability of the vendor to meet the needs of the SBI for these
services over the next five years, and the cost of the services proposed by the vendor.

CONCLUSION:

Based on its review of the RFP responses, the Committee concluded that Financial
Controls System should remain the SBI’s accounting vendor.

e Services. The Committee believes that Financial Controls will continue to
provide “state of the art” accounting services. The quality of its product and
services equals or exceeds that of the other respondent.

e Fees. On a gross fee basis, Financial Controls fee proposal was the lowest that
included all the services required by the SBI.



RECOMMENDATION:

Based on the results of the RFP, the Committee unanimously recommends that the
Board authorize the Executive Director, with the assistance of SBI counsel, to
negotiate and execute a contract with Financial Controls System, Chadds Ford PA,
for accounting services for a five year period ending April 30, 2008.

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
obligation 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
Financial Controls System 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
Financial Controls System or reduction or termination of the commitment.
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COMMITTEE REPORT

DATE: November 25, 2002

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

FROM: Stock and Bond Manager Committee

The Stock and Bond Manager Committee met on Wednesday, November 13, 2002 to
consider the following agenda items:

e Review the manager performance for the period ending September 30, 2002.
e Recommendation to terminate Metropolitan West Asset Management from the fixed
income program.

Action is required by the SBI / IAC on the last item.

INFORMATION ITEMS:

1. Review of manager performance for the period ending September 30, 2002.
e Domestic Equity Managers

For the period ending September 30, 2002, the Domestic Equity Manager
Program matched the Wilshire 5000 Investable for the quarter and under-
performed over longer time periods. The current managers out-performed the
Aggregate Benchmark during the quarter and for the five-year time period, but
under-performed during the one and three-year time periods.

Time Total Wilshire Current Aggregate
period Program 5000 Magrs. Benchmark
Investable Only
Quarter -17.2% -17.2% -17.2% -17.3%
1 Year -18.8 -18.2 -18.8 -17.2
3 Years -12.7 -12.5 -12.4 -11.8
5 Years -2.7 -2.6 -1.5 -2.0

The performance evaluation reports for the domestic equity managers start on the
blue page A-1 of this Tab.



Fixed Income Managers

For the period ending September 30, 2002, the Fixed Income Manager Program
under-performed the Lehman Aggregate over all time periods. The current
managers also under-performed the Aggregate Benchmark over all time periods.

Time Total Lehman Current Aggregate
period Program | Aggregate Mgrs. Only Benchmark
Quarter 3.6% 4.6% 3.6% 4.6%

1 Year 7.2 8.6 7.2 8.6

3 Years 9.2 9.5 9.3 9.5

5 Years 7.6 7.8 7.7 7.8

The performance evaluation reports for the fixed income managers start on the

blue page A-33 of this Tab.

International Equity Managers

For the period ending September 30, 2002, the International Equity Program
and the equity managers (excluding the currency overlay) under performed
during the quarter, but outperformed the composite index over longer time

periods.

Time Total* Composite Equity***
Period Program Index** Mgrs. Onh
Quarter -19.8 -194 -19.8
1 Year -12.3 -13.6 -12.3
3 Year -12.8 -14.3 -12.9
S Year -5.6 -6.2 -5.7

* Includes impact of currency overlay on the passive EAFE portfolio from 12/1/95-10/31/00.

** The mnternational benchmark is EAFE-Free plus Emerging Markets I ree The weighting of
each index fluctuates with market capitahzation From 12/31/96 to 6 30/99, the benchmark
was fixed at 87% EAFE-Free/13% Emerging Markets Free. On 5/1/96, the portfolio began
transitioning from 100% EAFE-Free to the 12/31/96 fixed weights Prior to 5/1/96, the
benchmark was 100% EAFE-Free.

*** Includes impact of terminated managers, but excludes impact of currency overlay

The performance evaluation reports for the international equity managers start on
the blue page A-47 of this Tab.



ACTION ITEM:

2. Recommendation to terminate Metropolitan West Asset Management from the
Fixed Income Program.

Metropolitan West Asset Management (MetWest) has been a core active manager in
the Bond Program since February 2000. The manager has consistently emphasized
credit risk as the primary tool for adding value. The manager’s value-oriented style
has led to significant positions in issues it believes are undervalued.

Over the last 15 months, MetWest has underperformed its benchmark by 1270 basis
points.  Issue selection in the corporate sector account for most of the
underperformance. MetWest continues to stand behind their value-oriented style, and
believes that many of their impaired holdings will ultimately recover.

MetWest’s performance results are a result of its aggressive, value-oriented style.
The Committee, in agreement with Staff, believes the firm’s style will continue to
result in a level of performance volatility that is not compatible with the SBI’s fixed
income program.

RECOMMENDATION:

The Committee recommends that the SBI terminate the relationship with
Metropolitan West Asset Management for investment management services in the
Fixed Income Program.
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Active Managers

Alhance Captal

Cohen, Klingenstein & Marks
Forstmann-Leff

Frankhin Portfolio
GeoCaputal
Lincoln

New Amsterdam Partners
Oppenheimer
UBS Global

Emerging Managers (2)

Semi-Passive Managers
Barclays Global Investors
Frankhin Portfolio

JP Morgan

Passive Manager
Barclays Global Investors

Current Aggregate
Historical Aggregate (3)

Wilshire 5000 Investable (4)
Wilshire 5000

(1) Since retention by the SBI Time period varies for each manager
(2) Aggregate of emerging manager group The benchmark reflects a composite of the

Quarter
Actual Bmk

%

-127
-190
=212

-196
-195
-167

-163
-151
-163
-200
-167

-16 6
-174

-171

-172
-17.2

%

-151
-180
-181

-187
-180
<158

-187
-197
-174
-189
-16 8

-16 8
-16 8

-172

<173
-17.3

-172
-16 8

COMBINED RETIREMENT FUNDS

DOMESTIC STOCK MANAGERS

Periods Ending September, 2002

1 Year
Actual Bmk

%

-191
=353
=261

-152
=207
206

<115
-16 5
-108
-167
-179

-181
-197

-184

-188
-18.8

%

<229
-189
-123

-153
97
-202

91
-185
-169

-176
-176
-176

-182

-172
-17.2

-182
-175

3 Years
Actual Bmk

%

-130
2213
-170

75
-194
237

01
34
67

-127
-137
-140

-121

124
-12.7

%

-140
-133
-11

-83
-101
202

18
67
94

-14 1
-141
-141

-123

-118
-12.0

-125
-117

5 Years
Actual Bmk

% %
28 -06
66 -24
22 11
-11 08
-102  -81
70 -46
47 38
19 15
21 -12
01 35
30 32
-39 32
32 32
221 24
.15 20
27 23
26
20

individual manager customized benchmarks since inception of the program on 4/1/94
(3) Includes the performance of terminated managers
(4) Restated to incorporate the Wilshire 5000 Investable Index beginning 7/1/99
From 11/1/93 to 6/30/99, the target was the Wilshire 5000 as reported with no adjustments
Prior to 11/1/93, the Wilshire 5000 was adjusted to reflect SBI mandated restrictions,
which included hquor and tobacco, American Home Products and South Afrnica

Since

Inception (1)
Actual Bmk

% %
151 105
65 82
107 108
107 98
54 73
56 74
123 116
115 99
86 84
89 120
86 79
77 79
81 79
67 65
Since 1/1/84
123 101
10.6 10.9
108
112

Market
Value
(in millions)

$760 7
$3809
$4309

$5472
$3070
$3993
$266 4
$6257
$624 1
$5327
$1,963 1

$1,2692
$1,7432

$4,596 0

$14,446 5

Pool
%

53%
26%
30%

38%
21%
28%
18%
43%
43%
37%
13 6%

88%
12 1%

318%

100 0%



ALLIANCE CAPITAL MANAGEMENT
Periods Ending September, 2002

Portfolio Manager: Jack Koltes

Assets Under Management: $760,713,375

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

Staff Comments

Alliance performed well during the past quarter on
strong stock selection in the consumer discretionary
and consumer staples sectors. An underweight to
technology and telecommunications also contributed
to quarterly results. Over the past year Alliance
outperformed on strong stock selection in healthcare,
financials, and technology. Alliance’s portfolio is
currently positioned with a balance of cyclical and
steady growth stocks.

Recommendation

Actual Benchmark No action required.
Last Quarter -12.7% -15.1%
Last 1 year -19.1 =229
Last 2 years -25.7 -27.6
Last 3 years -13.0 -14.0
Last 4 years -1.6 -3.3
Last 5 years 2.8 -0.6
Since Inception 15.1 10.5
(1/84)
ALLIANCE CAPITAL MANAGEMENT
Rolling Five Year VAM
100
80+
60 -
= Confidence Level (10%)
€ 404 —Portfolio VAM
5 —Warning Level (10%)
g€ 20+ —— Benchmark
=
;
3 00
3
£ 207
| 4 B i SRR
40 +
60 +
80
233%883358855833485%8%855%58%8888338
QS Qs QS E ¥ e Ve Q@ e Qe @e Q@ Qe 9 c =
B525R53585858585858385585835

Five Year Period Ending

A-5



COHEN KLINGENSTEIN & MARKS INCORPORATED
Periods Ending September, 2002

Portfolio Manager: George Cohen

Assets Under Management: $380,947,058

Investment Philosophy

Cohen Khngenstein & Marks Inc. (CKM) seeks to
outperform the market by focusing on two variables: 1)
economic cycles; and 2) security valuation. Within
economic cycles, they beleve that stocks exhibit
predictable patterns that reflect changing expectations
on corporate profits and interest rates. Similarly, they
belteve 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.

Quantitative Evaluation

Staff Comments

Cohen lagged the benchmark during the quarter on
poor stock selection m the consumer discretionary,
industrial, and technology sectors as well as a large
overweight to technology. These results were offset
partially by strong stock  selection n
telecommunications where Cohen held a position 1n
Nextel.  The firm has significantly lagged the
benchmark over the past year, primarily as a result of a
large WorldCom position, which has since been sold,
and poor stock selection and a large overweight n the
technology sector

Recommendation

Actual Benchmark No action required
Last Quarter -19 0% -18 0%
Last | Year -353 -18.9
Last 2 Years -35.6 -28.3
Last 3 Years -21.3 -133
Last 4 Years -104 3.1
Last 5 Years 66 2.4
Since Inception 65 82
(4/94)
COHEN KLINGENSTEIN & MARKS
Rolling Five Year VAM
120 ¢
80 +
—— { Confidence Level (IO%)
% 40 . ‘ Portfolio VAM
% IVI\'\-\ i ~——Warning Level (10%)
:j 00 Vv \.\\’ Benchmark
% e e e N e
3 V o " ———
E 0T .———\\__
e )
80
120 Y- -
58585533 55%88553%888835¢8
< = 1> k=1 o = j*3 [= < = [+ = O o 1 = 9 = =3 c 153 =
B2 RAR3IXZIRIREIRIRIARIAZER2A 2
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FORSTMANN-LEFF ASSOCIATES
Periods Ending September, 2002

Portfolio Manager: Bill Harnisch

Assets Under Management: $430,884,613

Investment Philosophy

Forstmann-Leff is a classic example of a "rotational”
manager. The firm focuses initially on 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.

Staff Comments

Staff met recently with Bill Harnisch, our portfolio
manager, in our St. Paul office to discuss Forstmann’s
recent performance and review our portfolio.
Forstmann lagged the benchmark during the quarter
due to a mix of negative stock selection and sector
allocations. Positive stock selection in industrials and
utilities was more than offset by weak results across
most other sectors, healthcare in particular, where a
position in HealthSouth performed poorly. The past
year’s poor relative performance was driven by poor
stock selection in healthcare and consumer
discretionary, where a position in AOL Time Warner
detracted.

Quantitative Evaluation Recommendation
Actual Benchmark No action required.
Last Quarter -21.2% -18.1%
Last | year -26.1 -12.3
Last 2 years -28.8 -12.6
Last 3 years -17.0 -1.1
Last 4 years -2.5 6.0
Last 5 years 2.2 1.1
Since Inception 10.7 10.8
(1/84)
FORSTMANN-LEFF ASSOCIATES
Rolling Five Year VAM
16 0
120 +
ey Confidence Level (10%)
‘S' 80+ Portfolio VAM
g ——Warning Level (10%)
é 40 4 — Benchmark
‘§ :
£ oo v/\w‘v‘ \\
40+
-80
8288833538 985883388888588888838¢5¢
R245858583483838382382382348382383

Five Year Period Ending

A-7



FRANKLIN PORTFOLIO ASSOCIATES
Periods Ending September, 2002

Portfolio Manager: John Cone

Assets Under Management: $547,187,583

Investment Philosophy
Active

Franklin  beheves that ngorous and consistent
apphication 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 hist of securities reflecting
their relative attractiveness. Stocks that fall below the
median ranking are sold and proceeds reimnvested in
stocks from the top deciles in the ranking system.
Frankhlin uses the BARRA E3 risk model to monitor the
portiolio’s systematic risk and 1ndustry weightings,
relative to the selected benchmark, to achieve a residual
risk of 4.0 to 4 5 percent for the active portfolio.

Quantitative Evaluation

Staff ('omments

Franklin slightly lagged the benchmark during the
quarter but has matched over the past year. Poor stock
selection in financials, materials, and utilities, as well
as an overweight n technology hurt results. Strong
stock selection within consumer staples and healthcare
offsetting these affects somewhat.

Recommendation

Actual Benchmark No action required
Last Quarter -19.6% -18.7%
Last | year -15.2 -15.3
Last 2 years -19.8 -18.7
Last 3 years -75 -8.3
Last 4 years -01 -1.0
Last 5 years -11 -0.8
Since Inception 10.7 98
(4/89)
FRANKLIN PORTFOLIO ASSOCIATES - Active
Rolling Five Year VAM
80 i
60
J— ('nrnfldcr_\Echvcl (10% )
40 —_— ™ Portfolio VAM
¥ — Warning Level (10%)
g 20 M M Benchmark
2 ’M - T
2 oo DN .A ¥ W'\
% v W v “
ig 20 g T T
: \-\—-_\———\
40
-6 0
80 R
5225535556858 533855555558883833¢%
= = }) E = 5) [~ 9 c =4 c s) e W c < c L o W [=] 8 = 9 c
5858223428333 23434838382348383832¢%
Five Year Period Ending
Note Arca to the lett of vertical line includes performance prior to retention by the SBI
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GEOCAPITAL CORP.
Periods Ending September, 2002

Portfolio Manager: Barry Fingerhut

Assets Under Management: $307,001,534

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 individual stock selection
analysis to invest in the growth/technology and special
situation areas of the market. In the growth/technology
area, GeoCapital looks for companies that will have
above average growth due to good product development
and limited competition. In the special situation area, the
key factors 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 a lack of attractive investment
opportunities.

Quantitative Evaluation

Staff Comments

GeoCapital continues to trail the benchmark in the
current environment, modestly lagging during the
quarter on poor stock selection across several sectors,
most notably financials. Over the past year, stock
selection was poor in technology, consumer
discretionary, and financials with positive selection in
energy helping results.

Recommendation

Confidence Level (10%)
Portfolio VAM
——Warning Level (10%)
—— Benchmark

Actual  Benchmark No action required.
Last Quarter -19.5% -18.0%
Last 1 year -20.7 9.7
Last 2 years -37.4 -26.4
Last 3 years -19.4 -10.