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AUTHORITIES

Constitutional Authority

The Minnesota State Board of Investment (SBI) is established by Article XI, section 8 of the
Minnesota Constitution.

“A board of investment consisting of the governor, the state auditor, the secretary
of state, and the attorney general is constituted for the purpose of administering
and directing the investment of all state funds.”

Statutory Authority

All activity of the SBI is governed by Minnesota Statutes, Chapters 11A and 356A. Copies of
each are found in Tab A. Section 11A.01 sets forth a statement of purpose for the SBI:

“to ensure that state and pension assets... will be responsibly invested to
maximize the total rate of return without incurring undue risk.”

The SBI’s duties and powers are set forth in M.S. section 11A.04. The SBI is responsible for the
formulation of policies and procedures it deems necessary and appropriate to carry out the
functions of the SBI. The SBI retains an executive director whose duties and powers are set
forth in section 11A.07. The SBI has the authority to undertake any other activity necessary to
implement its duties and powers.



ORGANIZATION

Staff

Section 11A.07 sets forth that the SBI shall retain an executive director. The appointment of an
executive director is subject to senate confirmation. The executive director shall be well-
qualified by training to administer and invest the money available for investment and possess
experience in the management of institutional investment portfolios. The director serves at the
pleasure of the SBI.

The executive director shall plan, direct, coordinate, and execute administrative and investment
functions in conformity with the policies and directives of the SBI and the requirements of
Minnesota Statutes. The executive director shall employ professional and administrative
personnel (who, together with the executive director, will be referred to as “Staff.”)

Investment Advisory Council

M.S., section 11A.08 creates an Investment Advisory Council (IAC) consisting of 17 members.

e Ten of the members shall be experienced in general investment matters and be appointed
by the SBI.
Commissioner of Minnesota Management & Budget is an ex-officio member.
The Executive Directors of Minnesota State Retirement System, Public Employees
Retirement Association and Teachers Retirement Association are ex-officio members.

e Two active public employees are appointed by the Governor.
One retired public employee is appointed by the Governor.

The duties of the IAC as set forth in section 11A.08 are:

e to advise the SBI and Staff on general policy matters relating to investments;
to advise the SBI and Staff on methods to improve the rate of return on invested assets
while insuring adequate security;

e to advise the SBI and Staff on the content of the SBI’s annual report on investment
activities;

e to perform other tasks of an advisory nature as requested by the SBI.

Each quarter, the JAC reviews investment subjects relevant to the SBI’s decision-making and
adopts recommendations for SBI consideration. The chair presents the report and
recommendations of the Council to the quarterly meetings of the SBI.

Section 11A.08, Subdivision 5 states that each IAC member is indemnified and held harmless by
the state for any litigation or administrative proceedings arising from the performance of the
members duties. Section 11A.08, subdivision 6 requires each member to file an economic
interest statement and prohibits a member from deliberating or voting on a matter that would
personally benefit the member or the member’s employer.
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Standard of Care

Section 11A.09 (and section 356A.04) sets forth the prudent person rule as the SBI’s fiduciary
standard. This standard of conduct also applies to members of the Investment Advisory Council
and Staff.

Consultants

The SBI employs consultants to assist the SBI and Staff in the formulation and implementation
of its policies. Currently the SBI has two consultants under contract.

e (Callan Associates Inc. (Chicago) is the SBI’s general consultant. Their responsibility is
to provide the SBI and Staff with advice and resources to enable the SBI to continue to
develop and enhance its investment program. In addition, Callan is responsible for
maintaining direct communication with the members of the Board, Staff, and the IAC.

e Pension Consulting Alliance (Los Angeles) is the SBI’s special projects consultant.

SBI Committees

The Board meets quarterly with representatives from Staff, the IAC and the consultant to review
short and long-term performance of the funds and the associated investment issues of the funds.
In additions, the SBI has established committees to facilitate the implementation and
development of SBI policies and to make recommendations to the SBI on various investment and
administrative issues under its control.

e Administrative Committee

The Administrative Committee is comprised of a designee of each Board member, the
directors of each statewide retirement fund and the chair and vice chair of the IAC. The
primary responsibility of the Committee is to review and make recommendations to the
Board concerning Staff’s annual management and budget plan. The Administrative
Committee may be assigned other responsibilities at the direction of the Board.

e Proxy Voting Committee

The SBI recognizes its fiduciary responsibility concerning proxy issues and delegates
proxy voting responsibility to its Proxy Voting Committee. The Committee is comprised
of a designee of each Board member. The Committee has formulated guidelines by
which it votes on a wide range of corporate governance and social responsibility issues.
Shares of the domestic equity holdings of the SBI are voted by Staff in accordance with
the guidelines.



Given the logistical and administrative complexity of voting international proxies, the
Proxy Committee has delegated voting responsibility for international equity holdings to
the external international investment managers of the SBI. These managers are given the
proxy voting guidelines of the SBI and use best efforts to vote consistently with the
guidelines. Records of the external investment managers’ votes are provided to the SBI
each fiscal year.

Each year the Committee reviews existing guidelines and determines which issues need
to be reviewed or added. See the Board approved Proxy Voting Guidelines in Tab B.

Deferred Compensation Review Committee

The Deferred Compensation Review Committee is comprised of a designee of each board
member and the directors of each statewide retirement plan. The primary responsibility
of the Committee is to review and make recommendations to the SBI related to the
investment options and operations of the State’s deferred compensation plan. A
description of the current plan can be found in Tab C.

Ad-Hoc Committees

The SBI forms ad-hoc committees as necessary for various purposes. Membership on
these committees has included a designee of each Board member and others as
appropriate. Examples have been search committees for the purposes of retaining a
general consultant and the retention of a custodian bank.



EDUCATION AND OVERSIGHT

Continuing Fiduciary Education Plan

As required by the provisions of M.S. section 356A.13, the SBI must develop and periodically
revise a program for the continuing education for any Board members “who are not reasonably
considered to be experts with respect to their activities as fiduciaries.”

The SBI’s continuing fiduciary education plan includes:

Briefings for new Board and IAC members on SBI operations and policies.

Manager roundtables at which the SBI convenes small groups of external investment
managers to discuss issues related to investment management and the financial markets.
Roundtables are held periodically for Board members, their designees and IAC members.

Travel allocations for the Board or their designees for costs associated with attending
investment related seminars and conferences.

The SBI’s plan is reviewed annually and approved by the Administrative Committee and the
Board. A copy of the plan is in Tab D.

External Supervision of SBI Activities

The SBI benefits from the supervision and oversight exercised by a number of external entities.
These entities perform valuable oversight functions that serve as outside checks on the business
operations of the SBI and lend a measure of risk control over the investment activities of the SBI.

The Legislature

The powers, duties, responsibilities and investment authority of the SBI are set forth in
statute and may only be changed by legislative action. As stated previously, all activities
of the SBI are governed by statute. When the Legislature makes changes in the
governing statutes, the SBI must adapt its policies and practices to conform. Any
modifications to the investment authority of the SBI must be approved by the legislature.

Legislative Auditor

The SBI is audited annually by the Office of the Legislative Auditor. The legislative
auditor performs a financial audit of the SBI’s books, records, accounts and accounting
control systems.



Attorney General

The Office of the Attorney General serves as legal counsel to the SBI for review and
negotiation of contracts and for any other matters that require counsel. The Attorney
General’s office may hire outside counsel as necessary.

Custodian Banks

In accordance with the provisions of M.S., sections 11A.07 and 356A.06, the SBI retains
two custodian banks as depository agents for securities owned by the SBI. External
safekeeping of securities provides a necessary degree of control in the business
operations of the SBI. The SBI retains State Street Bank and Trust as master custodian to
provide settlement and custody services, income collection, reporting and performance
measurement services for retirement and non-retirement assets. The SBI retains Wells
Fargo as custodian to service the state’s cash accounts.

Outside Accounting Firm

The SBI retains QED, an external accounting firm. QED provides accounting services
for cash accounts managed internally by Staff. In addition, the accounting firm receives
from SBI’s master custodian, data on all accounting transactions of the retirement and
non-retirement assets and replicates totals. The accounting firm also performs an
independent pricing of all assets held. In performing these tasks, the accounting firm
provides a necessary independent verification that accounting transactions have been
properly recorded and assets have been accurately priced.

Functional Organization Chart

The following chart displays the SBI’s organization and investment management structure.



STATE BOARD OF INVESTMENT

Functional Organizational Structure
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FUNDS UNDER MANAGEMENT

Background

The SBI is responsible for investing the assets of a number of agencies and governmental bodies
throughout state government and of many local units of government. Although the majority of
the assets are retirement related, the SBI is also responsible for non-retirement assets which
include the Permanent School Fund and the Environmental Trust Fund.

Investing involves managing a range of market and non-market risks. Market risk is inherent to
investing. Managing this risk is central to SBI risk management efforts. The SBI invests in
multiple asset classes through a disciplined approach to strategic asset allocation, investment
management structuring and monitoring, and asset class rebalancing. Its investment practices are
carried out in accordance with written investment policies and processes.

In addition to managing market risk, the SBI dedicates significant resources to managing non-
market risks, which include governance, legal, accounting and operational risks. The SBI has a
strong governance structure with a Board comprised of four of the State’s constitutional officers;
fiduciary responsibility and investment authorities prescribed in state law; and checks and
balances provided through the advice and actions of the Investment Advisory Council, outside
consultants and the Attorney General’s office.

To manage accounting and operational risks, the SBI maintains robust internal controls which
include a complete separation of the investment management and asset custody functions, the
segregation of duties between asset management and accounting Staff, the timely reconciliation
of account positions, and external audits by the legislative auditor.

A paper setting forth the SBI approach to managing risk is in Tab L.

Within the requirements established by state law, Staff, in conjunction with the IAC and the SBI,
conducts a comprehensive analysis of the investment needs and objectives for each Fund under
management. (“Fund” refers to the retirement plans’ assets, trust funds, and general funds of the
State, cash accounts and other accounts managed by the SBI.) This analysis is used to determine
an appropriate asset mix for each fund. Once the asset mix is established an appropriate
investment management structure is determined for each fund. The investment management
structure may include the use of active and passive management and may be managed by
external investment managers or by internal Staff.

Under the provisions of M.S. Section 11A.14, the SBI must invest separately retirement assets
and non-retirement assets. In accordance with this provision and to gain operating efficiency, the
SBI has created a series of Asset Class Pools for the retirement assets and a separate set of Asset
Class Pools for the non-retirement assets. Any retirement plan or non-retirement fund authorized
by law to have its assets managed by the SBI may participate in their respective Asset Class
Pools. Funds may participate in one or more of the pools according to their asset allocation
policies. The Funds participate by purchasing units in the pools much like investors buy shares
in mutual funds. The Pools are priced daily to accommodate the liquidity needs of the Funds.
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The following is a description of each of the Asset Class Pools and each Fund’s asset mix policy
and ownership of the appropriate Asset Class Pools.

Asset Class Pools for Retirement Assets

The SBI invests the majority of the retirement assets in five Asset Class Pools to provide
diversification for the funds under its control. The SBI retains external managers to invest the
assets of all five Pools. Each asset class and each investment manager within the asset class are
evaluated relative to appropriate benchmarks.

Domestic Stock Pools

The objective of the Domestic Stock Pool is to provide diversified exposure to the broad
US public stock market. Domestic stocks are expected to provide, over time, positive
real rates of return and portfolio diversification. The benchmark for the Domestic Stock
Pool is the Russell 3000.

The Domestic Stock Pool is comprised of two sub-pools: the Active Domestic Stock
Pool, and the Passive Domestic Stock Pool. The active domestic stock pool is a
combination of active and semi-passive investment management strategies. The
objective of the Active Pool is to outperform the benchmark net of fees over time. The
Passive Domestic Stock Pool is passively managed and is expected to match or slightly
underperform the Russell 3000 index due to fees and expenses. It is expected that the
combination of the two Pools will outperform the Russell 3000 net of fees and expenses
overtime.

SBI position papers concerning the asset class target and the investment management
structure of the Domestic Stock Pool can be found in Tab M. In 2010 Staff prepared a
review of the semi-passive management strategy and presented the paper for IAC
discussion and Board review. The paper, which appears in Tab M, reaffirmed the use of
semi-passive management, but was not formally approved by the Board. Also in Tab M
is a 2013 review by Staff of the use of exchange traded funds (ETFs).

Bond Pool

The Bond Pool is expected to provide portfolio diversification and deflationary
protection. The investment management structure of the Bond Pool is a combination of
active and semi-passive strategies. The objective of the Bond Pool is to outperform, net
of costs, the Barclays Capital Aggregate index over time.

SBI position papers discussing the asset class target and investment management
structure for the Bond Pool can be found in Tab N. Included is a revised asset class
target paper that was prepared in 2012 and reviewed with the IAC, but because there
were no significant policy changes, the paper was not formally approved by the Board.



In 2010 Staff prepared a review of the semi-passive management strategy and presented
the paper for IAC discussion and Board review. The paper, which appears in Tab N,
reaffirmed the use of semi-passive management, but was not formally approved by the
Board.

International Stock Pool

The International Stock Pool invests in publically traded stock of companies located
outside the US in developed and emerging countries. International stocks are expected to
provide positive real rates of return over time and portfolio diversification. The objective
of the International Stock Pool is to, over time, outperform, net of costs, the asset class
target, which is Morgan Stanley Capital International All Country World Index ex United
States Index with dividends net of taxes, unhedged (MSCI ACWI ex U.S. index net,
unhedged.) The investment management structure of the International Stock Pool is a
combination of active, passive and semi-passive strategies.

SBI position papers concerning the asset class target and investment management
structure for the International Stock Pool can be found in Tab O. In 2010 Staff prepared
a review of the semi-passive management strategy and presented the paper for IAC
discussion and Board review. The paper, which appears in Tab O, reaffirmed the use of
semi-passive management, but was not formally approved by the Board.

Alternative Investments Pool

The Alternative Investments Pool is comprised of investments in limited partnerships and
other types of commingled funds with exposure to venture capital, private equity, real
estate, resource funds, and debt financing. The objective of the Alternative Investments
Pool is to provide portfolio diversification and, over time, a real rate of return greater
than that of public market securities due to the liquidity premium associated with private
investments.

Position papers related to investments in alternatives, cash flows, commitment levels, and
manager due diligence can be found in Tab P.

Cash Pool

The Cash Pool consists of the cash allocation of the Combined Funds and any cash held
by the equity and bond managers due to the buying and selling of securities. The
investment objective of the cash pool is to provide liquidity and current income with a
goal of exceeding the iMoney Net All Taxable Money Fund Average. This Pool is
managed by a combination of external management and Staff. The external manager
invests in short-term, highly rated securities which include certain types of commercial
paper, asset-backed securities, repurchase agreements, U.S. Treasury and agency
securities, and corporate debt. The internally managed portion participates in the CD and
the Securities Repurchase Programs that are discussed later in this chapter. The Pool is
expected to exceed the return of the iMoneyNet All Taxable Money Fund Index by 10
basis points per annum.

10



Asset Class Pools for Non-Retirement Assets

The Asset Class Pools for non-retirement assets are managed internally by Staff. For non-
retirement assets, the SBI maintains the following asset class pools:

Passively Managed Domestic Equity Pool

Staff invests the assets of the equity index pool with the objective to match the returns of
the S&P 500 Index. Staff replicates the performance of the index by investing in all of
the securities of the index at the weights in the index.

Actively Managed Domestic Bond Pool

Staff employs a semi-passive investment strategy to the management of assets of this
Bond pool. Incremental value is added through sector, security and yield curve decisions.
Investment management guidelines restrict the allowable amount of risk relative to the
Index. The Pool is expected to generate a rate of return slightly greater than the Barclays
Capital Aggregate Bond Index. The pool is invested entirely in fixed income securities.

Cash Pool

The investment objective of the cash pool is to provide liquidity and current income with
a goal of exceeding the iMoney Net All Taxable Money Fund Average. The pool is
invested in high quality, short-term fixed income securities which include certain types of
commercial paper, asset-backed securities, repurchase agreements, U.S. Treasury and
agency securities, and corporate debt.

Note that Staff invests the State cash accounts separately from the non-retirement cash
pool. The State cash accounts are discussed in later sections.
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RETIREMENT FUNDS

The Combined Funds

Description

The Combined Funds represent the assets of the active and retired public employees who
participate in ten defined benefit retirement plans administered by the three statewide retirement
systems, Teachers Retirement Association (TRA), Public Employees Retirement Association
(PERA) and Minnesota State Retirement System (MSRS). The Combined Funds invest the
retirement contributions of employees and employers so that sufficient assets are available to pay
promised pension benefits to public employees in retirement.

Objectives
The SBI has two long-term objectives for the Combined Funds.

1. Match or exceed a composite market index weighted in a manner that reflects the long-
term asset allocation of the Funds.

2. Provide returns that exceed inflation by three to five percentage points over the latest
twenty year period.

The actuarial assumed rate of return for the Combined Funds is 8.0% for fiscal years 2013
through 2017 and 8.5% thereafter under legislation adopted during the 2012 legislative session.

Asset Allocation

To match the long-term nature of the pension obligations, the SBI maintains a strategic asset
allocation for the Combined Funds that includes allocations to domestic equity, international
equity, bonds, alternative assets and cash equivalents. The long-term asset allocation is the
following:

Domestic Equity 45%
International Equity 15%
Alternatives 20%
Fixed Income 18%
Cash 2%

The uncommitted allocation in Alternatives is invested in Fixed Income. When the actual asset
allocation deviates beyond specified ranges, assets are redistributed to achieve the long-term
allocation targets.

Management

The Combined Funds assets are invested in the retirement asset class pools based on the Funds’
strategic asset allocation. The total Combined Funds are benchmarked to a weighted composite
of benchmarks for each asset class.
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A copy of the Combined Funds asset allocation study is in Tab E. Included in Tab E is an
analysis of expected returns performed by Staff in 2011 to support testimony before the
legislature concerning the retirement plans’ long-term investment return assumption in state
statutes. This analysis was not formally adopted by the Board.

Rebalancing Policy

The SBI follows a disciplined approach to rebalancing to maintain the Funds’ target asset
allocation and risk exposure over time. When actual asset allocation deviates 5% or more from
the target allocation, Staff has discretion to redistribute assets to achieve the target allocation. If
the actual allocation deviates 10% or more, assets must be redistributed among the asset classes
to achieve the targeted allocation.

The SBI applies this discipline to each of the funds under management.

The process of moving assets among managers in a rebalancing requires two major management
decisions concerning the handling of the assets in question: whether to use a transition manager
and whether to use futures. Issues affecting these decisions include the asset classes involved
and managers affected, the size and timeframe of the transition, market volatility and whether
market exposure must be maintained.

A paper explaining the rebalancing policy that includes a discussion of the issues the SBI
addresses to determine whether to use transition management and futures in a rebalancing is in
Tab F.

Supplemental Investment Fund

The Supplemental Investment Fund (SIF) is a multi-purpose investment program that offers a
range of investment options to state and local public employees. The participating groups use
the SIF for a variety of purposes. See M.S. 11A.17.

The assets of the Unclassified Employees Retirement Plan, Health Care Savings Plan, Public
Employees Defined Contribution Plan, and Hennepin County Supplemental Retirement Plan are
invested with the SBI through the SIF. Two accounts, the Money Market Account and Fixed
Interest Account, are also available to participants in the Deferred Compensation Plan. A
portion of some local police and firefighter retirement plans are also invested with SBI via the
SIF. One account, the Volunteer Firefighter Account, serves as the investment vehicle for the
Voluntary Statewide Volunteer Firefighter Plan.

A wide diversity of investment goals exists among the SIF participants. In order to meet those
needs, the SIF has been structured as a series of accounts similar to a family of mutual funds.
Each SIF account has its own investment objectives and asset allocation. Participants may
allocate investments among one or more of these accounts as appropriate, within the statutory
requirements and rules established by the participating organizations. Participation in the SIF is
accomplished through the purchase or sale of shares in each account.
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The SIF Accounts are invested in the retirement Asset Class Pools, with two exceptions, as
shown:

SIF Account Asset Class Pools

1. International Share International Stock Pool

2. Growth Share Active Domestic Stock Pool

3. Common Stock Index Passive Domestic Stock Pool

4. Income Share Account Passive Domestic Stock Pool
Internally managed bond account (not a pool)
Cash Pool

5. Bond Market Bond Pool

6. Money Market Cash Pool

7. Fixed Interest Stable value manager (not a pool)

8. Volunteer Firefighter Passive Domestic Stock Pool
International Stock Pool
Bond Pool
Cash Pool

For a discussion of each Account’s objectives and asset allocation see the SIF Prospectus and
Volunteer Firefighter Account Prospectus in Tab 1.

Voluntary Statewide Volunteer Firefighter Retirement Plan

The Voluntary Statewide Volunteer Firefighter Retirement Plan was established by the
Legislature in 2008. See M.S. Chapter 353G. PERA serves as administrator and trustee for this
plan. SBI invests the assets of this plan in the Supplemental Investment Fund Volunteer
Firefighter Account which is available only to this plan. The plan is a retirement plan option for
local volunteer firefighter organizations. Upon joining this plan, a local entity permanently turns
over its retirement administration to PERA and transfers its assets to the SBI.

A description of the investment management of the Plan within the SIF Volunteer Firefighter
Account can be found in the Supplemental Investment Fund discussion in Tab I.

Local Firefighter Plans Investment in the Supplemental Investment Fund

Local volunteer firefighter retirement plans not participating in the Voluntary Statewide
Volunteer Firefighter Retirement Plan have statutory authority to invest pension assets with the
SBI in the SIF. There are more than 700 local plans with this authority. Those plans that choose
to exercise that authority retain the responsibility to direct the allocation of their assets. The SBI
does not make asset allocation decisions for them. The SBI offers six investment options. The
Fixed Interest Account and the Volunteer Firefighter Account are not available to these local
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plans. Materials provided to the local plans to inform them of this investment are the SIF
Prospectus and administrative material, copies of which are available on the SBI website.

State Deferred Compensation Plan

The State Deferred Compensation Plan (DCP) is a tax-sheltered IRC 457(b) retirement savings
plan available to all public employees in the state. It is a supplement to the primary defined
benefit retirement plans of TRA, PERA and MSRS. MSRS is the Plan administrator. The SBI is
responsible for selecting Plan investment options and investment managers. Unlike other
retirement assets, the DCP is not invested in the asset class pools.

DCP Participants may invest from a list of mutual funds in well defined asset classes, a money
market account, a stable value option, and a set of target date funds (beginning July 1, 2011), or
from a mutual fund window that offers a selection of thousands of funds.

A further discussion of the investment management of the Deferred Compensation Plan is in
Tab C.
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NON-RETIREMENT FUNDS

Permanent School Fund

Description

The Permanent School Fund is a trust fund created by the Minnesota State Constitution and
designated as a long-term source of revenue for public schools. Proceeds from land sales,
mining royalties, timber sales, and lakeshore and other leases from trust fund lands are invested
in the Permanent School Fund. Income generated by the Permanent School Fund’s assets is
appropriated directly to school districts. See M.S., section 127A.31.

As prescribed in the Constitution, the Fund’s principal must remain “perpetual and inviolate.”
None of the Fund’s principal may be reduced to finance spending. In addition, the Fund has
certain accounting restrictions that influence the Fund’s investment objectives.

Objective

Given these considerations, the SBI has determined that 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.

Asset Allocation
To meet the investment objective, the SBI maintains an asset allocation that balances the needs
for growth and income. The Fund’s current long-term asset allocation is:

Domestic Equities 50%

Fixed Income 48%

Cash 2%
Management

Staff manages all the assets of the Permanent School Fund in the non-retirement Asset Class
Pools. The total Fund benchmark is a combination of the Asset Class Pool benchmarks,
weighted according to the asset allocation targets shown above.

A detailed description of the investment of the Permanent School Fund is in Tab G

Environmental Trust Fund

Description

The Environmental Trust Fund was established in 1988 by the Minnesota Legislature to provide
a long-term, consistent and stable source of funding for activities that protect and enhance the
environment. See M.S., Chapter 116P. A constitutional amendment passed in November 1998
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mandates that 40 percent of the net proceeds from the state lottery be credited to the fund
through 2025. The amendment provides for spending 5.5 percent of the Fund’s market value
annually.

Objective

The Environmental Trust Fund’s investment objective is to increase the market value of the Fund
over time in order to increase the annual amount made available for spending, within the
constraints of maintaining adequate portfolio quality and liquidity.

Asset Allocation

The SBI maintains a long-term asset allocation that is consistent with the spending goals of the
Fund and with the investment objective to grow the value of the Fund. The allocation is the
following:

Domestic Equities 70%

Fixed Income 28%

Cash Equivalents 2%
Management

Staff manages all the assets of the Environmental Trust Fund in the non-retirement Asset Class
Pools. The total Fund benchmark is a combination of the Asset Class Pool benchmarks weighted
according to the asset allocation targets of the Fund shown above.

A detailed discussion of the investment management of the Environmental Trust Fund is in
Tab G.

Assigned Risk Plan

Description

The Minnesota Workers Compensation Assigned Risk Plan was established in 1983 to provide
workers’ compensation coverage to Minnesota employers rejected by a licensed insurance
company. The Plan operates as a non-profit, tax exempt entity and is administered by the
Department of Commerce. The Plan provides disability income, medical expenses, retraining
expenses and death benefits, with payments being made either periodically or in lump sum.

Objective

The SBI recognizes that the Assigned Risk Plan has limited tolerance for risk due to erratic cash
flows, no allowance for surplus, and generally short duration liabilities. The SBI believes that
due to the uncertainty of premium and liability cash flows, the Plan should be invested
conservatively.

The Plan has two investment objectives:
e To minimize the mismatch between assets and liabilities.
e To provide sufficient liquidity for payment of on-going claims and operating expenses.
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Asset Allocation
The Plan is invested in a portfolio of common stocks and bonds. The Plan’s current asset

allocation target is:

Common Stocks 20%
Bonds 80%

The actual asset mix may fluctuate in response to changes in the Plan’s liability stream. It is
expected that this liability stream will require a higher allocation to bonds than to stocks for the
foreseeable future.

Management

The Assigned Risk Plan is managed by two external investment managers. The bond segment
manager has experience and expertise in managing portfolios with the objective of matching
assets and liabilities. The stock segment manager’s portfolio has broad market exposure.

A custom benchmark has been established for the bond portfolio. The benchmark reflects the
duration of the liability stream and the long-term sector allocation of the manager. This
benchmark may change over time to reflect changes in the liability stream. The stock segment is
semi-passively managed to the S&P 500 Index. The total fund benchmark is a combination of
the bond and stock benchmarks, weighted according to the asset allocation target.

A detailed discussion of the investment management of the Assigned Risk Plan is in Tab H.

Closed Landfill Investment Fund

Description

The Closed Landfill Investment Fund was established by the Minnesota Legislature in 1999.
The Fund will be used by the Commissioner of the Pollution Control Agency to pay for the long-
term costs of maintaining the integrity of landfills in Minnesota once they are closed.

Objective

The investment objective of the Closed Landfill Investment Fund is to generate high returns from
capital appreciation. By statute, the assets of the Fund are unavailable for expenditure until after
fiscal year 2020.

Asset Allocation

The Closed Landfill Investment Fund is invested entirely in common stock. Given the long time
horizon of this Fund and the lack of any need for short or mid-term withdrawals, the all stock
strategy will maximize the long-term gain of the Fund.

Management

Staff manages all assets of the Closed Landfill Investment Fund in the non-retirement Passively
Managed Domestic Equities Pool. Legislation in the 2010 session required the withdrawal for
budget purposes of $48 million, leaving the Fund with a balance of less than $1 million.
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A discussion of the investment management of the Closed Landfill Investment Fund is in Tab G.

Other Post Employment Benefits (OPEB)

Minnesota Statutes, section 471.6175 authorizes local units of government, including school
districts, cities and counties, to choose the Public Employees Retirement Association (PERA) to
act as trustee to administer accounts for the purpose of paying post-retirement health benefits. If
PERA is chosen by the local unit, assets of that unit’s account are invested with the SBI. The
local unit directs the investment into the three non-retirement investment pools. SBI does not
determine the asset allocation policy for these assets.

A list of entities with OPEB accounts with the SBI is in Tab K.

Other Miscellaneous Non-Retirement Accounts

The SBI invests other non-retirement accounts for a range of sponsoring entities. By statute, the
SBI is responsible for the asset allocation of some of these accounts. By statute, the sponsoring
entity is responsible for maintaining an investment policy and asset allocation for the remaining
accounts.

A list of non-retirement account entities is in Tab K.
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STATE CASH ACCOUNTS

Invested Treasurer’s Cash Pool

Description
State Cash Accounts represent the cash balances in more than 400 separate accounts that flow
through the Minnesota State Treasury. These accounts vary significantly in size.

Most accounts are invested by Staff through a short-term pool referred to as the Treasurer’s Cash
Pool. The pool has an average daily balance of about $5.5 billion. It contains the cash balances
of special or dedicated accounts necessary for the operation of certain State agencies and non-
dedicated cash in the State Treasury.

Because of special restrictions, a number of cash accounts cannot be commingled. These
accounts are invested separately.

Objectives
The objectives for the Cash Accounts are:

o Safety of Principal. To preserve capital.
e Liquidity. To meet cash needs without the forced sale of securities at a loss.
e Competitive Rate of Return. To provide a risk adjusted level of current income.

Asset Allocation

The SBI seeks to provide safety of principal by investing all cash accounts in high quality, liquid
short-term investments. These include U.S. Treasury and Agency issues, repurchase agreements,
bankers acceptances, commercial paper, and certificates of deposit.

Management
All state cash accounts are managed internally by the investment Staff. As noted above, most of
the assets of the cash accounts are invested through two large commingled investment pools.

A SBI position paper related to the investment management of State Cash Accounts can be found
in Tab J.

Certificate of Deposit Program

The SBI manages a certificate of deposit (CD) program in which it purchases CD’s from
Minnesota financial institutions. The SBI receives a market rate of return on these investments,
using the average secondary CD market rate quoted by the New York Federal Reserve Bank.
The only assets used in the CD program are a portion of the cash of the Combined Funds. All
investments are fully insured by the Federal Deposit Insurance Corporation.

The CD program provides a reliable source of capital to all Minnesota financial institutions,
regardless of size, many of which do not have access to the national CD market.
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The SBI designed the process so that no single institution is favored in the allocation of assets.

Securities Repurchase Program

The SBI manages a securities repurchase program (Repo Program) to supplement the CD
program described above. The SBI receives a market rate of return on these investments using
the average secondary CD market rate quoted by the New York Federal Reserve Bank.

The only assets used in the Repo Program are a portion of the cash of the Combined Funds. All
investments are fully collateralized. The SBI has designed the program to give preference to

institutions that have favorable rankings of community lending from the Small Business
Administration.

More detailed descriptions of the CD Program and Repo Program are in Tab J.

State Bond Fund

The State Bond Fund is comprised of the debt service funds used to pay down the general
obligation bonds issued by the state. Staff manages the Fund in accordance with Federal
regulations that govern investment earnings on debt service funds.

Staff invests the assets in the shorter portion of the Fund in the Invested Treasurer’s Cash Pool
and the assets in the longer term portion of the Fund in long-term, low risk securities such U.S.
Treasury, Agency, or high quality, general obligation municipal bonds.

A paper discussing the investment management of the State Bond Fund is in Tab J.
Functional Asset Class Pools and Asset Class Owners Chart

The following chart displays the structure of the SBI’s Asset Class Pools and owners of the
pools.
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INVESTMENT MANAGER SELECTION AND RETENTION

All Combined Funds assets and a portion of non-retirement assets are managed by external
investment managers retained by the SBI. The SBI employs a rigorous process to monitor these
managers and to evaluate potential new managers. The SBI’s Manager Retention Policy is in
Tab Q.

The SBI maintains a set of guidelines to assist in its decisions concerning the selection of new
equity and bond managers and the evaluation and retention of all external managers. These
guidelines offer several benefits to the SBI:

¢ Guidelines encourage a comprehensive and consistently applied analysis.
¢ Guidelines can be used to foster a long-term attitude toward performance evaluation.
¢ Guidelines communicate investment objectives among the Board, Staff and the managers.

The SBI must attempt to deduce the skills of external managers by searching for the presence or
absence of basic building blocks of sound investment management within a given investment
firm. The SBI includes both qualitative and quantitative criteria in its evaluations. Qualitative
factors relate to aspects of an investment manager’s operations that cannot be expressed as
numerical decision rules. Quantitative factors are measurable and relate to the performance
results and certain risk measures of the investment manager in the context of appropriate
benchmark comparisons.

Qualitative factors include:

Experienced and talented Staff

Organizational stability and clear leadership

Planned growth

Proper accounting and trading operations

Clearly specified investment style

Well conceived decision-making process

Capability to identify and rectify sources of problems

Quantitative factors include:

¢ Return expectations
Relative returns compared to a benchmark over time
Ratio of value added to the expected variability of returns
Consistent portfolio characteristics over time

Staff meets regularly with each manager and reviews the sources of performance gains and
losses in the manager’s portfolio. Staff prepares quarterly reports on each manager for the IAC
and Board meetings. These reports include performance information and pertinent updates about
the managers. Each quarter, each manager prepares a commentary concerning its recent
performance, future strategy and any organizational issues. Once a year, Staff has each manager
provide current information about the firm, portfolio managers and analysts, product offerings,
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accounts gained and lost, performance and other relevant information. When appropriate, a
given investment management firm will be interviewed at an IAC meeting.

A similar process of information flow and reporting is used to monitor internal investment Staff.

The SBI signs a contract with each investment manager it retains. The contract includes the
required state contract features and a set of investment guidelines established by the SBI for that
particular investment mandate. Staff uses these investment guidelines as part of its ongoing
discussions and monitoring of a given manager. Investment guidelines are reviewed by Staff and
reconfirmed with investment managers every year.

A sample investment manager contract and set of investment guidelines are in Tab R. A copy of
the quarterly manager commentary form and a sample performance graph are also in Tab R.

Whereas the principles of evaluation are the same, the long-term illiquid nature of alternative
investments requires a somewhat different process for selecting and evaluating alternative
investment managers. This process is explained fully in Tab P.

Process for hiring and firing investment managers

When the SBI recognizes a need to hire a new investment manager, the following process is
used. Staff, with ideas from IAC members and the SBI’s general consultant, generates a short
list of potential manager candidates and interviews these organizations. The general consultant
provides research on the candidate firms. Staff brings the names of finalist candidates to the IAC
for discussion. The IAC interviews the finalist firm and makes a recommendation to the Board.
The Board acts on the recommendation, and with approval of the recommendation Staff enters
into a contract with the approved firm.

The process for terminating a manager is similar. Staff brings a recommendation to the IAC for
terminating an investment manager. In most instances the reasons for termination involve
qualitative factors concerning the organization not performance of the manager. If it concurs, the
IAC recommends approval to the Board who has the authority to terminate a contract. If the
Board approves the recommendation, Staff terminates the contractual relationship with the
manager. Staff has discretion to remove assets from a manager’s portfolio. In the event Staff
must remove all assets, the Board must approve the termination of the contract.

Using separate accounts rather than commingled funds.

The SBI strongly prefers to retain domestic equity, international equity and bond managers on a
separate account basis not on a commingled fund basis. In a separate account the manager
invests only the assets of the SBI. In a commingled fund the manager invests the assets of the
SBI along with the assets of other entities. The preference for separate account relationships
rests primarily on the following factors. In a separate account the SBI is better able to guide the
investment manager’s behavior, to control fees, to minimize the impact of cash levels on
portfolio returns, to control custody of assets and to retain certain contract flexibility.
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With a separate account the SBI is better able to guide investment behavior by specifying
investment guidelines by which the manager will invest the portfolio. These guidelines include,
for example, the universe of acceptable investments necessary for statutory and investment style
considerations. When the SBI has questions about particular investments in the portfolio or the
general direction of results relative to the agreed upon benchmark, we expect a high degree of
responsiveness from the manager to our concerns. In a commingled fund the SBI is not the only
investor and cannot establish investment objectives. The manager invests for other investors and
may have less of a need to respond to the concerns of one shareholder. In a separate account the
SBI can set the terms of the relationship, whereas in a commingled fund the SBI must accept the
terms provided by the manager.

With a separate account the SBI may negotiate fees directly with the manager for the
management of SBI dollars. In a commingled fund the SBI must accept the fee structure offered
by the manager.

Cash levels may have an impact on portfolio returns. With a separate account the SBI expects
the manager to hold minimal levels of cash, and flows into and out of the portfolio are controlled
by SBI actions. In a commingled fund the actions of all shareholders affect cashflows. The
manager faces a somewhat higher level of uncertainty concerning the cash it needs to have in the
portfolio to address potential withdrawals and may hold a relatively larger portion in cash.
Sizable inflows may affect at the margin the choice of stocks the manager selects for investment.

In a separate account the SBI maintains custody of assets. The SBI has ownership of the assets
in the portfolio rather than owning shares in the commingled fund. Ownership provides the SBI
with proxy voting rights of its equity portfolios and the benefits from a securities lending
program, neither of which is available through a commingled fund.

Contract provisions differ between the two relationships. In general, in a separate account
relationship the SBI retains flexibility in negotiating contract terms rather than being bound by
commingled fund trust agreements. The commingled fund manager sets the rules for
withdrawing funds from the portfolio. In a separate account the SBI controls the timing of
contributions and withdrawals ensuring access to the assets. Compliance with state statutory
provisions is easier and more direct in a separate account. In a separate account the SBI is able
to reconcile holdings at various times and to audit the use of non-regulated derivatives or
leverage in the portfolio. Separate accounts are not subject to the Investment Company Act of
1940, for example, and therefore are not required to comply with several portfolio limits and
restrictions prescribed by the SEC as are mutual funds. Bank commingled funds are regulated
through bank regulatory processes and have their own set of restrictions not faced by the SBI in a
separate account. In separate account contracts, the SBI ensures that futures agreement language
is appropriate for SBI purposes, whereas mutual funds and bank commingled funds may set
different rules.
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The SBI recognizes that some market conditions make it necessary to consider investing on a
commingled basis. For example, in 2012 the SBI considered using commingled funds in
international emerging markets, but chose to continue with separate accounts.

The SBI is not authorized to use the separate account structure with alternative investments
managers. Investing in alternative investments by state law requires the SBI to participate in
legal structures operated by general partners in which the SBI is one of many investors in an
investment fund.

26



OTHER OPERATIONAL MATTERS

Investment Restrictions

The Board and the Legislature have enacted several restrictions affecting equity holdings in its
portfolios.

The Board maintains a policy not to hold or purchase stocks from companies that derive at least
15 percent of its revenue from the sales of tobacco.

The Legislature enacted laws that restrict the SBI from purchasing or holding stocks and bonds
of companies that meet specific criteria concerning doing business in the country of Iran
(M.S., section 11A.244).

The Legislature has enacted laws that restrict the SBI from purchasing or holding stocks of
companies that meet specific criteria concerning doing business in the country of Sudan
(M.S., section 11A.243).

Securities Lending

The SBI participates in a securities lending program managed by the custodian bank. All
securities in the accounts with the bank are eligible for the lending program. The program
provides incremental returns for the funds. Cash collateral received for the loaned securities is
invested by the custodian in a separate account on a fully indemnified basis subject to guidelines
from the SBI. The SBI monitors this invested collateral with the same tools and procedures used
to monitor other investment managers.

Performance Based Fees

The SBI has developed and implemented a performance based fee program for domestic equity
managers with accounts in excess of $100 million to help align the interests of the managers and
the SBI.

A SBI position paper concerning performance based fees can be found in Tab S.
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Administrative Management

By law or good business practice, the SBI undertakes a host of tasks broadly defined as
administrative management.

Each year Staff prepares an annual management and budget plan. The plan includes a proposed
work plan that is a compilation of on-going responsibilities and new initiatives for the coming
year. The proposed management and budget plans are reviewed and approved by the
Administrative Committee and recommended to the Board for final approval. The IAC also
reviews the plan and budget but takes no formal action on them. The results of Staff’s
implementation of the management plan form the basis of the Board’s annual review of the
Executive Director.

A copy of the Management and Budget Plan is available from Staff. An executive summary of
the Plan can be found in Tab T.

For quarterly meetings of the IAC and the Board, Staff prepares a report which includes detailed
reports on managers’ short and long-term performance, any relevant organizational updates of
the managers, market information, fund performance, and reports detailing current issues under
review.

By law, the SBI is required to publish an annual report describing its operations and results for
each fiscal year ending June 30. By law, the SBI is required to publish a prospectus describing
the investment options available through the Supplemental Investment Fund. A copy of either is
available from Staff or can be found on the SBI’s website.

The SBI maintains a website (www.sbi.state.mn.us) to provide easy access to information about
SBI activities. Information available includes the SBI’s most recent annual reports, meeting
notices, a summary of the most recent quarterly Board meeting minutes, and general information
about the SBI.

The Staff maintains a record retention policy. In general, five years of history and current year
records are retained, however, there are exceptions to this policy. For example, legal contracts
and alternative investment partnership agreements are retained until Staff receives authorization
from the attorney general’s office to dispose of them. Copies of each annual report are also
maintained.

The SBI maintains a disaster recovery plan to ensure operations and access to liquidity will
continue in the event of disaster.

The SBI maintains an investment policy covering Staff purchases and sales of securities for their
personal investments. Each Staff member must provide information about the purchase or sale
of securities and receive signed authorization from the Executive Director or Assistant Executive
Director prior to the transaction. Quarterly, each Staff member must provide a list of their
holdings which is compiled into a report that is sent to each Board member.

28



TAB



(Blank)



1 MINNESOTA STATUTES 2012 11A.02

CHAPTER 11A
INVESTMENT OF STATE AND PENSION ASSETS
11A.01 STATEMENT OF PURPOSE. 11A.17 MINNESOTA SUPPLEMENTAL INVESTMENT
FUND.
11A.02 DEFINTITIONS.
11A20 INVESTMENT OF STATE TREASURY FUNDS
11A.03 STATE BOARD; MEMBERSHIP; ORGANIZATION. NOT CURRENTLY NEEDED.
11A.07 EXECUTIVE DIRECTOR. 11A.23 INVESTMENT OF RETIREMENT FUNDS AND
11A.075 DISCLOSURE OF EXPENSE REIMBURSEMENT. PLANS.
11A.235 ACCOUNT FOR INVESTMENT OF CERTAIN
11A.08 INVESTMENT ADVISORY COUNCIL.
! OUN DULUTH FUNDS OR ASSETS.
09 TANDARD OF CARE.
1A S o 11A24 AUTHORIZED INVESTMENTS.
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1Al DUTIES OF OTHER OFFICIALS 11A.241 INVESTMENT IN NORTHERN IRELAND.
11A.11 INVESTMENT AND EXPENSE APPROPRIATION. LA 243 s IN SUDAN.
. L : DISPOSITION,
11A.12 GAINS AND LOSSES; DISPOSITIO LA 244 INVES N IRAN.
. UMEN N.
HA 13 ASSETS AND DOC TATIO 11A25 ADDITIONAL INVESTMENT PROVISIONS.
11A.14 MINNESOTA COMBINED INVESTMENT FUNDS,
11A27 REPORT ON INVESTMENT CONSULTANT
11A.15 STATE BOND FUND. ACTIVITIES AND DELIVERABLES.
11A.16 PERMANENT SCHOOL FUND.

11A.01 STATEMENT OF PURPOSE.

The purpose of this chapter is to establish standards, in addition to the applicable standards
of chapter 356A, to ensure that state and pension assets subject to this legislation will be
responsibly invested to maximize the total rate of return without incurring undue risk.

History: 1980 c 607 art 14 s 1, 1989c 319 art8s 2

11A.02 DEFINITIONS.

Subdivision 1. Applicability. For the purposes of sections 11A.01 to 11A.25, the terms
defined in this section shall have the meanings given them.

Subd. 2. State board. "State board" means the Minnesota State Board of Investment
created by article XI, section 8 of the Constitution of the state of Minnesota for the purpose of
administering and directing the investment of all state funds and pension funds.

Subd. 3. Council. "Council" means the Investment Advisory Council created by section
11A.08.

Subd. 4. Fund. "Fund" means any of the individual funds, including but not limited to the
permanent school fund, general fund of the state, retirement funds and other funds and accounts
for which the state board has responsibilities.

Subd. 5. Director. "Director” means the executive director of the state board.

Subd. 6. Management. "Management" means the performance or delegation of general
management duties relating to any fund established pursuant to this chapter.

History: 1980 ¢ 607 art 14 s 2
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11A.03 STATE BOARD; MEMBERSHIP; ORGANIZATION.

Pursuant to article XI, section 8, of the Constitution of the state of Minnesota, the state
board shall be composed of the governor, state auditor, secretary of state, and attorney general.
The governor shall serve as ex officio chair of the state board.

History: 1980 c 607 art 14 s 3; 1986 ¢ 444, 1998 ¢ 387 art 2 5 3

11A.04 DUTIES AND POWERS; APPROPRIATION.
The state board shall:

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

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

(3) Employ an executive director as provided in section 11A.07.
(4) Employ investment advisors and consultants as it deems necessary.

(5) Prescribe policies concerning personal investments of all employees of the board to
prevent conflicts of interest.

(6) Maintain a record of its proceedings.

(7) As it deems necessary, establish advisory committees subject to section 15.059 to assist
the board in carrying out its duties.

(8) Not permit state funds to be used for the underwriting or direct purchase of municipal
securities from the issuer or the issuer's agent.

(9) Direct the commissioner of management and budget to sell property other than money
that has escheated to the state when the board determines that sale of the property is in the best
interest of the state. Escheated property must be sold to the highest bidder in the manner and upon
terms and conditions prescribed by the board.

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

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

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

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

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

(15) Contract, as necessary, with the board of trustees of the Minnesota State Universities
and Colleges System for the provision of investment review and selection services under section
354B.25, subdivision 3, and arrange for the receipt of payment for those services.

There is annually appropriated to the state board, from the assets of the funds for which the
state board provides investment services, sums sufficient to pay the costs of all necessary expenses
for the administration of the board. These sums will be deposited in the State Board of Investment
operating account, which must be established by the commissioner of management and budget.

History: 1980 c 607 art 14 s 4; 1982 ¢ 587 s 1; 1986 ¢ 444, 1987 c 372 art 8 s 1; 1989 ¢
319art 853, 1993c 244 art 25 1, 1998 c 254 art 1 52, 2003 c 112 art 2 5 50; 2005 ¢ 55 5 1;
2006 c 277 art 45 2; 2009 ¢ 101 art 2 5 109; 2010 ¢ 359 art 8 s 1

11A.041 [Repealed, 2009 ¢ 169 art 1 s 77]

11A.07 EXECUTIVE DIRECTOR.
Subdivision 1. Selection. The state board shall select an executive director.

Subd. 2. Qualifications. The director of the state board shall be well qualified by training
to administer and invest the money available for investment and possess experience in the
management of institutional investment portfolios. The director shall be in the unclassified state
service and serve at the pleasure of the state board.

Subd. 3. [Repealed, 1983 ¢ 305 s 28]
Subd. 4. Duties and powers. The director, at the direction of the state board, shall:

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

(2) prepare and submit biennial and annual budgets to the board and with the approval of
the board submit the budgets to the Department of Management and Budget;

(3) employ professional and clerical staff as necessary. Employees whose primary
responsibility is to invest or manage money or employees who hold positions designated as
unclassified under section 43A.08, subdivision 1a, are in the unclassified service of the state.
Other employees are in the classified service. Unclassified employees who are not covered by a
collective bargaining agreement are employed under the terms and conditions of the compensation
plan approved under section 43A.18, subdivision 3b;

(4) report to the state board on all operations under the director's control and supervision;
(5) maintain accurate and complete records of securities transactions and official activities;

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

(7) cause securities acquired to be kept in the custody of the commissioner of management
and budget or other depositories consistent with chapter 356A, as the state board deems
appropriate;
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(8) prepare and file with the director of the Legislative Reference Library, by December 31
of each year, a report summarizing the activities of the state board, the council, and the director
during the preceding fiscal year. The report must be prepared so as to provide the legislature and
the people of the state with a clear, comprehensive summary of the portfolio composition, the
transactions, the total annual rate of return, and the yield to the state treasury and to each of
the funds whose assets are invested by the state board, and the recipients of business placed
or commissions allocated among the various commercial banks, investment bankers, money
managers, and brokerage organizations and the amount of these commissions or other fees. The
report must include an executive summary;

(9) include on the state board's Web site its annual report and an executive summary of
its quarterly reports;

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

(11) receive and expend legislative appropriations; and

(12) undertake any other activities necessary to implement the duties and powers set forth
in this subdivision consistent with chapter 356A.

Subd. 5. Apportionment of expenses. The annual expenses incurred by the State Board of
Investment will be apportioned among the state general fund, the retirement funds administered
by the Minnesota State Retirement System, Public Employees Retirement Association, and
Teachers Retirement Association, and all other funds as follows:

(1) on a biennial basis, the State Board of Investment, in accordance with biennial budget
procedures established by the commissioner of management and budget, may request a direct
appropriation that represents the portion of the State Board of Investment expenses necessary to
provide investment services to the state general fund. This appropriation must be deposited in the
State Board of Investment operating account;

(2) the executive director shall apportion the actual expenses incurred by the State Board of
Investment, less the charge to the state general fund, among the funds whose assets are invested
by the State Board of Investment, with the exception of the state general fund, based on the
weighted average assets under management during the fiscal year. The amounts necessary to pay
these charges are apportioned from the investment earnings of each fund. Receipts must be
credited to the State Board of Investment operating account;

(3) the actual expenses apportioned and charged to the funds, with the exception of the
state general fund and the retirement funds administered by the Minnesota State Retirement
System, Public Employees Retirement Association, and Teachers Retirement Association,
must be calculated, billed, and paid on a quarterly basis in accordance with procedures for
interdepartmental payments established by the commissioner of management and budget; and

(4) the annual estimated expenses to be incurred by the State Board of Investment that will
be payable by the retirement funds administered by the Minnesota State Retirement System,
Public Employees Retirement Association, and Teachers Retirement Association must be
deposited in the State Board of Investment operating account on the first business day of each
fiscal year. A reconciliation of the actual expenses compared to the estimated costs must occur
at the end of each fiscal year with any surplus or deficit being credited or debited to each of the
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respective funds. The State Board of Investment must present a statement of accrued actual
expenses to each fund at the end of each quarter during each fiscal year.

History: 1980 c 607 art 145 5; 1982 ¢ 560 s 3; 1983 ¢ 324 s 1; 1Sp1985 ¢ 135 76, 1986 ¢
444; 1989 c 319 art 8 s 4, 1990c 594 art 1 s 40; 2003 c 112 art 2 5 50, 2005 ¢ 55 5 2; 2006 ¢ 277
art 45 3,4;,2009c 101 art 2 5 19,109, 2012 ¢ 286 art 10 s 1

11A.075 DISCLOSURE OF EXPENSE REIMBURSEMENT.

(a) A member or employee of the state board must annually disclose expenses paid for or
reimbursed by: (1) each investment advisor, consultant, or outside money manager under contract
to the state board; (2) each investment advisor, consultant, or outside money manager that has
bid on a contract offered by the state board during that year; and (3) each business, including
officers or employees of the business, in which the state board has invested money under the
board's control during the annual reporting period. The disclosure requirement of this paragraph
does not apply to expenses or reimbursements from an investment advisor, consultant, money
manager or business if the board member or employee received less than $50 during the annual
reporting period from that person or entity.

(b) For purposes of this section, expenses include payments or reimbursements for meals,
entertainment, transportation, lodging, and seminars.

(c) The disclosure required by this section must be filed with the Campaign Finance and
Public Disclosure Board by April 15 each year. Each disclosure report must cover the previous
calendar year. The statement must be on a form provided by the Campaign Finance and Public
Disclosure Board. An individual who fails to file the form required by this section or who files
false information, is subject to penalties specified in sections 10A.09 and 10A.025, subdivision 2.

History: 1993 ¢ 192 5 37, 1997 ¢ 202 art 2 5 63; 1999 ¢ 220 5 50

11A.08 INVESTMENT ADVISORY COUNCIL.

Subdivision 1. Membership. There is created an Investment Advisory Council consisting
of 17 members. Ten of these members must be experienced in general investment matters. The
state board must appoint the ten members. The other seven members are: the commissioner of
management and budget; the executive director of the Minnesota State Retirement System; the
executive director of the Public Employees Retirement Association; the executive director of the
Teachers Retirement Association; a retiree currently receiving benefits from a statewide retirement
plan; and two public employees who are active members of funds whose assets are invested by the
state board. The governor must appoint the retiree and the public employees for four-year terms.

Subd. 2. Duties and powers. The council shall:
(1) advise the state board and the director on general policy matters relating to investments;

(2) advise the state board and the director on methods to improve the rate of return on
invested money while insuring adequate security for that money;

(3) advise the state board and the director on the form and content of the report required by
section 11A.07, subdivision 4, clause (7), so that the report clearly and objectively discloses the
investment activities of the state board and the director;

(4) perform other tasks of an advisory nature as requested by the state board.
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Subd. 3. Officers; meetings. The council shall annually elect a chair and vice-chair from
among its members, and may elect other officers as necessary. The council shall meet upon the
call of the chair of the council or the chair of the state board.

Subd. 4. Terms; compensation; removal; vacancies; expiration. The membership terms,
compensation, removal of members appointed by the state board, and filling of vacancies of
members shall be as provided in section 15.059 except that council members shall not receive a
per diem. The council is not subject to the expiration date provisions of section 15.059.

Subd. 5. Liability; indemnification. A member of the council shall be indemnified and
held harmless by the state for any reasonable costs or expenses incurred as a result of any actual or
threatened litigation or administrative proceedings arising out of the performance of the member's
duties, except an action brought by the state or agency thereof arising from the failure of a council
member to perform duties in the manner prescribed in section 11A.09.

Subd. 6. Conflict of interest; economic interest statement. No member of the council
may participate in deliberations or vote on any matter before the council which will or is likely
to result in direct, measurable economic gain to the member. Additionally, no member of the
council appointed by the state board may participate in deliberations or vote on any matter
before the council which will or is likely to result in direct, measurable economic gain to that
member's employer. Members of the council shall file with the Campaign Finance and Public
Disclosure Board an economic interest statement in a manner as prescribed by section 10A.09,
subdivisions 5 and 6.

History: 1980 c 607 art 14 s 6; 1981 ¢ 298 s 3; 3Sp1982c 1 art 2 s 3; 1983 ¢ 260 s 4; 1983
c32452; 1984 c 654 art 2 s 38; 1986 c 444, 1993 ¢ 300 s 1; 2009 ¢ 169 art 1 s 6,109

11A.09 STANDARD OF CARE.

In the discharge of their respective duties, the members of the state board, director, board
staff, and members of the council and any other person charged with the responsibility of
investing money pursuant to the standards set forth in sections 11A.01 to 11A.25 shall act in good
faith and shall exercise that degree of judgment and care, under circumstances then prevailing,
which persons of prudence, discretion, and intelligence exercise in the management of their own
affairs, not for speculation, but for investment, considering the probable safety of their capital as
well as the probable income to be derived therefrom. In addition, for the investment of pension
fund assets, the members and director of the state board and members of the Investment Advisory
Council shall act in accordance with chapter 356A.

History: 1980 c 607 art 145 7; 1989c 319 art8s 5
11A.10 DUTIES OF OTHER OFFICIALS.

Subdivision 1. Custody of securities. The commissioner of management and budget and
other custodians of securities belonging to the various funds shall provide in the appropriate cases
the state board and its delegates with reasonable access thereto. Each security shall be held as an
asset of the fund from which the investment expenditure was made.

Subd. 2. Escheated property. The commissioner of management and budget shall report
immediately to the state board all personal property other than money received by the state of
Minnesota as escheated property. If the state board elects to sell escheated property, all money
received from the sale shall be credited to the general fund of the state.
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Subd. 3. Audits. State audits of the activities of the state board and its delegates shall be
conducted by the legislative auditor.

Subd. 4. Office space. The commissioner of administration shall provide the director and
staff with suitable office and storage space in the State Capitol complex as near as practicable
to the office of the commissioner of management and budget.

History: 1980 c 607 art 14 s 8; 2003 ¢ 112 art 2 5 50, 2009 ¢ 101 art 2 s 109

11A.11 INVESTMENT AND EXPENSE APPROPRIATION.

There is appropriated to the state board annually, and from time to time, the various moneys
as are available for investment in the various funds subject to their supervision and control, for
the purposes of the purchase, sale, exchange and lending of securities, reinvestment activities,
payment of the execution expenses of securities transactions, amortization of premiums or
accumulation of discounts, and contribution and redemption of participation in the funds.

History: 1980 ¢ 607 art 14 s 9

11A.12 GAINS AND LOSSES; DISPOSITION.

All interest and profit accruing from and all losses incurred by investment activity shall be
credited to or borne by the fund from which the investment was made.

History: 1980 ¢ 607 art 14 s 10

11A.13 ASSETS AND DOCUMENTATION.

Subdivision 1. Legal title to fund assets. Legal title to the assets of state funds to be
invested by the state board must be in the state of Minnesota, or its nominees. Legal title to
pension funds to be invested by the state board must be as specified in section 356A.06.

Subd. 2. Rights of employees; validity of documentation. The rights of any public
employee to any assets in the retirement funds shall be as fixed by the law or laws authorizing or
requiring a retirement fund to purchase or order the redemption of investment participations or
units on behalf of the public employee. The state board may rely on the documents, forms and
applications of the various retirement funds which accompany money for investment or orders
to redeem assets as being made in concert with the applicable law and with the rights of the
public employees concerned. Accordingly, the state board need not inquire into the legality or
validity of any documents, forms and applications.

History: 1980 c 607 art 145 11; 1989 c 319 art 85 6

11A.14 MINNESOTA COMBINED INVESTMENT FUNDS.

Subdivision 1. Establishment. The Minnesota combined investment funds are established
for the purpose of providing investment vehicles for assets of the participating public retirement
plans and nonretirement funds. The assets of participating nonretirement funds may not be
commingled with the assets of participating public retirement plans. The combined funds shall
consist of the following investment accounts: cash management accounts, equity accounts, fixed
income accounts, and any other accounts determined appropriate by the state board.

Subd. 2. Assets. The assets of the combined investment funds shall consist of the money
certified to and received by the state board from participating retirement plans and nonretirement
funds which shall be used to purchase investment shares in the appropriate investment accounts.
Each participating plan or fund shall own an undivided participation in all the assets of the
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particular accounts of the combined funds in which it participates. As of any date, the total claim
of a participating plan or fund on the assets in each account shall be equal to the ratio of units
owned by a plan or fund in each account to the total issued units then outstanding.

Subd. 3. Management. The combined investment funds shall be managed by the state
board.

Subd. 4. Investments. The assets of the combined investment funds shall be invested by
the state board subject to the provisions of section 11A.24, except that any individual account
may be completely invested in a single asset class or managed in a separate account by the
state board at its discretion.

Subd. 5. Participation in Minnesota combined investment funds. Any public retirement
plan or nonretirement fund authorized by law to have its assets managed by the state board may
participate in the Minnesota combined investment funds.

Subd. 6. Initial transfer of assets. As of July 1, 1980, or a later date as determined by the
state board, the participating funds shall transfer to the combined investment funds all appropriate
securities then held together with cash necessary for the purchase of units in the combined fund
accounts.

Subd. 7. Initial valuation of assets and units. All assets transferred to the Minnesota
combined investment funds shall be valued at their current market value as determined by the
state board, including accrued interest. The initial value of each account unit shall be $1,000
with each participating fund allocated units in the various accounts of the Minnesota combined
investment funds in the same proportion as their assets are to the total assets in each account.

Subd. 8. Realized appreciation or depreciation. Any realized gains or losses in the value
of investments incurred by a transferring fund pursuant to subdivision 7 shall be recognized
on the date of the transfer.

Subd. 9. Valuation of units. (a) Valuation of units for the accounts in the Minnesota
combined investment funds shall be performed as of the last business day of each month, or more
frequently should the state board determine that additional valuation dates are necessary.

(b) The value of a unit for each account shall be determined by the following procedure:

(1) As of the close of business on the valuation date the state board shall determine the fair
market value of each asset in each account, using the references, pricing services, consultants, or
other methods as the state board deems appropriate.

(2) The sum total of the market value of all securities plus cash, less the value of
undistributed income in each account, shall be divided by the number of units issued and
outstanding for the account to determine the value per account unit.

Subd. 10. Purchase and redemption of units. Purchase and redemption of units shall be
on the first business day following the valuation date. All transactions shall be at the unit value
established on the immediately preceding valuation date. Except for the initial purchase of units
by an authorized participant, all purchases and redemptions shall be made in cash unless the state
board determines that an exception is necessary.

Subd. 11. Earnings defined. Investment earnings shall be the sum total of the following
of each account:

(1) Dividends receivable on securities trading ex-dividend to and including the valuation
date.
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(2) Cash dividends received to and including the valuation date that were not accounted for
on a previous valuation date.

(3) Accrued interest to and including the valuation date.

(4) Interest received which had not been accrued and accounted for on a prior valuation date.
(5) Income from the sale of options, rights, warrants, or security lending.

(6) Other income received to and including the valuation date.

Subd. 12. Distribution of earnings. At least once each year the state board shall distribute
to each participant net earnings determined proportionately in accordance with their average unit
holdings in each account during the period. Unless otherwise directed by the participating fund,
any distributions shall be used to purchase additional units in the accounts.

Subd. 13. Records required. The executive director of the state board shall keep accounting
records. The records shall reflect the number of units in the Minnesota combined investment funds
owned by each participating fund. No certificates or other evidence of ownership shall be required.

Subd. 14. Reports required. As of each valuation date, or as often as the state board
determines, each participant shall be informed of the number of units owned and the current
value of the units.

History: 1980 c 607 art 145 12; 1981 ¢ 37 5 2; 1984 ¢ 383 51, 1985 c 224 5 1; 1990 ¢ 426
art1s3;,1992¢ 53951, 1993 ¢ 3005 2-5; 2012 c286 art 105 2

11A.15 STATE BOND FUND.

Subdivision 1. Establishment. Pursuant to article XI, section 7, of the Constitution of the
state of Minnesota, there is hereby established a state bond fund for the purpose of the timely
payment of principal and interest on bonds for which the full faith and credit of the state has
been pledged. The state bond fund shall be a continuation of the state bond fund in existence
on January 1, 1980.

Subd. 2. Assets. Any money appropriated to the state bond fund, any income arising from
the invested assets of the state bond fund which is not immediately required to pay the principal
or interest on state bonds and any proceeds arising from the sale of any securities in the state bond
fund shall constitute the assets of the state bond fund.

Subd. 3. Management. The state bond fund shall be managed by the commissioner of
management and budget who shall, from time to time, certify to the state board those portions
of the state bond fund which in the judgment of the commissioner of management and budget
are not required for immediate use.

Subd. 4. Investment. The state board shall invest assets of the state bond fund subject to
the provisions of section 11A.25.

Subd. 5. Withdrawal of assets. Securities sufficient to equal the amount of money
certified by the commissioner of management and budget as necessary to pay the principal or
interest due on state bonds in excess of any cash on hand shall be sold at the request of the
commissioner of management and budget and the certified amount of money shall be transferred
to the commissioner of management and budget.

Subd. 6. Credit of income towards subsequent appropriations. Notwithstanding
provisions of section 11A.12, the net income of the state bond fund after the recovery of any losses
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from the sale of securities shall be deducted from the amount of any subsequent appropriations for
the payment of principal and interest of state bonds.

History: 1980 ¢ 607 art 14 5 13; 2003 c 112 art 2 s 50, 2009 ¢ 101 art 2 s 109

11A.16 PERMANENT SCHOOL FUND.

Subdivision 1. Establishment. Pursuant to article XI, section 8, of the Constitution of
the state of Minnesota, there is hereby established a permanent school fund which shall be a
continuation of the permanent school fund in existence on January 1, 1980.

Subd. 2. Assets. The permanent school fund shall consist of the proceeds derived from the
school lands, the swamp lands and the internal improvement lands granted to the state and all
cash and investments credited to the permanent school fund, to the swamp land fund and to
the internal improvement land fund.

Subd. 3. Management. The permanent school fund shall be managed by the commissioner
of management and budget.

Subd. 4. Investment. The permanent school fund shall be invested by the state board
subject to the provisions of section 11A.24.

Subd. 5. Calculation of income. As of the end of each fiscal year, the state board shall
calculate the investment income earned by the permanent school fund. The investment income
earned by the fund shall equal the amount of interest on debt securities, dividends on equity
securities, and interest earned on certified monthly earnings prior to the transfer to the Department
of Education. Gains and losses arising from the sale of securities shall be apportioned as follows:

(a) If the sale of securities results in a net gain during a fiscal year, the gain shall be
apportioned in equal installments over the next ten fiscal years to offset net losses in those years.
If any portion of an installment is not needed to recover subsequent losses identified in paragraph
(b) it shall be added to the principal of the fund.

(b) If the sale of securities results in a net loss during a fiscal year, the net loss shall be
recovered first from the gains in paragraph (a) apportioned to that fiscal year. If these gains are
insufficient, any remaining net loss shall be recovered from interest and dividend income in equal
installments over the following ten fiscal years.

Subd. 6. Disposition of income. Notwithstanding provisions of section 11A.12, the income
of the permanent school fund as calculated pursuant to subdivision 5, shall be credited to the
permanent school fund, and transferred to the school endowment fund as needed for payments
made pursuant to section 127A.32.

History: 1980 c 607 art 14 s 14; 1984 ¢ 482 5 3; 1992 ¢ 5395 2; 1999c 86 art 1 s 3;
2009 ¢ 101 art 2 s 109, 1Sp2011 c 11 art I s 1
11A.17 MINNESOTA SUPPLEMENTAL INVESTMENT FUND.

Subdivision 1. Purpose; accounts; continuation. (a) The purpose of the supplemental
investment fund is to provide an investment vehicle for the assets of various public retirement
plans and funds.

(b) The fund consists of eight investment accounts: an income share account, a growth
share account, an international share account, a money market account, a fixed interest account, a
bond market account, a common stock index account, and a volunteer firefighter account.
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(c) The supplemental investment fund is a continuation of the supplemental retirement
fund in existence on January 1, 1980.

Subd. 2. Assets. (a) The assets of the supplemental investment fund consist of the money
certified and transmitted to the state board from the participating public retirement plans and
funds and from the voluntary statewide lump-sum volunteer firefighter retirement plan under
section 353G.08.

(b) With the exception of the assets of the voluntary statewide lump-sum volunteer
firefighter retirement fund, the assets must be used to purchase investment shares in the investment
accounts as specified by the plan or fund. The assets of the voluntary statewide lump-sum
volunteer firefighter retirement fund must be invested in the volunteer firefighter account.

(c) These accounts must be valued at least on a monthly basis but may be valued more
frequently as determined by the State Board of Investment.

Subd. 3. Management. The supplemental investment fund shall be managed by the state
board.

Subd. 4. Investment. The assets of the supplemental investment fund must be invested by
the state board subject to section 11A.24; provided, however, that:

(1) the bond market account and the money market account must be invested entirely
in debt obligations;

(2) the growth share account and the common stock index account may be invested entirely
in corporate stocks;

(3) the international share account may be invested entirely in international stocks; and

(4) the fixed interest account may be invested in guaranteed investment contracts and
debt obligations.

Subd. 5. Participating public retirement plans or funds. Any public retirement plan
or fund authorized or required by law to invest its assets in the supplemental investment fund
may from time to time as provided by law certify moneys to the state board for the purchase of
investment shares in the investment accounts of the supplemental investment account. The state
board shall credit each purchase of investment shares to the appropriate participating public
retirement plan or fund and shall confirm each purchase in writing to the appropriate plan or fund.
Each participating public retirement plan or fund shall maintain adequate records to account for
money certified to the supplemental investment fund.

Subd. 6. Participation in fund. Each public retirement plan or fund which has certified
money to the state board for investment in the supplemental investment fund shall have a
participation in each investment account of the fund in which it has money invested. The
participation shall be determined by the ratio of the number of shares credited to the public
retirement plan or fund to the total number of shares in that account.

Subd. 7. Purchase of shares. The state board shall allocate shares in the investment account
or accounts at least monthly following the receipt of the funds for purchase of shares from the
public retirement plan or fund as specified in the certification. The purchase price for shares shall
be determined using the procedure specified in subdivision 9.

Subd. 8. Redemption of shares. The state board shall redeem shares in the investment
account or accounts on the first business day after the valuation date next following the receipt of
the request for redemption of shares from the public retirement plan or fund. The redemption
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value for shares shall be determined using the procedure specified in subdivision 9. Money
representing the value of the redeemed shares shall be transmitted to the public retirement plan
or fund making the request.

Subd. 9. Valuation of investment shares. The value of investment shares in the income
share account, the growth share account, the international share account, the bond market account,
and the common stock index account must be determined by dividing the total market value of the
securities constituting the respective account by the total number of shares then outstanding in
the investment account. The value of investment shares in the money market account and the
fixed interest account is $1 a share. Terms as to withdrawal schedules will be agreed upon by
the public retirement fund and the state board.

Subd. 10. Certifications for investment and requests for redemption. The state board
may specify the required forms for certifications of money for investment and requests for
redemption of investment shares and may require the filing of any other documents which
it deems necessary.

Subd. 10a. [Repealed, 1998 ¢ 390 art 2 s 21 para (a)]

Subd. 11. Prospectus. Annually, by July 2, the state board shall prepare and shall issue
a prospectus for the supplemental investment fund with separate exhibits for each investment
account. The exhibit for each account must include its investment objectives, asset allocation, and
past investment performance. Upon request, the board shall provide a list of each security in the
fund and show the following items, whichever are applicable:

(1) the purchase price of the security;
(2) the current market value of the security;
(3) the current dividend or interest rate of the security;

(4) the rating of a debt security issued by a nationally recognized rating agency if it is other
than a security issued or guaranteed by the United States government.

The state board shall transmit sufficient copies of the prospectus to each public retirement
plan or fund participating in the supplemental investment account to meet the plan or fund's
distribution requirements. The prospectus must be filed with the director of the Legislative
Reference Library as provided by section 3.195.

Subd. 12. [Repealed, 1988 ¢ 453 s 12]
Subd. 13. [Repealed, 1988 c 453 s 12]
Subd. 14. [Repealed, 1998 ¢ 390 art 2 s 21 para (a)]

History: 1980 c 607 art 145 15; 1981 ¢ 208 s 1, 1981 ¢ 224 s 14, 1983 ¢ 3245 3; 1985 ¢
2245 2; 1986 ¢ 356 5 1-5; 1988 ¢ 453 5 1-5; 1992 ¢ 539 5 3-7; 1994 ¢ 604 art 1 s 1-5; 1998 ¢ 390
art 25 2; 1Sp2003 c 12 art2s 1; 2009 c 325 5; 2009 c 169 art 95 1,2

11A.18 [Repealed, 2009 ¢ 169 art 1 s 77]
11A.181 [Repealed, 2009 ¢ 169 art 1 s 77]

11A.19 Subdivision 1. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 2. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 3. [Repealed, 1990 ¢ 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
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Subd. 4. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 5. [Repealed, 1990 ¢ 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 6. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 7. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 8. [Repealed, 1990 c 426 art 1 s 1; 1990 ¢ 570 art 12 s 64]
Subd. 9. [Repealed, 1990 ¢ 426 art 1 s 2; 1990 ¢ 570 art 12 s 64]

11A.20 INVESTMENT OF STATE TREASURY FUNDS NOT CURRENTLY NEEDED.

Subdivision 1. Certification. When there are funds in the state treasury over and above the
amount that the commissioner of management and budget has determined are currently needed,
the commissioner shall certify to the state board the amount thereof.

Subd. 2. Investment. The certified amount of state treasury funds not currently needed
shall be invested by the state board subject to the provisions of section 11A.25.

Subd. 3. Crediting of investment income. Notwithstanding provisions of section 11A.12,
all investment income and all investment losses attributable to the investment of state treasury
funds, other than the game and fish fund, not currently needed shall be credited to the general fund.

History: 1980 ¢ 607 art 14 5 18; 1981 ¢ 356 s 254, 1Sp1985 c 13 5 77; 2009 ¢ 101 art 2
s 109

11A.21 INVESTMENT OF HIGHWAY FUNDS.

Subdivision 1. Certification. The commissioner of transportation shall certify to the state
board those portions of the highway user tax distribution fund established pursuant to article
X1V, section 5 of the Constitution of the state of Minnesota; the trunk highway fund established
pursuant to article XIV, section 6 of the Constitution of the state of Minnesota; the county state-aid
highway fund established pursuant to article XIV, section 7 of the Constitution of the state of
Minnesota; and the municipal state-aid street fund established pursuant to article XIV, section
8 of the Constitution of the state of Minnesota, which in the judgment of the commissioner
are not required for immediate use.

Subd. 2. Investment. The certified amount of highway funds not currently needed shall be
invested by the state board subject to the provisions of section 11A.25.

History: 1980 ¢ 607 art 14 s 19; 1993 ¢ 266 s 14
11A.22 [Repealed, 1989 c 335 art 4 s 109]

11A.23 INVESTMENT OF RETIREMENT FUNDS AND PLANS.

Subdivision 1. Certification of assets not needed for immediate use. Each executive
director administering a retirement fund or plan enumerated in subdivision 4 shall, from time to
time, certify to the state board for investment those portions of the assets of the retirement fund or
plan which in the judgment of the executive director are not required for immediate use.

Subd. 2. Investment. Retirement fund assets certified to the state board under subdivision 1
must be invested by the state board subject to the provisions of section 11A.24. Retirement fund
assets transferred to the combined investment fund or the supplemental investment fund must be
invested by the state board as part of those funds.
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Subd. 3. Withdrawal of assets. When an executive director administering a retirement
fund or plan enumerated in subdivision 4, certifies to the state board that invested assets of the
fund or plan are required for immediate use, the state board shall sell securities to equal the
amount of assets certified as required and shall order the transfer of the assets to the appropriate
executive director.

Subd. 4. Covered retirement funds and plans. The provisions of this section apply to the
following retirement funds and plans:

(1) Board of Trustees of the Minnesota State Colleges and Universities supplemental
retirement plan established under chapter 354C;

(2) state employees retirement fund established pursuant to chapter 352;

(3) correctional employees retirement plan established pursuant to chapter 352;

(4) State Patrol retirement fund established pursuant to chapter 352B;

(5) unclassified employees retirement plan established pursuant to chapter 352D;

(6) general employees retirement fund established pursuant to chapter 353;

(7) public employees police and fire fund established pursuant to chapter 353;

(8) teachers' retirement fund established pursuant to chapter 354;

(9) judges' retirement fund established pursuant to chapter 490; and

(10) any other funds required by law to be invested by the board.

History: 1980 ¢ 607 art 14 s 21; 1981 ¢ 37 s 2; 1981 ¢ 208 5 10; 1981 ¢ 224 s 15; 1992 ¢
464 artls2; art2s1;1993c13artls8 1995c 14l art4s1; 1995¢c 212 art4s64; 2009 c
169 art1s78;2010c359arti2s2

11A.235 ACCOUNT FOR INVESTMENT OF CERTAIN DULUTH FUNDS OR ASSETS.

Subdivision 1. Establishment. The State Board of Investment, when requested by the city
of Duluth, may invest the funds or assets of the city's community investment trust fund in a special
account for that purpose in the combined investment funds established in section 11A.14, subject
to the policies and procedures established by the State Board of Investment. Use of the funds in the
account is restricted to debt service payments for the city's street improvement program or to any
other use approved in accordance with Section 54(E) of the home rule charter of the city of Duluth.

Subd. 2. Account maintenance and investment. The city may deposit money in the
account and may withdraw money from the account for purposes approved by the Duluth City
Council in accordance with Section 54(E) of the home rule charter of the city of Duluth. Such
transactions must be at a time and in a manner required by the executive director of the State
Board of Investment. Investment earnings must be credited to the account of the city. The account
may be terminated by the city at any time.

History: 2007 ¢ 14 s 1

11A.24 AUTHORIZED INVESTMENTS.

Subdivision 1. Securities generally. (a) The state board is authorized to purchase, sell,
lend, and exchange the securities specified in this section, for funds or accounts specifically
made subject to this section, including puts and call options and future contracts traded on a
contract market regulated by a governmental agency or by a financial institution regulated
by a governmental agency. These securities may be owned directly or through shares in
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exchange-traded or mutual funds, or as units in commingled trusts, subject to any limitations
as specified in this section.

(b) Any agreement to lend securities must be concurrently collateralized with cash or
securities with a market value of not less than 100 percent of the market value of the loaned
securities at the time of the agreement. Any agreement for put and call options and futures
contracts may only be entered into with a fully offsetting amount of cash or securities. Only
securities authorized by this section, excluding those under subdivision 6, paragraph (a), clauses
(1) to (3), may be accepted as collateral or offsetting securities.

Subd. 2. Government obligations. The state board is authorized to invest funds in
governmental bonds, notes, bills, mortgages, and other evidences of indebtedness if the issue is
backed by the full faith and credit of the issuer or if the issue is rated among the top four quality
rating categories by a nationally recognized rating agency. The obligations in which the board
may invest under this subdivision are guaranteed or insured issues of:

(1) the United States, its agencies, its instrumentalities, or organizations created and
regulated by an act of Congress;

(2) the Dominion of Canada or any of its provinces, provided the principal and interest
are payable in United States dollars;

(3) any of the states or any of their municipalities, political subdivisions, agencies, or
instrumentalities; and

(4) any United States government sponsored organization of which the United States is a
member, if the principal and interest are payable in United States dollars.

Subd. 3. Corporate obligations. (a) The state board is authorized to invest funds in bonds,
notes, debentures, transportation equipment obligations, and any other longer term evidences of
indebtedness issued or guaranteed by a corporation organized under the laws of the United States
or any state of the United States, or the Dominion of Canada or any Canadian province if:

(1) the principal and interest of obligations of corporations incorporated or organized
under the laws of the Dominion of Canada or any Canadian province are payable in United
States dollars; and

(2) the obligations are rated among the top four quality categories by a nationally
recognized rating agency.

(b) The state board may invest in unrated corporate obligations or in corporate obligations
that are not rated among the top four quality categories as provided in paragraph (a), clause (2), if:

(1) the aggregate value of these obligations does not exceed five percent of the market value
of the fund for which the state board is investing;

(2) the state board's participation is limited to 50 percent of a single offering subject to
this paragraph; and

(3) the state board's participation is limited to 25 percent of an issuer's obligations subject to
this paragraph.

Subd. 4. Other obligations. (a) The state board is authorized to invest funds in:

(1) bankers acceptances and deposit notes if issued by a United States bank that is rated in
the highest four quality categories by a nationally recognized rating agency;
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(2) certificates of deposit if issued by a United States bank or savings institution that
is rated in the top four quality categories by a nationally recognized rating agency or whose
certificates of deposit are fully insured by federal agencies, or certificates of deposits issued by a
credit union in an amount within the limit of the insurance coverage provided by the National
Credit Union Administration;

(3) commercial paper if issued by a United States corporation or its Canadian subsidiary
and if rated in the highest two quality categories by a nationally recognized rating agency;

(4) mortgage securities and asset-backed securities if rated in the top four quality categories
by a nationally recognized rating agency;

(5) repurchase agreements and reverse repurchase agreements if collateralized with letters
of credit or securities authorized in this section;

(6) guaranteed investment contracts if issued by an insurance company or a bank that is
rated in the top four quality categories by a nationally recognized rating agency or alternative
guaranteed investment contracts if the underlying assets comply with the requirements of this
section;

(7) savings accounts if fully insured by a federal agency; and

(8) guaranty fund certificates, surplus notes, or debentures if issued by a domestic mutual
insurance company.

(b) Sections 16A.58, 16C.03, subdivision 4, and 16C.05 do not apply to certificates of
deposit and collateralization agreements executed by the state board under paragraph (a), clause
2.

(c) In addition to investments authorized by paragraph (a), clause (4), the state board is
authorized to purchase from the Minnesota Housing Finance Agency all or any part of a pool
of residential mortgages, not in default, that has previously been financed by the issuance of
bonds or notes of the agency. The state board may also enter into a commitment with the agency,
at the time of any issue of bonds or notes, to purchase at a specified future date, not exceeding
12 years from the date of the issue, the amount of mortgage loans then outstanding and not in
default that have been made or purchased from the proceeds of the bonds or notes. The state board
may charge reasonable fees for any such commitment and may agree to purchase the mortgage
loans at a price sufficient to produce a yield to the state board comparable, in its judgment, to
the yield available on similar mortgage loans at the date of the bonds or notes. The state board
may also enter into agreements with the agency for the investment of any portion of the funds
of the agency. The agreement must cover the period of the investment, withdrawal privileges,
and any guaranteed rate of return.

Subd. 5. Corporate stocks. The state board is authorized to invest funds in stocks or
convertible issues of any corporation organized under the laws of the United States or any of its
states, the Dominion of Canada or any of its provinces, or any corporation listed on an exchange
that is regulated by an agency of the United States or of the Canadian national government.

An investment in any corporation must not exceed five percent of the total outstanding
shares of that corporation, except that the state board may hold up to 20 percent of the shares of a
real estate investment trust and up to 20 percent of the shares of a closed-end mutual fund.

Subd. 5a. Asset mix limitations. The aggregate value of investments under subdivision 5,
plus the aggregate value of all investments under subdivision 6, must not exceed 85 percent of
the market value of a fund.
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Subd. 6. Other investments. (a) In addition to the investments authorized in subdivisions 1
to 5, and subject to the provisions in paragraph (b), the state board is authorized to invest funds in:

(1) equity and debt investment businesses through participation in limited partnerships,
trusts, private placements, limited liability corporations, limited liability companies, limited
liability partnerships, and corporations;

(2) real estate ownership interests or loans secured by mortgages or deeds of trust or shares
of real estate investment trusts through investment in limited partnerships, bank-sponsored
collective funds, trusts, mortgage participation agreements, and insurance company commingled
accounts, including separate accounts;

(3) resource investments through limited partnerships, trusts, private placements, limited
liability corporations, limited liability companies, limited liability partnerships, and corporations;
and

(4) international securities.
(b) The investments authorized in paragraph (a) must conform to the following provisions:

(1) the aggregate value of all investments made under paragraph (a), clauses (1) to (3), may
not exceed 35 percent of the market value of the fund for which the state board is investing;

(2) there must be at least four unrelated owners of the investment other than the state board
for investments made under paragraph (a), clause (1), (2), or (3);

(3) state board participation in an investment vehicle is limited to 20 percent thereof for
investments made under paragraph (a), clause (1), (2), or (3); and

(4) state board participation in a limited partnership does not include a general partnership
interest or other interest involving general liability. The state board may not engage in any activity
as a limited partner which creates general liability.

(c) All financial, business, or proprietary data collected, created, received, or maintained by
the state board in connection with investments authorized by paragraph (a), clause (1), (2), or
(3), are nonpublic data under section 13.02, subdivision 9. As used in this paragraph, "financial,
business, or proprietary data" means data, as determined by the responsible authority for the state
board, that is of a financial, business, or proprietary nature, the release of which could cause
competitive harm to the state board, the legal entity in which the state board has invested or has
considered an investment, the managing entity of an investment, or a portfolio company in which
the legal entity holds an interest. As used in this section, "business data" is data described in
section 13.591, subdivision 1. Regardless of whether they could be considered financial, business,
or proprietary data, the following data received, prepared, used, or retained by the state board
in connection with investments authorized by paragraph (a), clause (1), (2), or (3), are public at
all times:

(1) the name and industry group classification of the legal entity in which the state board
has invested or in which the state board has considered an investment;

(2) the state board commitment amount, if any;
(3) the funded amount of the state board's commitment to date, if any;
(4) the market value of the investment by the state board;

(5) the state board's internal rate of return for the investment, including expenditures and
receipts used in the calculation of the investment's internal rate of return; and
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(6) the age of the investment in years.

Subd. 7. Appropriation. There is annually appropriated to the state board, from the assets
of the funds for which the state board invests relating to authorized investments under subdivision
6, paragraph (a), sums sufficient to pay the costs for the management of these assets by private
management firms.

History: 1980 c 607 art 145 22; 1981 ¢ 208 s 3-6,9; 1982 ¢ 587 s 2; 1983 c 216 art ] 5 5;
1983¢32457-9, 1984¢c 38251, 1984¢c 383523, 1985¢c22453-5: 1987 c72s1; 1987 ¢ 372
art 85 2-6; 1988 c 453 57,8, 1991 c47s1; 1991 c2065s1; 1992 ¢ 53959, 1992 ¢ 587 art 2 s 2;
1992 ¢ 5925 2;1993¢ 3005 6,7, 1994c 604 art1s7-11; 1995¢c122s1; 1998 c 386 art2 s 8;
2000¢392s 1,2, 2005¢c156art2s7;2005¢ 16352; 2009c 86 art1s90;2012c286art10s 3

11A.241 INVESTMENT IN NORTHERN IRELAND.
Subdivision 1. List of investments. (a) By January 1 of each year, the state board shall:

(1) compile a list of corporations that, directly or through a subsidiary, do business in
Northern Ireland and in whose stocks or obligations the board has invested under section 11A.24,
subdivision 3 or 5; and

(2) determine whether each corporation on the list has, during the preceding year, taken
affirmative action to eliminate religious or ethnic discrimination in Northern Ireland.

(b) In making the determination required by paragraph (a), clause (2), the state board shall
consider whether a corporation has, during the preceding year, taken substantial action designed
to lead toward the achievement of the following goals:

(1) increasing representation of persons from underrepresented religious groups at all
levels in its work force;

(2) providing adequate security for employees who are members of minority religious
groups, both at the workplace and while traveling to and from work;

(3) creating a climate in the workplace free from religious or political provocation;

(4) publicly advertising all job openings and making special recruiting efforts to attract
applicants from underrepresented religious groups;

(5) providing that layoff, recall, and termination procedures do not favor workers who
are members of particular religious groups;

(6) abolishing job reservations, apprenticeship restrictions, and differential employment
criteria that discriminate on the basis of religious or ethnic origin;

(7) developing new programs and expanding existing programs to prepare current
employees who are members of minority religious groups for skilled jobs;

(8) establishing procedures to assess, identify, and recruit employees who are members of
minority religious groups and who have potential for advancement; and

(9) appointing senior management employees to oversee affirmative action efforts and the
setting of timetables for carrying out clauses (1) to (8).

Subd. 2. Affirmative action policy. Whenever feasible, the board shall sponsor, cosponsor,
or support shareholder resolutions designed to encourage corporations in which the board has
invested to pursue a policy of affirmative action in Northern Ireland.
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Subd. 3. Divestment not required. Nothing in this section may be construed to require
the state board to dispose of existing investments or to make future investments that violate
sound investment policy for public pensions.

History: 1988 ¢ 687 s 1

11A.243 INVESTMENT IN SUDAN.

Subdivision 1. Definitions. (a) For the purposes of this section, the following items have
the meanings given them in this subdivision.

(b) "Active business operations" means all business operations that are not inactive
business operations.

(c) "Business operations" means engaging in commerce in any form in Sudan, including by
acquiring, developing, maintaining, owning, selling, possessing, leasing, or operating equipment,
facilities, personnel, products, services, personal property, real property, or any other apparatus
of business or commerce.

(d) "Company" means any sole proprietorship, organization, association, corporation,
partnership, joint venture, limited partnership, limited liability partnership, limited liability
company, or other entity or business association, including all wholly owned subsidiaries,
majority-owned subsidiaries, parent companies, or affiliates of such entities or business
associations, that exists for profit-making purposes.

(e) "Complicit" means taking actions during any preceding 20-month period that have
directly supported or promoted the genocidal campaign in Darfur, including, but not limited to,
preventing Darfur's victimized population from communicating with each other, encouraging
Sudanese citizens to speak out against an internationally approved security force for Darfur,
actively working to deny, cover up, or alter the record on human rights abuses in Darfur, or
other similar actions.

(f) "Direct holdings" in a company means all securities of that company held directly by
the State Board of Investment or in an account or fund in which the State Board of Investment
owns all shares or interests.

(g) "Government of Sudan" means the government in Khartoum, Sudan, which is led by
the national congress party (formerly known as the national Islamic front) or any successor
government formed on or after October 13, 2006, including the coalition national unity
government agreed upon in the comprehensive peace agreement for Sudan, and does not include
the regional government of southern Sudan.

(h) "Inactive business operations" means the mere continued holding or renewal of rights to
property previously operated for the purpose of generating revenues but not presently deployed
for such purpose.

(i) "Indirect holdings" in a company means all securities of that company held in an account
or fund, such as a mutual fund, managed by one or more persons not employed by the State Board
of Investment, in which the State Board of Investment owns shares or interests together with other
investors not subject to the provisions of this section.

() "Marginalized populations of Sudan" include, but are not limited to, the portion of the
population in the Darfur region that has been genocidally victimized; the portion of the population
of southern Sudan victimized by Sudan's north-south civil war; the Beja, Rashidiya, and other
similarly underserved groups of eastern Sudan; the Nubian and other similarly underserved groups
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in Sudan's Abyei, Southern Blue Nile, and Nuba Mountain regions; and the Amri, Hamadab,
Manasir, and other similarly underserved groups of northern Sudan.

(k) "Military equipment" means weapons, arms, military supplies, and equipment that
readily may be used for military purposes, including, but not limited to, radar systems or
military-grade transport vehicles, or supplies or services sold or provided directly or indirectly
to any force actively participating in armed conflict in Sudan.

(1) "Mineral extraction activities" include exploring, extracting, processing, transporting,
or wholesale selling or trading of elemental minerals or associated metal alloys or oxides (ore),
including gold, copper, chromium, chromite, diamonds, iron, iron ore, silver, tungsten, uranium,
and zinc, as well as facilitating such activities, including the provision of supplies or services in
support of such activities.

(m) "Oil-related activities" include, but are not limited to, owning rights to oil blocks;
exporting, extracting, producing, refining, processing, exploring for, transporting, selling, or
trading of oil; constructing, maintaining, or operating a pipeline, refinery, or other oil-field
infrastructure; and facilitating such activities, including the provision of supplies or services in
support of such activities, provided that the mere retail sale of gasoline and related consumer
products shall not be considered oil-related activities.

(n) "Power production activities" means any business operation that involves a project
commissioned by the National Electricity Corporation (NEC) of Sudan or other similar
government of Sudan entity whose purpose is to facilitate power generation and delivery,
including, but not limited to, establishing power-generating plants or hydroelectric dams, selling
or installing components for the project, providing service contracts related to the installation
or maintenance of the project, as well as facilitating such activities, including the provision of
supplies or services in support of such activities.

(o) "Scrutinized company" means any company that meets the criteria in clause (1), (2),
or (3):

(1) the company has business operations that involve contracts with or provision of supplies
or services to:

(i) the government of Sudan;
(ii) companies in which the government of Sudan has any direct or indirect equity share;
(iii) government of Sudan-commissioned consortiums or projects; or

(iv) companies involved in government of Sudan-commissioned consortiums or projects;
and

(A) more than ten percent of the company's revenues or assets linked to Sudan involve
oil-related activities or mineral extraction activities; less than 75 percent of the company's
revenues or assets linked to Sudan involve contracts with or provision of oil-related or mineral
extracting products or services to the regional government of southern Sudan or a project or
consortium created exclusively by that regional government; and the company has failed to
take substantial action; or

(B) more than ten percent of the company's revenues or assets linked to Sudan involve
power production activities; less than 75 percent of the company's power production activities
include projects whose intent is to provide power or electricity to the marginalized populations of
Sudan; and the company has failed to take substantial action;
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(2) the company is complicit in the Darfur genocide; or

(3) the company supplies military equipment within Sudan, unless it clearly shows that the
military equipment cannot be used to facilitate offensive military actions in Sudan or the company
implements rigorous and verifiable safeguards to prevent use of that equipment by forces actively
participating in armed conflict, for example, through postsale tracking of such equipment by the
company, certification from a reputable and objective third party that such equipment is not
being used by a party participating in armed conflict in Sudan, or sale of such equipment solely
to the regional government of southern Sudan or any internationally recognized peacekeeping
force or humanitarian organization.

Notwithstanding any other provision to the contrary in this section, a social development company
that is not complicit in the Darfur genocide shall not be considered a scrutinized company.

(p) "Social development company" means a company whose primary purpose in Sudan is
to provide humanitarian goods or services, including medicine or medical equipment, agricultural
supplies or infrastructure, educational opportunities, journalism-related activities, information or
information materials, spiritual-related activities, services of a purely clerical or reporting nature,
food, clothing, or general consumer goods that are unrelated to oil-related activities, mineral
extraction activities, or power production activities.

(q) "Substantial action" means adopting, publicizing, and implementing a formal plan to
cease scrutinized business operations within one year and to refrain from any such new business
operations; undertaking significant humanitarian efforts in conjunction with an international
organization, the government of Sudan, the regional government of southern Sudan, or a
nonprofit entity that has been evaluated and certified by an independent third party to be in
substantial relationship to the company's Sudan business operations and of benefit to one or more
marginalized populations of Sudan; or through engagement with the government of Sudan,
materially improving conditions for the genocidally victimized population in Darfur.

Subd. 2. Identification of companies. (a) Within 90 days following May 23, 2007, the
State Board of Investment shall make its best efforts to identify all scrutinized companies in
which the State Board of Investment has direct or indirect holdings or could possibly have such
holdings in the future. Such efforts shall include, as appropriate:

(1) reviewing and relying, as appropriate in the State Board of Investment's judgment, on
publicly available information regarding companies with business operations in Sudan, including
information provided by nonprofit organizations, research firms, international organizations, and
government entities;

(2) contacting asset managers contracting with the State Board of Investment who invest in
companies with business operations in Sudan; or

(3) contacting other institutional investors that have divested from or engaged with
companies that have business operations in Sudan.

(b) At the first meeting of the State Board of Investment after it has completed the
requirements of paragraph (a), the State Board of Investment shall assemble a list of scrutinized
companies.

(c) The State Board of Investment shall update the scrutinized companies list each quarter
based on continuing information, including, but not limited to, information from sources
identified in paragraph (a).
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Subd. 3. Engagement of scrutinized companies. The State Board of Investment shall use
the following procedure for companies on the scrutinized companies list:

(a) After completing the list required under subdivision 2, paragraph (a), the State Board
of Investment shall immediately identify the companies on the list in which the State Board of
Investment owns direct or indirect holdings.

(b) For each company identified in paragraph (a) with only inactive business operations,
the State Board of Investment shall send a written notice to the company with information about
this section and encourage it to continue to refrain from initiating active business operations in
Sudan until it is able to avoid scrutinized business operations. The State Board of Investment shall
continue such correspondence on a semiannual basis.

(c) For each company newly identified in paragraph (a) with active business operations, the
State Board of Investment shall send a written notice informing the company of its scrutinized
company status and that it may become subject to divestment by the State Board of Investment.
The notice shall offer the company the opportunity to clarify its Sudan-related activities and shall
encourage the company, within 90 days, to either cease its scrutinized business operations or
convert such operations to inactive business operations in order to avoid qualifying for divestment
by the State Board of Investment.

(d) If, within 90 days following the State Board of Investment's first engagement with a
company under paragraph (c), that company ceases scrutinized business operations, the company
shall be removed from the scrutinized companies list and the provisions of this section shall cease
to apply to it unless it resumes scrutinized business operations. If, within 90 days following the
State Board of Investment's first engagement, the company converts its scrutinized active business
operations to inactive business operations, the company shall be subject to all provisions of this
section relating to inactive business operations.

Subd. 4. Divestment. (a) If, after 90 days following the State Board of Investment's
first engagement with a company under subdivision 3, paragraph (c), the company continues
to have scrutinized active business operations, and only while the company continues to have
scrutinized active business operations, the State Board of Investment shall sell, redeem, divest,
or withdraw all publicly traded securities of the company, except as provided in subdivisions 5
to 11, according to the following schedule:

(1) at least 50 percent of the assets in the company shall be removed from the State Board
of Investment's assets under management by nine months after the company's most recent
appearance on the scrutinized companies list; and

(2) 100 percent of the assets in the company shall be removed from the State Board
of Investment's assets under management within 15 months after the company's most recent
appearance on the scrutinized companies list.

(b) If a company that ceased scrutinized active business operations following engagement
under subdivision 3, paragraph (c), resumes such operations, paragraph (a) shall immediately
apply to the company and the State Board of Investment shall send a written notice to the company.
The company shall also be immediately reintroduced onto the scrutinized companies list.

Subd. 5. Prohibition on acquisition of certain securities. At no time shall the State Board
of Investment acquire securities of companies on the scrutinized companies list that have active
business operations, except as provided in this section.
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Subd. 6. Exemption. If the federal government affirmatively excludes a company from its
present or any future federal sanctions regime relating to Sudan, the company is exempt from the
divestment and investment requirements of subdivisions 4 and 5.

Subd. 7. Excluded securities. Notwithstanding any other provision in this section to the
contrary, subdivisions 4 and 5 do not apply to indirect holdings in actively managed investment
funds. The State Board of Investment shall submit letters to the managers of investment funds
containing companies with scrutinized active business operations requesting the managers to
consider removing such companies from the fund or to create a similar actively managed fund
with indirect holdings that do not include the companies. If a manager creates a similar fund, the
State Board of Investment shall promptly replace all applicable investments with investments
in the similar fund consistent with prudent investing standards. For the purposes of this section,
"private equity" funds shall be deemed to be actively managed investment funds.

Subd. 8. Reporting. (a) Within 30 days after creating the scrutinized companies list, the
State Board of Investment shall submit the list to the chairs of the legislative committees and
divisions with jurisdiction over the State Board of Investment.

(b) By January 15, 2008, and on January 15 of each year thereafter, the State Board of
Investment shall submit a report to the chairs of the legislative committees and divisions with
Jjurisdiction over the State Board of Investment and send a copy of that report to the United States
Presidential Special Envoy to Sudan or the appropriate designee or successor for the envoy. The
report must include:

(1) a summary of correspondence with companies engaged by the State Board of Investment
under subdivision 3, paragraphs (b) and (c);

(2) a list of all investments sold, redeemed, divested, or withdrawn in compliance with
subdivision 4;

(3) a list of all prohibited investments under subdivision 5; and

(4) a description of any progress made under subdivision 7.

Subd. 9. Expiration. This section shall expire upon the occurrence of any of the following;:

(1) the Congress or president of the United States declares that the Darfur genocide has
been halted for at least 12 months;

(2) the United States revokes all sanctions imposed against the government of Sudan;

(3) the Congress or president of the United States declares that the government of Sudan has
honored its commitments to cease attacks on civilians, demobilize and demilitarize the Janjaweed
and associated militias, grant free and unfettered access for deliveries of humanitarian assistance,
and allow for the safe and voluntary return of refugees and internally displaced persons; or

(4) the Congress or president of the United States, through legislation or executive order,
declares that mandatory divestment of the type provided for in this section interferes with the
conduct of United States foreign policy.

Subd. 10. Other legal obligations. The State Board of Investment is exempt from any
statutory or common law obligations that conflict with actions taken in compliance with
this section, including all good faith determinations regarding companies as required by this
section, including any obligations regarding the choice of asset managers, investment funds, or
investments for the State Board of Investment's securities portfolios.
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Subd. 11. Reinvestment in certain companies with scrutinized active business
operations. Notwithstanding any provision of this section to the contrary, the State Board of
Investment shall be permitted to cease divesting from certain scrutinized companies under
subdivision 4 or to reinvest in certain scrutinized companies from which it divested under
subdivision 4 if clear and convincing evidence shows that the value for all assets under
management by the State Board of Investment is equal to or less than 99.5 percent (50 basis points)
of the hypothetical value of all assets under management by the State Board of Investment without
any divestment for any company under subdivision 4. Cessation of divestment, reinvestment,
or any subsequent ongoing investment authorized by this subdivision shall be strictly limited
to the minimum steps necessary to avoid the contingency. For any cessation of divestment,
reinvestment, or subsequent ongoing investment authorized by this subdivision, the State Board of
Investment shall provide a written report to the chairs of the legislative committees and divisions
with jurisdiction over the State Board of Investment in advance of initial reinvestment, updated
semiannually thereafter as applicable, setting forth the reasons and justification, supported by
clear and convincing evidence, for its decisions to cease divestment, reinvest, or remain invested
in companies with scrutinized active business operations. This subdivision does not apply to
reinvestment in companies because they have ceased scrutinized active business operations.

History: 2007 ¢ 117 s 1
11A.244 INVESTMENT IN IRAN.

Subdivision 1. Definitions. (a) For the purposes of this section, the following terms have
the meanings given them in this subdivision.

(b) "Active business operations" means all business operations that are not inactive
business operations.

(c) "Company" means any sole proprietorship, organization, association, corporation,
partnership, joint venture, limited partnership, limited liability partnership, limited liability
company, or other entity or business association, including all wholly owned subsidiaries,
majority-owned subsidiaries, parent companies, or affiliates of such entities or business
associations, that exists for profit-making purposes.

(d) "Direct holdings" means all publicly traded debt and equity securities of a company that
are held directly by the State Board of Investment or held in an account or fund in which the State
Board of Investment owns all shares or interests.

(e) "Government of Iran" means the government of the Islamic Republic of Iran or its
instrumentalities or political subdivisions and companies owned or controlled by the Islamic
Republic of Iran.

(f) "Inactive business operations" means the continued holding or renewal of rights to
property previously operated for the purpose of generating revenues but not presently deployed
for such a purpose.

(g) "Indirect holdings" means all investments held in an account or fund, including a mutual
fund, a real estate fund, a private equity fund, or a commingled fund, managed by one or more
persons who are not employed by the State Board of Investment, in which the public funds own
shares or interests together with other investors who are not subject to this section.

h) "Scrutinized company" means any company engaging in scrutinized business operations.
pany y y g P
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(i) "Scrutinized business operations" means any and all active business operations that are
subject or liable to sanctions under Public Law 104-172, as amended, the Iran Sanctions Act of
1996, and that involve the maintenance of a company's existing assets or investments in Iran, or
the deployment of new investments to Iran that meet or exceed the $20,000,000 threshold referred
to in Public Law 104-172, as amended, the Iran Sanctions Act of 1996. "Scrutinized business
operations" does not include the retail sale of gasoline and related products.

(j) "Substantial action specific to Iran" means adopting, publicizing, and implementing a
formal plan to cease scrutinized business operations within one year and to refrain from any
such new business operations.

Subd. 2. Identification of scrutinized companies. (a) Within 90 days following August
1, 2009, the State Board of Investment shall make its best efforts to identify all scrutinized
companies in which it has direct holdings. These efforts shall include, as appropriate:

(1) reviewing and relying, as appropriate, on publicly available information regarding
companies with business operations in Iran, including information provided by nonprofit
organizations, research firms, international organizations, and government entities;

(2) contacting asset managers contracting with the State Board of Investment who invest in
companies with business operations in Iran; and

(3) contacting other institutional investors that have divested from or engaged with
companies with business operations in Iran.

(b) At the first meeting of the State Board of Investment after it has completed the
requirements of paragraph (a), the State Board of Investment shall assemble a list of scrutinized
companies in which it has direct holdings.

(c) The State Board of Investment shall update the scrutinized companies list each quarter
based on continuing information, including but not limited to information from sources identified
in paragraph (a).

Subd. 3. Engagement of scrutinized companies. The State Board of Investment shall use
the following procedures with respect to companies on the scrutinized companies list:

(1) for each company newly identified in subdivision 2 with scrutinized business operations,
the State Board of Investment shall, within 90 days following its assembly of the scrutinized
companies list, send a written notice informing the company of its scrutinized company status
and that it may become subject to divestment by the State Board of Investment. The notice
shall offer the company the opportunity to clarify its scrutinized business operations and shall
encourage the company to cease, within 90 days of the date of the notice, its scrutinized business
operations, or to convert them to inactive business operations in order to avoid divestment by
the State Board of Investment; and

(2) if, within 90 days following the State Board of Investment's first engagement with a
company under clause (1), that company publicly announces its commitment to substantial action
specific to Iran, that company shall be removed from the scrutinized companies list and the
provisions of this section shall cease to apply to it unless it resumes active business operations in
Iran.

Subd. 4. Divestment. (a) If, after 90 days following the State Board of Investment's first
engagement with a company under subdivision 3, clause (1), the company continues to have
scrutinized business operations, and only while the company continues to have scrutinized
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business operations, the State Board of Investment shall sell, redeem, divest, or withdraw all
publicly traded securities of the company, according to the following schedule:

(1) at least 50 percent of the holdings in the company shall be removed from the State
Board of Investment's assets under management by nine months after the company's initial
appearance on the scrutinized companies list; and

(2) 100 percent of the holdings in the company shall be removed from the State Board of
Investment's assets under management within 15 months after the company's initial appearance
on the scrutinized companies list.

(b) If a company that ceased scrutinized business operations following engagement under
subdivision 3, clause (1), resumes such operations, paragraph (a) immediately applies to the
company and the State Board of Investment shall send a written notice to the company. The
company shall also be immediately reintroduced onto the scrutinized companies list.

Subd. 5. Prohibition on new acquisitions. The State Board of Investment may not
acquire securities of companies on the scrutinized companies list that have scrutinized business
operations, except as provided in this section.

Subd. 6. Relation to federal action. If the federal government excludes a company from
its present or any future federal sanctions relating to Iran, that company is exempt from the
divestment requirements and the investment prohibitions in this section.

Subd. 7. Exemptions. Subdivisions 4 and 5 do not apply to any of the following:

(1) investments in a company that is primarily engaged in supplying goods or services
intended to relieve human suffering in Iran;

(2) investments in a company that is primarily engaged in promoting health, education, or
journalistic, religious, or welfare activities in Iran; and

(3) investments in a United States company that is authorized by the federal government to
have active business operations in Iran.

Subd. 8. Excluded securities. Subdivisions 4 and 5 do not apply to indirect holdings in
actively managed investment funds. The State Board of Investment shall submit letters to the
managers of investment funds containing companies with scrutinized active business operations
requesting the managers to consider removing such companies from the fund or to create a similar
actively managed fund with indirect holdings that do not include the companies. If a manager
creates a similar fund, the State Board of Investment shall promptly replace all applicable
investments with investments in the similar fund consistent with prudent investing standards. For
the purposes of this section, "private equity" funds shall be deemed to be actively managed
investment funds.

Subd. 9. Reporting. By January 15 of each calendar year, the State Board of Investment
shall submit a report to the chairs and ranking minority members of the legislative committees
and divisions with jurisdiction over the State Board of Investment. The report must include:

(1) a copy of the most recent list of scrutinized companies;

(2) a summary of correspondence with companies engaged by the State Board of Investment
under subdivision 3;

(3) a list of all investments sold, redeemed, divested, or withdrawn in compliance with
subdivision 4;
(4) a list of all prohibited investments under subdivision 5; and
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(5) a description of any progress made under subdivision 8.
Subd. 10. Expiration. This section ceases to be operative if either of the following apply:

(1) Iran is removed from the United States Department of State's list of countries that have
been determined to repeatedly provide support for acts of international terrorism; or

(2) the president of the United States determines and certifies that state legislation similar to
this section interferes with the conduct of United States foreign policy.

Subd. 11. Other legal obligations. The State Board of Investment is exempt from any
statutory or common law obligations that conflict with actions taken in compliance with
this section, including all good faith determinations regarding companies as required by this
section, including any obligations regarding the choice of asset managers, investment funds, or
investments for the State Board of Investment's securities portfolios.

Subd. 12. Severability. The provisions of this section are severable. If any provision of
this section or its application is held invalid, that invalidity does not affect other provisions or
applications that can be given effect without the invalid provision or application.

History: 2009 c 90 s 1
11A.25 ADDITIONAL INVESTMENT PROVISIONS.

When investing assets of any funds or accounts specifically made subject to this section or
not otherwise referred to in sections 11A.01 to 11A.25, all securities shall be debt obligations and
shall conform to the applicable provisions of section 11A.24.

History: 1980 c 607 art 14 s 23; 1987 c 372 art 8 s 7
11A.27 REPORT ON INVESTMENT CONSULTANT ACTIVITIES AND
DELIVERABLES.

(a) Annually, on or before November 1, the State Board of Investment shall file a report
with the Legislative Reference Library on the activities and work product during that year of any
investment consultants retained by the board.

(b) The report must include the following items:
(1) the total contract fee paid to each investment consultant;
(2) a listing of the projects in which the investment consultant was involved; and

(3) examples of the written work product provided by the investment consultant on those
projects during the report coverage period.

History: 2007 c 148 art 2 s 7
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CHAPTER 356A
PUBLIC PENSION FIDUCIARY RESPONSIBILITY
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356A.05 DUTIES APPLICABLE TO ALL ACTIVITIES. 356A.12 JURISDICTION; SERVICE OF PROCESS; AND
STATUTE OF LIMITATIONS.

356A.06 INVESTMENTS; ADDITIONAL DUTIES.

356A.07 BENEFIT SUMMARY, ANNUAL REPORTS;
ADDITIONAL DUTIES.

356A.13 CONTINUING FIDUCIARY EDUCATION.

356A.01 DEFINITIONS.

Subdivision 1. Scope. For purposes of this chapter, the following terms have the meanings
given them in this section.

Subd. 2. Benefit. "Benefit" means an amount, other than an administrative expense, paid or
payable from a pension plan, including a retirement annuity, service pension, disability benefit,
survivor benefit, death benefit, funeral benefit, or refund.

Subd. 3. Benefit provisions. "Benefit provisions" means the portion of a pension plan that
deals specifically with the benefit coverage provided by the plan, including the kinds of coverage,
the eligibility for and entitlement to benefits, and the amount of benefits.

Subd. 4. Benefit recipient. "Benefit recipient” means a person who has received a benefit
from a pension plan or to whom a benefit is payable under the terms of the plan document
of the pension plan.

Subd. 5. Chief administrative officer. "Chief administrative officer" means the person
who has primary responsibility for the execution of the administrative or management affairs of
a pension plan.

Subd. 6. Cofiduciary. "Cofiduciary" means a fiduciary of a pension plan, other than a
fiduciary directly undertaking a fiduciary activity or directly and primarily responsible for
a fiduciary activity.

Subd. 7. Covered governmental entity. "Covered governmental entity” means a
governmental subdivision or other governmental entity that employs persons who are plan
participants in a covered pension plan and who are eligible for that participation because of
their employment.

Subd. 8. Covered pension plan. "Covered pension plan" means a pension plan or fund
listed in section 356.20, subdivision 2, or section 356.30, subdivision 3, or a plan established
under chapter 353D, 354B, 354C, or 354D.

Subd. 9. Covered pension plan other than a statewide plan. "Covered pension plan
other than a statewide plan" means a pension plan not included in the definition of a statewide
plan in subdivision 24.

Subd. 10. Direct or indirect profit. "Direct or indirect profit" means a payment of money,
the provision of a service or an item of other than nominal value, an extension of credit, a loan,
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or any other special consideration to a fiduciary or a direct relative of a fiduciary on behalf of
the fiduciary in consideration for the performance of a fiduciary activity or a failure to perform
a fiduciary activity.

Subd. 11. Direct relative. "Direct relative" means any of the persons or spouses of persons
related to one another within the third degree of kindred under civil law.

Subd. 12. Fiduciary. "Fiduciary" means a person identified in section 356A.02.

Subd. 13. Fiduciary activity. "Fiduciary activity" means an activity described in section
356A.02, subdivision 2.

Subd. 14. Financial institution. "Financial institution" means a bank, savings institution,
or credit union organized under federal or state law.

Subd. 15. Governing board of a pension plan. "Governing board of a pension plan"
means the body of a pension plan that is assigned or that undertakes the chief policy-making
powers and management duties of the plan.

Subd. 16. Investment Advisory Council. "Investment Advisory Council" means the
Investment Advisory Council established by section 11A.08.

Subd. 17. Liability. "Liability" means a secured or unsecured debt or an obligation for a
future payment of money, including an actuarial accrued liability or an unfunded actuarial accrued
liability, except where the context clearly indicates another meaning.

Subd. 18. Office of the pension plan. "Office of the pension plan" means an administrative
facility or portion of a facility where the primary business or administrative affairs of a pension
plan are conducted and the primary and permanent records and files of the plan are retained.

Subd. 19. Pension fund. "Pension fund" means the assets amassed and held in a pension
plan, other than the general fund, as reserves for present and future payment of benefits and
administrative expenses. For a retirement plan governed by section 69.77 or by chapter 424A, the
term means the relief association special fund.

Subd. 20. Pension plan. "Pension plan" means all aspects of an arrangement between a
public employer and its employees concerning the pension benefit coverage provided to the
employees.

Subd. 21. Plan document. "Plan document" means a written document or series of
documents containing the eligibility requirements and entitlement provisions constituting the
benefit coverage of a pension plan, including any articles of incorporation, bylaws, governing
body rules and policies, municipal charter provisions, municipal ordinance provisions, or general
or special state law.

Subd. 22. Plan participant. "Plan participant" means a person who is an active member of
a pension plan by virtue of the person's employment or who is making a pension plan member
contribution.

Subd. 23. State Board of Investment. "State Board of Investment" means the Minnesota
State Board of Investment created by the Minnesota Constitution, article XI, section 8.

Subd. 24. Statewide plan. "Statewide plan" means any of the following pension plans:
(1) the Minnesota State Retirement System or a pension plan administered by it;

(2) the Public Employees Retirement Association or a pension plan administered by it; and
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(3) the Teachers Retirement Association or a pension plan administered by it.
History: 1989 c 319 art 7 s 1; 2000 c 461 art 12 5 16, 2012 c 286 art 10 s 9

356A.02 FIDUCIARY STATUS AND ACTIVITIES.

Subdivision 1. Fiduciary status. For purposes of this chapter, the following persons are
fiduciaries:

(1) any member of the governing board of a covered pension plan;

(2) the chief administrative officer of a covered pension plan or of the State Board of
Investment;

(3) any member of the State Board of Investment; and
(4) any member of the Investment Advisory Council.

Subd. 2. Fiduciary activity. The activities of a fiduciary identified in subdivision 1 that
must be carried out in accordance with the requirements of section 356A.04 include, but are
not limited to:

(1) the investment and reinvestment of plan assets;

(2) the determination of benefits;

(3) the determination of eligibility for membership or benefits;

(4) the determination of the amount or duration of benefits;

(5) the determination of funding requirements or the amounts of contributions;
(6) the maintenance of membership or financial records;

(7) the expenditure of plan assets; and

(8) the selection of financial institutions and investment products.

History: 1989 c 319 art7 s 2, 2000 c 461 art 125 17, 2007 c 133 art 3 s 3

356A.03 PROHIBITION OF CERTAIN PERSONS FROM FIDUCIARY STATUS.

Subdivision 1. Individual prohibition. For the prohibition period established by
subdivision 2, a person, other than a constitutional officer of the state, who has been convicted
of a violation listed in subdivision 3, may not serve in a fiduciary capacity identified in section
356A.02.

Subd. 2. Prohibition period. A prohibition under subdivision 1 is for a period of five years,
beginning on the day following conviction for a violation listed in subdivision 3 or, if the person
convicted is incarcerated, the day following unconditional release from incarceration.

Subd. 3. Applicable violations. A prohibition under subdivision 1 is imposed as a result of
any of the following violations of law:

(1) a violation of federal law specified in United States Code, title 29, section 1111, as
amended;

(2) a violation of Minnesota law that is a felony under Minnesota law; or

(3) a violation of the law of another state, United States territory or possession, or federally
recognized Indian tribal government, or of the Uniform Code of Military Justice, that would be a
felony under the offense definitions and sentences in Minnesota law.
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Subd. 4. Documentation. In determining the applicability of this section, the appropriate
appointing authority, the State Board of Investment, or the covered pension plan, as the case may
be, may rely on a disclosure form meeting the requirements of the federal Investment Advisers
Act of 1940, as amended through June 2, 1989, and filed with the State Board of Investment
or the pension plan.

History: 1989 c 319 art 7 s 3

356A.04 GENERAL STANDARD OF FIDUCIARY CONDUCT.
Subdivision 1. Duty. A fiduciary of a covered pension plan owes a fiduciary duty to:
(1) the active, deferred, and retired members of the plan, who are its beneficiaries;
(2) the taxpayers of the state or political subdivision, who help to finance the plan; and
(3) the state of Minnesota, which established the plan.

Subd. 2. Prudent person standard. A fiduciary identified in section 356A.02 shall act
in good faith and shall exercise that degree of judgment and care, under the circumstances
then prevailing, that persons of prudence, discretion, and intelligence would exercise in the
management of their own affairs, not for speculation, considering the probable safety of the plan
capital as well as the probable investment return to be derived from the assets.

History: 1989 c319art7 s 4

356A.05 DUTIES APPLICABLE TO ALL ACTIVITIES.

(a) The activities of a fiduciary of a covered pension plan must be carried out solely for the
following purposes:

(1) to provide authorized benefits to plan participants and beneficiaries;
(2) to incur and pay reasonable and necessary administrative expenses; or

(3) to manage a covered pension plan in accordance with the purposes and intent of the
plan document.

(b) The activities of fiduciaries identified in section 356A.02 must be carried out faithfully,
without prejudice, and in a manner consistent with law and the plan document.

History: 1989 c 319 art7s 5

356A.06 INVESTMENTS; ADDITIONAL DUTIES.

Subdivision 1. Authorized holder of assets; title to assets. (a) Assets of a covered pension
plan may be held only by:

(1) the plan treasurer;
(2) the State Board of Investment;
(3) the depository agent of the plan;

(4) a security broker or the broker's agent with, in either case, insurance equal to or greater
than the plan assets held from the Securities Investor Protection Corporation or from excess
insurance coverage; or

(5) the depository agent of the State Board of Investment.

(b) Legal title to plan assets must be vested in the plan, the State Board of Investment, the
governmental entity that sponsors the plan, the nominee of the plan, or the depository agent. The
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holder of legal title shall function as a trustee for a person or entity with a beneficial interest in
the assets of the plan.

Subd. 2. Diversification. The investment of plan assets must be diversified to minimize
the risk of substantial investment losses unless the circumstances at the time an investment is
made clearly indicate that diversification would not be prudent.

Subd. 3. Absence of personal profit. No fiduciary may personally profit, directly or
indirectly, as a result of the investment or management of plan assets. This subdivision, however,
does not preclude the receipt by a fiduciary of reasonable compensation, including membership in
or the receipt of benefits from a pension plan, for the fiduciary's position with respect to the plan.

Subd. 4. Economic interest statement. (a) Each member of the governing board of a
covered pension plan and the chief administrative officer of the plan shall file with the plan a
statement of economic interest.

(b) For a covered pension plan other than a plan specified in paragraph (c), the statement
must contain the information required by section 10A.09, subdivision 5, and any other information
that the fiduciary or the governing board of the plan determines is necessary to disclose a
reasonably foreseeable potential or actual conflict of interest.

(c) For a covered pension plan governed by sections 69.771 to 69.776 or a covered pension
plan governed by section 69.77 with assets under $8,000,000, the statement must contain the
following:

(1) the person's principal occupation and principal place of business;

(2) whether or not the person has an ownership of or interest of ten percent or greater in
an investment security brokerage business, a real estate sales business, an insurance agency, a
bank, a savings and loan, or another financial institution; and

(3) any relationship or financial arrangement that can reasonably be expected to give rise to
a conflict of interest.

(d) The statement must be filed annually with the chief administrative officer of the plan
and be available for public inspection during regular office hours at the office of the pension plan.

(e) A disclosure form meeting the requirements of the federal Investment Advisers Act of
1940, United States Code, title 15, sections 80b-1 to 80b-21 as amended, and filed with the State
Board of Investment or the pension plan meets the requirements of this subdivision.

(f) The chief administrative officer of each covered pension plan, by January 15, annually,
shall transmit a certified listing of all individuals who have filed statements of economic interest
with the plan under this subdivision during the preceding 12 months and the address of the office
referenced in paragraph (d) to the Campaign Finance and Public Disclosure Board.

Subd. 5. Investment business recipient disclosure. The chief administrative officer of a
covered pension plan, with respect to investments made by the plan, and the executive director
of the State Board of Investment, with respect to investments of plan assets made by the board,
shall annually disclose in writing the recipients of investment business placed with or investment
commissions allocated among commercial banks, investment bankers, brokerage organizations,
or other investment managers. The disclosure document must be prepared within 60 days after
the close of the fiscal year of the plan and must be available for public inspection during regular
office hours at the office of the plan. The disclosure document must also be filed with the
executive director of the Legislative Commission on Pensions and Retirement within 90 days
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after the close of the fiscal year of the plan. For the State Board of Investment and a first class city
teacher retirement fund association, a disclosure document included as part of a regular annual
report of the board or of the first class city teacher retirement fund association when filed with the
executive director of the Legislative Commission on Pensions and Retirement is considered to
have been filed on a timely basis.

Subd. 6. Limited list of authorized investment securities. (a) Authority. This subdivision
specifies the investment authority for a limited list plan. A limited list plan is a covered pension
plan that does not:

(1) have pension fund assets with a market value in excess of $1,000,000;

(2) use the services of an investment advisor registered with the Securities and Exchange
Commission in accordance with the Investment Advisers Act of 1940, or registered as an
investment advisor in accordance with sections 80A.58, and 80A.60, for the investment of at least
60 percent of its pension fund assets, calculated on market value;

(3) use the services of the State Board of Investment for the investment of at least 60
percent of its pension fund assets, calculated on market value; or

(4) use a combination of the services of an investment advisor meeting the requirements
of clause (2) and the services of the State Board of Investment for the investment of at least 75
percent of its pension fund assets, calculated on market value.

(b) Investment agency appointment authority. The governing board of a covered pension
plan may select and appoint investment agencies to act for or on its behalf.

(c) Savings accounts; similar vehicles. A limited list plan is authorized to invest in:

(1) certificates of deposit issued, to the extent of available insurance or collateralization,
by a financial institution that is a member of the Federal Deposit Insurance Corporation or the
Federal Savings and Loan Insurance Corporation, that is insured by the National Credit Union
Administration, or that is authorized to do business in this state and has deposited with the chief
administrative officer of the plan a sufficient amount of marketable securities as collateral in
accordance with section 118A.03;

(2) guaranteed investment contracts, limited to those issued by insurance companies
or banks rated in the top four quality categories by a nationally recognized rating agency or
to alternative guaranteed investment contracts where the underlying assets comply with the
requirements of this paragraph; and

(3) savings accounts, limited to those fully insured by federal agencies.

(d) Government-backed obligations. A limited list plan is authorized to invest in
governmental obligations as further specified in this paragraph, including bonds, notes, bills,
mortgages, and other evidences of indebtedness, if the issue is backed by the full faith and credit
of the issuer or if the issue is rated among the top four quality rating categories by a nationally
recognized rating agency. The obligations in which plans are authorized to invest under this
paragraph are guaranteed or insured issues of:

(1) the United States, one of its agencies, one of its instrumentalities, or an organization
created and regulated by an act of Congress;

(2) the Dominion of Canada or one of its provinces if the principal and interest are payable
in United States dollars;
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(3) a state or one of its municipalities, political subdivisions, agencies, or instrumentalities;
or

(4) any United States government-sponsored organization of which the United States is a
member if the principal and interest are payable in United States dollars.

(e) Corporate obligations. A limited list plan is authorized to invest in corporate
obligations, including bonds, notes, debentures, transportation equipment obligations, or any other
longer-term evidences of indebtedness issued or guaranteed by a corporation organized under the
laws of the United States or any of its states, or the Dominion of Canada or any of its provinces if:

(1) the principal and interest are payable in United States dollars; and

(2) the obligations are rated among the top four quality categories by a nationally
recognized rating agency.

(f) Mutual fund authority, limited list authorized assets. Securities authorized under
paragraphs (c) to (¢) may be owned directly or through shares in exchange-traded funds, or
through open-end mutual funds, or as units of commingled trusts.

(g) Extended mutual fund authority. Notwithstanding restrictions in other paragraphs
of this subdivision, a limited list plan is authorized to invest the assets of the special fund in
exchange-traded funds and open-end mutual funds, if their portfolio investments comply with the
type of securities authorized for investment under section 356A.06, subdivision 7, paragraphs (c)
to (g). Investments under this paragraph must not exceed 75 percent of the assets of the special
fund, not including any money market investments through mutual or exchange-traded funds.

(h) Supplemental fund authority. The governing body of a limited list plan may certify
special fund assets to the State Board of Investment for investment under section 11A.17.

(i) Assets mix restrictions. A limited list plan must conform to the asset mix limitations
specified in section 356A.06, subdivision 7.

Subd. 7. Expanded list of authorized investment securities. (a) Authority. A covered
pension plan not described by subdivision 6, paragraph (a), is an expanded list plan and shall
invest its assets as specified in this subdivision. The governing board of an expanded list plan may
select and appoint investment agencies to act for or on its behalf.

(b) Securities generally; investment forms. An expanded list plan is authorized to
purchase, sell, lend, and exchange the investment securities authorized under this subdivision,
including puts and call options and future contracts traded on a contract market regulated by a
governmental agency or by a financial institution regulated by a governmental agency. These
securities may be owned directly or through shares in exchange-traded or mutual funds, or as
units in commingled trusts, subject to any limitations specified in this subdivision.

(c) Government obligations. An expanded list plan is authorized to invest funds in
governmental bonds, notes, bills, mortgages, and other evidences of indebtedness if the issue is
backed by the full faith and credit of the issuer or the issue is rated among the top four quality
rating categories by a nationally recognized rating agency. The obligations in which funds may be
invested under this paragraph are guaranteed or insured issues of:

(1) the United States, one of its agencies, one of its instrumentalities, or an organization
created and regulated by an act of Congress;

(2) the Dominion of Canada or one of its provinces if the principal and interest are payable
in United States dollars;
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(3) a state or one of its municipalities, political subdivisions, agencies, or instrumentalities;
and

(4) a United States government-sponsored organization of which the United States is a
member if the principal and interest are payable in United States dollars.

(d) Investment-grade corporate obligations. An expanded list plan is authorized to invest
funds in bonds, notes, debentures, transportation equipment obligations, or any other longer term
evidences of indebtedness issued or guaranteed by a corporation organized under the laws of the
United States or any of its states, or the Dominion of Canada or any of its provinces if:

(1) the principal and interest are payable in United States dollars; and
(2) the obligations are rated among the top four quality categories by a nationally
recognized rating agency.

(e) Below-investment-grade corporate obligations. An expanded list plan is authorized to
invest in unrated corporate obligations or in corporate obligations that are not rated among the top
four quality categories by a nationally recognized rating agency if:

(1) the aggregate value of these obligations does not exceed five percent of the covered
pension plan's market value;

(2) the covered pension plan's participation is limited to 50 percent of a single offering
subject to this paragraph; and

(3) the covered pension plan's participation is limited to 25 percent of an issuer's obligations
subject to this paragraph.

(f) Other obligations. (1) An expanded list plan is authorized to invest funds in:

(i) bankers acceptances and deposit notes if issued by a United States bank that is rated in
the highest four quality categories by a nationally recognized rating agency;

(ii) certificates of deposit if issued by a United States bank or savings institution rated in the
highest four quality categories by a nationally recognized rating agency or whose certificates of
deposit are fully insured by federal agencies, or if issued by a credit union in an amount within the
limit of the insurance coverage provided by the National Credit Union Administration;

(iii) commercial paper if issued by a United States corporation or its Canadian subsidiary
and if rated in the highest two quality categories by a nationally recognized rating agency;

(iv) mortgage securities and asset-backed securities if rated in the top four quality categories
by a nationally recognized rating agency;

(v) repurchase agreements and reverse repurchase agreements if collateralized with letters
of credit or securities authorized in this section;

(vi) guaranteed investment contracts if issued by an insurance company or a bank that is
rated in the top four quality categories by a nationally recognized rating agency or alternative
guaranteed investment contracts if the underlying assets comply with the requirements of this
subdivision;

(vii) savings accounts if fully insured by a federal agency; and

(viii) guaranty fund certificates, surplus notes, or debentures if issued by a domestic mutual
insurance company.
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(2) Sections 16A.58, 16C.03, subdivision 4, and 16C.05 do not apply to certificates of
deposit and collateralization agreements executed by the covered pension plan under clause
(1), item (ii).

(3) In addition to investments authorized by clause (1), item (iv), an expanded list plan is
authorized to purchase from the Minnesota Housing Finance Agency all or any part of a pool
of residential mortgages, not in default, that has previously been financed by the issuance of
bonds or notes of the agency. The covered pension plan may also enter into a commitment with
the agency, at the time of any issue of bonds or notes, to purchase at a specified future date, not
exceeding 12 years from the date of the issue, the amount of mortgage loans then outstanding and
not in default that have been made or purchased from the proceeds of the bonds or notes. The
covered pension plan may charge reasonable fees for any such commitment and may agree to
purchase the mortgage loans at a price sufficient to produce a yield to the covered pension plan
comparable, in its judgment, to the yield available on similar mortgage loans at the date of the
bonds or notes. The covered pension plan may also enter into agreements with the agency for the
investment of any portion of the funds of the agency. The agreement must cover the period of the
investment, withdrawal privileges, and any guaranteed rate of return.

(g) Corporate stocks. An expanded list plan is authorized to invest in stocks or convertible
issues of any corporation organized under the laws of the United States or any of its states, any
corporation organized under the laws of the Dominion of Canada or any of its provinces, or
any corporation listed on an exchange that is regulated by an agency of the United States or of
the Canadian national government.

An investment in any corporation must not exceed five percent of the total outstanding
shares of that corporation, except that an expanded list plan may hold up to 20 percent of the
shares of a real estate investment trust and up to 20 percent of the shares of a closed mutual fund.

(h) Other investments. (1) In addition to the investments authorized in paragraphs (b) to
(g), and subject to the provisions in clause (2), an expanded list plan is authorized to invest
funds in:

(i) equity and debt investment businesses through participation in limited partnerships,
trusts, private placements, limited liability corporations, limited liability companies, limited
liability partnerships, and corporations;

(ii) real estate ownership interests or loans secured by mortgages or deeds of trust or shares
of real estate investment trusts, through investment in limited partnerships, bank-sponsored
collective funds, trusts, mortgage participation agreements, and insurance company commingled
accounts, including separate accounts;

(iii) resource investments through limited partnerships, trusts, private placements, limited
liability corporations, limited liability companies, limited liability partnerships, and corporations;
and

(iv) international securities.
(2) The investments authorized in clause (1) must conform to the following provisions:

(i) the aggregate value of all investments made under clause (1), items (i), (ii), and (iii), may
not exceed 35 percent of the market value of the fund for which the expanded list plan is investing;

(ii) there must be at least four unrelated owners of the investment other than the expanded
list plan for investments made under clause (1), item (i), (ii), or (iii);
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(iii) the expanded list plan's participation in an investment vehicle is limited to 20 percent
thereof for investments made under clause (1), item (i), (ii), or (iii);

(iv) the expanded list plan's participation in a limited partnership does not include a general
partnership interest or other interest involving general liability. The expanded list plan may not
engage in any activity as a limited partner which creates general liability; and

(v) for volunteer firefighter relief associations, emerging market equity and international
debt investments authorized under clause (1), item (iv), must not exceed 15 percent of the
association's special fund market value.

(i) Supplemental plan investments. The governing body of an expanded list plan may
certify assets to the State Board of Investment for investment under section 11A.17.

(j) Asset mix limitations. The aggregate value of an expanded list plan's investments under
paragraphs (g) and (h) and equity investments under paragraph (i), regardless of the form in which
these investments are held, must not exceed 85 percent of the covered plan's market value.

Subd. 7a. Restrictions. Any agreement to lend securities must be concurrently collateralized
with cash or securities with a market value of not less than 100 percent of the market value of the
loaned securities at the time of the agreement. For a covered pension authorized to purchase put
and call options and futures contracts under subdivision 7, any agreement for put and call options
and futures contracts may only be entered into with a fully offsetting amount of cash or securities.
Only securities authorized by this section, excluding those under subdivision 7, paragraph (g),
clause (1), items (i) to (iv), may be accepted as collateral or offsetting securities.

Subd. 8. Minimum liquidity requirements. A covered pension plan described by
subdivision 6 or 7, in order to pay benefits as they come due, shall invest a portion of its assets
in authorized short-term debt obligations that can be immediately liquidated without accrual of
a substantial determinable penalty or loss and that have an average maturity of no more than
90 days. The chief administrative officer of the plan shall determine the minimum liquidity
requirement of the plan and shall retain appropriate documentation of that determination for
three years from the date of determination.

Subd. 8a. Collateralization requirement. (a) The governing board of a covered pension
plan shall designate a national bank, an insured state bank, an insured credit union, or an insured
thrift institution as the depository for the pension plan for assets not held by the pension plan's
custodian bank.

(b) Unless collateralized as provided under paragraph (c), a covered pension plan may not
deposit in a designated depository an amount in excess of the insurance held by the depository in
the Federal Deposit Insurance Corporation, the Federal Savings and Loan Insurance Corporation,
or the National Credit Union Administration, whichever applies.

(c) For an amount greater than the insurance under paragraph (b), the depository must
provide collateral in compliance with section 118A.03 or with any comparable successor
enactment relating to the collateralization of municipal deposits.

Subd. 8b. Disclosure of investment authority; receipt of statement. (a) For this
subdivision, the term "broker" means a broker, broker-dealer, investment advisor, investment
manager, or third-party agent who transfers, purchases, sells, or obtains investment securities
for, or on behalf of, a covered pension plan.

(b) Before a covered pension plan may complete an investment transaction with or in
accord with the advice of a broker, the covered pension plan shall provide annually to the broker a
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written statement of investment restrictions applicable under state law to the covered pension plan
or applicable under the pension plan governing board investment policy.

(c) A broker must acknowledge in writing annually the receipt of the statement of
investment restrictions and must agree to handle the covered pension plan's investments and
assets in accord with the provided investment restrictions. A covered pension plan may not enter
into or continue a business arrangement with a broker until the broker has provided this written
acknowledgment to the chief administrative officer of the covered pension plan.

(d) If any portion of the plan's assets are held by a security broker or its agent, the security
broker or its agent must acknowledge in writing annually that sufficient insurance has been
obtained from the Securities Investor Protection Corporation, supplemented by additional
insurance, if necessary, to cover the full amount of covered pension plan assets held by the
security broker or its agent. Uniform acknowledgment forms prepared by the state auditor shall be
used by covered pension plans and brokers to meet the requirements of this subdivision.

Subd. 9. Prohibited transactions. (a) No fiduciary of a covered pension plan may engage
in a prohibited transaction or allow the plan to engage in a transaction that the fiduciary knows
or should know is a prohibited transaction.

(b) A prohibited transaction is any of the following transactions, whether direct or indirect:

(1) the sale, exchange, or lease of real estate between the pension plan and a fiduciary
of the plan;

(2) the lending of money or other extension of credit between the plan and a fiduciary
of the plan;

(3) the furnishing to a plan by a fiduciary for compensation or remuneration, of goods,
services other than those performed in the capacity of fiduciary, or facilities;

(4) the furnishing to a fiduciary by a plan of goods, services, or facilities other than office
and related space, equipment and office supplies, and administrative services appropriate to the
recipient's fiduciary position;

(5) the transfer of plan assets to a plan fiduciary for use by or for the benefit of the fiduciary,
other than the payment of retirement plan benefits to which a fiduciary is entitled or the payment
to a fiduciary of a reasonable salary and of necessary and reasonable expenses incurred by the
fiduciary in the performance of the fiduciary's duties; and

(6) the sale, exchange, loan, or lease of any item of value between a plan and a fiduciary of
the plan other than for a fair market value and as a result of an arm's-length transaction.

Subd. 10. Defined contribution plans; application. (a) To the extent that a plan governed
by chapter 352D, 353D, 354B, 354C, or 354D permits a participant or beneficiary to select
among investment products for the person's account and the participant or beneficiary exercises
that investment self-direction, no fiduciary is liable for any loss which may result from the
participant's or beneficiary's exercise of that investment self-direction.

(b) Subdivisions 1, 2, 6, 8, and 8a do not apply to plans governed by chapter 354B or 354C.

History: 1989c 319 art7s 6, 1990 c 570art 55 1; 1994c 604 art 25 3, 1995c 122 5 2;
1995¢c262art65s 1,2, 1996c 399 art2s12; 1996 c 438 art4ds 7, art 10s2; 1997 c 202 art2 s
63, 1998 ¢ 386 art 2 5 90; 2000 c 461 art 12 5 18; 1Sp2001 ¢ 10 art 3 s 26, 2002 c 363 s 41;
1Sp2005c8art9s9;art 10566, 2006 c 196 art 1 s 52; art2 s 12; 2006 ¢ 271 art 8 s 6, 2007 ¢
I134art1s11;2008c349art 1453-5;2010c359art13s3;2012¢c286art10s 10,11
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356A.07 BENEFIT SUMMARY; ANNUAL REPORTS; ADDITIONAL DUTIES.

Subdivision 1. Benefit provisions summary. The chief administrative officer of a covered
pension plan shall prepare and provide each active plan participant with a summary of the benefit
provisions of the plan document. The summary must be provided within 30 days of the start or
resumption of a participant's membership in the plan, or within 30 days of the date on which
the start or resumption of membership was reported to a covered pension plan by a covered
governmental entity, whichever is later. The summary must contain a notice that it is a summary
of the plan document but is not itself the plan document, and that in the event of a discrepancy
between the summary and the plan document as amended, the plan document governs. A copy of
the plan document as amended must be furnished to a plan participant or benefit recipient upon
request. The chief administrative officer may utilize the services of the covered governmental
entity in providing the summary. The summary must be in a form reasonably calculated to be
understood by an average plan participant.

Subd. 2. Annual financial report. A covered pension plan shall provide each active plan
participant and benefit recipient with a copy of the most recent annual financial report required
by section 356.20 and a copy of the most recent actuarial evaluation, if any, required by section
69.77, 69.773, 356.215, or 356.216, or a summary of those reports.

Subd. 3. Distribution. A covered pension plan may distribute the summaries required by
this section through covered governmental entities so long as the plan has made arrangements
with the entities to assure, with reasonable certainty, that the summaries will be distributed, or
made easily available, to active plan participants.

Subd. 4. Review procedure. If a review procedure is not specified by law for a covered
pension plan, the chief administrative officer of the plan shall propose, and the governing board
of the plan shall adopt and implement, a procedure for reviewing a determination of eligibility,
benefits, or other rights under the plan that is adverse to a plan participant or benefit recipient.
The review procedure must include provisions for timely notice to the plan participant or benefit
recipient and reasonable opportunity to be heard in any review proceeding conducted and may,
but need not be, a contested case under chapter 14.

History: 1989 c 319 art7s7
356A.08 PLAN ADMINISTRATION; ADDITIONAL DUTIES.

Subdivision 1. Public meetings. A meeting of the governing board of a covered pension
plan or of a committee of the governing board of the covered pension plan is governed by chapter
13D.

Subd. 2. Limit on compensation. No fiduciary of a covered pension plan or a direct relative
of a fiduciary may receive any direct or indirect compensation, fee, or other item of more than
nominal value from a third party in consideration for a pension plan disbursement.

History: 1989 c 319 art 7 s 8; 1Sp2001 c 10 art 4 s 2
356A.09 FIDUCIARY BREACH; REMEDIES.

Subdivision 1. Occurrence of breach. A fiduciary breach occurs if a fiduciary violates the
general standard of fiduciary conduct as specified in section 356A.04 in carrying out the activities
of a fiduciary. A fiduciary breach also occurs if a fiduciary of a covered pension plan violates the
provisions of section 356A.06, subdivision 9.
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Subd. 2. Remedies. Remedies available for a fiduciary breach by a fiduciary are those
specified by statute or available at common law.

History: 1989 c 319art7s 9

356A.10 COFIDUCIARY RESPONSIBILITY AND LIABILITY.

Subdivision 1. Cofiduciary responsibility in general. A cofiduciary has a general
responsibility to oversee the fiduciary activities of all other fiduciaries unless the activity has
been allocated or delegated in accordance with subdivision 3. A cofiduciary also has a general
responsibility to correct or alleviate a fiduciary breach of which the cofiduciary had or ought to
have had knowledge.

Subd. 2. Cofiduciary liability. A cofiduciary is liable for a fiduciary breach committed by
another fiduciary when the cofiduciary has a responsibility to oversee the fiduciary activities of
the other fiduciary or to correct or alleviate a breach by that fiduciary.

Subd. 3. Limitation on cofiduciary responsibility. A cofiduciary may limit cofiduciary
responsibility and liability through the allocation or delegation of fiduciary activities if the
allocation or delegation:

(1) follows appropriate procedures;
(2) is made to an appropriate person or persons; and
(3) is subject to continued monitoring of performance.

Subd. 4. Bar to liability in certain instances. A properly made delegation or allocation
of a fiduciary activity is a bar to liability on the part of a fiduciary making the delegation or
allocation unless the fiduciary has or ought to have knowledge of the breach and takes part in the
breach, conceals it, or fails to take reasonable steps to remedy it.

Subd. 5. Extent of cofiduciary liability. Unless liability is barred under subdivision 4,
cofiduciary liability is joint and several, but a cofiduciary has the right to recover from the
responsible fiduciary for any damages paid by the cofiduciary.

History: 1989 c 319 art 7 s 10

356A.11 FIDUCIARY INDEMNIFICATION.

Subdivision 1. Indemnified fiduciaries. A fiduciary who is a member of the governing
board of a pension plan, the State Board of Investment or the Investment Advisory Council,
or who is an employee of a covered pension plan or of the State Board of Investment may
be indemnified from liability for fiduciary breach. Indemnification is at the discretion of the
governing board of the plan or of the State Board of Investment in the case of members of the
state board or of the Investment Advisory Council. A decision to indemnify a fiduciary must
apply to all eligible fiduciaries of similar rank.

Subd. 2. Allowable indemnification. An indemnified fiduciary must be held harmless
from reasonable costs or expenses incurred as a result of any actual or threatened litigation or
other proceedings.

History: 1989 c 319 art 7 s 11

356A.12 JURISDICTION; SERVICE OF PROCESS; AND STATUTE OF LIMITATIONS.

Subdivision 1. Jurisdiction. The district court has jurisdiction over a challenge of a
fiduciary action or inaction.
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Subd. 2. Service of process. For a fiduciary or cofiduciary alleged in the complaint to be
responsible for an alleged breach, personal service of process must be obtained.

Subd. 3. Limitations on legal actions. A legal action challenging a fiduciary action or
inaction must be timely. Notwithstanding any limitation in chapter 541, an action is timely if it is
brought within the earlier of the following periods:

(1) the period ending three years after the date of the last demonstrable act representing the
alleged fiduciary breach or after the final date for performance of the act the failure to perform
which constitutes the alleged breach; or

(2) the period ending one year after the date of the discovery of the alleged fiduciary breach.
History: /1989 c 319 art 7 s 12

356A.13 CONTINUING FIDUCIARY EDUCATION.

Subdivision 1. Obligation of fiduciaries. A fiduciary of a covered pension plan shall make
reasonable effort to obtain knowledge and skills sufficient to enable the fiduciary to perform
fiduciary activities adequately. At a minimum, a fiduciary of a covered pension plan shall comply
with the program established in accordance with subdivision 2.

Subd. 2. Continuing fiduciary education program. The governing boards of covered
pension plans shall each develop and periodically revise a program for the continuing education of
any of their board members and any of their chief administrative officers who are not reasonably
considered to be experts with respect to their activities as fiduciaries. The program must be
designed to provide those persons with knowledge and skills sufficient to enable them to perform
their fiduciary activities adequately.

History: 1989 c 319 art 7 s 13
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MINNESOTA STATE BOARD OF INVESTMENT

Proxy Voting Guidelines

The Minnesota State Board of Investment (SBI) has formulated proxy voting guidelines by which
it casts votes on a wide range of corporate governance and social responsibility issues.

As a stockholder, the Board is entitled to participate in corporate annual meetings by casting its
votes by proxy or through direct attendance at the meetings. The following guidelines constitute
an effort by the SBI to manage and control its proxy voting.

Overview
of the SBI

Statutory Purpose

Fiduciary
Responsibility

By the Minnesota Constitution, the Board is composed of the Governor,
the State Auditor, the Secretary of State, and the Attorney General. The
Board employs a professional staff to carry out its policies. The Board
and staff are assisted by a seventeen member Investment Advisory
Council.

The SBI invests the pension assets of the three statewide public
employee retirement systems:

e Minnesota State Retirement System (MSRS)
o Public Employees Retirement Association (PERA)

o Teachers Retirement Association (TRA)

The SBI also invests the cash balances of state government funds and
assets of several trust funds.

According to statute, state assets are to be responsibly invested by the

SBI to maximize the total rate of return without incurring undue risk.]
Only a small portion of the SBI's equity holdings are in non-pension
accounts. The focus, therefore, of the SBI's proxy voting activities is
the extensive domestic and international equity holdings within the
pension asset portfolios.

As fiduciaries of pension assets, members of the Board and the
executive director owe a fiduciary duty to the members of the plans, to
the taxpayers of the state and political subdivisions who help to finance

the plans, and to the State of Minnesota.

In addition to the general standard of fiduciary conduct, members of the
Board, the executive director, the members of the Investment Advisory
Council, staff, and members of Board committees must carry out their
duties in accordance with the prudent person standard as articulated in

sta’tute.3
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Voting
Process

Routine
Matters

The Board recognizes its fiduciary responsibility to cast votes on proxy
issues. The Board delegates proxy voting responsibilities to its Proxy
Committee. Each Board member appoints one member to the Proxy
Committee. The four member Committee meets only if it has a quorum
and casts votes on proxy issues based on a majority vote of those
present. In the unusual event that it reaches a tie vote or a quorum is
not present, the Committee will cast a vote to abstain.

The Committee has formulated guidelines by which it casts votes on a
wide range of corporate governance and social responsibility issues.
These guidelines encompass both domestic and international proxy
issues. [Each year the Committee reviews existing guidelines and
determines which issues it will review on a case-by-case basis. The
Proxy Committee also may review certain corporate governance issues
pertaining to companies headquartered in Minnesota.

Domestic voting: The SBI directly votes shares held in all domestic
equity manager portfolios.

International voting: The SBI delegates to international equity
managers the voting of shares held in the managers' portfolios following
the Proxy Voting Guidelines, where feasible. The SBI believes that
several factors affecting the voting of international proxies, including
time constraints and lack of company specific information, support the
conclusion that the SBI's international equity managers can more
efficiently and effectively vote the proxies in their portfolios.

Corporate Governance Issues

In general, the SBI supports management on routine matters of
corporate governance. These issues include:

e uncontested election of directors.
e selection of auditors and approval of financial statements.

e management proposals on non-executive compensation issues
including savings plans and stock options.

e limits on director and officer liability or increases in director and
officer indemnification permitted under the laws of the state of
incorporation.

The SBI directs the Proxy Committee, at its discretion, to review the
positions taken by directors and withhold votes from or vote against
some or all of the directors standing for election if they have taken
positions on issues which are potentially not in the best interests of
shareholders.
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Shareholder
Rights

Executive
Compensation

Buyouts

In general, the SBI opposes proposals that would restrict shareholder
ability to effect change. Such proposals include:

e instituting supermajority requirements to ratify certain events.

e creating classified boards.

e Dbarring shareholders from participating in the determination of the
rules governing the board's actions, such as quorum requirements
and the duties of directors.

e prohibiting or limiting shareholder action by written consent.

e granting certain stockholders superior voting rights over other
stockholders.

In general, the SBI supports proposals that preserve shareholder rights
to effect change. Such proposals include:

e having boards of directors comprised of a majority of independent
directors.

e having compensation committees comprised entirely of
independent directors.

e requiring shareholder approval of poison pill plans.

e repealing classified boards.

o adopting secret ballot of proxy votes.

e reinstating cumulative voting.

o adopting anti-greenmail provisions.

In general, the SBI supports efforts to have executive compensation
linked to a company's long-term performance and to encourage full
disclosure of compensation packages for principal executives.
Accordingly, the SBI evaluates compensation packages on a case-by-
case basis, including compensation agreements that are contingent upon

corporate change in control.

In general, the SBI supports friendly takeovers and management
buyouts.
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Special Cases

Tobacco

Northern
Ireland

Environmental
Protection/Awareness

The SBI evaluates the following proposals on a case-by-case basis:
¢ hostile takeovers.
e recapitalization plans.

e contested election of directors.

Social Responsibility Issues

The SBI supports shareholder resolutions that call for a company to
reduce its involvement in tobacco production, product marketing and
other related lines of business in order to diversify its business in a
manner that will reduce or eliminate potential liability to legal claims
associated with tobacco that may negatively impact the value of the
SBI’s holdings.

In furtherance of this policy, the SBI has sponsored and co-sponsored
shareholder resolutions to reduce youth access to tobacco products, to
request companies to voluntarily comply with FDA regulations, to
eliminate smoking in restaurants, and other tobacco related issues.

The SBI supports resolutions that call for the adoption of the MacBride
Principles as a means to encourage equal employment opportunities in
Northern Ireland.

The SBI supports resolutions that request companies to submit reports
to shareholders concerning their labor practices or their sub-contractors'
labor practices in Northern Ireland.

In addition to casting proxy votes, the SBI sponsors and cosponsors
Northern Ireland resolutions as required by Minnesota Statutes, Section
11A.241.

In general, the SBI supports resolutions that require a corporation to
report or disclose to shareholders company efforts in the environmental
arena. Resolutions that request the adoption of various environmental
policies are evaluated on a case-by-case basis.
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Sudan

Iran

Other
Issues

Minnesota Statutes, Section 11A.243 requires the SBI to make its best
efforts to identify all “scrutinized companies” with operations in Sudan
in which the SBI has direct or indirect holdings or could possibly have
holdings in the future. The SBI will engage each scrutinized company.
The legislation calls for the SBI to: encourage companies with inactive
business operations to continue to refrain from initiating active
operations; and to notify companies with active business operations that
it may be subject to divestment by the State Board of Investment. In
general, the SBI supports resolutions consistent with this legislation.

Minnesota Statutes, Section 11A.244 requires the SBI to make its best
efforts to identify all “scrutinized companies” with operations in Iran in
which the SBI has direct or indirect holdings or could possibly have
holdings in the future. The SBI will engage each scrutinized company.
The legislation calls for the SBI to: encourage companies with inactive
business operations to continue to refrain from initiating active
operations; and to notify companies with active business operations that
it may be subject to divestment by the State Board of Investment. In
general, the SBI supports resolutions consistent with this legislation.

In general, the SBI supports proposals that require a company to report
or disclose to shareholders company efforts concerning a variety of
social responsibility issues. In the past, these reporting resolutions have
included issues such as affirmative action programs, animal testing
procedures, and nuclear plan safety procedures.

In general, the SBI opposes proposals that require a company to
institute a specific business action in response to such issues. As an
example, the SBI voted against a shareholder proposal which would
have required a utility to phase out operations of a nuclear power plant.

1  Minnesota Statutes, Section 11A.01.

2 Minnesota Statutes, Section 356A.04, subdivision 1.

3 Minnesota Statutes, Section 11A.09, and Section 356A.04, subdivision 2.
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Plan Structure

The Minnesota Deferred Compensation Plan (Plan) is an Internal Revenue Code section 457(b)
plan that offers public employees throughout the State a tax deferred savings vehicle. The Plan
is a supplemental retirement plan to participants’ primary plan. Most public employees are
members of a defined benefit plan administered by the Minnesota State Retirement System,
Public Employees Retirement Association or Teachers Retirement Association.

All public employees in Minnesota are eligible to participate. Participation is voluntary, and the
employee must take action to have his or her employer deduct contributions from each paycheck.
Some participants receive modest employer matches which are authorized in state law to be
made by employing units. There is no statewide match. As with other defined contribution
plans, individual participants choose how they wish to have their contributions invested in Plan
investment options.

Tax deductibility, annual participant contribution limits and withdrawal options are governed by
federal IRC provisions. Minnesota Statutes, section 352.965 governs eligibility, employer match
provisions, assigns certain Plan administrative duties to employing units, MSRS and SBI, and
authorizes certain investment vehicles for the Plan.

Plan Administration

Minnesota State Retirement System (MSRS) is the Plan administrator and is responsible for
recordkeeping and communication activities. SBI is responsible for selecting and monitoring
investment options.

MSRS retains a central recordkeeping firm that receives contributions from employing units;
maintains individual participant account balances and investment selections, and directs
contributions and asset transfer requests to proper investment options. MSRS prepares
communication materials, directs group seminars for participants and operates a phone center
that participants may call for assistance.

SBI retains investment managers for the Plan. SBI staff reviews these managers in the same
manner staff reviews managers for the Combined Funds. Plan manager information is presented
to the Investment Advisory Council and Board at the regular quarterly meetings.

Investment Options
In choosing investment options for the Plan, SBI seeks to offer a range of options that enables

participants to choose a portfolio that satisfies their investment needs and objectives without
offering too many options that would confuse them.



SBI first selects asset classes which are chosen to provide a range of market exposures necessary
to construct a viable investment portfolio. SBI then chooses investment managers to provide
investment products for these classes. SBI seeks lower cost options for which information is
readily accessed by participants. In general, SBI seeks institutional class mutual funds or

commingled funds.

Attachment A provides a list of current investment options in the Plan. In addition to those
listed, a mutual fund window is available for which a participant pays an annual fee and may
select from a very extensive list of mutual funds. SBI does not monitor mutual funds in the
window.



ATTACHMENT A

Minnesota Deferred Compensation Plan
Investment Options

Effective July 1, 2011

Asset Class Option
Large Cap Equity 1) Janus Twenty
2) Vanguard Institutional Index (S&P 500)
Mid Cap Equity Vanguard Mid-Cap Index
Small Cap Equity T. Rowe Price Small Cap Stock
Balanced Vanguard Balanced Index
Bond 1) Dodge & Cox Income

2) Vanguard Total Bond Index

International 1) Vanguard Total International Stock Index
2) Fidelity Diversified International

Money Market SIF Money Market
Stable Value SIF Fixed Interest
Target Date Funds SSgA
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CONTINUING FIDUCIARY EDUCATION PLAN

REQUIRED BY MS 356A.13

The State Board of Investment (SBI) undertakes the following activities related to fiduciary
education. Taken as a group, these activities shall constitute the plan for continuing fiduciary
education required by Minnesota Statutes 356A.13 (copy attached). In addition, pursuant to
statutory requirements of qualification, the SBI executive director and many members of the
Board’s Investment Advisory Council (JAC) can be reasonably considered to be experts with
respect to their duties as fiduciaries.

1. Briefing for New Board/IAC Members

Shortly after election to the Board or appointment to the IAC, each new member is briefed on
SBI operations and policies. As part of the briefing, SBI’s legal counsel will review the
member’s fiduciary obligations and responsibilities as specified in Minnesota Statutes
Chapters 11A and 356A.

2. Development and Review of Investment Policies

The SBI adopts comprehensive investment policies for each fund under its control. The
policies cover investment objectives, asset allocation, management structure, and
performance evaluation. Policy papers or reports on these topics are developed and written
by SBI staff in conjunction with the JAC and consultants. Relevant research and analyses
from the academic and professional investment fields are used to formulate these policy
guidelines.

After the Board formally adopts them, these written policies guide the management of all
assets under the SBI’s control. The SBI intends to review its stated investment policies
periodically. This review may occur within the framework of the SBI’s regular quarterly
meetings or may take place at special meetings or seminars specifically designated for this

purpose.

3. Input from Board’s Consultants

The SBI retains outside investment consultants to advise the Board members on a wide
variety of investment management issues. As part of their contracts with the SBI, the
consultants offer to meet with the Board members or their designees to discuss investment-
related issues. These individual consultations occur throughout the year. In addition, the
general consultant is available at each meeting of the Board and IAC. These meetings are
supplemented by quarterly reports on investment performance prepared by the general
consultant.



4. Manager Roundtables

The SBI intends to convene small groups of its external money managers to discuss issues
related to investment management and the financial markets. These roundtable discussions
will be held periodically throughout the year and will be open to Board members and their
designees, IAC members and other interested parties. It is anticipated that 2-3 roundtables
will be held each year.

5. Travel Allocation

The SBI allocates $4,000 annually to each Board member (or their designee) for costs
associated with attendance at investment-related seminars and conferences. This allocation is
used at the discretion of each Board member.

2012 Minnesota Statutes
356A.13. CONTINUING FIDUCIARY EDUCATION.

Subdivision 1. Obligation of fiduciaries. A fiduciary of a covered pension plan shall
make reasonable effort to obtain knowledge and skills sufficient to enable the fiduciary to
perform fiduciary activities adequately. At a minimum, a fiduciary of a covered pension plan
shall comply with the program established in accordance with subdivision 2.

Subd. 2. Continuing fiduciary education program. The governing boards covered
pension plans shall each develop and periodically revise a program for the continuing education
of any of their board members and any of their chief administrative officers who are not
reasonably considered to be experts with respect to their activities as fiduciaries. The program
must be designed to provide those persons with knowledge and skills sufficient to enable them to
perform their fiduciary activities adequately.
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INVESTMENT ADVISORY COUNCIL REPORT

DATE: December 3, 2008
TO: Members, State Board of Investment
FROM: Members, Investment Advisory Council

SUBJECT: Asset Allocation Recommendation for the Combined Funds

Legislation was enacted during the 2008 Legislative session that will merge the Basic
Retirement Funds and the Post Retirement Fund into one combined fund as of
June 30, 2009. The merger of the two plans will require a new asset allocation to be
established for the combined plans.

The Investment Advisory Council (IAC) started reviewing this issue at its August 2008
meeting. A number of issues were discussed and additional information requested. At
the IAC’s November 2008 meeting the attached report, which includes asset allocation
alternatives and liability information, was presented. The IAC discussed the report and is
making the following recommendation to the SBI related to the asset allocation for the
Combined Funds.

RECOMMENDATION:

The IAC recommends that the State Board of Investment adopt the following asset
allocation policy for the Combined Funds:

U.S. Equity 45%
International Equity 15
Alternative Investments 20
Fixed Income 18
Cash 2
Total 100%
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Total Portfolio
3% Inflation Rate

Real Rate of Nominal
Return Return Volatility
2008 Asset Allocation Study 6.36% 9.36% 13.41%
Current Study Average 5.36 8.36 13.43
BlackRock 5.56 8.56 14.35
PCA 5.59 8.59 13.16
Wilshire 427 7.27 12.84
Credit Suisse 6.49 9.49 14.19
Goldman 5.12 8.12 14.05
JP Morgan 434 7.34 13.02
UBS 6.32 9.32 11.78
State Street 4.03 7.03 13.26
Inflation 3.00
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2008 Study
Current Average
BlackRock
PCA

Wilshire

Credit Suisse
Goldman

JP Morgan

UBS

State Street

Risk

Domestic International Fixed
Equity Equity Alternatives Income Cash
17.00 19.75 20.00 7.00 2.00
16.90 19.40 21.30 5.20 1.40
16.90 19.60 27.00 4.50 1.50
17.00 20.00 19.00 4.50 2.00
16.00 18.70 20.60 5.00 1.25
17.50 22.00 22.30 5.20 1.60
18.60 19.80 20.60 3.90 1.40
17.00 20.10 18.20 3.75 0.50
14.60 16.90 19.30 4.70 0.50
16.40 18.90 21.70 6.00 2.00
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Rebalancing and Transition Management

Rebalancing Policy

The SBI follows a disciplined approach to rebalancing to maintain the target policy asset mix of
a fund over time. Under the policy, when an asset class’ allocation deviates more than 5 percent
but less than 10 percent from its target allocation, staff has discretion to redistribute assets to
achieve the target allocation. If the actual allocation deviates 10 percent or more, assets must be
redistributed among asset classes to achieve the targeted allocation.

Through rebalancing, the SBI maintains a fund’s desired systematic risk exposures and expected
total return. The allocation of an asset class is allowed to drift because frequent rebalancing is
costly. Narrow bands around the target asset allocation result in unacceptably high transaction
costs. Wider bands tolerate expected volatility in market returns and reduce the frequency of
rebalancing. The SBI established its policy bands with these considerations in mind. In effect,
this rebalancing policy imposes a “buy low, sell high” discipline relative to a fund’s long-term
asset mix policy. Alternative assets, because of the illiquid nature of its investments, are
excluded from these rebalancing rules.

The following table illustrates the application of the policy to the Combined Funds.

Rebalancing Ranges
Combined Funds Allocations
10% 5% Target 5% 10%
Decrease = Decrease Allocation Increase  Increase
Domestic Equity 40.5% 42.75% 45% 47.25% 49.5%
International Equity  13.5 14.25 15 15.75 16.5

For example, if the Domestic Equity allocation exceeds 47.25 percent but is less than 49.5
percent, then staff has the discretion to rebalance. If the International Equity allocation increases
to 16.5 percent or more, then assets must be rebalanced back to the policy weight. Bonds, which
has a strategic allocation of 18 percent in the Combined Funds, displays an actual allocation
greater than 18 percent. The amount committed to Alternatives but not yet invested is allocated
to Bonds, and the rebalancing rules are applied to the adjusted allocation.

The SBI maintains adherence to its rebalancing approach and does not use tactical asset
allocation (TAA) as an investment strategy. Tactical asset allocation (market timing) involves
making projections concerning the performance of markets and adjusting fund allocations
accordingly. The SBI has a long-standing policy of not using TAA strategies.

Implementing Rebalancings
The process of moving assets among managers requires two major management decisions
concerning the handling of the assets in question: whether to use a transition manager and
whether to use futures. Issues affecting these decisions include the asset classes involved and
managers affected, the size and timeframe of the transition, market volatility and whether market
exposure must be maintained.



Using Current Managers or Transition Manager

The SBI may choose to use the investment managers who are affected by the rebalancing to
perform the transition or use a transition manager retained for this special purpose. Whether the
SBI is liquidating the entire portfolio of a terminated manager or withdrawing a portion of a
portfolio as part of a rebalancing influences the decision.

The SBI generally does not use transition managers for withdrawing assets from a bond manager
or for transferring portfolios of terminated bond managers. The SBI’s bond managers have a
keen understanding of the securities in their portfolios and have the capabilities to efficiently sell
or buy securities. The SBI transfers in-kind the securities of a terminated bond manager to a new
manager, so a transition manager skilled in selling and buying securities is not needed.

The SBI generally uses a transition manager to liquidate a terminated equity manager or to
withdraw assets from an active equity manager, and may use a transition manager when multiple
equity managers are involved. A transition manager is employed to sell a terminated equity
manager’s portfolio holdings because a terminated manager has less of an incentive to liquidate
with the SBI’s interests in mind. A transition manager is employed to withdraw assets from an
active equity manager because a transition manager, using crossing opportunities and specialized
trading algorithms, may liquidate large blocks of stocks in a more cost effective manner than an
active equity manager whose portfolio is smaller and more concentrated.. For passive or semi-
passive equity manager withdrawals, staff determines whether a manager will liquidate the
portfolio based on the manager’s capability and willingness to fulfill SBI requirements. Factors
used in the determination include the use of crossing opportunities and the cost of the transition,
the capacity of the manager to perform the transition and complete the transition within the
timeframe required, the impact on tracking error of the portfolio in question and the manager’s
ability to use futures to maintain market exposure.

Using futures
The SBI recognizes that each rebalancing may present a unique set of circumstances that requires
an examination of a host of factors to determine whether futures will be used.

The size of the rebalancing, the timeframe needed to complete the rebalancing and the volatility
of the markets at the time of rebalancing are critical factors in determining whether to use
futures. Larger rebalancings, longer transition periods and greater market volatility at the time of
the rebalancing generally will increase the likelihood of using futures to achieve the desired asset
allocation. In contrast, raising cash and liquidating small percentages of portfolios in short
timeframes with low market volatility generally will decrease the likelihood of using futures.

Conclusion

The SBI follows a disciplined approach to rebalance back to target asset allocations.
Implementing a rebalancing involves making decisions on a host of factors to determine the
appropriate course of action. The SBI recognizes that prescribing an approach for each type of
rebalancing ahead of time is not appropriate given different circumstances faced in each
transition. Rather, the SBI sets forth a general approach with general considerations useful in
making the most informed decision for a given transition when it occurs.
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The State Board of Investment (SBI) is responsible for the investment management of
several trust funds. These trust funds have differing accounting requirements and
spending targets that derive from differing constitutional and statutory provisions. As a
result of these differing legal bases, the trust funds have differing investment objectives
and asset allocations. These trust funds are:

e Permanent School Fund (PSF)

e Environment and Natural Resources Trust Fund (Environmental Trust Fund or
ETF)

e Closed Landfill Investment Fund

Each of the trust funds is a nonretirement account that, by state law, must be invested
separately from the retirement assets managed by the SBI.

This paper sets forth the constitutional and statutory basis for each trust fund, discusses
the unique accounting requirements and spending targets for each and presents the
investment objectives and rationale for the asset allocation for each.

Endowment Fund Investment Objectives

To the extent possible, the SBI treats these trust funds as endowment funds with the
overriding goal to balance a short-term need for income with the long term need for
growth in principal. Any endowment fund encounters certain short-term versus long-
term investment trade-offs. In the short-term, there is a demand for maximum current
spendable income. This short-term objective usually can be met best by holding
investments in lower risk, fixed income securities. Conversely, in the long-term, there is
a demand for a growing stream of real, that is inflation adjusted, spendable income. This
long-term objective usually can be met best by holding investments in higher-risk equity
securities. Unfortunately, the two investment objectives tend to be incompatible.
Maximum current spendable income achieved through fixed income investments will
sharply limit long-term growth in a fund’s principal and, hence, the spendable income
that the fund could generate in the future. On the other hand, a growing stream of real
spendable income achieved through equity investment usually results in a volatile stream
of current spendable income.

An endowment fund’s tolerance for risk is determined largely by the trade-off between
short-term and long-term objectives. In turn, the emphasis on short-term or long-term
objectives is primarily a function of the importance of the endowment fund’s spendable
income stream to the sponsor’s total revenue. When the spendable income stream is a
relatively small percentage of total revenues, the risk tolerance of the sponsor will tend to
be higher than in a situation in which the fund’s spendable income stream is a large
percentage of the sponsor’s total revenue. In the latter case, the sponsor is likely to be
more cautious since a protracted period of poor investment results could have a serious
impact on the various projects that the endowment fund is expected to finance.



Permanent School Fund

The Permanent School Fund (PSF) was created in 1858 under Article XI, Section 8 of the
Minnesota State Constitution. The PSF was designed to serve as a long-term source of
revenue for public schools. Technically, the PSF is composed of two parts:

e Lands: As part of the process of Minnesota becoming a state, the federal
government granted to Minnesota two sections of each township for the
support of schools. The most productive and valuable land was sold in the
nineteenth and early part of the twentieth century and proceeds put into the
Fund. Other lands were added to the remaining tracts which are primarily
in the northern part of the state. The Department of Natural Resources
(DNR) currently manages about 2.5 million acres of land and retains the
mineral rights on another 1 million acres for the Fund. Most of the land is
part of state forests, wildlife management areas, scientific and natural
areas, state parks, riverways, and water access sites.

e Principal: The lands generate income in the form of land sales, mining
royalties, timber sales and lakeshore and other leases. The income from
these sources, net of DNR costs, is used to purchase financial securities
which make up the second part of the Permanent School Fund. It is this
second part of the PSF, the principal as represented by the PSF’s financial
investments, that is managed by the SBIL.

In conjunction with the PSF is the School Endowment Fund. Income generated by the
financial investments in the PSF principal is transferred to the School Endowment Fund
and is then available for educational spending. Because of the short-term nature of this
account, the School Endowment Fund is invested in short-term cash equivalents.

Historically, the spendable income from the Fund was used to offset school aid payments
in the state budget. In 2008 legislation, the offset to aid payments was repealed, and,
beginning in fiscal year 2010, the spendable income is appropriated directly to school
districts.

Current Accounting Restrictions

As prescribed by the State Constitution, the principal of the PSF must remain “perpetual
and inviolate”. Educational spending can be financed only from the PSF’s dividend and
interest income. None of the PSF’s principal may be reduced to finance the spending.

Any realized losses on fixed income and equity securities are first subtracted from any
realized gains. Net realized gains are apportioned in equal installments over the next ten
years to offset net losses in those years. Any portion of an installment not needed to
recover subsequent losses shall be added to the principal of the PSF. Net losses in any
fiscal year will be reduced by any net gains apportioned to that fiscal year and any
remaining loss, if any, will be recovered from interest and dividend income in equal
installments over the following ten fiscal years.



Investment Objective

As a result of these restrictive accounting requirements, the impact of investment
strategies for the PSF on current spendable income is of primary concern. Investing in
equities may generate significant realized losses in any given year, and equities typically
generate a lower income stream than fixed income.

Accordingly, prior to fiscal year 1998, the PSF was invested entirely in fixed income
securities for more than a decade. While this asset allocation maximized current income,
it limited the long-term growth of the Fund and caused the income stream to lose value in
inflation adjusted terms. A more appropriate investment objective for the Fund is to
produce a growing level of spendable income within the constraints of maintaining
adequate portfolio quality and liquidity needed to finance the periodic withdrawals for
educational spending.

To meet this objective, a proposal to introduce equities to the Fund’s asset mix was
discussed by staff with affected parties. Since this modification would reduce short-term
income and have budgetary implications for the State, the consent of the executive and
legislative branches was necessary. After a number of unsuccessful attempts, the
proposal was favorably received by the Legislature and the administration and
incorporated into the K-12 education finance bill during the 1997 session. As a result,
the Fund allocation was shifted to a 50% stock/48% fixed income/2% cash allocation
during July 1997.

The change in fiscal 2010 to appropriate Fund spendable income directly to school
districts does not change the appropriateness of the objective to produce a growing level
of spendable income. In the future, it is anticipated that school districts will pay close
attention to the level of spendable income generated each year from the Fund, a
development that reinforces the continuation of a moderately balanced asset allocation
for the Fund.

Management Structure

The stock segment of the Fund is invested in the internally managed index fund designed
to match the performance of the S&P 500. The bond segment is invested in the internally
managed bond fund that is actively managed to add incremental value through sector,
security and yield curve decisions. The bond segment uses the Barclays Capital
Aggregate Index as its performance target. These investment vehicles offer low costs
while providing market returns.



Environmental Trust Fund

The Environmental Trust Fund was established by a constitutional amendment adopted in
1988 to provide a long-term, consistent and stable source of funding for activities that
protect and enhance the environment. In 1990, a constitutional amendment to Article XI,
Section 14 was approved that mandates that 40 percent of the net proceeds from the state
lottery be credited to the Fund until the year 2001. This mandate was extended through
the year 2025 following the approval of another constitutional amendment in 1998.
Effective July 1999, the 1998 constitutional amendment also eliminated certain
accounting restrictions on capital gains and losses and established an endowment policy
which sets annual spending up to 5.5% of the Fund’s total market value. By statute, the
State Board of Investment invests the assets of the Fund.

Investment Objective

The Environmental Trust Fund’s investment objective is to produce a growing level of
income within the constraints of maintaining adequate portfolio quality and liquidity.
Annual spending from the Fund, set by the Legislature, may total up to 5.5% of the
Fund’s total market value.

Asset Allocation

Before fiscal year 1994, the Fund was invested entirely in short-term instruments as part
of the Invested Treasurer’s Cash pool. By fiscal year 1995 the Fund had received
sufficient contributions to warrant an investment policy that incorporated allocations to
longer-term assets such as stocks and bonds.

For fiscal years 1995 through 1999, the SBI maintained a targeted allocation of 50%
domestic common stocks and 50% fixed income.

After the 1998 constitutional amendment was adopted, SBI staff worked with the
Legislative Commission on Minnesota Resources to establish an asset allocation policy
that is consistent with the Commission’s goals for spending and growth of the Fund.

The SBI approved a 70% stock and 30% fixed income asset allocation which was
implemented July 1, 1999. The allocation positions the Fund for the best long-term
growth potential while meeting the objective of the Fund to produce a growing level of
spending.

There have been no changes in the Fund structure or spending needs to suggest a change
in allocation targets or management of the Fund. Therefore, the Fund will continue to be
invested in a 70% stock/30% fixed income allocation through the internally managed
stock and bond pools.



Management Structure

The stock segment of the Fund is invested in the internally managed index fund designed
to match the performance of the S&P 500. The bond segment is invested in the internally
managed bond fund that is actively managed to add incremental value through sector,
security and yield curve decision. The bond segment uses the Barclays Capital
Aggregate Index as its performance target.

Closed Landfill Investment Fund

The Closed Landfill Investment Fund is a trust fund created by the Legislature to invest
moneys to pay for the long-term costs of maintaining the integrity of landfills in
Minnesota once they are closed.

Investment Objective

The investment objective of the Closed Landfill Investment Fund is to generate high
returns from capital appreciation. The Fund will be used by the Commissioner of the
Pollution Control Agency to pay for the long-term costs of maintaining the integrity of
landfills in Minnesota once they are closed. By statute, the fund received an
appropriation of $5.1 million at the beginning of fiscal years 2000, 2001, 2002 and 2003.
By statute, the assets of the Fund are unavailable for expenditure until after fiscal year
2020.

Asset Allocation

Since July 1999, the Closed Landfill Investment Fund has been invested entirely in
common stock. Given the long time horizon of this Fund and the lack of need for any
short or mid-term withdrawals, this strategy is expected to maximize the long-term gain
of the Fund.

In late 2009 the Pollution Control Agency, which administers the Fund, indicated a
preference for introducing bonds into the Fund portfolio and establishing a balanced
allocation. As the time horizon to 2020 shortens, rebalancing the portfolio by moving
each year a portion of equities into bonds is appropriate. A balanced portfolio would
position the Fund for long-term growth potential while dampening the volatility
associated with an all equities allocation. However, as part of a budget balancing
measure, legislation required the withdrawal of $48 million from the Fund, which was
made at the end of fiscal year 2010, leaving a balance in the Fund of less than one million
dollars. The legislation also specifies contributions of $12 million be made into the Fund
in fiscal years 2014 through 2017. Because of the large withdrawal and the several year
wait before new contributions flow into the Fund, it is appropriate to place any plan to
introduce bonds on hold.



Investment Management

SBI staff manages all assets of the Fund in the internally managed index pool designed to
match the performance of the S&P 500 index. Any future investment in bonds will be
invested in the internally managed bond fund that uses the Barclays Capital Aggregate
Index as its performance target.

Recommendation

As the time horizon to 2020 shortens, the Fund’s level of risk from equities goes down.
Introduction of bonds, therefore, is appropriate at some future date. Given the current
small balance in the Fund and the prospect of significant new contributions in a few
years, staff recommends that the Fund continue to be managed in equities in the
internally managed S&P 500 index pool and that the SBI revisit the allocation question
when new contributions are appropriated by the Legislature.
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Plan Administration

The Minnesota Workers’ Compensation Assigned Risk Plan (Plan) is a non-profit, tax-exempt
entity administered by the Department of Commerce. The Plan provides disability income,
medical expenses, retraining expenses and death benefits to high risk entities, with payments
being made either periodically or in lump sum.

Affinity Insurance Services, Inc, Bloomington, Minnesota, a division of AON Insurance, is the
Plan administrator retained by Commerce. Affinity handles the daily activities of the Plan,
receiving premium payments from participating organizations, paying benefits and determining
Plan liabilities through the preparation of annual actuarial reports.

By statute, the SBI invests the assets of the Plan. The SBI reviews the annual actuarial liability
study which displays the payments that are estimated to be made from Plan assets over time. The
SBI seeks to match Plan investment strategy with the estimated stream of liabilities. The SBI
maintains an asset allocation for the Plan and periodically updates that allocation.

Investment Objectives

The SBI recognizes that the Assigned Risk Plan has limited tolerance for risk due to erratic cash
flows, no allowance for surplus, and, generally, short duration liabilities. The portfolio must be
very liquid to generate sufficient cash to pay expected and unexpected obligations. Cash
withdrawals from the portfolio occur frequently to meet obligations. Therefore, it is appropriate
to establish two investment objectives for the Plan:

° To minimize mismatch between assets and liabilities;

e To provide sufficient liquidity (cash) for payment of on-going claims and
operating expenses.

Asset Allocation
The SBI believes that due to the uncertainty of premium and liability cash flows, the Plan should
be invested very conservatively.

The fixed income segment is invested to fund the shorter-term liabilities (less than 10 years), and
the common stock segment is invested to fund the longer-term liabilities. This structure creates a
high fixed income allocation which minimizes the possibility of a future fund deficit. The
smaller equities exposure provides higher expected returns and hedges some of the inflation risk
associated with the liability stream.

The current long term asset allocation targets for the Plan are as follows:

Domestic Equities 20%
Domestic Fixed Income 80%

The attached table from the Plan actuary displays the year-by-year liabilities estimated for the

Plan. The liability payments continue to be heavily weighted in the first several years with a
modest portion of estimated claims to be paid in later years. Due to changes in the workers

1



compensation marketplace, the Plan administrator recently was forced to adopt a higher retention
rate for considering liabilities. While there was a business change in the functioning of the Plan,
there was no change in the investment constraints the Plan faces. Therefore, there is no
compelling reason to change the investment objectives of the Plan. Further, the portion of
liabilities in the first fifteen years has remained at about 80 percent. Given these considerations,
staff concludes that the current allocation of 20 percent equities and 80 percent bonds be
continued.

Management Structure

Since the primary purpose of the portfolio is to pay expected and unexpected liabilities, it is
appropriate to use a manager with expertise in matching assets with liabilities to invest the fixed
income portion of the portfolio. The equity portion of the portfolio should provide broad market
coverage to reduce the risk of the equity portfolio being invested in an underperforming sector
and increasing the risk of the Plan needing higher premium payments. Therefore, it is
appropriate to use a manager with a broad market mandate such as the S&P 500 or Russell 3000.
A semi-passive or passive approach may also be considered.

Benchmarks

The fixed income benchmark should reflect the liability stream. A benchmark consisting of
published indices combined to reflect the duration of the liability stream and the strategic sector
allocations of the manager would be appropriate. The equity benchmark should reflect the
expertise of a manager investing for broad market coverage. A total portfolio benchmark should
be weighted in the same proportions as the recommended asset allocation.
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Participating Retirement Plans

Unclassified Employees Retirement Plan
Health Care Savings Plan
Deferred Compensation Plan
Minnesota State Retirement System (MSRS)
60 Empire Drive, Suite 300
St. Paul, MN 55103-3000

(651) 296-2761
1-800-657-5757

Public Employees Defined Contribution Plan
Voluntary Statewide Volunteer Firefighter Plan
Public Employees Retirement Association (PERA)

60 Empire Drive, Suite 200
St. Paul, MN 55103-1855

(651) 296-7460

Risk Spectrum

Hennepin County Supplemental Retirement Plan
Hennepin Co. Human Resources Dept., Benefits Unit
A-400 Government Center
300 South Sixth Street
Minneapolis, MN 55487-0070
(612) 348-3530

Local Volunteer Firefighter Relief Associations
Not Participating in the Voluntary Statewide
Volunteer Firefighter Plan
Minnesota State Board of Investment
60 Empire Drive, Suite 355
St. Paul, MN 55103
(651) 296-3328

Higher Risk

International Share Account

Growth Share Account

Common Stock Index
Account

Income Share Account

Bond Market Account

Fixed Interest Account

Money Market Account

Lower Risk

Assets

non U.S. stocks

U.S. stocks

U.S. stocks (reflects
broad U.S. market)

U.S. stocks/bonds

bonds

stable value
instruments

short-term
securities

Management Approach

-at least one-third active management

-no more than one third semi-passive management and
-at least one quarter passive management

active management

passive management

balanced asset mix

active management

3 yr. to 5 yr. maturities

30 to 60 day average maturity

Over time, higher-risk assets should provide higher investment returns than lower-risk assets.

Note: The Volunteer Firefighter Account is available only to local firefighter entities that participate in the
Voluntary Statewide Volunteer Firefighter Plan and is described in a separate Prospectus. Local firefighter
entities should contact the Public Employees Retirement Association for more information.



Letter to Participants

July 1, 2012

This prospectus outlines the investment options available to participants in the Minnesota Supplemental Investment
Fund and provides some basic information to assist you in making your investment decisions.

Each Account in the Minnesota Supplemental Investment Fund has share values that are determined on a daily
basis. You may transfer assets among Accounts on any business day during the month.

Remember that general economic and market conditions have a dominant influence on the returns
available to any investor. As an investor in the Minnesota Supplemental Investment Fund, or any other
investment program, you should be prepared for periods in which the returns on financial investments may
be low, or even negative. You should be aware that this possibility is much greater for accounts that
emphasize relatively risky, higher return assets such as common stocks, than it is for more conservative
investments such as money market-type accounts.

With these considerations in mind, the State Board of Investment is confident that the Supplemental Investment
Fund will provide competitive long term returns. | encourage you to carefully review each of the accounts available
to you and to choose those options that meet your own investment needs and objectives.

Any questions about your account should be directed to your retirement organization or program at the
office shown on the inside cover. Your retirement organization handles all changes in the way you invest your
contributions and maintains records on the status of your account. Your retirement organization has the authority
to deduct a fee for administrative expenses after account share values have been calculated. Participants in all
plans should contact their retirement organization for more information regarding plan administrative expenses.

Please note that the Volunteer Firefighter Account is available only to local firefighter entities that participate in the
Voluntary Statewide Volunteer Firefighter Plan. This Account is described in a separate Prospectus due to the
limited number of participants in the Account. If you are a fire department or relief association seeking information
about the Voluntary Statewide Volunteer Firefighter Plan, please contact the office of the Public Employees
Retirement Association at 60 Empire Drive, Suite 200, St. Paul, MN 55103-1855, (651) 296-7460.

Historical share values are available from the Minnesota State Board of Investment upon request and can be
accessed on the website at www.sbi.state.mn.us in the “Publications” section. Listings of securities held in the
various accounts are also available upon request and can be accessed on the website. If you have any questions
regarding the Board’s investment policies and procedures, please contact the Minnesota State Board of Investment
at 60 Empire Drive, Suite 355, St. Paul, MN 55103-3555, (651) 296-3328, or via e-mail at minn.sbi@state.mn.us.
We welcome your inquiries.

Respectfully submitted,

/W@ééy

Howard J. Bicker
Executive Director
State Board of Investment



General Information

What Is The Minnesota Supplemental Investment
Fund?

The Minnesota Supplemental Investment Fund is a multi-
purpose investment program that offers a range of
investment options to state and other public employee
groups. The participating groups use the Fund for a variety
of retirement-related purposes. Six plans and numerous
local relief associations currently participate in the Fund. As
of June 30, 2012, the market value of the Fund was
approximately $2.5 billion.

What Investment Options Does The Fund Offer?
The Fund has eight accounts, or investment options:

international stocks
actively managed stocks
passively managed stocks
stocks and bonds

actively managed bonds
stable value investments
short-term debt securities

International Share
Growth Share
Common Stock Index
Income Share

Bond Market

Fixed Interest

Money Market

The eighth account or investment option is the Volunteer
Firefighter Account which is only available to participants in
the Voluntary Statewide Volunteer Firefighter Plan. This
Account is described in a separate Prospectus.

Each account has different investment objectives and uses
different types of assets and investment management
styles. These accounts are described in greater detail on
the following pages.

Are All These Options Available To Me?
The choices you have depend on the retirement plan in
which you participate.

The Unclassified Employees Retirement Plan, the
Health Care Savings Plan and the Public Employees
Defined Contribution Plan may choose from the following
Accounts:

Bond Market
Fixed Interest
Money Market

International Share
Growth Share
Common Stock Index
Income Share

The accounts listed above, except the Fixed Interest
Account, are currently available to participants in the
Hennepin County Supplemental Retirement Plan and to
local volunteer firefighter plans which are not
participating in the Voluntary Statewide Volunteer
Firefighter Plan.

The Minnesota Deferred Compensation Plan (MNDCP)
uses the Money Market and Fixed Interest Accounts.
Information about available investment options in the
MNDCP can be obtained by contacting the Minnesota
State Retirement System.

What Options Are Available To The Voluntary
Statewide Volunteer Firefighter Plan?

The Volunteer Firefighter Account is the only option
available to participants in the Voluntary Statewide
Volunteer Firefighter Plan. Please contact the Public
Employees Retirement Association for information about
how your fire department or relief association may become
a member of this Plan.

Which Options Are Best For Me?

Only you can answer that question. The variety of options
has been designed to give you flexibility to use one or more
accounts in designing a portfolio that reflects your personal
investment needs and objectives. The material on the
following pages should assist you in making your decision.

Each of the accounts has separate advantages and
risks, and the performance of each will differ according
to business and economic conditions.

It is not the intent of the State Board of Investment to
advise participants regarding their choice among
accounts. This information is provided solely as an aid
to participants in selecting the most appropriate types
of investments for their particular circumstances.

May | Change The Way | Invest My Contributions?

Yes, but the guidelines vary among plans. You should
contact your retirement organization for more specific
information. Please note that special restrictions apply to
transfers out of the Fixed Interest Account (see page 11).

What Securities Are Owned By The Fund?

Due to the large number of stocks, bonds and cash
equivalents owned by the Fund, the holdings are not listed
in this Prospectus. If you would like a complete list of all
securities in the Fund, please contact the office of the State
Board of Investment. A list will be sent to you, at your
request, or you can access the list on our website at
www.sbi.state.mn.us, in the “Publications” section.




General Information

Investment Managers for the Fund*

Income Share Account:

— BlackRock Institutional Trust Co., San Francisco, CA (stocks)
— Investment Board Staff (bonds)
— State Street Global Advisors, Boston, MA (cash)

Growth Share Account:

— BlackRock Institutional Trust Co., San Francisco, CA

— Barrow, Hanley, Mewhinney & Strauss, Inc. Dallas, TX
— Earnest Partners, LLC, Atlanta, GA

— Goldman Sachs Asset Management, LP, New York, NY
— Hotchkis and Wiley Capital Mgmt., LLC, Los Angeles, CA
— INTECH Investment Management, LLC, Princeton, NJ
— J.P. Morgan Asset Management Inc., New York, NY

— Jacobs Levy Equity Management, Inc., Florham Park, NJ
— Knelman Asset Management Group, LLC, Minneapolis, MN
— LSV Asset Management, Chicago, IL

— Martingale Asset Management LP, Boston, MA

— McKinley Capital Management, Inc., Anchorage, AK

— Mellon Capital Management Corp., Boston, MA

— New Amsterdam Partners, LLC, New York, NY

— Next Century Growth Investors, LLC, Minneapolis, MN
— Peregrine Capital Management, Minneapolis, MN

— Sands Capital Management, LLC, Arlington, VA

— Systematic Financial Management, LP, Teaneck, NJ

— Turner Investment Partners, Inc., Berwyn, PA

— UBS Global Asset Management (Americas) Inc., Chicago, IL
— Winslow Capital Management, Inc., Minneapolis, MN

— Zevenbergen Capital Investments, LLC, Seattle, WA

Common Stock Index Account:

— BlackRock Institutional Trust Co., San Francisco, CA

International Share Account:

— AQR Capital Management, LLC, Greenwich, CT

— Acadian Asset Management, LLC, Boston, MA

— Capital International, Inc., Los Angeles, CA

—  Columbia Mgmt. Investment Advisors, LLC, Minneapolis, MN
— INVESCO Global Asset Management, Atlanta, GA

— J.P. Morgan Investment Management, Inc., London, England
— Marathon Asset Management, London, England

— McKinley Capital Management, Inc., Anchorage, AK

— Morgan Stanley Investment Management, New York, NY

— Pyramis Global Advisors Trust Company, Boston, MA

— State Street Global Advisors, Boston, MA

Bond Market Account:

— Aberdeen Asset Management, Inc., Philadelphia, PA

— BlackRock Financial Management, New York, NY

—  Columbia Mgmt. Investment Advisors, LLC, Minneapolis, MN
— Dodge & Cox, San Francisco, CA

— Goldman Sachs Asset Management, New York, NY

— Neuberger Berman Fixed Income, LLC, Chicago, IL

— Pacific Investment Mgmt. Co., (PIMCO), Newport Beach, CA
— Western Asset Management Co., Pasadena, CA

Money Market Account:
— State Street Global Advisors, Boston, MA
Fixed Interest Account:

— Galliard Capital Management, Minneapolis, MN

*The Minnesota State Board of Investment may add or delete
managers from this list at its discretion.

Investment Board Personnel

Howard J. Bicker
James E. Heidelberg

Investment Management Staff

John N. Griebenow Manager, Alternative Investments
Steven P. Kuettel Manager, Short-Term Debt
Michael J. Menssen Manager, Long-Term Debt
Stephanie Gleeson Manager, International Equity
Tammy Brusehaver Manager, Domestic Equity

John J. Kirby Portfolio Mgr., Alternative Investments
Patricia Ammann Portfolio Manager, Domestic Equity
Ryan O. Hill Portfolio Manager, Long-Term Debt

Aaron D. Griga
Deborah Griebenow

Portfolio Manager, Short-Term Debt
Analyst, Shareholder Services

Executive Director
Assistant Executive Director

Administrative Staff
Paul T. Anderson
William J. Nicol
Kathy Leisz

Wendy Murphy
Shirley Baribeau
Julie Grill

Charlene Olson
Melissa Mader
Kailee Kemp

Administrative Director

Accounting Director

Information Technology Specialist 2
Accounting Officer, Senior

Accounting Officer, Intermediate
Accounting Officer, Intermediate
Admin. Ass't. to the Executive Director
Office Admin. Specialist, Intermediate
Office Administrative Specialist



The Year in Review
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Year Ending June 30, Annualized (1)
2008 2009 2010 2011 2012 2008 - 20112
U.S. Stocks -12.7% -26.6%  15.7% 32.4% 3.8% 0.4%
Russell 3000
U.S. Bonds 7.1% 6.0% 9.5% 3.9% 7.5% 6.8%
Barclays Capital Aggregate Bond Index
International Stocks -6.4% -30.9% 10.4% 29.7% -14.6% -4.6%
MSCI All Country World Index Ex. USA
(MSCI ACWI ex USA Net)
Short-Term Investments 3.1% 0.6% 0.1% 0.1% 0.0%* 0.8%
90 Day U.S. Treasury Bills
Inflation Rate 5.0% -1.4% 1.1% 3.6% 1.7% 2.0%

Change in Consumer Price Index (CPI)

(1) Annualized return is the annual compounded rate of return.

*Actual return is 0.04%



The Year in Review

How Have Stocks, Bonds And Other Investments
Performed?

The U.S. stock market, as measured by the Russell 3000
index, increased 3.8% for the year ending June 30, 2012.
Within the Russell 3000, larger stocks outpaced smaller
ones and growth companies outperformed value
companies. Consumer Staples and Utilities were the best
performing sectors in the Russell 3000 with returns of
12.1% and 12.0%, respectively, while the Energy sector
was the worst performing sector with a -10.2% return.

The U.S. bond market, as measured by the Barclays
Capital U.S. Aggregate Bond Index, returned 7.5% for the
twelve months ending June 30, 2012. Within the bond
market, U.S. Treasuries returned 9.0%, corporate bonds
returned 9.7%, agency mortgage-backed securities
returned 5.0%, commercial mortgage-backed securities
returned 6.7%, asset-backed securities returned 4.9% and
agency bonds returned 4.6%.

International equity markets returned -14.6% for the year in
U.S. dollar terms, as measured by the Morgan Stanley
Capital International All Country World Index excluding the
United States net of taxes on dividends (MSCI ACWI Ex.
USA Net), which represents the developed and emerging
international markets outside the U.S. The MSCI World Ex.
USA Index Net, which represents developed international
markets, returned -14.1% for the year. The United
Kingdom, Japan and Canada, which together comprise
over 50% of the index, had returns of -4.6%, -7.2% and
-16.5%, respectively. The emerging markets, as measured
by the MSCI Emerging Markets Free Index Net, returned
-16.0% for the year in U.S. dollar terms. China, Brazil, and
Korea are the largest countries in the index with a
combined weight of 46% of the index. They had returns of
-16.0%, -26.7%, and -14.5%, respectively.

How Did Returns In The Minnesota Supplemental
Investment Fund Compare For Fiscal Year 2012?

o The International Share Account provided a return
of -14.7% for the fiscal year, underperforming the
international composite index. The composite index,
is comprised of approximately 76% developed
markets and 24% emerging markets. Overall, the
developed markets managers added value, while the
emerging markets managers underperformed their
respective index.

e The Growth Share Account increased 2.7% during
the fiscal year, underperforming the Russell 3000
index. Overall stock selection detracted from
performance.

e The Common Stock Index Account was up 3.8%
during the year, which matched its benchmark, the
Russell 3000.

o The mix of stocks, bonds and cash in the Income
Share Account provided a return of 5.3% and
underperformed its composite index by 0.1%. The
composite index consists of 60% stocks, 35% bonds
and 5% cash.

¢ The Bond Market Account posted a return of
7.7% for the year ended June 30, 2012 and
outperformed its benchmark, the Barclays Capital
U.S. Aggregate Bond Index, by 0.2%. An overweight
position in corporate bonds and security selection
contributed to the outperformance.

e The Fixed Interest Account provided a return of
3.1% during the fiscal year.

¢ The Money Market Account earned 0.3% for the
year. This gain is similar to the returns for money
market accounts offered by mutual funds and banks.

Your retirement  organization accumulates  your
contributions and transfers these contributions to various
accounts in the Fund. The actual performance of your
investments in the Supplemental Investment Fund
Accounts may be somewhat higher or lower than these
figures due to the timing of those transfers.



International Share Account

The International Share Account has a market value of
approximately $74 million. The objective of this Account is
to earn a high rate of return by investing in the stock of
companies outside the U.S.

Typically, a majority of the Account is invested in the
largest international stock markets (United Kingdom,
Japan, Canada, France, Australia and Switzerland). Most
of the remainder is invested in other well established
markets in Europe and the Pacific region. Approximately
twenty-three percent of the Account is invested in
developing countries, or “emerging markets”, around the
world including those in Asia, Latin America, Eastern
Europe, the Middle East and Africa.

Why Would | Choose This Account?

This option will be attractive if you believe that, over time,
international stocks will provide higher returns than other
types of investments. Approximately half of the Account is
actively managed by several international stock managers
that use a variety of investment styles and approaches.
These managers buy and sell stocks in an attempt to
maximize market value. The remainder of the Account is
passively managed to closely approximate the returns of
the international markets and semi-passively managed to
add incremental value over the index return by investing in
broadly diversified portfolios of stocks in the developed
and emerging markets.

The returns from the Account will rise and fall with
movements in the international stock markets. As with all
options that use common stocks, you must be willing to
accept returns that vary widely in the short term. While this
investment strategy has the potential to produce returns
that exceed those of a combined index comprised of both
the developed markets and emerging markets, there also
may be periods when the returns fall below the index
return.

Who Manages The Account?

The International Share Account uses a group of
international stock investment managers retained by the
State Board of Investment. (See page 3 for a listing of
these managers).

How Is The Value Of This Account Determined?

You own shares in the Account, much like you would in a
mutual fund. The share value is determined daily and is
based on the market value of the entire Account. Any
dividend income is reinvested in the Account at the time it
is earned. Your investment returns are measured by
changes in the share value and reflect all realized and
unrealized gains (or losses) generated by the Account.

What Is The Past Investment Performance Of This
Account?

The graph shows how $1.00 invested in the Account on
June 30, 2007 has grown.

Year Ending June 30
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The table displays the Account’s actual share values and
returns for the last five years. The annualized (annual
compounded) return during this period was -4.4%.

Year Ending June 30,

Share Value Rate of Return
2008 $6.95 -6.5%
2009 4.80 -30.9
2010 5.36 11.7
2011 6.95 29.7
2012 5.93 -14.7

Note:  Investment management fees are deducted
before share values and rates of return are
calculated.

For the 12 month period ending March 31, 2012
the investment management fees were
approximately $0.35 per $100 invested.



Growth Share Account

The Growth Share Account has approximately $131 million
in assets. The primary objective is to generate high returns
from capital appreciation (increases in the market value of
the assets it owns) as measured by the Russell 3000
Index. This Account differs from the Common Stock Index
Account because the Account is actively managed to buy
and sell stocks that in total may do better than the broad
stock market.

The Account is composed almost exclusively of stocks
of U.S. companies. The small amount of cash in the
Account represents the new contributions prior to
investment in the market as well as any cash held by the
individual managers within the Account.

The Account is managed by a group of investment
managers retained by the State Board of Investment to
manage other retirement assets. As a result, the Account
encompasses a range of investment styles and
approaches. One set of managers actively manages
portfolios in specific segments of the U.S. stock market.
Another set of managers attempts to add incremental value
by investing in a broadly diversified portfolio of stocks
across a wide range of industries. This structure assures
that the Account covers all areas of the broad stock market.

Why Would | Choose This Account?

The Growth Share Account is an actively managed
aggressive investment program focused on U.S. stocks.
You would choose this Account if you believe that, over
time, the stock market will provide higher returns than other
types of investments.

The returns from the Account will rise and fall with
movement in the stock market. As with all options that use
common stocks, you must be willing to accept returns that
vary widely in the short term. The returns from the Account
are likely to fluctuate more widely than returns from the
Common Stock Index Account, Income Share Account or
Bond Market Account. The potential for higher gains over
the long run is expected to compensate for the short term
volatility of returns.

Who Manages The Account?

Assets in the Growth Share Account are managed by a
group of investment managers retained by the State Board
of Investment (see page 3 for a listing of these managers).

How Is The Value Of This Account Determined?

You own shares in the Account, much like you would in a
mutual fund. The share value is determined daily and is
based on the market value of the entire Account. Any
dividend income is reinvested in the Account at the time it
is earned. Your investment returns are measured by
changes in the share value and reflect all realized and
unrealized gains (or losses) generated by the Account.

What Is The Past Investment Performance Of This
Account?

The graph shows how $1.00 invested in the Growth Share
Account on June 30, 2007 has grown.

Year Ending June 30

$2.00

$1.50

$1.00 p

$0.50 t + + +
2007 2008 2009 2010 2011 2012

The table displays the Account's actual share values and
returns for the last five years. The annualized (annual
compounded) return during this period was 0.0%* per year.

Year Ending June 30,

Share Value Rate of Return
2008 $26.56 -13.5%
2009 19.32 -27.3
2010 22.33 15.6
2011 29.88 33.8
2012 30.69 2.7

*Actual return is -0.01%

Note:  Investment management fees are deducted
before share values and rates of return are
calculated.

For the 12 month period ending March 31, 2012
the investment management fees were
approximately $0.23 per $100 invested.



Common Stock Index Account

The Common Stock Index Account has a market value of
approximately $165 million. The objective of the Account is
to generate high returns that closely approximate the
returns of the U.S. stock market as a whole. The Account is
invested primarily in U.S. stocks.

The Account invests in over 2,000 domestic stocks and is
designed to replicate the returns produced by the Russell
3000. The Russell 3000 is a stock market index like the
Dow Jones Industrial Average. In effect, the diversity of
stock holdings in the Common Stock Index Account
represents the broad domestic stock market.

Why Would | Choose This Account?

This option will be attractive to you if you believe that, over
time, stocks will provide higher returns than other
investments. You should note, however, that the Common
Stock Index Account is passively managed. This means
that no attempt is made to identify specific stocks that will
perform better than others. Instead, the Account is
designed to perform in line with the broad stock market.

In actively managed accounts such as the Growth Share
Account, stocks are bought and sold in an attempt to
maximize market value. While it has the potential to
produce returns that exceed those of the broad stock
market, an active investment strategy may also experience
periods when its returns fall below the market. By contrast,
the passive approach used in the Common Stock Index
Account should provide returns that consistently and
inexpensively replicate the market.

The returns from the Account will rise and fall directly with
movement in the stock market. As with all options that use
common stocks, you must be willing to accept returns that
vary widely in the short term. In the long term, the Account
should average higher returns than you could obtain by
placing your contributions in a fixed income or money
market-type account.

Who Manages The Account?
The Common Stock Index Account is managed by
BlackRock Institutional Trust Co.

How Is The Value Of This Account Determined?

You own shares in the Account, much like you would in a
mutual fund. The share value is determined daily and is
based on the market value of the entire Account. Any
dividend income is reinvested in the Account at the time it
is earned. Your investment returns are measured by
changes in the share value and reflect all realized and
unrealized gains (or losses) generated by the Account.

What Is The Past Investment Performance Of This
Account?

The graph shows how $1.00 invested in the Account on
June 30, 2007 has grown.

Year Ending June 30
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The table displays the Account's actual share values and
returns for the last five years. The annualized (annual
compounded) return during this period was 0.5% per year.

Year Ending June 30,

Share Value Rate of Return
2008 $20.92 -12.5%
2009 15.39 -26.4
2010 17.88 16.2
2011 23.61 32.0
2012 24.51 3.8

Note:  Investment management fees are deducted
before share values and rates of return are
calculated.

For the 12 month period ending March 31, 2012,
the investment management fees were
approximately $0.02 per $100 invested.



Income Share Account

The Income Share Account has a market value of
approximately $260 million in assets. The objective of this
Account is to earn a return from both capital appreciation
(increases in market value) and current yield (dividends
from stock and interest on bonds). To attain that goal, the
Account uses a mix of stocks and bonds. While holdings
may vary on a day-to-day basis, the following is the
targeted asset mix:

e 60% common stocks
o 35% bonds
. 5% cash

The stock segment of the Account is indexed to the Russell
3000, a market index that reflects the broad U.S. stock
market. The bond segment is actively managed and
includes high-quality corporate bonds and mortgage
securities as well as U.S. Government issues.

Why Would | Choose This Account?

You would choose the Income Share Account if you want a
balanced or diversified investment program in one account.
You must be willing to assume some risk with your
investment, since returns will vary with changes in market
conditions. Over time, the Account should average higher
returns than you could obtain by placing your contributions
in a fixed income or money market-type account.

Market value growth and dividend income from the stock
holdings can give you higher returns than are usually
available from bonds and short-term (cash) investments.
Conversely, while returns on bonds are often lower than
returns on stocks, the bond holdings in the Account add
stability and offer you some protection against wide swings
in the general stock market.

Who Manages The Account?

The Income Share Account uses both Investment Board
staff and investment managers. Investment Board staff
manages the bond holdings in the Account. The stock
holdings are invested through the same stock index fund
used for the Common Stock Index Account (see page 8 for
a description of this passively managed index fund).

How Is The Value Of This Account Determined?

You own shares in the Account, much like you would in a
mutual fund. The share value is determined daily and is
based on the market value of the entire Account. Any
interest and dividend income is reinvested in the Account at
the time it is earned. Your investment returns are measured
by changes in the share value and reflect all realized and
unrealized gains (or losses) generated by the Account.

What Is The Past Investment Performance of This
Account?

The graph shows how $1.00 invested in the Income Share
Account on June 30, 2007 has grown.

Year Ending June 30
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The table displays the Account's actual share values and
returns for the last five years. The annualized (annual
compounded) return during this period was 3.3% per year.

Year Ending June 30,
Share Value Rate of Return

2008 $37.94 -5.8%
2009 32.78 -13.6
2010 37.31 13.8
2011 45.01 20.6
2012 47.40 53

Note:  Investment management fees are deducted
before share values and rates of return are
calculated.

For the 12 month period ending March 31, 2012,
the investment management fees were
approximately $0.01 per $100 invested.



Bond Market Account

The Bond Market Account has a market value of
approximately $133 million. The objective of this Account is
to earn returns by investing in fixed income securities
(bonds).

Interest income and capital appreciation (increases in the
market value of the assets) are the sources of returns for
the Account. The Account invests the large majority of its
assets in high quality government and corporate bonds and
mortgage securities that have intermediate to long-term
maturities, usually 3 to 20 years. The managers of the
Account also may attempt to earn returns by anticipating
changes in interest rates and adjusting bond holdings
accordingly. While the managers invest primarily in the U.S.
bond market, some are authorized to invest a small portion
of their portfolios in non-U.S. bonds. Similarly, while the
large majority of holdings in the Account will be top rated
investment grade issues, some managers are authorized to
hold a small portion in higher yielding, or below investment
grade, debt issues. The aggregate holdings in non-U.S.
and below investment grade debt are limited to no more
than ten percent of the Account at any time.

The Account is invested entirely in fixed income securities.
No stocks are held in the Account. At times, cash reserves
may be raised if the investment managers forecast an
increase in interest rates.

Why Would | Choose This Account?

The Bond Market Account is a moderately conservative
investment option. It will be attractive if you want an
investment option that avoids common stocks, but you also
want the potential for greater returns than you can obtain
from money market-type accounts.

The returns from the Account generally will move in the
opposite direction of interest rate changes. You must be
willing to assume some risk with your investment, because
the Account could register losses in periods when interest
rates are rising.

Who Manages The Account?

The Bond Market Account is invested by a group of bond
managers retained by the State Board of Investment (see
page 3 for a listing of these managers).

How Is The Value Of This Account Determined?

You own shares in the Account, much like you would in a
mutual fund. The share value is determined daily and is
based on the market value of the entire Account. Any
interest earnings are reinvested at the time they are
received. Your investment returns are measured by
changes in the