WASHINGTON STATE INVESTMENT BOARD

Board Meeting Minutes
November 20, 2014

The Washington State Investment Board met in open session at 9:36 a.m. in the
boardroom at 2100 Evergreen Park Drive SW, Olympia, Washington.

Present:

Absent:

Also Present:

Marcie Frost

Kelly Fox

Arlista Holman

Judy Kuschel

Bill Longbrake

George Masten
Treasurer Jim Mclntire
Stephen Miller

Richard Muhlebach
Bob Nakahara

David Nierenberg
Representative Timm Ormsby
Joel Sacks

Senator Sharon Nelson
Jeff Seely

Theresa Whitmarsh, Executive Director

Gary Bruebaker, Chief Investment Officer

Victor Moore, Chief Operating 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

Kristi Haines, Confidential Secretary

Stacy Conway, Administrative Assistant

Mary Lobdell, Attorney General’s Office
Matt Smith, State Actuary

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

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

ADOPTION OF THE SEPTEMBER 18, 2014, MEETING MINUTES

Treasurer MclIntire moved to adopt the September 18, 2014, meeting minutes.
Mr. Masten seconded, and the motion carried unanimously.




PUBLIC COMMENT
There was no public comment.

EXECUTIVE DIRECTOR’S REPORT

Ms. Whitmarsh reported the Public Markets Committee will meet on December 2 with a
focus on education; the Audit Committee will also meet on December 2; the Private
Markets Committee will meet on December 4; the Administrative Committee will meet on
December 18; and the Board will meet on December 18 and 19 for a two-day meeting,
which will include presentation of annual plans from all (but fixed income) asset classes,
and a dinner presentation on December 18.

Ms. Whitmarsh reported on industry, legislative, and stakeholder meetings and other
events she has attended since the last Board meeting. She highlighted recent
participation at World Economic Forum (WEF) events, including a meeting focusing on
women in private equity and her invitation to serve on the Global Agenda Council on the
Future of Investing. She said the WEF will be working on both of these initiatives over
the next two years. Ms. Whitmarsh said she is working to ensure she uses her
participation to bring value and benefit to the WSIB. ’

Ms. Whitmarsh reported the WSIB has received and is managing funds from the
Washington State Opportunity Scholarship Fund (WSOS). She introduced a new WSIB
staff member, Bjorn Seabach, Investment Officer - Private Equity, sharing his experience
and education.

Ms. Whitmarsh informed the Board of the recent Austin Jenkins interview to follow-up
with another report on real estate property held in the portfolio, which was positive. She
said that Mr. Jenkins was also interested in staff travel to West Africa, to which

Ms. Whitmarsh responded there was none to report.

Ms. Whitmarsh said the new compliance position created for real estate has been filled by
Shawna Killman, who is moving ahead to develop the program. She said she is pleased
with the progress, and a full report will be provided to the Audit Committee at its March

meeting.

Ms. Whitmarsh shared her comments regarding staff’s implementation plan around the
new sustainability investment belief. Staff is working hard on the plan, and the Board
will see it when the strategic plan is presented in January. She said in terms of the
investment belief itself, staff is looking at manager communication and disclosure;
ongoing due diligence; securities selection; manager monitoring; engaging managers in
dialogue; quantitative assessment; measurement tools; building in-house expertise;
developing an internal risk-aware culture; potential use of the innovation portfolio;
appropriate valuation processes; and written talking points for staff and Board members
to use in articulating the WSIB's position. Ms. Whitmarsh said that the other action by
the Board was a change to the proxy voting guidelines to begin considering shareholder
proposals regarding climate risk. She said Kate Sandboe, Corporate Governance Officer,
is working with Glass Lewis and Institutional Shareholder Services (ISS) to develop
criteria and will present the results of the analysis and proposed criteria at the March
Audit Committee meeting.
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ADMINISTRATIVE COMMITTEE REPORT
Chair Frost reported the Administrative Committee met earlier this morning.

She said Mr. Moore reported the Fiscal Year 2015 appropriated budget has a balance of
$2.2 million (10.8 percent savings), and the non-appropriated budget has a balance of
$30.2 million (8.7 percent savings).

Assistant Attorney General’s Report

Ms. Lobdell provided an update of the Indy Mac case. She shared that the WSIB signed
on to an amicus brief in May with regard to a tolling issue. She said the Supreme Court
accepted the Indy Mac case for argument; however, Indy Mac litigants settled a part of
the litigation and, the U.S. Supreme Court, determined the remaining issue relating to
the tolling of claims was moot. Ms. Lobdell said with the current split in the courts,
outside counsel is watching the tolling issue on behalf of the WSIB. In the future, the
WSIB may have to be more aggressive in deciding early on whether to participate in a
case rather than waiting to see what happens.

In response to Mr. Masten’s question if, considering the split in the courts, this could get
back up to the U.S. Supreme Court, Ms. Lobdell replied affirmatively.

2015 Recommended Board Education List
Chair Frost said the Committee reviewed the 2015 Recommended Board Education List.

Chair Frost moved that the Board approve the 2015 Recommended
Board Education List. Treasurer MclIntire seconded, and the motion
carried unanimously.

Non-Voting Board Member Specifications Proposed Revisions

Chair Frost shared that the Non-Voting Board Member ad hoc Committee finalized
revisions to the specifications, which were reviewed and approved by the Committee this
morning. Revisions included the clarification of the roles of fiduciary and investment
experts, and included provisions for state residency and potential conflicts of interest.

Chair Frost moved that the Board approve the proposed revisions to
the Non-Voting Board Member Specifications. Mr. Masten seconded,
and the motion carried unanimously.

BOARD MEMBERS’ EDUCATION REPORTS

International Centre for Pension Management (ICPM) Discussion Forum

Chair Frost reported on the discussion forum run out of the Rotman School of
Management at the University of Toronto. The ICPM was founded by Keith
Ambachtsheer, who has stepped down and has been replaced by Rob Bauer. Chair Frost
said she was approved in September as an ICPM board member. Chair Frost noted that
Mr. Ambachtsheer focused more on plan and investment governance, while Mr. Bauer
takes a broader perspective of the pension industry, looking at the investment and plan-
design sides, as well as governance. She said the agenda of this discussion forum was
more reflective of the broader interest, including globalization of the pension industry,
with the move from defined benefit (DB) to defined contribution (DC) happening faster
globally than in the U.S. She also shared the discussion included a panel that discussed
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debunking the 80 percent ratio, often used in the U.S. as the rate of income needed at
retirement.

[Mr. Miller arrived at 10:01 a.m.]

Chair Frost said the Dutch were very well represented at this meeting, and while they
maintain the highest savings rate, they are still very concerned about safety. She said
there are three areas to look at with regard to pension design: adequacy of the benefit,
affordability of the plan, and the safety of the plan. Chair Frost said a session she found
very helpful was one focusing on nudging members to pay attention to their retirement
plan before retirement. There were observations about plan design considerations and
appropriate defaults, including contribution rates and decumulation, which is an emerging
topic. She also said that portability is an issue in both the U.S. and Europe; Europe is
responding with an implementation plan to create a single portal to track pensions across
the various countries, and ICPM will be looking at portability of DB plans in the U.S.

Council of Institutional Investors (CII) Fall Meeting

Vice Chair Fox reported that CII has done a good job of creating awareness for new
trustees. Treasurer Mclntire reported that he served on a CII panel discussion of
infrastructure investing, along with the Treasurers of California and Oregon. He said that
one highlight of the meeting was a very good presentation on high-frequency trading
(HFT) by the founder of IEX, the new exchange set-up to counteract the effects of HFT.
He said the presentation included a question and answer session with the IEX Chief
Counsel, who had good suggestions on questions for passive public equity managers
regarding HFT and dark pools. Treasurer Mclntire said he has followed up to get a more
detailed list of these questions for the Audit Committee, and he believes that staff could
get better and more complete answers to the questions that were raised when the public
equity contracts were brought up for review this last year. Ms. Whitmarsh shared that, in
her role on the board of CII, she sees the results of the participant surveys, and the
Treasurers’ session was ranked as one of the most popular sessions of the event, for
which she congratulated Treasurer Mclntire.

Mr. Sacks reported that he went a day early for a session called Corporate Governance
101. He echoed Treasurer Mclntire’s comments with regard to the general meeting;
however, he felt the 101 session was well-intended but designed more for corporate
governance staff than trustees.

TPG Annual Investors’ Meeting

Ms. Kuschel reported that TPG representatives discussed the various funds and
investments, and reviewed forecasting for each sector including retail, real estate, and
health care. There was a good health care discussion around what is happening currently
and what to expect moving forward. They did a deep dive discussion on investments in
various geographical sectors. Ms. Kuschel said it was a well-run event with a lot of
information about sectors, investments, and both TPG and the global economy.

Mr. Nakahara reported that he would echo Ms. Kuschel’s comments. He shared that TPG
is a $66 billion private equity firm with 36 percent of its investments in health care. Its
pipelines are robust considering aging boomers, and he believes TPG will continue to do
well in the health care sector. Mr. Nakahara reported that, during TPG’s annual look-see
into the future presentation, discussion included questions pertaining to Germany; the
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economic recovery of Spain; implications of the new Russian regime and Europe’s
reaction to it; China’s growth and ability to sustain and live within 7.5 percent GDP
growth; China’s housing boom and banking trouble; the U.S. job market and the
possibility for higher wages and use of skillsets to the fullest; the U.S. housing recovery;
potential increase of interest rates by the Federal Reserve Board and the implications of
such action; OPEC strategy, led by Saudi Arabia; implications of the drop in the price of
oil; and the feasibility of shale fracking investment with oil at $75 per barrel.

Mr. Longbrake asked if, based on Mr. Nakahara’s comments, there would be merit to
devoting part of an upcoming Board meeting to a discussion of these potential risks and
their effect on the WSIB investment strategy. Chair Frost responded there certainly
would be based on the head nods around the table. She also said the awareness of
potential risks is an outcome of attendance at these conferences, whereby attendees are
exposed to the information and can apply it to the WSIB.

Pacific Pension Institute (PPI) Executive Seminar and Roundtable

Chair Frost reported this is a group chaired by Ms. Whitmarsh with a focus on
investments in Asia. She said the event was divided into two areas: the first being the
executive seminar, a small group of about 15 people that provided an opportunity to ask
very specific questions; and the second a roundtable of about 100 people from around
the world who invest in Asia. She said there was a lot of discussion around Singapore
and the Asian nations. She noted sessions on investing in Asia’s growth using public-
private partnerships, a debate around the question of whether it is a good time to invest
in Asia, a session about the India reform process and the role of Singapore, a panel on
food security and safety in an emerging middle class in Asia, an agribusiness panel, and a
panel on use of disruptive technology and medical services. She said that she and

Ms. Whitmarsh had an opportunity to talk with officials from the Prime Minister’s office
about Washington’s Plan 3 annuity, and there was a lot of interest in that product and
how it could be incorporated into Singapore’s retirement plan, the Central Provident
Fund.

Chair Frost said that key takeaways from the conference included lack of agreement on
Asia strategy as it varies greatly from country to country; India is still the country to
watch; and currency issues. She said this group will meet on environmental, social and
governmental issues in February, and it may be possible to have more Board members
attend in light of our recently-adopted investment belief. Ms. Whitmarsh added that
whenever there is talk about Asia, the focus tends to be on China and Japan; however, it
came through at this event that other countries are bright spots, including Indonesia,
India, Malaysia, and the Philippines, even as China slows down. Ms. Whitmarsh said the
next PPI Roundtable will be February 11-13, 2015.

Treasurer Mclntire asked, based on his recent private trip to Myanmar, how many of the
private-public partnership opportunities are actually private-public and how many are
really sovereign wealth funds, and to what degree China is influencing the structure.

Ms. Whitmarsh responded that she does not have a feel for that from the Singapore
Roundtable; however, part of the Global Agenda Council discussion was on infrastructure,
and there continues to be a huge gap between what policy makers want and private
investors are willing to put in. She said even the sovereign wealth funds that she has
talked with are skeptical of a lot of the projects being presented to them, and issues
identified a long time ago continue to be challenges.
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Hedge Funds - Implications of the CalPERS Decision for Pension Trustees

Mr. Miller reported that he participated by webinar, and the bottom line is “don’t do it.”
He said that hedge funds do their namesake in mark down, but not as well as CalPERS
would like, and total return experienced after fees was disappointing.

Mr. Bruebaker shared the fact that the WSIB does not invest in hedge funds is not by
chance, and during the Board’s recent asset allocation discussion, staff shared with the
Board strategies with which the WSIB does not invest, with hedge funds representing one
of the more obvious; it has been a conscious decision. Mr. Bruebaker said that news
articles say that many of the endowments and foundations are looking at CalPERS and
thinking they might need to change their strategies as well.

United Nations (UN) Climate Summit
Treasurer Mclntire reported on two events he attended as a representative of the Office

of the State Treasurer.

The UN Climate Summit event was attended by over 100 heads-of-state discussing what
their respective countries are doing around climate change. Treasurer Mclntire attended
as part of the Investor Network on Climate Risk Investors’ Summit, which met the day
before the Summit. He said none of the pension funds were interested in voting for any
kind of divestiture effort, but all were concerned about how they respond, as well as what
the real risks are. He said they talked about efforts to do an evaluation of their own
carbon footprint for their investment portfolio and try to measure how that changes over
time. Several attendees discussed their investments in alternative energy. Treasurer
MclIntire said he found much of the information useful, and shared with Ms. Whitmarsh
information around the notion of trying to track the WSIB’s carbon footprint. He said the
metrics are primarily focused on the public equity environment, although there are
opportunities to think about how the WSIB approaches private equity given its
partnerships; some of those efforts are rudimentary, but a lot of work is being done to
advance thinking quickly. He said it was a very useful dialogue. He also shared that
even though representatives from China and U.S. showed up, neither made a statement;
China, however, made a statement about peaking out their carbon emissions in 2030.

World Pension Forum

Treasurer Mclntire said this was a dialogue with a small group of investors, where he was
able to interact with presenters and representatives from other funds. He said one thing
that came out of the discussions was the tension between boards and staff around the
notion of whether or not boards should be involved in approving manager selection and
the investment approval process for private markets. It was expressed by staff
attendees, including several chief investment officers, who think having boards involved
in deal decision making is a second-best solution. Treasurer Mclntire said that he pushed
back on the notion and argued that due to the very extensive work done by the Board in
asset allocation, he felt the involvement in the committees and approval processes
provide the educational background needed for the asset allocation decisions. He said
without this involvement, the Board does not have what is needed for asset allocation.
Treasurer Mclntire feels there is significant value in the level of participation by the
Board, and this is an institutional tension that is not uncommon. He said it is useful to
remain aware and understand that what is done in the investment committee process is
also educational for Board members as a driver to decision-making, and the success of
pension funds is asset allocation.
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[The Board recessed at 10:46 a.m., and reconvened in open session at 11:02 a.m.]

GUARANTEED EDUCATION TUITION (GET) UPDATE

Mr. Smith provided an overview and background of the GET program, and covered price
setting, key assumptions, history, experience, asset allocation, risk analysis, and next
steps.

Mr. Smith shared that the GET program was established in 1998 as a way for families to
save for higher education. He said the program is administered by the GET Committee
under the Washington State Student Achievement Council, the Office of the State Actuary
(OSA) provides actuarial services, a legislative advisory committee provides advice
regarding the administration of the program, and the WSIB sets the investment policy
and invests the assets of the program. Mr. Smith explained the GET program is a self-
sustaining 529 plan, with the state providing a guaranty; GET units can be used at
colleges and universities nationwide; and GET units can be transferred to family members
or owners can get a taxable refund.

Mr. Smith described how unit prices are set, purchased, and redeemed, and how money
is invested. Four key components considered in unit price include the present value of
the expected cost of tuition and fees at a rate of 1 percent of the annual amount;
expenses and administrative costs of the program; forward-looking reserves of

15 percent to cover the unexpected (either costs or returns); and an amortization
component, if reserves have been depleted. Mr. Sacks asked if there is a reserve for
future operating expenses, for example, if GET is discontinued. Mr. Smith responded
that, yes, these costs are included.

Mr. Smith reported on the current funded status of the program. He stated that as of
June 30, 2014, the present value of obligations, including the present value of expected
installment payments to be received, equates to a funded status of 106 percent, versus a
goal of 115 percent. He said the funded status has improved, but it is still not quite
where we would like it to be. Mr. Smith shared some historical measurements, including
the funded status from 1999 through 2014, stating the program weathered significant
financial storms of the early 2000’s and the great recession period of 2007-2009. He
stated that tuition growth has the most impact in the GET program and shared tuition
growth history. He continued by sharing other assumptions considered, including
investment growth based on time to use, tuition growth, enroliment levels, state funding
for higher education, and adverse deviation.

A discussion ensued about whether the tuition growth assumptions are based on a real,
observed long-term pattern or trend of the state backing off from state funding for higher
education; the impact of the last legislative session not to increase tuition; why asset
values are not smoothed; and why the assumed rate of return and asset allocation is
different than the Commingled Trust Fund.

Mr. Smith continued with his presentation, sharing the current asset allocation as of
June 30, 2014, the target allocation, and the capital market assumptions. He described
the risk analysis, key risk metrics, and solvency report card. Mr. Smith shared that an
asset allocation study is underway, which will consider possible changes to the current
asset allocation and impacts to the risk analysis, as well as cash flow and liquidity needs.
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He said the results were presented to the GET Committee in November with a discussion
of the asset allocation, and a recommendation will come to the Board in December.

Mr. Nierenberg noted the asset allocation decision is very important, considering the
assumptions presented, and shared an articile in The New York Times regarding the
assumptions used by the University of California. He said the whole question of asset
allocation and operational complication is worth pondering.

Treasure Mclntire shared the asset allocation that was recommended and approved by
the GET Committee was a 60/40 split between global public equity and fixed income,
collapsing Treasury Inflation Protected Securities (TIPS) in, with an expected 15-year
average compound return of about 6.1 percent. He shared his view on the historical
challenges with legislative decisions, the economic downturn, product pricing, and tuition
costs.

[Mr. Fox left at 11:35 a.m., and returned at 11:54 during the executive session.]

Mr. Miller commented on legislative actions, which have resulted in changes to the
program and asked about unit purchasing trends. Mr. Smith said he would provide that
information subsequent to the meeting. The Board requested more information on the
GET program, to which Ms. Whitmarsh replied that could be built into next month’s asset
allocation presentation at the Chair’s direction. In response to Mr. Sacks’ question about
whether there was a deadline or timetable for adopting the GET asset allocation,

Ms. Tucker replied she intends to bring the GET asset allocation in December, based in
part on an agency policy-review timetable. She said if the Board so chooses,
presentation of the GET asset allocation and policy revision can be moved back.

[Mr. Miller left at 11:43 a.m., and returned at 11:48 a.m.]
[Representative Ormsby left at 11:43 a.m., and returned at 11:49 a.m.]

QUARTERLY COMMINGLED TRUST FUND PERFORMANCE

Mr. Bruebaker reported that the second quarter of 2014 was not a great quarter for
investment returns; however, long-term earnings continue to be very good, with the CTF
earning in excess of 8 percent in every time period. He continued by reporting the
quarterly and year-to-date earnings as of September 30, 2014, and said the
since-inception return is 8.9 percent.

He said performance continues to struggle against the benchmark for the implementation
value added and lags it in every time period. For this quarter, the portfolio was harmed
by being underweight in real estate and private equity and overweight in public equity.
In terms of manager decisions, performance was hurt by the underperformance of
private equity managers but was assisted by the outperformance of tangible assets
managers. Mr. Bruebaker shared that, although it is a snapshot in time, the quarter’s
results beat the passive benchmarks in every time period.

Mr. Nierenberg stated that as he was reviewing the supporting documentation provided,
he was struck that private equity multiples paid have risen to the same levels as before
the great financial crisis, yet the Board may feel somewhat constrained by the quality of
opportunities available in private equity; there is an inverse correlation between the
multiples paid and the returns that are earned. He said it is a good time to maintain
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relationships but also to be relatively parsimonious about capital commitments until
different valuations are shown.

Chair Frost announced the Board would go into executive session to discuss the
performance of a public employee. She said the executive session was expected to last
until 12:10 p.m., at which time the Board would reconvene in open session.

[The Board went into executive session at 11:47 a.m., and reconvened in open
session at 12:13 p.m.]

ADMINISTRATIVE COMMITTEE REPORT (continued)
Executive Director’s Compensation

Chair Frost moved that the Board approve the Executive Director’s
compensation level of $320,000 annually, effective November 20,
2014. Mr. Fox seconded, and the motion carried unanimously.

Non-Voting Board Member Recommendation
Chair Frost moved that the Board reappoint David Nierenberg for a
three-year term from January 1, 2015, until December 31, 2017.

Mr. Fox seconded, and the motion carried unanimously.

OTHER ITEMS
There was no further business to come before the Board, and the meeting adjourned at

12:15 p.m. W//éu({/

Marcie Frost
Board Chair

N, -
Theresa J. Whitmarsh
ecutive Director
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