
  State of Rhode Island and Providence Plantations
STATE INVESTMENT COMMISSION

Regular Meeting March 23, 2005

A State Investment Commission (“SIC”) meeting was held in Room 135, State House,
Providence, Rhode Island on Wednesday, March 23, 2005.  The Treasurer called the meeting to
order at 9:05 a.m.

Membership Roll Call.  Present were:  Mr. Michael J. Costello, Ms. Rosemary Booth
Gallogly, Dr. Robert J. McKenna, Ms. Marcia Reback, Mr. James E. Thorsen, Mr. John R. Treat,
and General Treasurer Paul J. Tavares.  Also present were:  Mr. George Carvalho, Chief of Staff,
Ms. Joan M. Caine, Deputy Treasurer for Finance, Mr. William G. Bensur of Wilshire Associates
Incorporation, Consultant to the Commission, Jayne Donegan, Esq. and William Baldiga, Esq. of
Brown Rudnick Berlack Israels, Legal Counsel to the Commission, Mr. Frank Blaschka of The
Townsend Group, Real Estate Consultant to the Commission, and other members of the
Treasurer’s Staff.

State Investment Commission Minutes.  Dr. McKenna moved, Mr. Treat seconded and
the following motion was passed unanimously.  The following members voted in favor:  Mr.
Costello, Ms. Gallogly, Dr. McKenna, Ms. Reback, Mr. Thorsen, Mr. Treat and Treasurer
Tavares.

VOTED:  To approve the Minutes of the February 23, 2005 Regular Meeting and the
Minutes of the February 23, 2005 Executive Session.

Dr. McKenna moved, Mr. Costello seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Dr. McKenna,
Ms. Reback, Mr. Thorsen, Mr. Treat and Treasurer Tavares.

VOTED:  To seal the Minutes of the February 23, 2005 Executive Session and the Minutes
of the January 26, 2005 Executive Session.

Treasurer Tavares rearranged the order of the Agenda to accommodate the groups
waiting to present to the Commission.

The Townsend Group (“Townsend”) – Real Estate Market Conditions.  Mr. Frank
Blaschka gave an overview of the real estate market.  He noted that economic conditions should
stay positive, but not robust and that job growth has improved and is expected to continue to
improve in 2005.  Interest rates will continue to increase in 2005 but consumers have continued to
buy and borrow at high levels.  One of the biggest concerns is the price of oil and other energy
related products.  The NPI produced a 14.5% total return in 2004.  Capital market conditions are
expected to remain favorable for real estate.

Proposed Real Estate Investment – Tri-Continental Capital VII, L.P.  (“TriCon VII”).
Mr. David Berman, President and CEO and Mr. Geoff Matus, Chairman represented TriCon VII,
a closed-end fund investment in the high return category.  TriCon VII is being raised to make
mezzanine equity investments in residential (single family and condominium) development in the
United States.  TriCon has many long-term relationships with smaller, mostly local residential
developers which allows it to access niche developments at attractive returns.



SIC Minutes      3/23/05      Page 2

Since 1988 TriCon has assembled 72 single and multifamily investments in Canada,
California, Arizona and Texas as part of five prior closed end funds; 45 of the 72 projects were
located in the US.  Almost 80% of the partners’ 72 prior transactions have been done with the
same developer firms.  TriCon is also raising a Canadian oriented fund, TriCon VI, which will
invest up to 30% of its capital in the US.  TriCon VII will raise approximately $225 million (US).

Mr. Berman explained that TriCon VII will focus on smaller to medium sized home
builders and developers, not larger regional or national builders, where there is slightly less
efficient capital available for such programs.  The lot development investment activity will focus
on major markets with demonstrated population growth, primarily in larger markets (750,000 in
population) in the southern US; the condo investment will be in major metropolitan markets in
the northeast (New York/New Jersey), the mid-Atlantic (Washington, DC) and select markets in
California.

Mr. Thorsen moved, Dr. McKenna seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Dr. McKenna,
Ms. Reback, Mr. Thorsen, Mr. Treat and Treasurer Tavares.

VOTED:  To invest up to $15 million in Tri-Continental Capital Fund VII, L.P. contingent
upon satisfactory review and negotiation of investment and other legal
documents.

Proposed Real Estate Investment – LaSalle Income and Growth Fund IV (“Fund IV”).
Mr. James Hutchinson, Fund President and CIO and Mr. Adam Caskey, Managing Director
represented LaSalle.  Mr. Hutchinson noted that LaSalle Investment Management (“LaSalle”) has
20 years of experience in investment management with $26.4 billion of assets under management.
Fund IV is a $400 million enhanced return fund sponsored by LaSalle, which is the investment
management arm of Jones Lang LaSalle.  Jones Lang LaSalle is one of the world’s largest
integrated real estate management companies handling leasing, property management,
acquisitions/dispositions, and construction management with 750 offices throughout the world.

Fund IV, which is structured as a Real Estate Investment Trust (“REIT”), will be capped
at $400 million.  Fund IV will acquire office, multifamily, industrial and retail properties that
require capital improvements and will convert them into core properties by refurbishing the
physical plant and leasing vacant space or releasing space with near term tenant expirations.
Most of the investment activity will occur in major US markets or in select secondary markets
with high growth potential.

Mr. Caskey noted that the income and growth fund series had made investments
exceeding $850 million with a focus on traditional property types in primary markets.

Mr. Costello moved, Ms. Gallogly seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Dr. McKenna,
Ms. Reback, Mr. Thorsen, Mr. Treat and Treasurer Tavares.

VOTED:  To invest up to $15 million in LaSalle Income and Growth Fund IV, contingent
upon satisfactory review and negotiation of investment and other legal
documents.
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Investment Manager Review – Brown Brothers Harriman, Inc. (“BBH”).  Mr. Bensur
gave a brief overview of BBH, which was retained in 1998 to provide a strategic exposure to the
broad US fixed income market.  As of 12/31/04 the portfolio represented 14.5% of the fixed
income composite and 3.6% of the total fund.  Market value at 12/31/04 was $235.7 million.

Mr. John Nelson, Managing Director and Director in Institutional Relationship
Management represented BBH.  He noted that BBH manages both an enhanced core portfolio and
the TIPS portfolio.  He stated that the last three years has been an extremely strong and favorable
credit environment, which has had significant impact on the enhanced core portfolio.  Investment
grade corporate and ABS spreads continued to narrow and BBH’s overweighted position to these
sectors added value.  He also noted that the high yield market outperformed investment grade
sectors during the past year and that BBH’s overweighted position, combined with strong security
selection, added over 50 basis points.

With regard to the TIPS portfolio, Mr. Nelson noted that BBH has reduced exposure to
long-maturity TIPS in favor of nominal US Treasury exposures.  When break-even inflation rates
fell by 25 basis points in June 2004, the strategy added significant excess return.  BBH has also
reduced exposures in the areas of the yield curve where new supply was coming.  This strategy
was the single largest contributor to excess return during the third quarter of 2004.  Market value
of the TIPS portfolio at 2/28/05 was $474 million.  The TIPS portfolio has been in place for nine
months and is ahead of the benchmark by 48 basis points returning 6.53% in that timeframe.

Wilshire Associates Incorporated – Manager Continuation Policy Analysis.  Mr. Bensur
reported that it is Wilshire’s recommendation that all investment managers be retained for their
current assignment with the exception of Shenkman Capital Management.  Wilshire recommends
keeping Shenkman Capital on the “Watch List”.

Wilshire Associates Incorporated – Portable Alpha Strategies.  Mr. Bensur described the
portable alpha strategy as similar to the TIPS strategy, in that it is a way to gain excess return.  He
defined Alpha as excess return provided by the investment managers over and above what the
market returns.  He noted that the Rhode Island Employees’ Retirement System (“RIERS ”) has
approximately $3 billion in US Equity and approximately $2.1 billion of that is in large cap
stocks.  That segment is particularly efficient and it is difficult to add alpha there.  Alpha should
be pursued where it is most likely to be obtained, in inefficient segments of the capital markets.
Beta is the rate of return that the market offers.  In a low return expectation environment, alpha
becomes more important to achieve return objectives.

Alpha transfer strategies search for alpha in diverse areas of the market such as:  short
term fixed income; currency strategies; global macro and global tactical strategies; and long/short
equity strategies.  Beta exposure is maintained through the use of derivatives (typically S&P 500
futures).  He noted that PIMCO employs alpha in the StocksPLUS strategy.  Mr. Bensur stated
that there are various strategies available for generating alpha such as:  enhanced indexing using
short-term fixed income; currency overlay strategies; global macro alpha strategies; and market
neutral long-short strategies.  Mr. Bensur stressed that these strategies are new and ahead of the
curve.  He also said that in a low expectation environment, you need to make the assets work
more productively to generate returns.

Several members raised questions regarding the use of leverage and other risks associated
with these strategies.  The Treasurer stated that at this point in time, Mr. Bensur’s presentation
was on an information basis for the Commission’s consideration.  He noted that he encourages
Wilshire to present new ideas and strategies to the Commission for ways to enhance returns.



SIC Minutes      3/23/05      Page 4

Deputy Treasurer for Finance Report.  Ms. Caine distributed copies of a letter she
received from State Street Global Advisors (“SSgA”) announcing the resignation of Alan Brown
as Chief Investment Officer.  She noted that while Alan was an important part of SSgA’s senior
management team, he was not involved in the day-to-day management of RIERS portfolios and
his departure should not be of particular concern to the RIERS.  SSgA is redefining the CIO role
from one global CIO to three regional CIOs.  Mr. Sean Flannery will assume the role of CIO for
North America, Mr. Rick Lacaille will be the CIO for Europe and Mr. Lochiel Crafter will be
CIO for the Asia Pacific region.  All will report to Mr. Mark Lazberger, head of SSgA’s
international business.

Ms. Caine distributed an Investment Performance Summary from the Treasurer’s website
which demonstrated how important it is to have a well diversified portfolio.  For the one-year
period ended 12/31/04, the US equity portfolio returned 12.6%, non-US equities returned 20.4%
and fixed income returned 6.2%.  While the performance of the non-US equity composite has
been well ahead of both the domestic equity and fixed income portfolios in the last two years, she
pointed out that over a longer time period, for the five years ended 12/31/04, the non-US equity
portfolio lost 1.6%.  Fixed income, however, was up 7.8%.   She also stated that fiscal year return
through the eight months ending 2/28/05 was 10.3%, 70 basis points above the benchmark.

Executive Session.  Treasurer Tavares requested a motion to convene in Executive
Session, pursuant to R.I.G.L. § 42-46-5(2) to discuss litigation regarding the Gateway Eight
mortgage; and pursuant to R.I.G.L. § 42-46-5(7) to discuss the investment of public funds
regarding the Gateway Eight mortgage, and to permit members to obtain in confidence advice of
counsel as to the Commission’s legal strategies in that regard.  Ms. Gallogly moved, Dr.
McKenna seconded and the following motion was passed unanimously.  The following members
voted in favor:  Mr. Costello, Ms. Gallogly, Dr. McKenna, Ms. Reback, Mr. Thorsen, Mr. Treat,
and Treasurer Tavares.

VOTED:  Pursuant to R.I.G.L. § 42-46-5(2) and R.I.G.L. § 42-46-5(7), the Commission
voted to close the meeting to the public to discuss litigation regarding the
Gateway Eight mortgage; and to discuss the investment of public funds
regarding the Gateway Eight mortgage.

The Commission went into Executive Session at 11:05 a.m.

Open Session.  Mr. Thorsen moved, Mr. Treat seconded and the following motion was
passed unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Mr.
Thorsen, Mr. Treat, and Treasurer Tavares.  (Note:  Ms. Reback and Dr. McKenna were not
present for this vote.)

VOTED:  To reconvene the meeting into Open Sesson.

The Commission reconvened into Open Session at 11:50 a.m.  Treasurer Tavares noted
that no votes were taken while the Commission was in Executive Session.

Mr. Costello moved, Mr. Thorsen seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Mr. Thorsen,
Mr. Treat, and Treasurer Tavares. (Note:  Ms. Reback and Dr. McKenna were not present for this
vote.)
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VOTED:  To seal the Minutes of the Executive Session held today, March 23, 2005.

Mr. Costello moved, Mr. Treat seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Mr. Thorsen,
Mr. Treat, and Treasurer Tavares. (Note:  Ms. Reback and Dr. McKenna were not present for this
vote.)

VOTED:   That the Commission on behalf of the Rhode Island Employees’ Retirement
System (“RIERS”), having reviewed in detail with legal counsel the status of the
bankruptcy proceeding of Gateway Eight Limited Partnership (the “Developer”)
with respect to the interest of RIERS in the Developer’s building located at One
American Express Plaza, Providence, Rhode Island, authorize, and it hereby does
authorize, the General Treasurer, as advised by the Commission’s legal counsel,
to pursue, as diligently and quickly as possible, the enforcement of the legal rights
of RIERS against the Developer and the associated remedies, including, but not
limited to, foreclosure of the Developer’s interest in such building, in order to
obtain for RIERS the highest and quickest payment of the obligations owed to it
and/or realization on the collateral securing such obligations, provided, however,
that, without delaying the pursuit of such remedies, the staff shall continue to
bring before the Commission any settlement proposal deemed by the General
Treasurer to be worthy of the Commission’s consideration; and

VOTED:   That the General Treasurer, be, and he hereby is, authorized, empowered and
directed to execute, acknowledge and deliver any and all certificates, agreements
and other documents, take any and all steps and do any and all things as he may
deem necessary or advisable, in his sole discretion, in order to effect the purposes
of the foregoing resolution.

Mr. Thorsen moved, Mr. Treat seconded and the following motion was passed
unanimously.  The following members voted in favor:  Mr. Costello, Ms. Gallogly, Mr. Thorsen,
Mr. Treat, and Treasurer Tavares.  (Note:  Ms. Reback and Dr. McKenna were not present for this
vote.)

VOTED:  To adjourn the meeting.

There being no further business, the meeting was adjourned at 11:55 a.m.

Respectfully submitted,

Paul J. Tavares
General Treasurer
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