WASHINGTON STATE INVESTMENT BOARD

Board Meeting Minutes
January 17, 2013

The Washington State Investment Board met in open session at 9:52 a.m. in the
boardroom at 2100 Evergreen Park Drive SW, Olympia, Washington.

Present:

Absent:

Also Present:

Treasurer Jim Mclntire, Chair
Mike Ragan, Vice Chair
Marcie Frost

Bill Longbrake

George Masten
Richard Muhlebach
David Nierenberg

Judi Owens

Joel Sacks

Jeff Seely

Natasha Williams

Patrick McElligott
Bob Nakahara
Representative Sharon Tomiko Santos

Theresa Whitmarsh, Executive Director

Gary Bruebaker, Chief Investment Officer

Liz Mendizabal, Institutional Relations Director

Steve Draper, Senior Investment Officer — Real Estate

Bill Kennett, Senior Investment Officer - Fixed Income
Phil Paroian, Senior Investment Officer — Public Equity
Tom Ruggels, Senior Investment Officer - Private Equity
Allyson Tucker, Senior Investment Officer — Risk Management
and Asset Allocation

Diana Will, Senior Investment Officer — Tangibles

Janet Kruzel, Assistant Senior Investment Officer - Private
Equity

Kristi Haines, Executive Assistant

Steve Dietrich, Attorney General’s Office
Steve Hill, Former Board Member

Byron Wien, Blackstone Advisory Partners LP
Doyle Queally, GSO Capital Partners

[Names of other individuals attending the meeting are listed in the permanent record.]

Chair Mclntire called the meeting to order and took roll call.




OATHS OF OFFICE

Chair Mclntire welcomed and administered the oath of office to Ms. Frost, appointed by
Governor Inslee as the Department of Retirement Systems Director; and Mr, Sacks,
appointed by the Governor as the Department of Labor and Industries Director. Both will
serve as ex-officio members of the Board.

Ms. Frost and Mr. Sacks introduced themselves and shared their work history and
experience.

ADOPTION OF THE DECEMBER 20, 2012, BOARD MEETING MINUTES

Vice Chair Ragan moved to adopt the December 20, 2012,
minutes. Ms. Owens seconded, and the motion carried
unanimously.

PUBLIC COMMENT
There was no public comment.

EXECUTIVE DIRECTOR’S REPORT

Ms. Whitmarsh said the Public Markets Committee meets February 5 to discuss the
results of the Socially Responsible Investment (SRI) manager search, and the Private
Markets Committee meets February 7 to discuss potential private equity investments and
the Tangible Assets Annual Plan. The Administrative Committee and Board are scheduled
to meet on February 21. Ms. Whltmarsh will present the strategic plan at the February
Board meeting.

The WSIB's technology team was recognized before the Governor by the Department of
Enterprise Services on its disaster recovery process and security audit. Ms. Whitmarsh
introduced Public Equity staff, Ms. Rhonda McNavish, Assistant Senior Investment Officer,
and Mr. Fletcher Wilson, Investment Officer. Ms. Whitmarsh relayed The Seattle Times
has interviewed both Steve Hill and Gary Bruebaker for an extensive story they are
preparing on state pension systems. Ms. Whitmarsh reminded the Board the SRI
procurement remains open so the quiet period is still in place.

RECOGNITION

Chair MclIntire thanked Mr. Hill for his service on the Board, presented him with a letter of
appreciation, and congratulated him on his retirement. Mr. Hill said his experience on
the Board has been outstanding. He complimented the Board and staff on their great
work.

EDUCATION SESSION

Ten Surprises for 2013

Mr. Ruggels introduced Mr. Byron Wien, Blackstone Advisory Partners, and Mr. Doyle
Queally, GSO Capital Partners. Mr. Wien said he has presented his “ten surprises” for
28 years. Mr, Wien defines a surprise as an event that the average investment
professional would assign a none out of three chance of taking place, but where he
believes the event is probable, with better than a 50 percent chance of happening. He
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summarized his ten surprises for 2013, and also reviewed his ten surprises for the prior
year (2012), discussing which ones he got right and wrong.

Mr. Wien said he believes the U.S. economy will grow about two percent during 2013.

He commented on inflation, retail sales, housing, capital and consumer spending,
exports, manufacturing, energy production, unemployment, recession recovery, the fiscal
cliff, healthcare and social security entitlements, and taxes.

Mr. Wien responded to Board members’ questions about the potential impact on GDP due
to slowing productivity growth; the ability to achieve an 8 percent return on investments;
reasons for U.S. unemployment, labor costs, and technology saturation; and expectations
for dealing with the debt ceiling.

[The Board took a recess at 11:30 a.m., and reconvened in open session at 11:45 a.m.]
[Mr. Sacks left the meeting at 11:38 a.m.]

FIXED INCOME REVIEW AND OUTLOOK

Mr. Kennett presented a review of 2012 activities. The three big uncertainties for 2012
were the Euro area, U.S. fiscal problems, and growth in China, and these will continue
into 2013. He discussed events that affected the Euro-area; the change in Chinese,
Mexican, and Japanese leadership; and political tension in Asia and the Middle East. He
reviewed events impacting the U.S. economy during 2012 and believes a bright spot for
the U.S. is the resurgence of oil and gas production.

Mr. Kennett reported on his global outlook for 2013, including emerging markets; interest
rates; and policy, geopolitical, and social risks. He expects unemployment and debt to
remain high in the developed world. For the U.S., he expects modest growth, better
economic performance than Europe and Japan, contentious policy debates, and contained
inflation. Mr. Kennett said he anticipates low single-digit returns for fixed income.

Mr. Kennett shared his view on Europe and emerging markets including sub-Saharan
Africa, Latin America, and China, and JPMorgan’s global GDP forecast for 2013. He
expects emerging markets to continue to drive global growth in 2013.

Mr. Kennett said the 2013 outlook serves as a framework for fixed income
decision-making. He discussed some potential portfolio implications based on the 2013
outlook, and said fixed income will continue to overweight credit, focus on local markets,
carefully reach for yield, hold Treasuries for liquidity, and keep duration short to neutral.
He displayed historical data on the 10-year U.S. Treasury yield, investment grade credit
spreads, housing starts and building permits, yield curve changes, Treasury returns, and
fixed income indices’ returns.

Mr. Kennett said there is $29 billion of fixed income assets under management. The
retirement fund represents just over 45 percent of that, with Labor and Industries’ funds
coming in at around 42 percent. Fixed income outperformed its benchmark by 240 basis
points during 2012. For Labor and Industries, all funds outperformed for the 10-year
period. Mr. Kennett discussed the one-year performance of the Permanent Funds,
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Intermediate Bond Fund, Savings Pool, Guaranteed Education Tuition TIPS, and
Development Disabilities Endowment Fund TIPS.

[The Board took a recess at 12:33 a.m., and reconvened in open session at 12:54 p.m.]
[Mr. McElligott joined the meeting by teleconference at 1:00 p.m.]

ECONOMICALLY TARGETED INVESTMENTS POLICY 2012 ANNUAL REPORT

Ms. Kruzel presented the annual economically targeted investments (ETI) policy report.
The primary objective of the Board'’s policy is to produce investment returns to pension
fund assets, with possible collateral benefits. She said policy implementation has been
focused on relationships and collaboration. Ms. Kruzel reported that according to

The MoneyTree Report, from July 1, 2011, through June 30, 2012, over $28 billion was
invested in more than 3,700 venture capital deals in the U.S. and, of that total, over
$1 billion was invested in 162 Northwest deals. Washington attracted $781 million in
116 deals. Ms. Kruzel also detailed the 19 largest private equity and venture capital
firms in 2011 in the Puget Sound with Washington offices. During 2011, these firms
invested $176 million in 120 Washington deals, demonstrating that capital is in play and
accessible in Washington State.

The tenth poll of WSIB general partners (GPs) shows that strong consistent activity
continues. Of the 57 WSIB GPs polled, 37 looked at 1,436 deals and 14 GPs invested in
32 Washington-based deals. Even deals that were passed on had access to a GP and an
opportunity to present their product or services. In response to Mr. Seely’s question,
Ms. Kruzel confirmed that multiple partners could have looked at the same deal.

The fair market value of Washington investments among all asset classes in the
Commingled Trust Fund (CTF) was $1.4 billion at June 30, 2012, or 2.2 percent of the
CTF; this total value has remained above $1 billion each year for the past 9 years. This
value represents a combination of new investment, distributions, appreciation, and
depreciation. Overall, the total is up nearly 30 percent year-over-year, with increases in
public equity, real estate, tangible assets, and private equity. Ms. Kruzel highlighted the
private equity investments in Washington, which represent $206 million in 98 different
funds among 46 individual GPs and diversified among 9 industries. She exampled a
Washington company financing that occurred in 2012, demonstrating the WSIB and GP
portions which further include money from outside the state.

Mr. Kruzel concluded her report by stating she believes the policy implementation has
developed into a strategy that is successful and is working by assisting the seekers of
capital whenever possible and contributing to the regional investment environment.

PUBLIC MARKETS COMMITTEE REPORT

Ms. Owens said the Public Markets Committee met January 8 to participate in a
discussion of internal passive equity management. During the session, Mr. Paroian
presented the results of his research of internal passive management including
investment considerations, execution and trading, operations and human resource
considerations, as well as policy, regulatory, and reporting requirements. The Committee
and staff discussed the potential for cost savings with managing equities internally and
the pros and cons of implementing some type of internal equity management at the
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WSIB. The Committee agreed with staff’'s assessment that internal management should
be considered further for possible implementation in the 2015-2017 biennium.

The Committee also participated in the 2013 public equity annual plan, which Mr. Paroian
will present to the Board.

[Ms. Frost left the meeting at 1:32 p.m.]

2013 Public Equity Annual Plan

Mr. Paroian reviewed the 2012 public equity initiatives and accomplishments. He said the
proposed 2013 public equity activities fall into four broad themes: manager monitoring
and risk management, enhancements to existing programs, rebids or renewals, and
research and new initiatives. He discussed enhancements to managing defined
contribution menus and options, global and emerging markets equity, and passive;
activities and changes in procurement processes and contract renewals; and research
strategies. Mr. Paroian shared the proposed priority of public equity activities.

Ms. Owens moved the Board adopt the 2013 Public Equity Annual
Plan. Ms. Williams seconded, and the motion carried unanimously.

ADMINISTRATIVE COMMITTEE REPORT

Charter of the Vice Chair 1.00.170 Revision

Chair Mclntire reported, as a result of discussions taking place during the Board'’s
self-evaluation at the July Board meeting, he is proposing a revision to the Vice Chair
Charter. The revision adds to the duty of the Vice Chair the responsibility for working
with each Board member on development plans as part of the annual Board
self-evaluation process.

Chair MclIntire moved the Board adopt the proposed revisions to the
Charter of the Vice Chair 1.00.170. Ms. Owens seconded the motion.

Chair Mclntire said the Vice Chair would work with each member to develop their
individual plans. He noted the importance of this activity and for members to take
advantage of educational opportunities available to them.

The above motion carried unanimously.

Chair Mclntire said the Committee also discussed forming an ad hoc Committee to help
staff further develop and implement the WSIB story.

Chair MclIntire moved the Board approve the establishment of an ad
hoc Committee to work with staff on developing and implementing a
communications plan to tell the WSIB story. Vice Chair Ragan
seconded the motion.

Chair Mclntire said he would appoint members to serve on the Committee within
the next few weeks,

The above motion carried unanimously.
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Assistant Attorney General’s Report
Mr. Dietrich had nothing to report.

EXECUTIVE SESSION

Chair Mclntire announced the Board would go into executive session to discuss financial
and commercial information relating to an investment since public knowledge regarding
the discussion would result in loss to the funds managed by the WSIB or would result in
private loss to the providers of the information. He said the executive session was
expected to last approximately 10 minutes, at which time the Board would reconvene in
open session.

[The Board went into executive session at 1:46 p.m., and reconvened in open session at
2:26 p.m.]

Private Markets Committee Report
2013 Private Equity Annual Plan

Mr. Masten moved the Board adopt the confidential 2013 Private
Equity Annual Plan and revised model portfolio that was discussed in
executive session. Vice Chair Ragan seconded, and the motion
carried unanimously.

OTHER ITEMS

Chair Mclntire shared with the Board some discussions held at the Administrative
Committee regarding communicating with WSIB managers regarding investments with
gun manufacturers. Board members shared their viewpoints. Chair McIntire said he
would give it further consideration and bring back the topic to the February Board
meeting. Mr. Nierenberg asked staff for details from the data warehouse on the Board’s
holdings. Ms. Mendizabal said the Council of Institutional Investors plans a conference
call next Friday, which should provide some insight on what other institutional investors
are doing.

Ms. Whitmarsh noted the article on the WSIB'’s private equity program that was

distributed to members.

The meeting adjourned at 2:45 p.m.

Jandes L. MclIntire
CHKair

a J. Whitmarsh
xecutive Director
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