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continue to be monitored closely for performance issues. Mr. Bicker next reviewed the
performance of the non-retirement fund managers.

Mr. Bicker referred members to Tab D of the meeting materials and stated that staff is
recommending the termination of Cohen Klingenstein and Marks, a domestic equity
manager, due to organizational issues and underperformance. He noted that staff has
already removed the SBI’s assets from the manager and that the recommendation
formally terminates the relationship. @~ Mr. McDonald moved approval of the
recommendation, as stated in Tab D of the meeting materials. Mr. Bohan seconded the
motion. The motion passed. In response to a question from Mr. Kiedrowski, Mr. Bicker
said that Cohen’s portfolio had been transitioned into cash to meet cash flow needs.

Mr. Bicker referred members to Tab E of the meeting materials and said that staff is
recommending the termination of Morgan Stanley as a fixed income manager based on
their performance and organizational issues. Mr. Bohan moved approval of the
recommendation, as stated in Tab E of the meeting materials. Mr. McDonald seconded
the motion. In response to several questions, Mr. Bicker discussed how Morgan
Stanley’s portfolio could be transitioned, and he noted that later in the meeting, PIMCO,
a new fixed income manager candidate, would be making a presentation to members
regarding potentially being hired to assume the assets of Morgan Stanley’s portfolio. In
response to further questions from various members, Mr. Bicker noted that turnover costs
are expected to be low if the assets are transitioned to PIMCO. The motion made earlier
to terminate Morgan Stanley passed.

Mr. Troutman introduced Mr. James Clark and Mr. Mark McCray from PIMCO, and they
made a presentation to members regarding their firm. Following the presentation,
Mr. Kiedrowski made a motion to retain PIMCO as an active fixed income manager.
Mr. McDonald seconded the motion. A discussion followed regarding the process of
transitioning the portfolio from Morgan Stanley to PIMCO, if PIMCO receives Board
approval. The motion passed.

Alternative Investments

Mr. Bicker referred members to Tab F of the meeting materials and reported that staff is
recommending a new investment with an existing resource manager, First Reserve.
Mr. Bohan moved approval of the recommendation, as stated in Tab F of the meeting
materials. Mr. McDonald seconded the motion. The motion passed.

Credit Enhancement

Mr. Bicker reported that the Office of Higher Education, a significant supplier of student
loans in the state for both public and private colleges, has been affected by recent market
conditions regarding auction rate debt. He said that there have been some preliminary
discussions regarding the possibility of the SBI's involvement as a credit enhancement
vehicle and liquidity provider. A lengthy discussion followed with Mr. Bicker explaining
the various issues and potential questions that would need to be answered prior to the
SBI's involvement. Several members also voiced a variety of questions and concerns.

























THIRD QUARTER

INVESTMENT REPORT

EXECUTIVE SUMMARY

Stock and Bond Manager Performance

Domestic Stocks

(Net of Fees)

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

Russell 3000: The Russell 3000 measures
the performance of the 3,000 largest U.S.
companies based on total market capitalization.

International Stocks

Period Ending 9/30/2008
Annualized
Q. 1Yr. 3Yr. 5% 1Y
-9.4% -22.3% -0.3% 53% 3.1%
-8.7 -21.5 0.3 57 35

Dom. Stocks
Asset Class Target*

* The Domestic Equity Asset Class Target is the Russell 3000
effective 10/1/03. From 7/1/99 to 9/30/03, it was the Wilshire
5000 Investable Index. From 11/1/93 to 6/30/99, the target
was the Wilshire 5000 as reported with no adjustments.

The international stock manager group (active,
semi-passive and passive combined) underperformed
its target for the quarter and for the year.

MSCI ACWI Free ex U.S. (net): The Morgan
Stanley Capital International All Country World
Index is a free float-adjusted market capitalization
Index thatis designed to measure equity market
performance in the global developed and emerging
markets. There are 47 countries included in this
index. It does not include the United States.

Bonds

Period Ending 9/30/2008

Annualized
Qtr. I Yr: 3¥r. S¥r MY
Int’l. Stocks -22.2% -30.3% 2.8% 11.1% 6.5%
Asset Class Target* -21.9  -30.1 259 104 6.4

* The Int’l Equity Asset Class Target is MSCI ACWI Free ex U.S.
(net) effective 10/1/03. From 1/1/01 to 9/30/03, the target was
MSCI EAFE Free (net) + Emerging Markets Free (EMF) (net),
and from 7/1/99 to 12/31/00 was MSCI EAFE Free (net) + EMF
(gross). From 7/1/99 to 9/30/03, the weight of each index
fluctuated with market cap. From 12/31/96 to 6/30/99 the target
was fixed at 87% EAFE-Free/13% EMF. On 5/1/96 the
portfolio transitioned 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 and for the year.

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.

Alternative Investments

Period Ending 9/30/2008

Annualized
Qtr. 1 Yr. 3¥%. 5¥r. 1W0Y¥r
Bonds -2.8% -1.3% 2.6% 3.1% 5.0%

Asset Class Target* -0.5 3.7 4.2 3.8 52

* The Fixed Income Asset Class Target is the Lehman Aggregate,
effective 7/1/1994. Prior to 7/1/1994, the fixed income target
was the Salomon BIG.

Period Ending 9/30/2008

Annualized
Qtr. 1 Yr. 3% 3Yr 10¥r
Alternatives 3.5% 10.6% 24.2% 25.6% 15.5%
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