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·2· · · · · · · P R O C E E D I N G S

·3· · · · · ·CHAIRMAN AARONSON:· Patricia?

·4· · · · · ·MS. REILLY:· ·Good morning.· Welcome

·5· ·to the June 6th Teachers' Retirement System

·6· ·Investment Meeting.· I am going to start by

·7· ·taking the roll.

·8· · · · · ·Melvyn Aaronson?

·9· · · · · ·CHAIRMAN AARONSON:· ·Here.

10· · · · · ·MS. REILLY:· ·Justin Holt?

11· · · · · ·MR. HOLT:· ·Here.

12· · · · · ·MS. REILLY:· Jennifer Maldonado?

13· · · · · ·MS. MALDONADO:· ·Here.

14· · · · · ·MS. REILLY:· ·Sandra March?

15· · · · · ·MR. MARCH:· ·Present.

16· · · · · ·MS. REILLY:· ·Mona Romain?

17· · · · · ·MS. ROMAIN:· ·Present.

18· · · · · ·MS. REILLY:· ·Larry Schloss?

19· · · · · ·MR. SCHLOSS:· ·Here.

20· · · · · ·MS. REILLY:· ·Joseph Lewis?

21· · · · · ·(No response.)

22· · · · · ·MS. REILLY:· ·Before I turn it over

23· ·to the Chair, there are a few things that I

24· ·want to go over.

25· · · · · ·First, during our regular board
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·2· ·meeting, the last regular board meeting, we

·3· ·sent out the schedule for the next year's

·4· ·investment meeting dates and the regular board

·5· ·meeting dates.· We asked that people bring

·6· ·feedback to this meeting if they have any

·7· ·issues with the dates that we have published.

·8· · · · · ·There was one change that came to me;

·9· ·Thursday, May 1st, was not a good date for the

10· ·teacher trustees, so I am going to change that

11· ·to May 8th.· Other than that, I didn't hear

12· ·back from anybody else on the dates, so we are

13· ·just going to adopt the schedule as the

14· ·schedule for the next year, and it is subject

15· ·to change, if needed.

16· · · · · ·CHAIRMAN AARONSON:· ·Good.

17· · · · · ·MS. MARCH:· ·Patricia, could you have

18· ·it ready to distribute at our board meeting as

19· ·the schedule for next year so that everybody

20· ·not only walks away with e-mail copies but a

21· ·hard copy.

22· · · · · ·MS. REILLY:· ·I will do that.

23· · · · · ·The next thing is that this meeting

24· ·and the next regular board meeting are not

25· ·going to be streamed live out on web, but we



·1· · · · · · ·Proceedings - June 6 2013

·2· ·are taping it and it will be posted later in

·3· ·the week.

·4· · · · · ·The last piece of business is that

·5· ·you may see children walking around.· There

·6· ·are about 70 children visiting Teachers'

·7· ·Retirement System today.· The "Take Your

·8· ·Children to Work Day" was in April but,

·9· ·unfortunately, the New York City public school

10· ·children had to take their state tests on the

11· ·day that "Take Your Children to Work Day"

12· ·landed, so we rescheduled it for today because

13· ·New York City public school children are off

14· ·from school today; so they are here visiting

15· ·us, learning about what their moms and dads

16· ·do.· You may just see them walking by and I

17· ·wanted to explain.

18· · · · · ·MS. MARCH:· ·We thank you for being

19· ·so flexible and for looking at the calendar to

20· ·see what was going on in the lives of the

21· ·children being educated in New York City.

22· · · · · ·MS. REILLY:· ·Thank you.

23· · · · · ·CHAIRMAN AARONSON:· ·Does that cover

24· ·everything?

25· · · · · ·MS. REILLY:· ·I will turn it over to
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·2· ·you.

·3· · · · · ·CHAIRMAN AARONSON:· ·Now, we will go

·4· ·ahead with our business of the investment

·5· ·meeting, and the way we are going to handle it

·6· ·today is that we are going to get a public

·7· ·session from the pension fund and then we will

·8· ·get a public session from the variable funds,

·9· ·and we will then go into executive session on

10· ·the variable funds, and then we will go into

11· ·executive session on the pension funds.

12· · · · · ·I guess now I will turn it over to

13· ·Larry Schloss.

14· · · · · ·MR. SCHLOSS:· ·We have a very short

15· ·agenda today, it is just reviewing the

16· ·numbers.· All the numbers are good.

17· · · · · ·Martin, do you want to start with the

18· ·quarterly numbers for the quarter ending March

19· ·30?

20· · · · · ·MR. GANTZ:· ·Yes.· Good morning

21· ·Chairman, Trustees.

22· · · · · ·So, hopefully, everyone has that

23· ·quarterly report.· We have some extras if you

24· ·don't.· In short, before I go over and Seema

25· ·goes over equities, I want to let you know,
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·2· ·and Larry has been talking about this month

·3· ·after month when we go through the monthlies

·4· ·-- in fact, last month we went through the

·5· ·preliminary March numbers -- the equity

·6· ·markets, as well as all risky-asset classes,

·7· ·have done extremely well for the quarter.

·8· ·There wasn't even a single period of time that

·9· ·exceeded two days that the markets were down.

10· ·So the markets effectively went up in a

11· ·straight line, which is very unusual, and it

12· ·started after the concerns about the fiscal

13· ·cliff late last year.· Equity markets rallied

14· ·tremendously and all risky assets, for the

15· ·most part, rallied extensively.

16· · · · · ·The U.S. equity markets were up over

17· ·11 percent; non-U.S. developed markets were up

18· ·over 5; emerging markets were roughly flat,

19· ·and part of that has to do with concerns over

20· ·growth in China and other emerging markets,

21· ·but high yield continued its climb up another

22· ·two-and-a-half percent.· Investment grade

23· ·fixed income, which is not a risky-asset

24· ·class, was roughly flat because interest rates

25· ·went up slightly during that period of time.
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·2· · · · · ·But you see how it all gets put

·3· ·together; on page 10, you will see, first of

·4· ·all, on the top, as of March, the assets were

·5· ·49.6 billion, but as we will show, in just a

·6· ·moment Larry will talk about April, where

·7· ·assets are over 50 billion.· On the left you

·8· ·see that the returns for the quarter was an

·9· ·extremely healthy 5.54, ahead of the policy

10· ·benchmark, and for the fiscal year to date,

11· ·12.38 since April.· I don't want to steal

12· ·Larry's thunder, but April was a good month,

13· ·it will be even higher than that, when you see

14· ·that.

15· · · · · ·You can also see, I also want to

16· ·point out, the Spark notes here, and I have

17· ·done this for the last couple of quarters, the

18· ·ten-year number is now 8.68 for the overall

19· ·returns.

20· · · · · ·The next two pages show on top the

21· ·overall asset allocation and on the bottom,

22· ·where we are versus policy.· The first page on

23· ·11 shows, without adjusting for the parking

24· ·places, so I want you to turn to page 12 to

25· ·show where the pension fund is allocated.
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·2· ·This is the same page we went through last

·3· ·month and you will see that we are overweight

·4· ·U.S. equity, underweight Core+ 5 and TIPS.

·5· · · · · ·When Larry goes through where we are

·6· ·in April, you will see that we are in balance

·7· ·for all the policies, roughly the same

·8· ·allocation, but because of where those

·9· ·allocations were, meaning U.S. equity

10· ·overweight, Core+ 5 underweight, because Core+

11· ·5 on an overall basis underperforms, it was

12· ·roughly flat, and U.S. equity was the highest

13· ·performing asset class.· This was a very good

14· ·place to be for the quarter that we were just

15· ·in.· As you saw the returns before, we were

16· ·ahead of the benchmark and had a very strong

17· ·return.

18· · · · · ·The next few pages, starting on page

19· ·13, show attribution of returns, and you will

20· ·see, just like I said, for the quarter ending

21· ·March, which is on page 13, the allocation

22· ·effect on the left was positive because of the

23· ·overweight to U.S. equity and the underweight

24· ·to Core+ 5.· The managers detracted slightly,

25· ·but most of that is from private equity
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·2· ·because of the lag; when you have a strong

·3· ·bull market and public market, private equity

·4· ·lags because we are still looking at the

·5· ·September numbers, which had not caught up yet

·6· ·to the public markets.· It works the same way

·7· ·in· reverse, but it is a lagging effect.

·8· · · · · ·The one year on page 14 shows that

·9· ·the allocation effects and the management

10· ·effects were roughly neutral.· There were some

11· ·positives, so again, Core+ 5 underweight, U.S.

12· ·equity overweight helps non-U.S for the

13· ·beginning of the period because it was

14· ·underweight, but the management effect, what

15· ·helped was Core+ 5 and the U.S. EAFE return

16· ·itself, as Seema will go over, and I will go

17· ·over later as well.

18· · · · · ·We have a summary.· We have

19· ·three-year numbers and on the next page

20· ·there's a summary of the allocation management

21· ·effects.

22· · · · · ·Before I turn it over to Seema, I

23· ·want to show you page 18.· It shows where

24· ·Teachers ranks versus other large public funds

25· ·defined as greater than 10 billion dollars.
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·2· ·On the left, quarter ending March, that 554

·3· ·number ranks you in the top quartile, in the

·4· ·14th percentile. If you turn the page, you

·5· ·will see the annualized numbers of one year,

·6· ·three years, four years.· While the one year

·7· ·was three basis point away from the median,

·8· ·the 55th percentile, the four-year number was

·9· ·in the top quartile; the three-year number was

10· ·well within the second quartile; also, the

11· ·five-year number was in the top quartile.· So

12· ·the overall performance versus your peers is

13· ·good.

14· · · · · ·Unless you have questions, I will

15· ·turn it over to Seema for the equity numbers.

16· · · · · ·MS. HINGORANI:· ·So if you turn to

17· ·page 22, this is Teachers' domestic equity

18· ·allocation, about 40 percent of the total

19· ·fund.· As you know, you have seen a pie chart

20· ·of about 95 percent of the dollars here are

21· ·asset-free managed.

22· · · · · ·I will point out a couple of columns

23· ·of good news to you under the active

24· ·management side, what you do have.

25· · · · · ·First, though if you just look at the
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·2· ·index return column, to what Martin mentioned

·3· ·earlier, the Russell 3000 Index is up about 11

·4· ·percent, but if you look at mid cap, small cap

·5· ·versus large cap, you might remember that we

·6· ·had overweighted mid cap and overweighted

·7· ·small cap and underweighted large cap.· That

·8· ·actually helped us a lot, not only in the

·9· ·quarter, but also in the fiscal year to date,

10· ·the trailing three years and the trailing four

11· ·years, which is good to see.

12· · · · · ·I will just mention specifically that

13· ·small cap active has outperformed and your

14· ·large cap active, on the other hand, has been

15· ·behind the benchmark over a longer period of

16· ·time, but we talked about large cap before and

17· ·I am sure we will have ongoing discussions

18· ·about how to think about that, but overall, a

19· ·very good performance on the active side of

20· ·the portfolio.

21· · · · · ·If you then just turn to page 30,

22· ·this goes to your international allocation.

23· ·Different from U.S., as you can see in the pie

24· ·chart on left, much more money is managed

25· ·actively versus passively in the
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·2· ·international.· Again, if you look at the

·3· ·index return column, you can see the

·4· ·differences that Martin was mentioning about

·5· ·the U.S. being up about 11 percent, as many

·6· ·funds, the Russell 3000, EAFE markets, being

·7· ·up five percent, and then the EM markets being

·8· ·down a little bit in the quarter, rated to

·9· ·some things Martin mentioned about China

10· ·slowing.

11· · · · · ·If you look in the difference column,

12· ·I just wanted to point out the last row there,

13· ·the active EM outperforming by over a hundred

14· ·basis points in the quarter.· We are now

15· ·starting to see, which is what we were hoping

16· ·to see, that the new emerging-market managers

17· ·that Teachers hired last year are now starting

18· ·to perform the way we would like them to

19· ·perform.· So, we are looking for that to

20· ·continue.

21· · · · · ·If you turn to the next page, 31,

22· ·that just goes through some more detail on

23· ·EAFE, and the purple bar being the EAFE

24· ·markets, the Teachers' portfolio and the

25· ·yellow bar being the index.· You can see that
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·2· ·in the quarter, the Teachers' portfolio

·3· ·outperformed the benchmark in line, basically,

·4· ·fiscal year to date and then ahead in both the

·5· ·trailing 12 months and trailing three years.

·6· ·So those are good results.

·7· · · · · ·If you then turn to page 36, we will

·8· ·go through a little bit about the emerging

·9· ·markets.· Now, these returns are all

10· ·considered good returns in the managed part,

11· ·which is still evolving with BlackRock in

12· ·making sure that it is exactly in line with

13· ·the way it is supposed to be.· That's why you

14· ·are starting to see differences between the

15· ·green bar and the yellow bar.· It shouldn't be

16· ·that dramatic.· We are working on that with

17· ·them and it should be resolved this month, but

18· ·if you look at the overall EM portfolio for

19· ·Teachers, which is the blue bar, you can see

20· ·that in the quarter it is nicely outperforming

21· ·the benchmark -- down, but nicely

22· ·outperforming.

23· · · · · ·In the active EM, which is the purple

24· ·bar, you can see it is basically flat for the

25· ·quarter, versus the down index.· If you look
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·2· ·at the fiscal year to date, including a strong

·3· ·out performance in the purple bar, which is

·4· ·your active EM relative to the Benchmark, and

·5· ·similarly in the trailing 12-month period.

·6· · · · · ·If there are no questions, I will

·7· ·turn it to back Martin.

·8· · · · · ·MR. GANTZ:· ·On page 39 we have a

·9· ·summary of the overall fixed-income portfolio.

10· ·There is a pie chart.· About nearly one-third

11· ·of the assets are in fixed income, that's over

12· ·16 billion dollars, and you can see from the

13· ·pie chart that light blue is, just about 50

14· ·percent is in investment grade Core+ 5, which

15· ·we will start with.· The next page breaks it

16· ·down, so you have Investment grade Core+ 5; 16

17· ·percent of the assets, or just shy of eight

18· ·billion dollars were invested as of March 31st

19· ·in the program.

20· · · · · ·Drawing your attention to the

21· ·over/underweight column, which shows the

22· ·underweighted Treasury sector, overweight

23· ·spread sectors which are the mortgage and

24· ·credit sectors, those helped.· As you see in

25· ·the difference column, other than the one
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·2· ·basis point negative for the treasury sector,

·3· ·the overall performance is good, as we will

·4· ·see on the next page.

·5· · · · · ·Just to give you an idea of how the

·6· ·managers were doing, of the 15 managers in the

·7· ·program, five outperformed, five

·8· ·underperformed; and of the five, four by just

·9· ·a few basis points.· In fact, for the one year

10· ·and the three-year numbers, you had 14

11· ·managers in the program, 12 outperformed, two

12· ·underperformed, and those two also were just a

13· ·few basis points off.· So the program has done

14· ·very well.

15· · · · · ·As you can see on the next page, page

16· ·41, as I mentioned in my opening comments,

17· ·Core+ 5 was roughly flat, benchmark was

18· ·slightly negative, but the returns were

19· ·slightly positive, which gave you a 40

20· ·basis-point advantage.· For the fiscal year to

21· ·date, the return for the benchmark shown in

22· ·yellow was a very modest 202, but the managers

23· ·really added value, as I mentioned, adding

24· ·over 100 basis points, returning 312, similar

25· ·for the one-year number, 12-month number, 561
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·2· ·versus 469.· Similar out performance for

·3· ·longer time periods with the returns in

·4· ·roughly six to seven percent.

·5· · · · · ·I also want to point out something

·6· ·else, which is something I will point out in

·7· ·another chart.· If you look at the very bottom

·8· ·of the page, you will see volatility in terms

·9· ·of standard deviation, which is volatility,

10· ·the ups and downs of the market.· The

11· ·volatility number, just recently, in the last

12· ·few days, has really fallen off a cliff, so

13· ·you see the three-year number, we have

14· ·achieved that seven percent return on 2.6

15· ·percent volatility, which is really quite

16· ·remarkable, and now the 15-year volatility is

17· ·now below four percent.· So the program has

18· ·diversified, as you know, from the asset-

19· ·allocation volatility and in the past the

20· ·return has been there.

21· · · · · ·TIPS, on the next page, also similar

22· ·to Core+ 5, negative, slightly negative,

23· ·roughly flat benchmark outperforming slightly

24· ·by 20 basis points, and at the fiscal year to

25· ·date, PIMCO did particularly well and that
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·2· ·helped the 42 basis point out performance;

·3· ·that's the 287 number you see.· The one-year

·4· ·number, the 621, was 50 basis points ahead;

·5· ·PIMCO did very well.

·6· · · · · ·Similar story, the three-year number,

·7· ·you see the volatility really falls off the

·8· ·cliff.· It has been very low volatility.

·9· ·Larry will show you that one of the charts is

10· ·the fix; the volatility, not just in the

11· ·equity markets but fixed-income markets have

12· ·really slowed down.· That's changed a little

13· ·bit, it's come up in the last few days, but as

14· ·of March, it had really come down.

15· · · · · ·High yields, on page 43, that's six

16· ·percent of the portfolio -- actually, a little

17· ·bit more, just shy of three billion dollars

18· ·for the quarter.· Remember, we did a search so

19· ·we now have managers, all managers are on

20· ·performance.· The term was 280, which was 90

21· ·basis points ahead of the benchmark.· Of the

22· ·seven managers, six outperformed and, of

23· ·course, as you would expect in the bull

24· ·market, the one manager that underperformed

25· ·was your most defensive manager, which is what
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·2· ·we would expect.

·3· · · · · ·The fiscal year-to-date number was

·4· ·over ten percent, over 100 basis points ahead,

·5· ·and the 135, the ten-year numbers are

·6· ·remarkably high.· When you look at ten years,

·7· ·the high yield is over nine percent; that's a

·8· ·remarkable number.· I want to point out also,

·9· ·with the Core+ 5, if you look at the bottom,

10· ·the standard deviation of 8.1 percent, we

11· ·achieved that nine percent return with eight

12· ·percent volatility.

13· · · · · ·On a relative basis the fixed income

14· ·is a volatile asset class, so it has been a

15· ·very slow and steady smooth ride for high

16· ·yield.· It is not going to last forever, but

17· ·it has done very well and, moreover, managers

18· ·have added value on top of that.

19· · · · · ·Convertible bonds on page 44, it's

20· ·about one-and-a-half percent, rounded off to

21· ·two on this page, for the overall asset

22· ·allocation.· Returns were very strong because

23· ·it's very tied to the equity market, so on an

24· ·absolute basis it was 569, a strong return,

25· ·but that was behind the benchmark by 200 basis
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·2· ·points, but you see the purple or brown, I am

·3· ·not very good with colors, the other benchmark

·4· ·is purple.

·5· · · · · ·MS. MARCH:· ·Magenta.

·6· · · · · ·MR. GANTZ:· Thank you.

·7· · · · · ·That's the index, that's the custom

·8· ·index, because each of the managers had their

·9· ·own separate index, so we take the weighted

10· ·average of those and versus that, actually,

11· ·the managers have done well.· As you know, we

12· ·spoke previously, at a previous executive

13· ·session, that we are taking steps to address

14· ·the under performance.

15· · · · · ·The next chart is opportunistic fixed

16· ·income.· So you have numbers here, some of

17· ·these numbers are obviously very good and are

18· ·lagging.· We will have, in our annual plan

19· ·coming up, a fuller, more full information,

20· ·but for the quarter, a very strong quarter, as

21· ·you would expect.

22· · · · · ·The yellow, which is a ten percent

23· ·annual return benchmark and the JP Morgan

24· ·benchmark plus premium, fiscal year to date

25· ·was ahead of the ten percent, behind the JP
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·2· ·Morgan and the one-year number; very strong,

·3· ·nearly 15 percent at three years as well.

·4· ·Basically, the program is doing what we were

·5· ·hoping it would do.

·6· · · · · ·Unless there are any other questions,

·7· ·I will turn it over to Kathy for ETI's.

·8· · · · · ·MS. MARTINO:· Good morning.· Your ETI

·9· ·portfolio continues to be a very steady

10· ·performer and it has outperformed its custom

11· ·and the Barclays for all periods.

12· · · · · ·Now I would like you to turn to the

13· ·large book, page 7, collateral benefits.· We

14· ·did tweak the report a little bit so that for

15· ·each investment you can see activity for the

16· ·prior quarter, in addition to totals.· I will

17· ·bring your attention to one highlight.· The

18· ·numbers show up on page 9, the AFL/CIO housing

19· ·made 89 million dollar investment in the

20· ·Mitchell Lama -- actually not Mitchell Lama,

21· ·it's Unionville Housing Amalgamated Warbasse.

22· ·It provided a bridge loan so they could

23· ·quickly make repairs that were needed after

24· ·the hurricane.· They were completely flooded.

25· ·They needed to get operational, so that was a
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·2· ·nice investment.

·3· · · · · ·Sorry, on page 7 you did almost

·4· ·13-and-a-half million in multi-family

·5· ·mortgages, in commitments, and purchased

·6· ·six-and-a-half million.· A lot of the 13

·7· ·million was for a former Mitchell Lama that

·8· ·will remain affordable because of this

·9· ·financing.· There are regular agreements on

10· ·site.

11· · · · · ·Unless you have any questions, I will

12· ·turn it over to Liz.

13· · · · · ·MS. CALDAS:· So I have the private

14· ·equity quarterly report.· That's in a separate

15· ·handout.· I passed that out.· It looks like

16· ·this (indicating).

17· · · · · ·If you turn a few pages in to page

18· ·2-1, which is actually the first page with a

19· ·number on it, page number 2-1 down here, on

20· ·the top of the page it says "portfolio

21· ·snapshot."· You have to go past the blank page

22· ·that says Section 2.· It is blank and it will

23· ·be right after that.

24· · · · · ·So per your policy statement,

25· ·Teachers has six percent allocation in private
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·2· ·equity and as of December 31, 2012, private

·3· ·equity constituted five percent of the

·4· ·Teachers' plan, so we are getting there.

·5· · · · · ·If you look at the portfolio below,

·6· ·you will see that the quarter ending, the

·7· ·fourth quarter, that your total commitments

·8· ·were 4.3 billion.· The capital it contributed

·9· ·was 3.3 billion and you got back total

10· ·distributions of 1.2 billion, and your

11· ·portfolio is at market value of 2.2 billion,

12· ·so it is nicely growing.· You will see that

13· ·your total value multiple, since inception at

14· ·the end of the year -- it was more than 12 at

15· ·one point, three times -- since inception is

16· ·at 8.59; so growing by six-fifths from the

17· ·previous quarter and certainly much more

18· ·significant from the previous year, so we will

19· ·continue to see that grow and we are very

20· ·excited about that.

21· · · · · ·If you turn to the next page 2-2,

22· ·since reviewing end-of-year reports, we will

23· ·say this table shows what you did for the year

24· ·2012 and you made seven investments into seven

25· ·private-equity funds for a total of 617.8
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·2· ·million, and so all these great deals.· Again,

·3· ·it's Ares Corporate Opportunities, which is a

·4· ·special situation turnaround; Warburg Pincus,

·5· ·which is a growth equity; Trilantic, mid

·6· ·market; ICV, small; Carlisle 6, in the

·7· ·Carlisle 6 side, ties in with your

·8· ·co-investment vehicle, which is a mega buyout;

·9· ·and then Platinum Equity, which is a special

10· ·turnaround situation.· So we are excited to

11· ·see these guys get to work and start creating

12· ·returns for you.

13· · · · · ·If you turn to page 2.2-4, you will

14· ·see how you are performing against your

15· ·benchmarks.· So I am going to go to the most

16· ·meaningful one here, which is since inception

17· ·because it shows really nice progression

18· ·there.· You're again at 8.59 times IRR since

19· ·inception, and against the bench or economic

20· ·pool, you're 75 basis points above; you're

21· ·outperforming there and that's positive.· But

22· ·then you see the last bar underneath, which is

23· ·the Russell 3000 plus 300 basis points; you're

24· ·underperforming by 100 basis points, but you

25· ·are getting up there.· You're at 9.5 times,
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·2· ·you were at 8.5 times, so we will continue to

·3· ·see that grow.

·4· · · · · ·If you turn a little bit further up

·5· ·to page 2-7, I will show you the strategies

·6· ·which are working for you, which are your top

·7· ·three performers:

·8· · · · · ·So you will see in this table you

·9· ·have all the different strategies across all

10· ·of your portfolios, how much has been

11· ·committed and the IRR.· And based on IRR,

12· ·you've got three of the top performers:

13· ·Growth equity is leading the pack at 18.85

14· ·percent IRR; followed by special situations

15· ·turnaround, 18.24, which is continued growth.

16· ·We made some great investments in the year in

17· ·those areas, both of those areas; and then

18· ·followed by corporate finance large buyouts at

19· ·16.3 percent. So we are excited about that.

20· · · · · ·The last area I will leave you is

21· ·2.8; give you a peak into what we are doing

22· ·for the first quarter.· We're focusing on the

23· ·fourth quarter; you will see that we have had

24· ·a nice progression coming out of the third

25· ·quarter.· The top bar is cash that's paid in,
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·2· ·the bottom bar is distributions coming back to

·3· ·you.· So you will see that when you look

·4· ·across all of the previous quarters, you were

·5· ·at a nice all-time high at the end of the

·6· ·year, ending on a very nice note of 203.7

·7· ·million distribution coming back to you.

·8· · · · · ·So I will end it there, and we will

·9· ·continue to see this progression as we

10· ·continue to mature.

11· · · · · ·MR. SCHLOSS:· ·Thank you.

12· · · · · ·MS. NELSON:· Moving on to the real

13· ·estate highlights for the fourth quarter of

14· ·2012.· If you look in the big board book, it

15· ·is on page 18, and I am going to summarize and

16· ·give you the highlights and stay right here on

17· ·this page.

18· · · · · ·As you know, the allocation to the

19· ·real asset class is six percent, and as it

20· ·relates to real estate, we are at 2.2 percent

21· ·invested and 3.2 percent committed.· If you

22· ·look at the portfolio as it stood at fourth

23· ·quarter 2012, the market value, what we had in

24· ·the ground is about a billion dollars.· We

25· ·have about 500 million dollar of commitment
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·2· ·that we have yet to fund, so all together our

·3· ·exposure to real estate is 1.5 billion

·4· ·dollars.

·5· · · · · ·If you kind of look at this portfolio

·6· ·in different ways, in terms of our strategies,

·7· ·it is about 43 percent core and 57 percent

·8· ·non-core.· We have been very selective in the

·9· ·core space, as you know, and even right now,

10· ·even though we're in the midst of a recovery,

11· ·there are certain gateway cities, apartments

12· ·and office are already above recession levels.

13· ·So we are being quite careful in terms of our

14· ·commitment in core space.

15· · · · · ·All together we have close to 40

16· ·investments, 39 investments and they are being

17· ·pursued by 30 managers that we have.· The

18· ·portfolio is well diversified by geography and

19· ·property type and the portfolio leverage, at

20· ·this point, is 44 percent.· The reason why I

21· ·point that out is that during the global

22· ·finance crisis, as you know, we were impacted

23· ·adversely by leverage.· So what you are seeing

24· ·here in this 44 percent, compared to the 62

25· ·percent leverage that your portfolio carried
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·2· ·during the crisis, is that your managers are

·3· ·being quite prudent and careful.· They are

·4· ·looking for singles and doubles, not swinging

·5· ·for the fences.· They are looking for

·6· ·investments that they can improve just by

·7· ·doing basic real estate; leasing, doing the

·8· ·lobby over, and there's less reliance on

·9· ·financial engineering.

10· · · · · ·Leverage is good, but it is good when

11· ·it makes sense and I think that you are seeing

12· ·that difference there in what your managers

13· ·are doing.

14· · · · · ·Turning to the quarterly results, the

15· ·performance was two-and-a-half percent net,

16· ·which is 20 dips above the benchmark.· Our

17· ·benchmark is Odyssey plus 100 basis points.

18· ·The Odyssey is our time weighted benchmark for

19· ·core real-estate properties, and because we

20· ·have a portfolio blend of non-core and core

21· ·strategies, we have added about a hundred

22· ·basis points premium, and for the quarter our

23· ·return is quite competitive.

24· · · · · ·As you look down at the bottom, at

25· ·the graph, it shows how the Teachers'
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·2· ·portfolio has performed during different time

·3· ·periods.· I just talked about the quarterly

·4· ·return for the one year, it was 9.5 percent,

·5· ·which was a little under the benchmark.· The

·6· ·three year was exceeding the benchmark at 330

·7· ·basis points.· The five year kind of captures

·8· ·all of the crises, and we did have mixed

·9· ·results from managers there, but importantly,

10· ·if you look at the "since inception"

11· ·literature, it's 8.5 percent; that's your

12· ·time-weighted return.· If you look at your

13· ·"since-inception" results in terms of IRR,

14· ·there's that 7.1 percent return at 1.2 times

15· ·multiple.

16· · · · · ·So, for the long term, very positive

17· ·results for real estate.· Post quarter we have

18· ·about 546 million dollars in commitment.· We

19· ·recently closed on two deals, Related and

20· ·EMIS, for a total of 205 million dollars on

21· ·behalf of Teachers.· These are both New York

22· ·centered programs.

23· · · · · ·So if anyone has any questions on the

24· ·real estate, I am happy to answer them.

25· · · · · ·Thank you very much.



·1· · · · · · ·Proceedings - June 6 2013

·2· · · · · ·MR. SCHLOSS:· ·It was a great

·3· ·quarter, that's the bottom line.

·4· · · · · ·Let's go to the update, April

·5· ·numbers, in this package.· Just a couple of

·6· ·overall comments on what is happening.

·7· · · · · ·So we've got this really gradual

·8· ·recovery going on in the United States, and

·9· ·the recession in Europe is kind of slowing.

10· ·It's trying to signal that at some point it is

11· ·going to take its foot off the gas, and they

12· ·seem to be having a difficult time

13· ·communicating exactly when and how or else

14· ·they are trying to specifically not

15· ·communicate exactly when and how.· That said,

16· ·they are trying to tell you that there's a

17· ·time to be nimble.· They're going to follow it

18· ·up, they're going to follow it down, but

19· ·change is coming, on the one hand.· On the

20· ·other hand, again, the economy is sort of

21· ·growing two to three percent, just not enough.

22· · · · · ·So Bernanke spoke in the Senate and

23· ·the Congress, he said something that spooked

24· ·the markets and in the last week or two of

25· ·May, the ten-year Treasury went from 1.6 to



·1· · · · · · ·Proceedings - June 6 2013

·2· ·2.2 percent in two weeks and it could have

·3· ·some bad effects in our portfolio for the end

·4· ·of May.· I will tell you that the markets over

·5· ·reacted, but the markets do what the markets

·6· ·feel like doing, but change is in the wind and

·7· ·we're slowly doing a little bit of changing of

·8· ·our portfolios, which I will go into in a

·9· ·second, but again, very slowly around the

10· ·edges.

11· · · · · ·We start on page 34.· This is the

12· ·markets in April.· April was a good month.

13· ·Again, January, February, March and April, if

14· ·you look at the first column on the left, U.S.

15· ·equity markets drop one to two percent.· EAFE

16· ·had a booming month of five percent; emerging

17· ·markets up a little less than one percent.

18· ·Treasuries and non-core investment grade is up

19· ·one to two percent, and high yield is up about

20· ·two percent.· So everything was up one to two

21· ·percent.

22· · · · · ·If you go to page 30, it's set up

23· ·exactly the same way we have been set up for

24· ·the past six or 12 months.· We are over

25· ·allocated U.S. equities, which is great; and
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·2· ·as Martin mentioned, under allocated Core+ 5

·3· ·TIPS, and that's absolutely the right place to

·4· ·be.· Everything else is pretty close to spot

·5· ·on, closer -- a little closer here or there.

·6· · · · · ·So what was the result that came out

·7· ·of that?· If you go to page 35, again, you

·8· ·recall I said everything was up one to two

·9· ·percent, and we were up 1.7 percent.· All the

10· ·numbers were positive, so that was good.· That

11· ·brings our year to date to about 14.3 percent,

12· ·so we are doing all right.· I would say May

13· ·our guesstimate is we are plus or minus zero.

14· ·So we are okay, just trying to get to the end

15· ·of the year.· So hold your breath it has been

16· ·choppy.

17· · · · · ·Again, we have had some losses

18· ·probably in our Core+ 5 portfolio, but we will

19· ·see how it all works out.· Again, we are into

20· ·the 11th month of the year.· If you then go to

21· ·page 27, what that shows you, I'm happy to

22· ·report for the first time that we're over 50

23· ·billion dollars; so at some point it is a good

24· ·fund.· Again, if you look at this page, it's

25· ·pretty much straight up for the year.· We
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·2· ·started at 42-and-a-half and we are at 50;

·3· ·that's pretty good.

·4· · · · · ·If you look at that on a longer-term

·5· ·perspective on the next page, page 28, again

·6· ·an all time high.· There's a ten-year number

·7· ·up about eight-and-quarter.· That's great.· So

·8· ·all systems are go.· We are having a little

·9· ·turbulence as we try to land the plane to June

10· ·30th, but I think we will end over seven net,

11· ·unless all hell breaks loose, which I really

12· ·don't anticipate.· So things are working all

13· ·right.· We are slowly going to start to dial

14· ·our risks down a little bit in high yield

15· ·bonds, but again, slowly.· That's about it.

16· ·Managers are all doing generally fine.

17· · · · · ·Any questions?

18· · · · · ·So that ends the quarter, April and

19· ·we will be back for the year-end results next

20· ·time.· That ends our remarks for the public

21· ·session.

22· · · · · ·CHAIRMAN AARONSON:· ·Thank you very

23· ·much.

24· · · · · ·MR. FULVIO:· ·The first general item

25· ·was the first quarter report for the Passport
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·2· ·Fund which, as you might recall, was

·3· ·distributed ahead of time.· I think in the

·4· ·past we started that to see if anyone had any

·5· ·questions regarding that report or performance

·6· ·for the first quarter, but we did cover the

·7· ·performance at the last meeting.

·8· · · · · ·We will give an update of the year to

·9· ·date in general for everything as we work

10· ·through the April performance, but are there

11· ·any questions on the first quarter?

12· · · · · ·So we will start by echoing what

13· ·Larry said, the first quarter was a good

14· ·quarter, and April continued with a strong

15· ·performance across markets.· Now I am on the

16· ·diversified equity fund report for April.· At

17· ·the bottom of the page, total assets at the

18· ·end of the month were about ten-and-a-half

19· ·billion dollars, up over the month from just

20· ·over 10.3 billion dollars.· In terms of items

21· ·to note on this page, this page now reflects

22· ·the full funding of the FDA crescent fund,

23· ·which, as you might recall, is being

24· ·transitioned into, as we sold out of the Lord

25· ·Abbett portfolio.
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·2· · · · · ·Any questions on the allocations

·3· ·themselves?· ·If not, we will flip ahead to

·4· ·page 3.

·5· · · · · ·In the middle of page 3, you see the

·6· ·line item for Teachers' total, the total

·7· ·return for the diversified equity fund, and

·8· ·for the month you can see a positive return,

·9· ·about two percent. That's about 40 basis

10· ·points ahead of the U.S. equity market,

11· ·measured by the Russell 3000 index.· You can

12· ·see we outperformed, that was helped by a

13· ·strong performance relative to the U.S. by a

14· ·non-U.S. equity allocation within this fund,

15· ·as non-U.S. equities were up 4.3 percent in

16· ·the fund, and it was also helped by

17· ·performance in a defensive composite, which

18· ·returned about two percent as well.· So both

19· ·of those ahead of the broad U.S. equity market

20· ·by about 1.6 percent.

21· · · · · ·Year to date, you can see here

22· ·through April the return for diversified

23· ·equity fund is positive 12 percent, which is

24· ·in line with what we expect to see given the

25· ·return for the hybrid benchmark.· That is
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·2· ·slightly trailing the Russell 3000, primarily

·3· ·due to some weakness earlier in the year by

·4· ·non-U.S. equity exposure, having non-U.S.

·5· ·equity markets up about 9.7 percent.

·6· · · · · ·If there are no questions on the

·7· ·diversified equity funds, we can move ahead.

·8· · · · · ·Now we are on the report that shows

·9· ·the bond fund, Variable B.· You can see assets

10· ·at the end of April were about 370 million

11· ·dollars -- 372 million dollars, sorry, and

12· ·those assets have been relatively stable over

13· ·time.· The performance through the month of

14· ·April was up about 22.5 percent, and year to

15· ·date, up about a half a percent, both in line

16· ·with the benchmark for Barclays one to five

17· ·year credit index.

18· · · · · ·If you wouldn't mind flipping to the

19· ·next page, page 2, this page refers to

20· ·performance and assets of the international

21· ·equity fund, which is about 86-and-a-half

22· ·million dollars at the end of April.· The

23· ·inflation protection fund was about 35 million

24· ·dollars at the end of April, and the socially

25· ·responsive equity fund was about 46 million
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·2· ·dollars at the end of April.

·3· · · · · ·Right along the middle of the page

·4· ·you can see the total performance of the

·5· ·international equity fund for the month.· It

·6· ·was up about 4.3, percent versus the E.P.

·7· ·benchmark was up 5.3 percent; however, year to

·8· ·date, on an absolute basis, the fund was up in

·9· ·excess of nine-and-a-half percent, and that is

10· ·slightly behind the index for the year to date

11· ·at 10.8 percent.

12· · · · · ·The inflation protection fund

13· ·returned about two percent for the month of

14· ·April, so close to the equity market, they're

15· ·not what we would typically expect to see, and

16· ·you can see that that two percent return, as

17· ·well as the TIPS benchmark, as well as the CPI

18· ·benchmark, which were about flat for the

19· ·month.

20· · · · · ·On the year-to-date basis, the

21· ·inflation protection fund was up about 2.9

22· ·percent.· Again, that's also ahead of the TIPS

23· ·and CPI-plus benchmarks.

24· · · · · ·At the bottom of the page, the

25· ·socially responsive equity fund, as you can
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·2· ·two-and-a-third percent, so you would expect

·3· ·to see that slight down on the international

·4· ·equities fund, and you can see below that the

·5· ·performance for the inflation protection fund;

·6· ·that is down about two-and-a-half percent.

·7· ·Also, it's the reverse for the Neuberger

·8· ·Berman Fund, it's up about two-and-a-half

·9· ·percent.

10· · · · · ·So that was all we had prepared for

11· ·the public session.

12· · · · · ·CHAIRMAN AARONSON:· ·Thank you very

13· ·much.

14· · · · · ·Do I have a motion to go into

15· ·executive session?

16· · · · · ·MS. MARCH:· ·I move that we go into

17· ·executive session under the Public Officers

18· ·Law 105 for the purpose of discussing sales

19· ·and securities.

20· · · · · ·CHAIRMAN AARONSON:· ·Is there a

21· ·second?

22· · · · · ·MR. SCHLOSS:· ·Second.

23· · · · · ·CHAIRMAN AARONSON:· ·Is there any

24· ·discussion?

25· · · · · ·(No response.)
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·2· · · · · ·CHAIRMAN AARONSON:· All those in

·3· ·favor?

·4· · · · · ·(Chorus of "ayes.")

·5· · · · · ·CHAIRMAN AARONSON:· ·Any opposed?

·6· · · · · ·(No response.)

·7· · · · · ·(Whereupon, at this time, the meeting

·8· ·continued in executive session.)
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·2· · · · · ·CHAIRMAN AARONSON:· ·We are now in

·3· ·public session and what we would like is, Ms.

·4· ·Stang, if you can give a summary of what we

·5· ·did in executive session.

·6· · · · · ·MS. STANG:· ·In executive session of

·7· ·the variable funds, renewals, various

·8· ·investment manager contracts, certain prior

·9· ·contracts were discussed.· Consensus was

10· ·reached, which will be done at the appropriate

11· ·time.

12· · · · · ·In the executive session for the

13· ·pension fund, one manager update was

14· ·presented.· There was a discussion of

15· ·reconstituting various indices in the equity

16· ·portfolios.· Consensus was reached and will be

17· ·announced at the appropriate time, and the

18· ·infrastructure annual plan was presented.

19· ·Consensus was reached and will be announced at

20· ·the appropriate time.

21· · · · · ·The infrastructure investment was

22· ·presented and discussed.· Consensus was

23· ·reached, which will be announced at the

24· ·appropriate time.

25· · · · · ·Two private equity investments were
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·2· ·presented and discussed.· Consensus was

·3· ·reached and will be announced at the

·4· ·appropriate time.

·5· · · · · ·A presentation on the securities-

·6· ·lending program was received and discussed.

·7· ·Consensus was reached, which will be announced

·8· ·at the appropriate time.

·9· · · · · ·A presentation on the ETI investment

10· ·was received and discussed.· Consensus was

11· ·developed, which will be announced at the

12· ·appropriate time.

13· · · · · ·CHAIRMAN AARONSON:· ·Is there any

14· ·other business before the board?

15· · · · · ·(No response.)

16· · · · · ·Motion adjourn?

17· · · · · ·MS. MARCH:· ·So moved.

18· · · · · ·MS. ROMAIN:· ·Second.

19· · · · · ·CHAIRMAN AARONSON:· ·Any discussion?

20· · · · · ·(No response.)

21· · · · · ·CHAIRMAN AARONSON:· ·All in those in

22· ·favor of adjourning?

23· · · · · ·(A chorus of "ayes.")

24· · · · · ·(Time noted 3:30 p.m.)

25
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 1             Proceedings - June 6 2013

 2              P R O C E E D I N G S

 3           CHAIRMAN AARONSON:  Patricia?

 4           MS. REILLY:   Good morning.  Welcome

 5   to the June 6th Teachers' Retirement System

 6   Investment Meeting.  I am going to start by

 7   taking the roll.

 8           Melvyn Aaronson?

 9           CHAIRMAN AARONSON:   Here.

10           MS. REILLY:   Justin Holt?

11           MR. HOLT:   Here.

12           MS. REILLY:  Jennifer Maldonado?

13           MS. MALDONADO:   Here.

14           MS. REILLY:   Sandra March?

15           MR. MARCH:   Present.

16           MS. REILLY:   Mona Romain?

17           MS. ROMAIN:   Present.

18           MS. REILLY:   Larry Schloss?

19           MR. SCHLOSS:   Here.

20           MS. REILLY:   Joseph Lewis?

21           (No response.)

22           MS. REILLY:   Before I turn it over

23   to the Chair, there are a few things that I

24   want to go over.

25           First, during our regular board
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 2   meeting, the last regular board meeting, we

 3   sent out the schedule for the next year's

 4   investment meeting dates and the regular board

 5   meeting dates.  We asked that people bring

 6   feedback to this meeting if they have any

 7   issues with the dates that we have published.

 8           There was one change that came to me;

 9   Thursday, May 1st, was not a good date for the

10   teacher trustees, so I am going to change that

11   to May 8th.  Other than that, I didn't hear

12   back from anybody else on the dates, so we are

13   just going to adopt the schedule as the

14   schedule for the next year, and it is subject

15   to change, if needed.

16           CHAIRMAN AARONSON:   Good.

17           MS. MARCH:   Patricia, could you have

18   it ready to distribute at our board meeting as

19   the schedule for next year so that everybody

20   not only walks away with e-mail copies but a

21   hard copy.

22           MS. REILLY:   I will do that.

23           The next thing is that this meeting

24   and the next regular board meeting are not

25   going to be streamed live out on web, but we
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 2   are taping it and it will be posted later in

 3   the week.

 4           The last piece of business is that

 5   you may see children walking around.  There

 6   are about 70 children visiting Teachers'

 7   Retirement System today.  The "Take Your

 8   Children to Work Day" was in April but,

 9   unfortunately, the New York City public school

10   children had to take their state tests on the

11   day that "Take Your Children to Work Day"

12   landed, so we rescheduled it for today because

13   New York City public school children are off

14   from school today; so they are here visiting

15   us, learning about what their moms and dads

16   do.  You may just see them walking by and I

17   wanted to explain.

18           MS. MARCH:   We thank you for being

19   so flexible and for looking at the calendar to

20   see what was going on in the lives of the

21   children being educated in New York City.

22           MS. REILLY:   Thank you.

23           CHAIRMAN AARONSON:   Does that cover

24   everything?

25           MS. REILLY:   I will turn it over to
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 2   you.

 3           CHAIRMAN AARONSON:   Now, we will go

 4   ahead with our business of the investment

 5   meeting, and the way we are going to handle it

 6   today is that we are going to get a public

 7   session from the pension fund and then we will

 8   get a public session from the variable funds,

 9   and we will then go into executive session on

10   the variable funds, and then we will go into

11   executive session on the pension funds.

12           I guess now I will turn it over to

13   Larry Schloss.

14           MR. SCHLOSS:   We have a very short

15   agenda today, it is just reviewing the

16   numbers.  All the numbers are good.

17           Martin, do you want to start with the

18   quarterly numbers for the quarter ending March

19   30?

20           MR. GANTZ:   Yes.  Good morning

21   Chairman, Trustees.

22           So, hopefully, everyone has that

23   quarterly report.  We have some extras if you

24   don't.  In short, before I go over and Seema

25   goes over equities, I want to let you know,
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 2   and Larry has been talking about this month

 3   after month when we go through the monthlies

 4   -- in fact, last month we went through the

 5   preliminary March numbers -- the equity

 6   markets, as well as all risky-asset classes,

 7   have done extremely well for the quarter.

 8   There wasn't even a single period of time that

 9   exceeded two days that the markets were down.

10   So the markets effectively went up in a

11   straight line, which is very unusual, and it

12   started after the concerns about the fiscal

13   cliff late last year.  Equity markets rallied

14   tremendously and all risky assets, for the

15   most part, rallied extensively.

16           The U.S. equity markets were up over

17   11 percent; non-U.S. developed markets were up

18   over 5; emerging markets were roughly flat,

19   and part of that has to do with concerns over

20   growth in China and other emerging markets,

21   but high yield continued its climb up another

22   two-and-a-half percent.  Investment grade

23   fixed income, which is not a risky-asset

24   class, was roughly flat because interest rates

25   went up slightly during that period of time.
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 2           But you see how it all gets put

 3   together; on page 10, you will see, first of

 4   all, on the top, as of March, the assets were

 5   49.6 billion, but as we will show, in just a

 6   moment Larry will talk about April, where

 7   assets are over 50 billion.  On the left you

 8   see that the returns for the quarter was an

 9   extremely healthy 5.54, ahead of the policy

10   benchmark, and for the fiscal year to date,

11   12.38 since April.  I don't want to steal

12   Larry's thunder, but April was a good month,

13   it will be even higher than that, when you see

14   that.

15           You can also see, I also want to

16   point out, the Spark notes here, and I have

17   done this for the last couple of quarters, the

18   ten-year number is now 8.68 for the overall

19   returns.

20           The next two pages show on top the

21   overall asset allocation and on the bottom,

22   where we are versus policy.  The first page on

23   11 shows, without adjusting for the parking

24   places, so I want you to turn to page 12 to

25   show where the pension fund is allocated.
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 2   This is the same page we went through last

 3   month and you will see that we are overweight

 4   U.S. equity, underweight Core+ 5 and TIPS.

 5           When Larry goes through where we are

 6   in April, you will see that we are in balance

 7   for all the policies, roughly the same

 8   allocation, but because of where those

 9   allocations were, meaning U.S. equity

10   overweight, Core+ 5 underweight, because Core+

11   5 on an overall basis underperforms, it was

12   roughly flat, and U.S. equity was the highest

13   performing asset class.  This was a very good

14   place to be for the quarter that we were just

15   in.  As you saw the returns before, we were

16   ahead of the benchmark and had a very strong

17   return.

18           The next few pages, starting on page

19   13, show attribution of returns, and you will

20   see, just like I said, for the quarter ending

21   March, which is on page 13, the allocation

22   effect on the left was positive because of the

23   overweight to U.S. equity and the underweight

24   to Core+ 5.  The managers detracted slightly,

25   but most of that is from private equity
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 2   because of the lag; when you have a strong

 3   bull market and public market, private equity

 4   lags because we are still looking at the

 5   September numbers, which had not caught up yet

 6   to the public markets.  It works the same way

 7   in  reverse, but it is a lagging effect.

 8           The one year on page 14 shows that

 9   the allocation effects and the management

10   effects were roughly neutral.  There were some

11   positives, so again, Core+ 5 underweight, U.S.

12   equity overweight helps non-U.S for the

13   beginning of the period because it was

14   underweight, but the management effect, what

15   helped was Core+ 5 and the U.S. EAFE return

16   itself, as Seema will go over, and I will go

17   over later as well.

18           We have a summary.  We have

19   three-year numbers and on the next page

20   there's a summary of the allocation management

21   effects.

22           Before I turn it over to Seema, I

23   want to show you page 18.  It shows where

24   Teachers ranks versus other large public funds

25   defined as greater than 10 billion dollars.
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 2   On the left, quarter ending March, that 554

 3   number ranks you in the top quartile, in the

 4   14th percentile. If you turn the page, you

 5   will see the annualized numbers of one year,

 6   three years, four years.  While the one year

 7   was three basis point away from the median,

 8   the 55th percentile, the four-year number was

 9   in the top quartile; the three-year number was

10   well within the second quartile; also, the

11   five-year number was in the top quartile.  So

12   the overall performance versus your peers is

13   good.

14           Unless you have questions, I will

15   turn it over to Seema for the equity numbers.

16           MS. HINGORANI:   So if you turn to

17   page 22, this is Teachers' domestic equity

18   allocation, about 40 percent of the total

19   fund.  As you know, you have seen a pie chart

20   of about 95 percent of the dollars here are

21   asset-free managed.

22           I will point out a couple of columns

23   of good news to you under the active

24   management side, what you do have.

25           First, though if you just look at the
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 2   index return column, to what Martin mentioned

 3   earlier, the Russell 3000 Index is up about 11

 4   percent, but if you look at mid cap, small cap

 5   versus large cap, you might remember that we

 6   had overweighted mid cap and overweighted

 7   small cap and underweighted large cap.  That

 8   actually helped us a lot, not only in the

 9   quarter, but also in the fiscal year to date,

10   the trailing three years and the trailing four

11   years, which is good to see.

12           I will just mention specifically that

13   small cap active has outperformed and your

14   large cap active, on the other hand, has been

15   behind the benchmark over a longer period of

16   time, but we talked about large cap before and

17   I am sure we will have ongoing discussions

18   about how to think about that, but overall, a

19   very good performance on the active side of

20   the portfolio.

21           If you then just turn to page 30,

22   this goes to your international allocation.

23   Different from U.S., as you can see in the pie

24   chart on left, much more money is managed

25   actively versus passively in the
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 2   international.  Again, if you look at the

 3   index return column, you can see the

 4   differences that Martin was mentioning about

 5   the U.S. being up about 11 percent, as many

 6   funds, the Russell 3000, EAFE markets, being

 7   up five percent, and then the EM markets being

 8   down a little bit in the quarter, rated to

 9   some things Martin mentioned about China

10   slowing.

11           If you look in the difference column,

12   I just wanted to point out the last row there,

13   the active EM outperforming by over a hundred

14   basis points in the quarter.  We are now

15   starting to see, which is what we were hoping

16   to see, that the new emerging-market managers

17   that Teachers hired last year are now starting

18   to perform the way we would like them to

19   perform.  So, we are looking for that to

20   continue.

21           If you turn to the next page, 31,

22   that just goes through some more detail on

23   EAFE, and the purple bar being the EAFE

24   markets, the Teachers' portfolio and the

25   yellow bar being the index.  You can see that
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 2   in the quarter, the Teachers' portfolio

 3   outperformed the benchmark in line, basically,

 4   fiscal year to date and then ahead in both the

 5   trailing 12 months and trailing three years.

 6   So those are good results.

 7           If you then turn to page 36, we will

 8   go through a little bit about the emerging

 9   markets.  Now, these returns are all

10   considered good returns in the managed part,

11   which is still evolving with BlackRock in

12   making sure that it is exactly in line with

13   the way it is supposed to be.  That's why you

14   are starting to see differences between the

15   green bar and the yellow bar.  It shouldn't be

16   that dramatic.  We are working on that with

17   them and it should be resolved this month, but

18   if you look at the overall EM portfolio for

19   Teachers, which is the blue bar, you can see

20   that in the quarter it is nicely outperforming

21   the benchmark -- down, but nicely

22   outperforming.

23           In the active EM, which is the purple

24   bar, you can see it is basically flat for the

25   quarter, versus the down index.  If you look
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 2   at the fiscal year to date, including a strong

 3   out performance in the purple bar, which is

 4   your active EM relative to the Benchmark, and

 5   similarly in the trailing 12-month period.

 6           If there are no questions, I will

 7   turn it to back Martin.

 8           MR. GANTZ:   On page 39 we have a

 9   summary of the overall fixed-income portfolio.

10   There is a pie chart.  About nearly one-third

11   of the assets are in fixed income, that's over

12   16 billion dollars, and you can see from the

13   pie chart that light blue is, just about 50

14   percent is in investment grade Core+ 5, which

15   we will start with.  The next page breaks it

16   down, so you have Investment grade Core+ 5; 16

17   percent of the assets, or just shy of eight

18   billion dollars were invested as of March 31st

19   in the program.

20           Drawing your attention to the

21   over/underweight column, which shows the

22   underweighted Treasury sector, overweight

23   spread sectors which are the mortgage and

24   credit sectors, those helped.  As you see in

25   the difference column, other than the one

�

0016

 1             Proceedings - June 6 2013

 2   basis point negative for the treasury sector,

 3   the overall performance is good, as we will

 4   see on the next page.

 5           Just to give you an idea of how the

 6   managers were doing, of the 15 managers in the

 7   program, five outperformed, five

 8   underperformed; and of the five, four by just

 9   a few basis points.  In fact, for the one year

10   and the three-year numbers, you had 14

11   managers in the program, 12 outperformed, two

12   underperformed, and those two also were just a

13   few basis points off.  So the program has done

14   very well.

15           As you can see on the next page, page

16   41, as I mentioned in my opening comments,

17   Core+ 5 was roughly flat, benchmark was

18   slightly negative, but the returns were

19   slightly positive, which gave you a 40

20   basis-point advantage.  For the fiscal year to

21   date, the return for the benchmark shown in

22   yellow was a very modest 202, but the managers

23   really added value, as I mentioned, adding

24   over 100 basis points, returning 312, similar

25   for the one-year number, 12-month number, 561
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 2   versus 469.  Similar out performance for

 3   longer time periods with the returns in

 4   roughly six to seven percent.

 5           I also want to point out something

 6   else, which is something I will point out in

 7   another chart.  If you look at the very bottom

 8   of the page, you will see volatility in terms

 9   of standard deviation, which is volatility,

10   the ups and downs of the market.  The

11   volatility number, just recently, in the last

12   few days, has really fallen off a cliff, so

13   you see the three-year number, we have

14   achieved that seven percent return on 2.6

15   percent volatility, which is really quite

16   remarkable, and now the 15-year volatility is

17   now below four percent.  So the program has

18   diversified, as you know, from the asset-

19   allocation volatility and in the past the

20   return has been there.

21           TIPS, on the next page, also similar

22   to Core+ 5, negative, slightly negative,

23   roughly flat benchmark outperforming slightly

24   by 20 basis points, and at the fiscal year to

25   date, PIMCO did particularly well and that
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 2   helped the 42 basis point out performance;

 3   that's the 287 number you see.  The one-year

 4   number, the 621, was 50 basis points ahead;

 5   PIMCO did very well.

 6           Similar story, the three-year number,

 7   you see the volatility really falls off the

 8   cliff.  It has been very low volatility.

 9   Larry will show you that one of the charts is

10   the fix; the volatility, not just in the

11   equity markets but fixed-income markets have

12   really slowed down.  That's changed a little

13   bit, it's come up in the last few days, but as

14   of March, it had really come down.

15           High yields, on page 43, that's six

16   percent of the portfolio -- actually, a little

17   bit more, just shy of three billion dollars

18   for the quarter.  Remember, we did a search so

19   we now have managers, all managers are on

20   performance.  The term was 280, which was 90

21   basis points ahead of the benchmark.  Of the

22   seven managers, six outperformed and, of

23   course, as you would expect in the bull

24   market, the one manager that underperformed

25   was your most defensive manager, which is what
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 2   we would expect.

 3           The fiscal year-to-date number was

 4   over ten percent, over 100 basis points ahead,

 5   and the 135, the ten-year numbers are

 6   remarkably high.  When you look at ten years,

 7   the high yield is over nine percent; that's a

 8   remarkable number.  I want to point out also,

 9   with the Core+ 5, if you look at the bottom,

10   the standard deviation of 8.1 percent, we

11   achieved that nine percent return with eight

12   percent volatility.

13           On a relative basis the fixed income

14   is a volatile asset class, so it has been a

15   very slow and steady smooth ride for high

16   yield.  It is not going to last forever, but

17   it has done very well and, moreover, managers

18   have added value on top of that.

19           Convertible bonds on page 44, it's

20   about one-and-a-half percent, rounded off to

21   two on this page, for the overall asset

22   allocation.  Returns were very strong because

23   it's very tied to the equity market, so on an

24   absolute basis it was 569, a strong return,

25   but that was behind the benchmark by 200 basis
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 2   points, but you see the purple or brown, I am

 3   not very good with colors, the other benchmark

 4   is purple.

 5           MS. MARCH:   Magenta.

 6           MR. GANTZ:  Thank you.

 7           That's the index, that's the custom

 8   index, because each of the managers had their

 9   own separate index, so we take the weighted

10   average of those and versus that, actually,

11   the managers have done well.  As you know, we

12   spoke previously, at a previous executive

13   session, that we are taking steps to address

14   the under performance.

15           The next chart is opportunistic fixed

16   income.  So you have numbers here, some of

17   these numbers are obviously very good and are

18   lagging.  We will have, in our annual plan

19   coming up, a fuller, more full information,

20   but for the quarter, a very strong quarter, as

21   you would expect.

22           The yellow, which is a ten percent

23   annual return benchmark and the JP Morgan

24   benchmark plus premium, fiscal year to date

25   was ahead of the ten percent, behind the JP

�

0021

 1             Proceedings - June 6 2013

 2   Morgan and the one-year number; very strong,

 3   nearly 15 percent at three years as well.

 4   Basically, the program is doing what we were

 5   hoping it would do.

 6           Unless there are any other questions,

 7   I will turn it over to Kathy for ETI's.

 8           MS. MARTINO:  Good morning.  Your ETI

 9   portfolio continues to be a very steady

10   performer and it has outperformed its custom

11   and the Barclays for all periods.

12           Now I would like you to turn to the

13   large book, page 7, collateral benefits.  We

14   did tweak the report a little bit so that for

15   each investment you can see activity for the

16   prior quarter, in addition to totals.  I will

17   bring your attention to one highlight.  The

18   numbers show up on page 9, the AFL/CIO housing

19   made 89 million dollar investment in the

20   Mitchell Lama -- actually not Mitchell Lama,

21   it's Unionville Housing Amalgamated Warbasse.

22   It provided a bridge loan so they could

23   quickly make repairs that were needed after

24   the hurricane.  They were completely flooded.

25   They needed to get operational, so that was a
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 2   nice investment.

 3           Sorry, on page 7 you did almost

 4   13-and-a-half million in multi-family

 5   mortgages, in commitments, and purchased

 6   six-and-a-half million.  A lot of the 13

 7   million was for a former Mitchell Lama that

 8   will remain affordable because of this

 9   financing.  There are regular agreements on

10   site.

11           Unless you have any questions, I will

12   turn it over to Liz.

13           MS. CALDAS:  So I have the private

14   equity quarterly report.  That's in a separate

15   handout.  I passed that out.  It looks like

16   this (indicating).

17           If you turn a few pages in to page

18   2-1, which is actually the first page with a

19   number on it, page number 2-1 down here, on

20   the top of the page it says "portfolio

21   snapshot."  You have to go past the blank page

22   that says Section 2.  It is blank and it will

23   be right after that.

24           So per your policy statement,

25   Teachers has six percent allocation in private
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 2   equity and as of December 31, 2012, private

 3   equity constituted five percent of the

 4   Teachers' plan, so we are getting there.

 5           If you look at the portfolio below,

 6   you will see that the quarter ending, the

 7   fourth quarter, that your total commitments

 8   were 4.3 billion.  The capital it contributed

 9   was 3.3 billion and you got back total

10   distributions of 1.2 billion, and your

11   portfolio is at market value of 2.2 billion,

12   so it is nicely growing.  You will see that

13   your total value multiple, since inception at

14   the end of the year -- it was more than 12 at

15   one point, three times -- since inception is

16   at 8.59; so growing by six-fifths from the

17   previous quarter and certainly much more

18   significant from the previous year, so we will

19   continue to see that grow and we are very

20   excited about that.

21           If you turn to the next page 2-2,

22   since reviewing end-of-year reports, we will

23   say this table shows what you did for the year

24   2012 and you made seven investments into seven

25   private-equity funds for a total of 617.8
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 2   million, and so all these great deals.  Again,

 3   it's Ares Corporate Opportunities, which is a

 4   special situation turnaround; Warburg Pincus,

 5   which is a growth equity; Trilantic, mid

 6   market; ICV, small; Carlisle 6, in the

 7   Carlisle 6 side, ties in with your

 8   co-investment vehicle, which is a mega buyout;

 9   and then Platinum Equity, which is a special

10   turnaround situation.  So we are excited to

11   see these guys get to work and start creating

12   returns for you.

13           If you turn to page 2.2-4, you will

14   see how you are performing against your

15   benchmarks.  So I am going to go to the most

16   meaningful one here, which is since inception

17   because it shows really nice progression

18   there.  You're again at 8.59 times IRR since

19   inception, and against the bench or economic

20   pool, you're 75 basis points above; you're

21   outperforming there and that's positive.  But

22   then you see the last bar underneath, which is

23   the Russell 3000 plus 300 basis points; you're

24   underperforming by 100 basis points, but you

25   are getting up there.  You're at 9.5 times,
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 2   you were at 8.5 times, so we will continue to

 3   see that grow.

 4           If you turn a little bit further up

 5   to page 2-7, I will show you the strategies

 6   which are working for you, which are your top

 7   three performers:

 8           So you will see in this table you

 9   have all the different strategies across all

10   of your portfolios, how much has been

11   committed and the IRR.  And based on IRR,

12   you've got three of the top performers:

13   Growth equity is leading the pack at 18.85

14   percent IRR; followed by special situations

15   turnaround, 18.24, which is continued growth.

16   We made some great investments in the year in

17   those areas, both of those areas; and then

18   followed by corporate finance large buyouts at

19   16.3 percent. So we are excited about that.

20           The last area I will leave you is

21   2.8; give you a peak into what we are doing

22   for the first quarter.  We're focusing on the

23   fourth quarter; you will see that we have had

24   a nice progression coming out of the third

25   quarter.  The top bar is cash that's paid in,
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 2   the bottom bar is distributions coming back to

 3   you.  So you will see that when you look

 4   across all of the previous quarters, you were

 5   at a nice all-time high at the end of the

 6   year, ending on a very nice note of 203.7

 7   million distribution coming back to you.

 8           So I will end it there, and we will

 9   continue to see this progression as we

10   continue to mature.

11           MR. SCHLOSS:   Thank you.

12           MS. NELSON:  Moving on to the real

13   estate highlights for the fourth quarter of

14   2012.  If you look in the big board book, it

15   is on page 18, and I am going to summarize and

16   give you the highlights and stay right here on

17   this page.

18           As you know, the allocation to the

19   real asset class is six percent, and as it

20   relates to real estate, we are at 2.2 percent

21   invested and 3.2 percent committed.  If you

22   look at the portfolio as it stood at fourth

23   quarter 2012, the market value, what we had in

24   the ground is about a billion dollars.  We

25   have about 500 million dollar of commitment
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 2   that we have yet to fund, so all together our

 3   exposure to real estate is 1.5 billion

 4   dollars.

 5           If you kind of look at this portfolio

 6   in different ways, in terms of our strategies,

 7   it is about 43 percent core and 57 percent

 8   non-core.  We have been very selective in the

 9   core space, as you know, and even right now,

10   even though we're in the midst of a recovery,

11   there are certain gateway cities, apartments

12   and office are already above recession levels.

13   So we are being quite careful in terms of our

14   commitment in core space.

15           All together we have close to 40

16   investments, 39 investments and they are being

17   pursued by 30 managers that we have.  The

18   portfolio is well diversified by geography and

19   property type and the portfolio leverage, at

20   this point, is 44 percent.  The reason why I

21   point that out is that during the global

22   finance crisis, as you know, we were impacted

23   adversely by leverage.  So what you are seeing

24   here in this 44 percent, compared to the 62

25   percent leverage that your portfolio carried
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 2   during the crisis, is that your managers are

 3   being quite prudent and careful.  They are

 4   looking for singles and doubles, not swinging

 5   for the fences.  They are looking for

 6   investments that they can improve just by

 7   doing basic real estate; leasing, doing the

 8   lobby over, and there's less reliance on

 9   financial engineering.

10           Leverage is good, but it is good when

11   it makes sense and I think that you are seeing

12   that difference there in what your managers

13   are doing.

14           Turning to the quarterly results, the

15   performance was two-and-a-half percent net,

16   which is 20 dips above the benchmark.  Our

17   benchmark is Odyssey plus 100 basis points.

18   The Odyssey is our time weighted benchmark for

19   core real-estate properties, and because we

20   have a portfolio blend of non-core and core

21   strategies, we have added about a hundred

22   basis points premium, and for the quarter our

23   return is quite competitive.

24           As you look down at the bottom, at

25   the graph, it shows how the Teachers'
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 2   portfolio has performed during different time

 3   periods.  I just talked about the quarterly

 4   return for the one year, it was 9.5 percent,

 5   which was a little under the benchmark.  The

 6   three year was exceeding the benchmark at 330

 7   basis points.  The five year kind of captures

 8   all of the crises, and we did have mixed

 9   results from managers there, but importantly,

10   if you look at the "since inception"

11   literature, it's 8.5 percent; that's your

12   time-weighted return.  If you look at your

13   "since-inception" results in terms of IRR,

14   there's that 7.1 percent return at 1.2 times

15   multiple.

16           So, for the long term, very positive

17   results for real estate.  Post quarter we have

18   about 546 million dollars in commitment.  We

19   recently closed on two deals, Related and

20   EMIS, for a total of 205 million dollars on

21   behalf of Teachers.  These are both New York

22   centered programs.

23           So if anyone has any questions on the

24   real estate, I am happy to answer them.

25           Thank you very much.
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 2           MR. SCHLOSS:   It was a great

 3   quarter, that's the bottom line.

 4           Let's go to the update, April

 5   numbers, in this package.  Just a couple of

 6   overall comments on what is happening.

 7           So we've got this really gradual

 8   recovery going on in the United States, and

 9   the recession in Europe is kind of slowing.

10   It's trying to signal that at some point it is

11   going to take its foot off the gas, and they

12   seem to be having a difficult time

13   communicating exactly when and how or else

14   they are trying to specifically not

15   communicate exactly when and how.  That said,

16   they are trying to tell you that there's a

17   time to be nimble.  They're going to follow it

18   up, they're going to follow it down, but

19   change is coming, on the one hand.  On the

20   other hand, again, the economy is sort of

21   growing two to three percent, just not enough.

22           So Bernanke spoke in the Senate and

23   the Congress, he said something that spooked

24   the markets and in the last week or two of

25   May, the ten-year Treasury went from 1.6 to
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 2   2.2 percent in two weeks and it could have

 3   some bad effects in our portfolio for the end

 4   of May.  I will tell you that the markets over

 5   reacted, but the markets do what the markets

 6   feel like doing, but change is in the wind and

 7   we're slowly doing a little bit of changing of

 8   our portfolios, which I will go into in a

 9   second, but again, very slowly around the

10   edges.

11           We start on page 34.  This is the

12   markets in April.  April was a good month.

13   Again, January, February, March and April, if

14   you look at the first column on the left, U.S.

15   equity markets drop one to two percent.  EAFE

16   had a booming month of five percent; emerging

17   markets up a little less than one percent.

18   Treasuries and non-core investment grade is up

19   one to two percent, and high yield is up about

20   two percent.  So everything was up one to two

21   percent.

22           If you go to page 30, it's set up

23   exactly the same way we have been set up for

24   the past six or 12 months.  We are over

25   allocated U.S. equities, which is great; and
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 2   as Martin mentioned, under allocated Core+ 5

 3   TIPS, and that's absolutely the right place to

 4   be.  Everything else is pretty close to spot

 5   on, closer -- a little closer here or there.

 6           So what was the result that came out

 7   of that?  If you go to page 35, again, you

 8   recall I said everything was up one to two

 9   percent, and we were up 1.7 percent.  All the

10   numbers were positive, so that was good.  That

11   brings our year to date to about 14.3 percent,

12   so we are doing all right.  I would say May

13   our guesstimate is we are plus or minus zero.

14   So we are okay, just trying to get to the end

15   of the year.  So hold your breath it has been

16   choppy.

17           Again, we have had some losses

18   probably in our Core+ 5 portfolio, but we will

19   see how it all works out.  Again, we are into

20   the 11th month of the year.  If you then go to

21   page 27, what that shows you, I'm happy to

22   report for the first time that we're over 50

23   billion dollars; so at some point it is a good

24   fund.  Again, if you look at this page, it's

25   pretty much straight up for the year.  We
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 2   started at 42-and-a-half and we are at 50;

 3   that's pretty good.

 4           If you look at that on a longer-term

 5   perspective on the next page, page 28, again

 6   an all time high.  There's a ten-year number

 7   up about eight-and-quarter.  That's great.  So

 8   all systems are go.  We are having a little

 9   turbulence as we try to land the plane to June

10   30th, but I think we will end over seven net,

11   unless all hell breaks loose, which I really

12   don't anticipate.  So things are working all

13   right.  We are slowly going to start to dial

14   our risks down a little bit in high yield

15   bonds, but again, slowly.  That's about it.

16   Managers are all doing generally fine.

17           Any questions?

18           So that ends the quarter, April and

19   we will be back for the year-end results next

20   time.  That ends our remarks for the public

21   session.

22           CHAIRMAN AARONSON:   Thank you very

23   much.

24           MR. FULVIO:   The first general item

25   was the first quarter report for the Passport
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 2   Fund which, as you might recall, was

 3   distributed ahead of time.  I think in the

 4   past we started that to see if anyone had any

 5   questions regarding that report or performance

 6   for the first quarter, but we did cover the

 7   performance at the last meeting.

 8           We will give an update of the year to

 9   date in general for everything as we work

10   through the April performance, but are there

11   any questions on the first quarter?

12           So we will start by echoing what

13   Larry said, the first quarter was a good

14   quarter, and April continued with a strong

15   performance across markets.  Now I am on the

16   diversified equity fund report for April.  At

17   the bottom of the page, total assets at the

18   end of the month were about ten-and-a-half

19   billion dollars, up over the month from just

20   over 10.3 billion dollars.  In terms of items

21   to note on this page, this page now reflects

22   the full funding of the FDA crescent fund,

23   which, as you might recall, is being

24   transitioned into, as we sold out of the Lord

25   Abbett portfolio.
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 2           Any questions on the allocations

 3   themselves?   If not, we will flip ahead to

 4   page 3.

 5           In the middle of page 3, you see the

 6   line item for Teachers' total, the total

 7   return for the diversified equity fund, and

 8   for the month you can see a positive return,

 9   about two percent. That's about 40 basis

10   points ahead of the U.S. equity market,

11   measured by the Russell 3000 index.  You can

12   see we outperformed, that was helped by a

13   strong performance relative to the U.S. by a

14   non-U.S. equity allocation within this fund,

15   as non-U.S. equities were up 4.3 percent in

16   the fund, and it was also helped by

17   performance in a defensive composite, which

18   returned about two percent as well.  So both

19   of those ahead of the broad U.S. equity market

20   by about 1.6 percent.

21           Year to date, you can see here

22   through April the return for diversified

23   equity fund is positive 12 percent, which is

24   in line with what we expect to see given the

25   return for the hybrid benchmark.  That is
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 2   slightly trailing the Russell 3000, primarily

 3   due to some weakness earlier in the year by

 4   non-U.S. equity exposure, having non-U.S.

 5   equity markets up about 9.7 percent.

 6           If there are no questions on the

 7   diversified equity funds, we can move ahead.

 8           Now we are on the report that shows

 9   the bond fund, Variable B.  You can see assets

10   at the end of April were about 370 million

11   dollars -- 372 million dollars, sorry, and

12   those assets have been relatively stable over

13   time.  The performance through the month of

14   April was up about 22.5 percent, and year to

15   date, up about a half a percent, both in line

16   with the benchmark for Barclays one to five

17   year credit index.

18           If you wouldn't mind flipping to the

19   next page, page 2, this page refers to

20   performance and assets of the international

21   equity fund, which is about 86-and-a-half

22   million dollars at the end of April.  The

23   inflation protection fund was about 35 million

24   dollars at the end of April, and the socially

25   responsive equity fund was about 46 million
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 2   dollars at the end of April.

 3           Right along the middle of the page

 4   you can see the total performance of the

 5   international equity fund for the month.  It

 6   was up about 4.3, percent versus the E.P.

 7   benchmark was up 5.3 percent; however, year to

 8   date, on an absolute basis, the fund was up in

 9   excess of nine-and-a-half percent, and that is

10   slightly behind the index for the year to date

11   at 10.8 percent.

12           The inflation protection fund

13   returned about two percent for the month of

14   April, so close to the equity market, they're

15   not what we would typically expect to see, and

16   you can see that that two percent return, as

17   well as the TIPS benchmark, as well as the CPI

18   benchmark, which were about flat for the

19   month.

20           On the year-to-date basis, the

21   inflation protection fund was up about 2.9

22   percent.  Again, that's also ahead of the TIPS

23   and CPI-plus benchmarks.

24           At the bottom of the page, the

25   socially responsive equity fund, as you can
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 2   see, was flat for the month, slightly

 3   negative, but trailed by about 200 basis

 4   points.  And that sort of reversed over the

 5   year-to-date period, as the fund, year to

 6   date, is still up ahead 15 percent, which is

 7   about two percent ahead of that 13 percent

 8   return from the S&P 500.

 9           Any questions on the variable funds?

10           (No response.)

11           The next thing, you are going to walk

12   through the preliminary performance for the

13   month of May.  That's this hand out.  You can

14   see here that it's strong month in May for

15   U.S. equity markets.  The Russell 3000 index

16   was up about two-and-a-third percent; non-U.S.

17   equity markets were down about two-and-a-third

18   percent, and overall, the diversified equity

19   fund's hybrid benchmark, which was expected to

20   track the diversified equity fund somewhat

21   closely, is up about one-and-a-half percent

22   for that period.

23           The bond fund's benchmark is down

24   slightly for the month, and as I mentioned

25   before, the E.P. markets were down about
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 2   two-and-a-third percent, so you would expect

 3   to see that slight down on the international

 4   equities fund, and you can see below that the

 5   performance for the inflation protection fund;

 6   that is down about two-and-a-half percent.

 7   Also, it's the reverse for the Neuberger

 8   Berman Fund, it's up about two-and-a-half

 9   percent.

10           So that was all we had prepared for

11   the public session.

12           CHAIRMAN AARONSON:   Thank you very

13   much.

14           Do I have a motion to go into

15   executive session?

16           MS. MARCH:   I move that we go into

17   executive session under the Public Officers

18   Law 105 for the purpose of discussing sales

19   and securities.

20           CHAIRMAN AARONSON:   Is there a

21   second?

22           MR. SCHLOSS:   Second.

23           CHAIRMAN AARONSON:   Is there any

24   discussion?

25           (No response.)
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 2           CHAIRMAN AARONSON:  All those in

 3   favor?

 4           (Chorus of "ayes.")

 5           CHAIRMAN AARONSON:   Any opposed?

 6           (No response.)

 7           (Whereupon, at this time, the meeting

 8   continued in executive session.)

 9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

�

0041

 1          Executive Session - June 6, 2012

 2            CHAIRMAN AARONSON:   We are now in

 3   executive session.

 4           MR. LYON:   We are coming around with

 5   a handout and we will start when you are

 6   ready.

 7           CHAIRMAN AARONSON:   Okay, we are

 8   ready.

 9           MR. LYON:   So on the Passport Fund's

10   executive agenda, we just have two items on

11   the  published agenda, the first is Manager

12   Update.  We don't have any significant manager

13   update to report on this month.

14           The second item is contract renewals

15   and we have a one-page handout that just came

16   around, I believe it was distributed in

17   advance, regarding some manager contracts that

18   expire June 30th or September 30th of this

19   year.  So I will address that, and then TRS

20   has a couple of other provider contracts that

21   are also up for renewal, which Martin or Susan

22   will address in a few moments.

23           On the manager contracts, you can see

24   on this page that there are six managers whose

25   contracts are up for renewal:  Advent, the
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 2   convertibles manager; Analytic, one of the low

 3   volatility equity managers; BlackRock, for its

 4   EAFE indexing mandate; NSSA is responsible for

 5   the bond fund; and Walter Scott for

 6   international growth, which, of course, the

 7   international equity managers feed into two of

 8   the passport options; and Wasatch for U.S.

 9   small cap growth equity.

10           So we don't have any significant

11   concerns about any of these managers.

12   Certainly some have had periodic developments,

13   some of which haven't warranted a lot of

14   discussion at the board level, but in general,

15   we are comfortable supporting the renewal of

16   each of these managers, and in the course of

17   renewing, a lot of these continue investing

18   for the renewal period; that doesn't, of

19   course, require you to do so.  If there were

20   subsequent developments at any of these firms,

21   we do, of course, address it and take

22   different actions.

23           So given the flexibility that you

24   have there, we recommend renewing each for a

25   three-year period, and also giving the TRS
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 2   staff some discretion to harmonize the exact

 3   length of extensions, so that we don't

 4   necessarily have to stagger June and September

 5   but can make them all come up at the same time

 6   when we get to the three years.

 7           CHAIRMAN AARONSON:   Is it

 8   appropriate when we do the renewal to discuss

 9   fees in an effort to have the fees reduced?

10           MR. LYON:   That is something that

11   has been a common practice during the renewals

12   and something we will coordinate with TRS on.

13   In many cases, the managers have been either

14   long standing or we have already pressed very

15   hard on fees, but nonetheless, we will seek

16   what opportunities there may be, if any, to

17   reduce fees; that's part of the process.

18           MR. KATZ:   Just for your

19   information, we did negotiate a renewal with

20   Pyramis and they did, in fact, reduce their

21   fees.

22           MS. STANG:   We always ask.  We're

23   successful some of the time, but not all of

24   the time, so we will remember to report it

25   back to you, but we are always on that.
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 2           MS. HINGORANI:   What fund was that?

 3           MR. KATZ:   Pyramis is the small cap

 4   international.

 5           So, any questions on this?

 6           (No response.)

 7           We seek your concurrence, certainly,

 8   as we bring the resolution to the board

 9   meeting regarding these investment-manager

10   renewals.

11           MR. McTIGUE:   You are going to bring

12   a resolution?

13           MR. KATZ:   We will bring a

14   resolution because it is a variable, that's

15   correct.

16           I'm just going to put them all

17   together and then we will bring it to a vote.

18           The other renewal is for the three

19   commission recapture brokers, which

20   historically we have done on an annual basis.

21   We would like to extend that to another three

22   years for these managers because it's really

23   cumbersome to bring it to the table every year

24   and there is really not that much to really

25   discuss, and those managers, by the way, are
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 2   convergent.  You will notice you did it in

 3   secret, but the details in this, I will let

 4   Susan address this.

 5           MS. STANG:   On a summary basis you

 6   have about $152,000 back from the commission

 7   recapture program in fiscal 2012 or calendar

 8   year 2012, which will be down a little from

 9   the 173 we got back the year before, based on

10   lower trade volumes; that's actually for two

11   reasons:  REITS were slightly up.  We get

12   about -- our goal or our target that we ask

13   the managers to do, if they can, is 25

14   percent, and it's been inching up over the

15   years and we're at about 12-and-a-half or 12.6

16   percent, so it is working.

17           CHAIRMAN AARONSON:   And the contract

18   with the managers doesn't require them to do

19   this?  It is just a suggestion.

20           MR. KATZ:   It is a suggestion to

21   them, that we ask that they do approximately

22   25 percent of their trades through these

23   recapture brokers, subject to best execution,

24   so it is not a demand.

25           CHAIRMAN AARONSON:   And the several
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 2   managers that are expiring now, can we check

 3   to see how close they are?  Can we urge them

 4   to increase?

 5           MS. STANG:   That is part of our

 6   discussion with the managers all of the time.

 7   Certain managers use the commission recapture

 8   more than others.  Quantitative managers, like

 9   a certain quantity of managers don't use that

10   recapture focus because of the way they trade.

11   So if the managers, where it is appropriate,

12   if we can, we do urge them constantly to "push

13   me/pull you."  We urge them constantly to use

14   recapture brokers themselves.  We're on them

15   to do more volume, so we do attempt to do

16   that.

17           MR. KATZ:   In addition to that, what

18   we do when we renegotiate these contracts is

19   we discuss, once again, if they could do

20   better for us as far as our cut is concerned.

21   That's standard, since I have been here, and

22   we have been successful in the past,

23   fortunately, so we will see.

24           CHAIRMAN AARONSON:   Do any of them

25   do the 25 percent?
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 2           MS. STANG:   Actually, some do.  Some

 3   individuals managers do, and some don't do,

 4   some do very little or none; some do 25

 5   percent or more.  It depends on the style of

 6   the investment manager.  You get more

 7   participation in the commission recapture

 8   program managers like a Cardinal, like a small

 9   fundamental stock by stock.  You going to get

10   less participation from like AJAO, like it is

11   just the nature of the beast.  So we work it

12   when we can.

13           MR. KATZ:  So, in anticipation of

14   bringing this to the board, both the

15   commission recapture and investment manager

16   contract renewals, I think we seek a vote to

17   approve this.

18           CHAIRMAN AARONSON:   Any questions?

19           MS. MARCH:   I would like to ask

20   something:  To avoid what happened at the last

21   board meeting where trustees sat and then had

22   to abstain because they did not know and were

23   not informed as to what occurred at this

24   investment meeting, I would please request

25   that the trustees who are sitting now.  Who
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 2   are not at the board meeting, I ask you to

 3   please convey the message that the board, at

 4   the investment meeting, made a decision to do

 5   exactly what was asked of them, and that we

 6   will vote for what we decided at an investment

 7   meeting at a board meeting.  So I urge you to

 8   do that so that we don't get faced with what

 9   happened last time.  Thank you.

10           MR. HOLT:   Can I just add to that:

11   I think that any confusion that arose was

12   because the resolution materials were

13   submitted to the trustees 48 hours in advance.

14   So long as the bylaws are abided by, then

15   there will be no confusion.

16           MS. MARCH:   It is not worth a

17   response.  Can we move?

18           CHAIRMAN AARONSON:   Are we finished

19   with that?

20           MR. LYON:   Yes.  That finishes the

21   Passport Fund's executive session.  Thank you.

22           CHAIRMAN AARONSON:   Okay.  So we are

23   now moving to the Pension Fund's executive

24   session.  Martin?

25           MR. GANTZ:   We have one manager
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 2   update, the fixed-income manager.  This is a

 3   fixed-income mortgage sector manger, Smith

 4   Breeden, and this news just occurred within

 5   the last few days, that's why it is not in

 6   your books, so don't go looking for it, but

 7   you will be reading about it in P&I.

 8           Smith Breeden is a mortgage-sector

 9   manager we hired in 2009.  They've done well.

10   Performance is exactly what we would have

11   wanted.  Take a look at the performance in the

12   color book when we go manager by manager.

13   They announced on Monday or Tuesday that they

14   are going to be acquired by a firm called

15   Amundi.  Amundi is probably the largest asset-

16   management firm that you may not have heard

17   of.  They manage about a trillion dollars in

18   assets.  They were formed in 2010 by two

19   French banks.  75 percent is owned by Credit

20   Agricole and 25 percent by Soc Gen, Societe

21   Generale.  Societe Generale was the firm that

22   owned TCW when we terminated TCW.

23           This Amundi has virtually all of

24   their assets, 900-plus billion dollars, in

25   Europe and does not have a U.S. presence.
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 2   They reached an agreement with Smith Breeden

 3   -- Smith Breeden is based in North Carolina,

 4   Durham, North Carolina -- that Smith Breeden

 5   will be their U.S. fixed-income headquarters,

 6   so to speak.

 7           Smith Breeden's assets under

 8   management is six to seven billion dollars, so

 9   that's been stuck, and the fixed income, the

10   scale of business, when you're at that level

11   of assets you need to grow it because the fees

12   are low and it is an important issue to keep

13   and retain talent at that level, given the low

14   fees.  So this is actually a positive, because

15   what is going to end up happening is that the

16   global core, the fixed-income management

17   mandates that Amundi has, the U.S. portion

18   over time will go to Smith Breeden, so their

19   assets could easily double, triple or

20   quadruple over the next few years.

21           Importantly, this is a partnership,

22   Smith Breeden was a partnership, the partners

23   are all staying around.  They will be paid at

24   the closing of the deal, which we expect to be

25   at the end of the summer, early fall.  They
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 2   will be paid book value, but the market value,

 3   the real money that is owed to them as

 4   partners, will not be paid out for six years,

 5   until 2019.  So it's a strong incentive for

 6   the professionals, including our portfolio

 7   manager who is a senior professional on the

 8   executive committee at Smith Breeden, Dan

 9   Adler, to stay on, because their monies will

10   not be paid until 2019.

11           Amundi has a very small U.S.

12   presence, they have a few people in New York

13   City. It was bit of a head scratcher when they

14   told us that they are moving all those people

15   down to North Carolina, but they are.  So we

16   did want to give you the heads up.  The firm

17   will be renamed Amundi Smith Breeden, and we

18   will need to assign the contract.  We have

19   spoken to Rocaton about this, and we felt it

20   was worthwhile to give you the update, first

21   of all, because we needed to assign the

22   contract; secondly, because you will read

23   about it; thirdly, because it's a major thing,

24   regardless of Smith Breeden, but the issues we

25   will be monitoring over time will be
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 2   interference from Amundi, the larger company

 3   that had 900 billion dollars in assets, versus

 4   the six billion dollar firm; and, also, the

 5   process of will people stay in place.  Like I

 6   said, because of the structure that they're

 7   having, that they are not going to get paid

 8   out for six years and that Amundi has said

 9   that they are not going to interfere with the

10   portfolio managing process, all positives, we

11   are going to be meeting with Patrick Cagney,

12   who is the head of Amundi, to make sure that

13   this does not end up like TCW.  If anything

14   happens, we will certainly report back to the

15   board, but we just wanted to let you know

16   about this transaction.

17           We view this as actually positive for

18   Smith Breeden because of their assets under

19   management.  They needed to do a transaction,

20   so we are currently stuck in the middle, and

21   they wanted to keep the talented people that

22   they have, and they do have very talented

23   people.  So we plan on signing the contract,

24   assuming everything is agreed to, and we will

25   alert you of any changes or anything of note
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 2   going forward.

 3           CHAIRMAN AARONSON:   Chris, do you

 4   guys agree with this?

 5           MR. LYON:   Yes.  We have had a

 6   series of back and forths with Martin and we

 7   agree with the recommended actions and, also,

 8   we'll be monitoring it as well, as necessary.

 9   So that's just a report?

10           MR. GANTZ:   Just an update.

11           CHAIRMAN AARONSON:   No action

12   required, and then you will keep them on the

13   Watch List?

14           MR. GANTZ:   Not for now, but if

15   something else comes out, because we actually

16   see this as a potential positive, but if

17   something else comes up, we will alert you.

18           CHAIRMAN AARONSON:   That means you

19   are going to watch them?

20           MR. GANTZ:   We watch all of our

21   managers, yes.

22           MS. HINGORANI:   Real quick, we have

23   been trying to make the toolbox in the equity

24   to be the most effective and most efficient

25   for all systems, and what has come up to us
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 2   recently is if we wanted to terminate a

 3   manager, recommend that to a system that

 4   happens to be a large-cap value or large-cap

 5   growth -- in your case you do have a large-cap

 6   growth active manager -- we would like to be

 7   able to utilize that toolbox to say:  Well,

 8   we'd like to keep the same exposure, large cap

 9   and growth, but what do we have to do next?

10           We don't quite have that capability

11   in the toolbox today.  We do not have a way to

12   put a value piece of money in a growth piece

13   within large cap.  So what we have done is, we

14   went to BlackRock because BlackRock did put in

15   a bid for the Russell 1000 product, which is

16   large cap, and the Russell 2000 product, which

17   is small cap, but they have not done a value

18   and growth, and a value and growth is what we

19   really wanted because when we decided to set

20   up an account for a large cap value product,

21   it was very expensive to do.  So we have now

22   since gone back to BlackRock,  because we

23   wanted the same fee that you would pay on the

24   Russell 3000, which is a very advantageous

25   fee, for the system.
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 2           So we have been negotiating back and

 3   forth.  We talked to Rocaton about it.  We

 4   wanted to make sure that it was still cost

 5   effective for Teachers to do this, because

 6   while you do have large-cap active managers,

 7   you have fewer of them.  So what we have been

 8   able to negotiate with BlackRock is the fee.

 9   The fee you are paying right now is .35 basis

10   points for the Russell 3000.  We've got them

11   for just a little bit more, at .43 basis

12   points, which is really good.

13           The reason why it goes up a little

14   bit is that now we have to have multiple

15   accounts, much more so than they do right now,

16   and it means extra maintenance on their end,

17   that kind of thing, but we think that's a very

18   good number.

19           What that means to Teachers is right

20   now your current fee on the Russell 3000 money

21   that you have with BlackRock, which is over

22   eight billion dollars, is $288,000; the

23   proposed fees would go to $354,000, so it's an

24   increase of only $66,000 for Teachers, for a

25   lot of money and for what we believe is a good
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 2   thing to do for the system, to make sure that

 3   we are now able to use that toolbox the most

 4   effectively for us and for you.

 5           I just wanted to get your thoughts on

 6   that.  For the small increase in dollars, both

 7   Rocaton and I thought that was a reasonable

 8   thing to do.  So we are proposing that you --

 9   you are the last system we've talked to about

10   this, we really need all of the systems to

11   participate to get that fee, so we wanted to

12   run that by you and get your thoughts.

13           CHAIRMAN AARONSON:   First, I just

14   want to say $66,000 out of an 15 billion

15   dollar fund, you can cavalierly throw that

16   around and say that it's nothing, but $66,000

17   is a Teacher and a half in the New York City

18   school system, so it is a lot of money in the

19   way we think about it.

20           Chris, what do you think about the

21   idea?  Is it going to generate better results

22   for us in some way.

23           MS. ROMAIN:   Before Chris weighs in,

24   I want to know, was this done for our benefit?

25           MS. HINGORANI:   This is in your best
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 2   interests.  Again, you have one large cap

 3   growth manager and you've got two large cap

 4   core managers, so you have three large cap

 5   managers which, if we were to come to

 6   recommend to terminate those managers, we

 7   wouldn't process that and be able to put that

 8   in the large cap value or growth core part of

 9   the -- we would have to put it in the Russell

10   3000, which also includes mid cap and small

11   cap.  So you are not getting the exact

12   exposure that you would really want.  That's

13   the rationale behind doing this move, to make

14   sure you get exact exposure.

15           MS. ROMAIN:   Do we have put in

16   variable as well?

17           MR. SCHLOSS:   We have our toolbox,

18   and it feels like we didn't get all the tools

19   because it was not sort of bid that way.  So

20   all we are trying to do is expand our pallet a

21   little bit.  So instead of just having the

22   Russell 3000 to terminate any active manager

23   in the U.S. in the sub 200 Russell 3000 we are

24   just trying to go back and backfill a little

25   bit.
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 2           Say, if we terminate growth managers,

 3   you get what you are trying to match back up

 4   to.  So we went back to BlackRock and said:

 5   "Hey, look, we want you to redo this."

 6   Originally they had said it was too expense,

 7   so we went back and around a little bit.  We

 8   got the fee down as much as we possibly could

 9   and it is sort of the right portfolio thing to

10   have in your toolbox.

11           MS. MARCH:   I have a question I want

12   to ask:  The system, we're different than any

13   other system in that in our variable fund we

14   also -- how does this affect us?  Big

15   question:  Can we have two heads and do two

16   different things?  Does that make sense?  What

17   do you think?  That's the question we are

18   asking.

19           MR. LYON:   We understand the benefit

20   across the systems, many of which use more

21   active U.S. equity managers than the Teachers'

22   system does.  We also recognize and appreciate

23   the efforts that were made to bring the cost

24   of this down, relative to when it was first

25   discussed, and they closed the gap pretty
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 2   significantly.

 3           That said, looking as we should at

 4   the Teachers' assets and the Teachers' pension

 5   fund, the number of active managers that we

 6   have, percentage allocation, two of the

 7   managers within the U.S. equity investments is

 8   fairly small.  The programs and initiatives

 9   through which we hire those managers allowed

10   us to focus more on finding the managers that

11   we wanted, rather than a desire to have

12   certain percentage allocations to a specific

13   style and, therefore, as we make changes and

14   as we have in the past, we feel that we have

15   the flexibility to not always replace because

16   it is so small and because we had it more as a

17   view of the manager than our view of the

18   categories.  We don't have to replace large

19   cap growth active, if we took it away, with

20   large cap growth, whether passive or active.

21           So, if we had a lot more inactive

22   management and if the managers were there

23   because we really wanted large cap growth,

24   then it would be more of a case for this, but

25   it does present a challenge because the
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 2   managers were there not solely because they

 3   are large cap growth, but rather a view on who

 4   are within the initiative that we selected the

 5   manager.  We are looking for essentially the

 6   best players and looking for them more because

 7   they were active rather than because of the

 8   style in which they invest, which is what has

 9   led us.  For instance, I don't believe we have

10   a large diagram right now, right?

11           So this is an option which could have

12   some use, and you could come up with a short

13   list of ways in which we could use this even

14   within the Teachers' system, but you would be

15   paying for that option all the time and it may

16   be quite some time before you would utilize

17   it.  So even though the cost is modest in

18   basis points, anytime we evaluate cost, we

19   have to figure out how likely we are to take

20   advantage of the benefits.  Then, there is the

21   great big question as to whether there are any

22   parallels within the variable funds, but again

23   with the large use of indices in the variable

24   funds, whatever you decide in the pension,

25   within the variables we have enough other
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 2   managers to typically end a process that

 3   allows us to engage new managers at a rate

 4   more quickly than the pension fund, through no

 5   fault other than the processing being

 6   different.  We could, however, get comfortable

 7   treating the pensions and the variables

 8   differently in this respect.

 9           MR. SCHLOSS:   We can't replace a

10   manager if we fire a manager.

11           MS. MARCH:   Hopefully, in the

12   future, the other half of the family will

13   understand that the process on the variable

14   half of family is what should be done in the

15   indexing.

16           MR. SCHLOSS:   We are working on the

17   process.

18           MR. McTIGUE:   Very diligently.

19           MR. SCHLOSS:   We are still working

20   on that.  But, Seema, we wouldn't fund this

21   today.

22           MR. LYON:   The problem is that the

23   fee changed in order to break-in the component

24   pieces, and the change would take effect to

25   allow the future flexibility.
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 2           CHAIRMAN AARONSON:   For the value of

 3   what we are going to spend, how much positive

 4   is it going to do?  Is it worth $66,000 to do

 5   this?

 6           Like I say, we talk a lot because

 7   we've got 50.2 billion dollars.  We talk about

 8   money like it is nothing, but that's a lot of

 9   money in The Bronx where that was ten years'

10   income for my family, $66,000.

11           MR. SCHLOSS:  Seema, how much money,

12   what would the impact be in total, the 500

13   million, approximately?

14           MS. HINGORANI:   Yes.

15           MR. SCHLOSS:   If the difference

16   between the Russell 3000 index and the index

17   you want to buy is 10 basis points, 10 basis

18   points is $500,000.

19           So 10 basis points, to invest

20   $66,000, the difference in the indices for 10

21   basis point, you make $500,000, offset by the

22   cost of $66,000.  Going the other way, if I

23   take it down even lower, if delta is two basis

24   points between this index and the Russell

25   3000, you are better off.  So that's how you
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 2   are supposed to look at it, cost and potential

 3   benefit.

 4           So do you think, Seema, that having

 5   the Russell 3000 -- or maybe there are numbers

 6   we can look at, the Russell 3000 and these

 7   indices -- is worth two basis points.

 8           MS. HINGORANI:   Yes, I think so.

 9           MR. LYON:   I don't mean for this to

10   become a whole huge conversation, but from our

11   perspective, if we just focus on the large-cap

12   program, practically speaking, there are three

13   managers, two are core in style.  If you

14   replace those managers within that index, you

15   want to replace that with the growth for a

16   value, so you have one growth manager; and if

17   you terminate them, you could choose to

18   maintain the growth exposure, but you have

19   possibly a growth over range because you have

20   the program as it is today.

21           So the real question would be:  If

22   this were suddenly available and you believed

23   in being at style neutral down to a small

24   percentage level, then you should fund a large

25   value index to offset that growth manager.
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 2           MS. HINGORANI:   The other thing, you

 3   are also getting the Russell 2000 growth

 4   value.

 5           MR. LYON:   Yes.  I am just talking

 6   about --

 7           MS. HINGORANI:   But the dollars then

 8   go up, right, so for now a small-cap growth

 9   manager, we would now have -- if we ever

10   wanted to terminate up to 120 million dollars

11   which, again, you would be able to do, and the

12   growth versus core small cap, and you have

13   seen the numbers that offsets and outperforms

14   the core; I think that little bit -- plus the

15   whole emerging-manager program is now small

16   cap.  So I am not saying that anyone here

17   would touch the emerging-manager program, but,

18   again, there's 300 million dollars there, and

19   you can't really recapture the growth and

20   value piece of that.

21           MR. LYON:   But if we were to make

22   changes in the emerging-manager program,

23   essentially set up a manager of managers, we

24   would be changing the high-level managers and

25   they in turn --
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 2           MS. HINGORANI:   Right.  I am just

 3   saying it's one of the fund-of-funds.

 4           MR. LYON:   These managers all invest

 5   in multiple styles, where if we were to

 6   replace one of them, we would replace them

 7   with mid cap.

 8           (Talking over each other.)

 9           MS. HINGORANI:   I guess what we have

10   to do then is we have to analyze all the

11   underlying managers --

12           MR. LYON:   If you want to maintain

13   the style.  I guess I am suggesting that since

14   the bulk of this program is in that index,

15   that your style tilts are the result of just

16   trying to pick a decent manager, if possible,

17   or a great manager, if possible, and not a

18   desire to have a style allocations such as you

19   find it difficult, setting aside how much the

20   fee is; to think that we will actually make an

21   investment to use the style-specific index to

22   replace one of these managers because we have

23   been very successful in the past, having small

24   allocations, seeing growth, that's a little

25   bigger than value.
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 2           MR. SCHLOSS:   Not to put words in

 3   your mouth, engineering, that's a benefit.

 4           MR. LYON:   I think so, because the

 5   managers are not there because of a desire for

 6   a specific style box exposure in the first

 7   place.

 8           MS. MARCH:   This is my ignorant

 9   question:  If it weren't for the RFP process,

10   we would be in a different circumstance, no

11   matter how much we have improved?

12           MR. LYON:   Right.

13           MS. MARCH:   So that is the bottom

14   line.  So the decision is based on the fact,

15   at least in my mind, since we have been unable

16   to convince people who supposedly have great

17   investment experience that the process that we

18   use has to be modernized for the investment

19   world we are living in today, this may be the

20   only fiduciary action that we might be able to

21   take at this moment in time for the pension

22   fund.

23           MR. LYON:   And there may very well

24   be a circumstance under which you wish to

25   utilize these increased amounts of tools.  We
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 2   just don't think that it's highly likely in a

 3   reasonable planning period, but there may be a

 4   circumstance and, perhaps, if you don't do

 5   this -- there is a flip side to everything

 6   I've said -- if you don't do this, you may not

 7   be able to make it available in a timely

 8   enough way.  We don't think it's useful, but

 9   there may be a high probability at the

10   Comptroller's Office, perhaps, but we also

11   recognize that you could come up with a short

12   list of your reasons why you would use this,

13   and if you don't do anything about it, when

14   you decide you want to, either BlackRock may

15   not make the option available at the same time

16   or the lead time might be significant.

17           So if you do think there's some

18   chance you will use it, then there is some

19   value to it.  It is very hard to judge what

20   that value is.  It is a lot less costly today

21   than when we first started having this

22   discussion, we appreciate that, but again, we

23   think we're less likely to use this than other

24   systems.

25           MS. MARCH:   Could I also include
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 2   that because of what you said that we don't

 3   have to do this for the variables.

 4           MR. LYON:   That's our view.

 5           CHAIRMAN AARONSON:   Larry, do you

 6   think that you are going to be using this for

 7   us?

 8           MR. SCHLOSS:   What do you think,

 9   Seema?  What is the likelihood within the next

10   12 months?

11           MS. HINGORANI:   Well, if it were up

12   to me --

13           MR. SCHLOSS:   No, not if it was up

14   to solely you.

15           MS. HINGORANI:   That's way above my

16   pay grade, then.

17           MR. McTIGUE:   I would go back to the

18   point that it's an option in case something

19   happens to a manager or if the board chose to

20   go in a different direction.

21           MR. SCHLOSS:  Say that again.

22           MR. McTIGUE:  If the board chose to

23   go in a different direction than the program's

24   structure, it's always an option.

25           MR. SCHLOSS:  If we chose to have the
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 2   option.

 3           MS. MARCH:   Yes, it is giving us

 4   options.

 5           MR. LYON:   There's a question of how

 6   you are valuing the option.  We value it a

 7   little less than they do, but we don't think

 8   it is without value.

 9           CHAIRMAN AARONSON:   So --

10           MR. SCHLOSS:   Do we need it for the

11   others, to make the other stuff work?

12           MS. MARCH:   That's what --

13           CHAIRMAN AARONSON:   We have to

14   decide now.

15           MR. SCHLOSS:   Again, we would like

16   to get a consensus.

17           CHAIRMAN AARONSON:   Is there anybody

18   that is adamantly opposed to doing it?

19           (No response.)

20           So I think we have consensus.

21           MR. SCHLOSS:   Perfect.  Thank you

22   very much.

23           Let's talk about infrastructure now,

24   so we will get Steve Burns from Townsend and

25   Petra.
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 2           (Whereupon, at this time,

 3   representatives from Townsend Group entered

 4   the room.)

 5           MR. SCHLOSS:   We are going to go

 6   through the technical plan for infrastructure.

 7           MR. BURNS:   Good to see you again.

 8           Just a couple of points.  We have

 9   been before you on any number of occasions to

10   discuss with you infrastructure, and the first

11   slide in this presentation just takes you

12   through the reasons why we think it is a great

13   idea that you participate in this space.

14   Obviously, the reasons for entrance into in

15   asset class are to preserve capital, serve as

16   a hedge, provide diversification, attract

17   adjusted returns, and then return premiums.

18   It's pretty straight forward.

19           I think in this presentation our

20   intent today is just, we have a manager with

21   us, we want to tell you exactly how we think

22   this will play out over the next couple of

23   months, and, in fact, the next years.

24           Ishika?

25           MS. BANSAL:  The chart is right to
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 2   prevent the funded and committed status of the

 3   program.  The real asset program has an

 4   allocation of six percent, plus or minus two

 5   percent of the plan assets.  As of March 31st,

 6   2013, the program is funded at a level of 2.1

 7   percent or one billion of market value and

 8   funded and committed at 4.1 percent and has

 9   about two billion of funded and committed

10   value.

11           The program also has the ability to

12   over commit by 135 percent, as a percent of

13   the over committed; it is currently funded and

14   committed at 50 percent.

15           CHAIRMAN AARONSON:   Can I ask you,

16   when you talk about six percent for real

17   estate, does that include the two percent for

18   infrastructure or is it six percent for real

19   estate and the addition of two percent for

20   infrastructure.

21           MR. BURNS:   The intent is to have a

22   blended portfolio of real estate and

23   infrastructure, initially.  The monies will

24   come from the six-percent allocation.  You do,

25   by virtue of your investment policy statement,
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 2   have the ability to go plus or minus two

 3   percent; and, Mel, I do believe over time, to

 4   make it a meaningful asset class to you, you

 5   will probably get there.  You will probably

 6   get the plus 2; in fact, in slide 3, it gives

 7   you a layout of where you are real estate wise

 8   funded, committed, et cetera, and what it

 9   might look like if another two percent was

10   added on.

11              MR. SCHLOSS:  So the simple answer,

12   Mel, is, it was six percent real estate, now

13   it is six percent real assets.  That's all.

14   That's the simplest way to put it.

15           CHAIRMAN AARONSON:   That means we

16   can have six percent infrastructure?

17           MR. SCHLOSS:   No, you already have

18   some real estate already.

19           CHAIRMAN AARONSON:   We have -- I

20   thought we voted two percent allocation to

21   infrastructure.

22           MR. SCHLOSS:   Not quite.

23           CHAIRMAN AARONSON:   That's not what

24   we voted?

25           MR. SCHLOSS:   No.  We voted up to
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 2   two, within the six.

 3           CHAIRMAN AARONSON:   Up to two could

 4   mean zero?

 5           MR. SCHLOSS:   Yes.  Let's go back to

 6   this page.  Go back to page 2.  The second

 7   number, "total real assets," 2.975.  That's

 8   six percent.  Then you have to over commit

 9   another 35 percent to get that in the ground,

10   that's the four billion dollar number.  You

11   already have two billion dollars committed, so

12   stop right there.  Two billion is committed

13   out of 4 billion in commitments.  That leaves

14   you two billion left to commit.  You can

15   commit that to real estate or infrastructure.

16           That is how it was set up.

17           MS. MARCH:   Carry it one step

18   further.  If we didn't get into

19   infrastructure, but say we committed one

20   percent to infrastructure, and then someone

21   presented to us and it was at one percent to

22   real estate, we still have the ability to do

23   another two percent for infrastructure,

24   because we can be over committed by two

25   percent?
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 2           MR. SCHLOSS:   Yes.

 3           MS. MARCH:   So the truth of the

 4   matter is, we could do three percent in

 5   infrastructure, if the deals came to us.

 6           MR. SCHLOSS:   Sure.  Yes.  The six

 7   is really if you want to make the six, eight,

 8   that's perfectly fine.

 9           CHAIRMAN AARONSON:   So now we have

10   up to 1.5 billion dollars, we can invest in

11   infrastructure.  I thought it was only two

12   billion.  Yes, two billion is two percent

13   of --

14           MR. SCHLOSS:   Two percent of 50

15   billion is one billion.

16           CHAIRMAN AARONSON:   Now we have up

17   to 1.5, I hear, we can do for infrastructure.

18           MR. SCHLOSS:   Sure.  You have a lot

19   of room, plus we can always revisit the asset

20   allocation.

21           CHAIRMAN AARONSON:   At this moment,

22   we have zero in infrastructure?

23           MR. SCHLOSS:   Exactly.

24           CHAIRMAN AARONSON:   And he can do up

25   to 1.5 billion, without changing any rules.
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 2           MR. SCHLOSS:   That's right.

 3           CHAIRMAN AARONSON:   So in your

 4   report, Steve, how are we going to get to 1.5

 5   billion dollars invested, how quickly?

 6           MR. BURNS:   Petra is going to touch

 7   on that a little bit.  We are targeting, I

 8   believe it's how many investments?

 9           MS. NIKOVA:  It is in here.

10           MR. BURNS:   It is on page 5.

11           MS. NIKOVA:  The way we talk about it

12   is that in terms of strategies we start to

13   core valuate the strategies and we build to

14   opportunistic.  In terms of the investment

15   career and over what investment period we

16   invest, we talk about going with three-years

17   targeting, three years; so we have a vintage

18   diversification and two-to-three positions per

19   year, so that we pace ourselves and, also,

20   reach this diversification.

21           In terms of the access to the asset

22   class, we can do these two funds, which is the

23   traditional way we have been investing, and we

24   are also thinking starting with this fund and

25   developing this relationship, but going
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 2   forward, and as we gain more experience in the

 3   asset class, thinking about co-investments and

 4   club deals with like-minded investors.

 5           So this is how we talk about

 6   gradually building up the program.

 7           CHAIRMAN AARONSON:   Looking at that

 8   page 5, I am seeing what is probably

 9   diversification and I see global or developed

10   market focus.  I see globally diversified

11   funds and so forth.

12           Where do I see infrastructure

13   investments in New York State?

14           MR. SCHLOSS:   Developed markets.

15           CHAIRMAN AARONSON:   If that's the

16   case, and that's where it is, I am hoping that

17   this should have said developed markets for

18   global, because I hope that these investments

19   in infrastructure that we are going to make --

20   which will be a wonderful, wonderful

21   diversifier for our fund and help our fund to

22   grow -- can also do other things.

23           I would prefer, if you are looking

24   for investments, that instead of looking

25   globally first, that you look in the United
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 2   States first, the northeast part of the United

 3   States and the State of New York, before you

 4   look to invest anywhere else in the world.  I

 5   know we have to have a diversified portfolio,

 6   but we should start here with this fund.

 7           MR. BURNS:   Mel, we are always

 8   mindful of that.  You recall on the

 9   real-estate side, every time we interview a

10   manager, we ask them about their expertise and

11   what have they done for us lately.

12           This group that you are going to meet

13   today actually does have a good New York State

14   presence, so we think about those issues.  The

15   reality is, when you do funds, in a perfect

16   world it would all be in the northeast, so it

17   would all be in New York City.  When you

18   create these programs, you are going to have

19   some other things.

20           CHAIRMAN AARONSON:   I understand

21   that.

22           MS. MARCH:   This is my definition of

23   global:  My definition of global is domestic,

24   is New York State, and the other 49 states are

25   global.  That's how I look at it.  That is my
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 2   definition of global.

 3           MR. SCHLOSS:   That's very unlike

 4   you.

 5           MS. MARCH:   The domestic is New York

 6   State.  We are very, very forward looking,

 7   where New York State becomes the domestic and

 8   the other 49 states become the global.

 9           MR. SCHLOSS:   May I recommend that

10   we should talk to Brookfield about this.  The

11   reason I say that is because they are global

12   real estate.  With your definition of global,

13   they are intergalactic, but that being said,

14   what is different about infrastructure in real

15   estate or private equity is that it is not

16   everywhere.  So in real estate, we could spend

17   the entire pension fund buying buildings in

18   Manhattan.  There is not infrastructure to buy

19   in Manhattan today.  So you can't put a penny

20   in infrastructure in Manhattan, and You can't

21   put a penny in infrastructure in New York

22   City, there is nothing for sale.

23           I think it is a very interesting

24   topic you raised, and I want to make sure

25   everybody understands, it is not like some of
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 2   these other asset classes we have talked

 3   about.  That's the opportunity and that's the

 4   problem, but someone like Brookfield, I've

 5   talked to Brookfield a bunch about these

 6   topics, global, domestic, New York State, New

 7   York City, and we should ask them when they

 8   are here:  Tell us the number of deals in the

 9   metropolitan area that there have been in the

10   past five years.  They will tell us and it

11   won't be two handfuls.

12           MS. MARCH:  I have another very

13   forward thinking suggestion.  We could really

14   go into the undeveloped market in the other 49

15   states for infrastructure; the United States

16   of America, that is really not where the rest

17   of the world is on infrastructure.

18           MR. SCHLOSS:   That's exactly right.

19           MS. MARCH:   But we can change it all

20   by being the first system who had this forward

21   thought.

22           MR. SCHLOSS:   But you can't buy what

23   is not for sale. That's the problem.

24           CHAIRMAN AARONSON:   This is the

25   thing that is disturbing.  If you turn to page
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 2   9, and we go to the third bullet and then we

 3   look at the sub bullet under that, it says

 4   "opportunities are more prevalent in Canada,

 5   the U.K. and Europe, with a wait-and-see view

 6   on the U.S."

 7           I don't want a wait-and-see view.  I

 8   want us to put the U.S. first, and look to see

 9   what is available with that investment, and

10   that should be first, before --

11           MR. BARONE:   To be fair, Mel, this

12   isn't how we would like to see it.  This is

13   describing where the opportunities for

14   investment are, as they stand.  It is not a

15   lack of capital in the United States from

16   people like you; it is a lack of action on

17   government's part to make these opportunities

18   available for your capital.

19           MR. SCHLOSS:   We would love to buy

20   the New Jersey Turnpike, but it is not for

21   sale.

22           MS. MARCH:   We understand that, but

23   what we are saying is, our nature is that of

24   being pioneers, and just because the world out

25   there is not ready for it, that doesn't mean
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 2   we should accept the fact that they are not

 3   ready for it.  I think if we can't accomplish

 4   it, we have got to keep pushing for it,

 5   because when we give up pushing on it, you

 6   lose the whole idea and you fall into the

 7   basket with everybody else.  What we are

 8   saying is, we would like to be pioneers.

 9           MR. SCHLOSS:   I think we get it.  We

10   know what you want.

11           MS. MARCH:   We are going to tell

12   Brookfield about it, don't worry.

13           MR. SCHLOSS:   Yes, and I will ask

14   for the history of dealings in the metro area,

15   so we all understand.

16           MS. MARCH:   Let's go off the record

17   for a minute.

18           (Recess.)

19           CHAIRMAN AARONSON:   Back on the

20   record.

21           MS. NIKOVA:   I was thinking of

22   jumping ahead.

23           MS. MARCH:   Petra, we are sorry.

24   It's not that we don't like you, it's that we

25   don't like the direction the world is going
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 2   in.

 3           MR. SCHLOSS:   What they are trying

 4   to say is they really want to do

 5   infrastructure locally.

 6           MS. NIKOVA:   So I think we covered

 7   pages 5 and 6, and very quickly going through

 8   the opportunity and investment which we also

 9   just touched based on, the opportunity

10   globally is very big.  We do hope that the

11   market in the U.S. especially PPP, opens up

12   more.

13           On page 9, Larry already pointed out,

14   the comment that he made which refers

15   primarily to the PPP market which requires

16   also legislation for certain deals to be

17   executed.  And that's why it is a wait-and-see

18   view, but your points are taken.

19           The only comment that I would make

20   further on this page is that we would focus on

21   managers with a proven track record, and that

22   we also look for, in terms of structure,

23   businesses that have long-term contracts.

24           In terms of pipeline of funds in the

25   market, it is a robust one.  There are 75
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 2   funds in the market raising 60 billion, and as

 3   already discussed, they are primarily focused

 4   globally or on the developed markets of The

 5   Americas and Europe.

 6           On page 12, 13 and 14, you can see

 7   the list of the funds currently in the market.

 8   And then, on page 15, we talk a little bit

 9   more about access and diversification; and,

10   again, the systems are big, the fund has a

11   large size, which is why different options

12   could be employed as we gain more experience

13   in the asset class.

14           Finally, page 16 talks about the

15   problem of implementing in terms of due

16   diligence.  We follow the process that is

17   currently followed by other organizations,

18   like private equity and real estate, starting

19   with a preliminary analysis, going for a

20   detailed due-diligence base, and then going

21   through the formal investment-approval

22   process.

23           CHAIRMAN AARONSON:   Looking at this

24   list of many managers that are already doing

25   this, have you looked through the list to see
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 2   which of these managers have most of their

 3   investments in the U.S.?  Has that been

 4   something that you have searched for?

 5           MR. BURNS:   We can certainly focus

 6   on that, Mel, going forward.  I mean, we do

 7   pay attention to that, as you know.

 8           CHAIRMAN AARONSON:   I understand,

 9   but I never realized there were so many

10   managers; when you say 75 or so --

11           MR. BURNS:   Right.

12           CHAIRMAN AARONSON:   So some of them

13   out of 75 must --

14           MR. BURNS:   I would say the

15   overwhelming majority probably have domestic

16   capabilities.

17           MS. BANSAL:   Definitely.  The global

18   managers are probably 40 to 50 percent U.S.-

19   focused.  The developing managers are going to

20   be 75 to 90 percent U.S.-focused managers, so

21   they are kind of listed.  The geographic focus

22   of these managers is listed on that table.

23           MR. SCHLOSS:  Just a word of caution,

24   if you look at these funds, just run your eyes

25   down, there are very few that have the Roman
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 2   numeral III after them.  A lot have Roman

 3   numeral I.  Be careful what you look for.

 4   When they have Roman numeral I, right, they

 5   are like learning with your money.

 6           CHAIRMAN AARONSON:   Absolutely.  We

 7   want to make sound investments, that helps the

 8   retirement system and that's before anything I

 9   have said, and I hope nobody has misconstrued

10   what I said to be that we should take some

11   investment that's not a well-vetted investment

12   and do that over something else.  So the first

13   thing is always, and I will say it now to be

14   on the record so I don't have to say it every

15   time:  The first thing is always to have the

16   fiduciary sound investment first.

17           MR. SCHLOSS:   Right.  Never

18   questioned that actually.

19           MS. NIKOVA:   So maybe we can move to

20   Brookfield now.

21           MR. SCHLOSS:   This is a plan, two or

22   three years, maybe more a year, focus U.S.

23           CHAIRMAN AARONSON:   Do you want to

24   give us an overview?

25           MS. NIKOVA:   Sure.  A short overview
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 2   of Brookfield:  We are asking for approval of

 3   140 million to Brookfield infrastructure.

 4           CHAIRMAN AARONSON:   140 million from

 5   Teachers?

 6           MS. NIKOVA:   Yes.

 7           CHAIRMAN AARONSON:   That's 10

 8   percent of 1.5 billion dollars.

 9           MR. SCHLOSS:   Right.

10           MS. NIKOVA:   For systems, we are

11   asking for 300 overall, across all systems.

12           Fund II is a 5 billion fund that they

13   are raising for investment in global

14   infrastructure, and likely that it is going to

15   be at the end of the fundraise, which is going

16   to end very soon.  Actually, it is expected to

17   be a 70 million dollar fund.

18           The reason why we like Brookfield as

19   an investment -- I should mention that the

20   system already has a relationship with the

21   manager of Brookfield through the real estate

22   fund -- so the reason we like them, they have

23   a very strong track record.  They have been

24   investing in infrastructure for over ten

25   years.  They have put 10 billion of
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 2   investments in the ground.  They have

 3   generated a 32 percent rate of return and for

 4   their infrastructure, Fund I, because 32

 5   percent are balance-sheet investments and the

 6   fund only has generated 24 percent gross

 7   returns and 17 percent net returns to date.

 8           There is a very strong alignment of

 9   interest with Brookfield.  Actually, presently

10   they're matching dollar for dollar.  The first

11   close, which is expected to be 5 billion of

12   their target that they expected from the first

13   close, so 2.5 billion of Brookfield's money,

14   and when they go to the hard cap of seven

15   billion, most likely they will be at 43

16   percent, but the minimum that they would match

17   is 40 percent.  So the floor is 40 percent,

18   this match.

19           MR. SCHLOSS:   Is that 2.8 billion.

20           MS. NIKOVA:   It's 2.8 billion and 40

21   percent.

22           MR. SCHLOSS:   It 2.8 billion that

23   Brookfield puts in of the 7 billion.

24           MS. NIKOVA:   That's right.

25           MS. MARCH:   How much have they
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 2   raised already?  How much do they expect to do

 3   at the close?

 4           MS. NIKOVA:   At the first close,

 5   they expect to get five billion.  2.5 would be

 6   Brookfield and 2.5 outside capital; and then

 7   the final close, which is the hard cap of

 8   seven billion, would be a minimum of 2.8

 9   Brookfield capital and the rest would be

10   outside capital.

11           CHAIRMAN AARONSON:   What are the

12   fees that they charge?  Do they charge the

13   usually risk fees of private equity fund

14   managers?

15           MR. SCHLOSS:   A little less.

16           MS. NIKOVA:   So the deadline fee is

17   150 basis points, and we are getting a

18   one-third discount of that.  For us, the fee

19   would be 99 basis points or 51 basis points

20   less than the 150.

21           CHAIRMAN AARONSON:   Do they have a

22   carried interest in private equity?

23           MS. NIKOVA:   They do.

24           MR. SCHLOSS:   You are in the wrong

25   business.
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 2           MS. MARCH:   We are in the right

 3   business.

 4           MS. NIKOVA:   It is, yes, similar to

 5   the private-equity model, but that's across

 6   infrastructure.

 7           CHAIRMAN AARONSON:   Then, what

 8   percent of the profits do they take first

 9   before we get a penny?

10           MR. BARONE:   We get eight percent

11   back, capital plus eight percent back and they

12   take 20 percent of the fund.

13           MR. SCHLOSS:   It's set up just like

14   our private equity and real-estate funds.

15           MR. BARONE:  They get no profit

16   before we get all our money back plus eight

17   percent.

18           CHAIRMAN AARONSON:   This is a global

19   fund?

20           MS. NIKOVA:   Right.  This is a

21   global fund and will be invested primarily in

22   North America, 40 percent, so the biggest part

23   they will invest in North America.  So it's

24   looking like 5 billion and what 40 percent

25   means in North America is 2 billion, which is
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 2   a lot of money.

 3           Then, that's followed by Europe and

 4   Latin America and Australia and New Zealand.

 5   These are their primary markets and they

 6   follow the strategy from their first fund.

 7           CHAIRMAN AARONSON:   They are aware

 8   of our net fees and so forth.

 9           MR. SCHLOSS:   Yes.

10           The first deal is where?

11           MS. NIKOVA:   The first deal is a

12   hydro portfolio they have purchased in Main

13   for this fund.

14           CHAIRMAN AARONSON:   In

15   infrastructure, are they investing in

16   electrical transmission lines or are they

17   investing in, say, total roads.

18           MR. SCHLOSS:   Yes and yes.

19           CHAIRMAN AARONSON:   Both?

20           MR. SCHLOSS:   Both.

21           MS. NIKOVA:   In terms of the

22   sectors, they are investing in transportation,

23   transmission, renewables.

24           CHAIRMAN AARONSON:   Anybody else

25   have any questions?  Do you have anything else
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 2   before we bring them in?

 3           MR. SCHLOSS:   Bring them in.

 4           (Whereupon, at this time,

 5   representatives from Brookfield entered the

 6   room.)

 7           MR. WHITE:  Good morning.  Thank you

 8   very much for having us.  My name is Robert

 9   White.  I am joined today by our CEO and head

10   of our global infrastructure team, Sam

11   Pollack, as well as senior managing partner

12   and CEO of our private funds group, Jeff

13   Blidner.  We obviously greatly appreciate the

14   opportunity to further our relationship with

15   the City, it's very important to us, and we're

16   excited to talk about our infrastructure

17   platform and the activities that we are doing.

18           We will be brief, we're conscious of

19   your time.  We use a book as a guide, but

20   please ask any questions that you would like.

21           MR. POLLACK:  Thank you, Bob.

22           Good morning, everyone.  I would just

23   like to reiterate, thank you very much for

24   having us here today and considering our fund.

25   As you know, we have got a long and deep
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 2   presence here in New York City and New York

 3   State, and so having you consider our fund is

 4   very important to us.

 5           We are currently raising a five

 6   billion dollar global fund.  Brookfield itself

 7   will be the largest investor in the fund, with

 8   a minimum 2.5 billion dollar investment.  So

 9   obviously our alignment would be very much

10   with yourselves.  We are targeting a 15-plus

11   percent return with a cash yield, on average

12   about 46 percent over the life of the fund.

13   That's very consistent with this asset class

14   where you tend to have businesses that

15   generate very stable inflation index returns

16   and strong cash yields.

17           Our business strategy is to invest in

18   core infrastructure on a value basis.  So we

19   look to find the highest quality assets, but

20   find situations where we can invest in them at

21   good value.  The focus is globally, but

22   primarily in America.  That is the anchor of

23   our company and, as you will see, over half of

24   our assets are here in America.

25           Focuses are on transportation,
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 2   renewable power, the utility sector and energy

 3   sectors; we have broadened deep platforms in

 4   each of those areas.  Lastly, we think this is

 5   an exciting sector for people to invest in

 6   today.  It is one that has been growing, as

 7   you are aware.  The amount of capital required

 8   to improve infrastructure, especially in

 9   countries like ourselves here in America,

10   requires a significant amount of capital that

11   our governments today just don't have, and so

12   the opportunity for the private sector to

13   assist in that, which will help further

14   develop the economy, we think, is very

15   important and one that is going to continue to

16   grow.

17           On page 3 are some of the strings of

18   our business.  We are a leading infrastructure

19   asset manager.  We have one of the largest

20   businesses in the world, with over 40 billion

21   of assets under management.  We have 100

22   investment professionals who are based in each

23   of the markets where we are looking to invest,

24   and it is generally a team that has been

25   together for some time.
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 2           In addition to that, we have a long

 3   track record of investing in this sector.  We

 4   have invested probably well over 50

 5   investments over the last 10 years.  Our

 6   returns have been actually above our target

 7   range, over 30 percent, but we think in

 8   today's market 50 percent is a very achievable

 9   return and one that is consistent with what we

10   have done in the past.

11           One of the anchors of the way we have

12   invested is we have done a very conservative

13   financing strategy.  You will see in a few

14   slides to come our most recent fund we have

15   just invested, our leverage levels were around

16   50 percent, which we think is very

17   conservative for this type of asset class.

18           On page 4, this gives you a sense of

19   our current business.  As you can see, America

20   is the heart of our company.  Over half of our

21   assets are and we have got leading platforms

22   in transportation, renewable power, utilities

23   and the energy sector.

24           The next couple of slides deal with

25   our strategy --
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 2           CHAIRMAN AARONSON:   You talk about

 3   20 billion dollars in North America?

 4           MR. POLLACK:  Yes.

 5           CHAIRMAN AARONSON:   How much of that

 6   is in the U.S. compared to Canada and how much

 7   in Mexico?

 8           MR. POLLACK:   There's nothing in

 9   Mexico, and I would say less than ten percent

10   of the assets are in Canada.  So mostly the

11   U.S.

12           On page 5, the key elements of our

13   strategy -- and I don't want to go into too

14   much detail -- it is always a focus on

15   acquiring the highest quality assets that we

16   can.  These are characterized by businesses

17   with strong entry, that provide essential

18   services and they have very predictable

19   revenue streams.  In addition to that, we try

20   to focus on situations where we can work with

21   partners to help them in building their

22   business, and as a result, not compete in

23   broad auctions with others, and as a result we

24   get better value in our deals.

25           Finally, the company has deep
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 2   operating platforms.  We can leverage these

 3   platforms to grow the businesses and to drive

 4   better earnings.

 5           Page 6 is just a summary of some of

 6   our investments over a number of years.  The

 7   main point is that we have invested a

 8   significant amount of the capital, so we are

 9   highly confident we can invest this fund in an

10   approved manner.

11           Page 7 gives a sense of our team.

12   This is a key takeaway about our team.

13   Obviously, we have people on the ground in

14   each of our markets, which we think is a very

15   important part of our strategy.  In addition

16   to that though, you will see that the team has

17   been together at the senior level for about 14

18   years with Brookfield.  Myself, I have been

19   there about 20 years.  Then we have a very

20   senior investment committee that's comprised

21   of all the senior partners of Brookfield Asset

22   Management, including our CEO, Jeff and

23   others, who have been with Brookfield for over

24   17 years.  So, again, we think we have put the

25   most senior elements of the company behind the
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 2   strategy.

 3           Just a summary of our first funds.

 4   We invested, over the last two to three years,

 5   we have invested 2.4 billion dollars, which is

 6   very consistent with our planning going

 7   forward.  About half of it we intend to be

 8   invested here in America.  Our returns are

 9   about 20 percent so far; our cash yields since

10   inception are about five percent.

11           CHAIRMAN AARONSON:   The amount

12   that's invested here in the U.S. economy, how

13   much of it is invested in New York State?

14           MR. POLLACK:   Of the last fund?

15           CHAIRMAN AARONSON:   The one you just

16   described.

17           MR. POLLACK:   Just one investment is

18   called Cross Town Cable.  It is a line that

19   connects Long Island with Connecticut to

20   provide power to a 330 megawatt facility.

21           CHAIRMAN AARONSON:   Out of a 2.4

22   billion dollars?

23           MR. POLLACK:   It is about a 200

24   million dollar asset.  Some of the funds --

25   some of the assets in the fund, on page 9, I
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 2   will draw attention to the newer power

 3   business, which is probably our biggest

 4   investment for the fund.  It is based

 5   primarily in the United States, probably 90

 6   percent of it is in the United States, and

 7   this is a picture of our smokey pipe facility

 8   in the top left-hand corner, and we have

 9   transmission assets that we have built in West

10   Texas that is in the middle of the page there.

11           Page 10 gives a sense of where the

12   assets have been invested and just the main

13   thing is to demonstrate the very low debt to

14   capitalization that we have used to build our

15   portfolio.  We do have one asset that we have

16   already contracted for that's a seed

17   investment, it's called the White Pine Hydro

18   Portfolio.   It is a set of about 19

19   facilities up in Main.  It has about 360

20   megawatts of generation capacity.  We acquired

21   it for about 750 million dollars.  We have

22   funded it with about 450 million dollars of

23   equity, and this would be a seed asset for the

24   fund.

25           These are very scarce assets.  It's

�

0099

 1          Executive Session - June 6, 2012

 2   generating very strong cash flows today, for

 3   about nine percent after cap X, and these are

 4   very cost competitive assets and we think they

 5   will generate great returns for the fund.

 6           I think the last thing we just want

 7   to end up on is the fact that we do have a

 8   very strong presence, on page 17, 18, here in

 9   New York City and in the State of New York.

10   We have about 15 billion of assets here in the

11   state and the city from a Brookfield asset

12   management perspective.  In the infrastructure

13   business, we have over 75 hydro plants and

14   electrical cable that I mentioned.  We have

15   over 200 employees in those facilities and it

16   represents about four billion in assets, in

17   total.

18           In addition to that, we have just

19   under 11 billion dollars of capital invested

20   in our real estate business here in New York

21   City.  We have about 19 million square feet

22   that we manage, and we are looking to invest

23   it further, four to five billion dollars in

24   the Manhattan West project, which you may be

25   familiar with.  So this city and state is very
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 2   important to us.

 3           We would love to invest more capital

 4   here, particularly on the infrastructure side,

 5   and we have been working with the state

 6   officials to give them ideas of how we can do

 7   that.

 8           CHAIRMAN AARONSON:   You said you had

 9   200 million dollars invested in New York.  Now

10   you just said you have 15 billion dollars

11   invested in New York City.  What's the

12   explanation for that difference?

13           MR. POLLACK:  I was referring to 15

14   billion dollars, that includes our real estate

15   business, so most of the capital is our real

16   estate.  And, then, in addition to that, the

17   200 million was just the last funds, but we

18   have some legacy businesses that we invested

19   in on our balance sheet in earlier years that

20   represent the additional capital.

21           CHAIRMAN AARONSON:   I am sure you

22   have done a lot of exploration about where to

23   invest the money in Fund II already.  What

24   have you found about investments in New York

25   State in your study for where you will be
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 2   putting the five billion dollars in Fund II?

 3           MR. POLLACK:   You know, in New York

 4   and in the U.S. in general, there are both

 5   pluses an minuses.  What we like about

 6   investing in this state is the stability and

 7   the scale of the opportunities.  Some of the

 8   challenges we have investing here is not all

 9   the legislation is available for a large

10   amount of projects to come on, as you know.

11   The Governor has been trying to improve that

12   and we have been working with both state and

13   municipal officials to help them with drafting

14   some of that legislation.

15           CHAIRMAN AARONSON:   Do you get

16   involved in discussions on the Tappan Zee

17   Bridge investment?

18           MR. POLLACK:   We have, and I think

19   what we have been trying to provide advice on

20   is the type of regulatory systems that would

21   attract capital like ourselves to invest in

22   it.  So we have been doing that.

23           CHAIRMAN AARONSON:   Thank you.

24           MR. SCHLOSS:   Can you tell us a

25   little bit about the way you think
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 2   infrastructure in the U.S. relates to

 3   international opportunities, just

 4   regulatorily, doing this to sell, need to

 5   sell?

 6           MR. POLLACK:   Where the U.S. is

 7   ahead of the world is in the energy side of

 8   the business.  So that's why you will see in

 9   our energy infrastructure assets and our power

10   assets, almost all of those are based here in

11   the U.S., and that's because there is a long

12   history of private-sector involvement in those

13   sectors.

14           Where the U.S. is behind is really on

15   the transportation side of the business.

16   Again, when it relates to toll roads or

17   airports, and less so on the port side of

18   business, the port side is privately funded,

19   but that's where there have been a lot of

20   political challenges, as you've probably read

21   about in getting legislation passed the

22   various state houses to allow further private

23   investment to go into those sectors.  So, I

24   think it is going to come, but it is has been

25   slow, and there have been a few situations

�

0103

 1          Executive Session - June 6, 2012

 2   that maybe didn't do as well as people like,

 3   but in that regard, to answer your question,

 4   Larry, in energy and power, the U.S. is ahead.

 5   In the other sectors, they are behind the rest

 6   of the world.

 7           MR. SCHLOSS:   So is it a paucity of

 8   sellers in the U.S. away from energy, is it a

 9   capital need, or you need assets to buy?

10           MR. POLLACK:   Yes, we need assets to

11   buy.

12           MR. SCHLOSS:   What about assets to

13   buy, like greenfields, in the U.S.?

14           MR. POLLACK:   I would say most of

15   the capital that is needed is probably more

16   redevelopment as opposed to the greenfields.

17   I think it is really taking the aging

18   infrastructure and making it more modern.  We

19   don't, in the fund, do a lot of greenfields,

20   we have about a 10 percent cap on the

21   greenfields.

22           We do a little on the transmission

23   side, but we do look for opportunities where

24   we can take an existing asset and upgrade it,

25   and I think in the U.S. there is a great
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 2   opportunity for that.

 3           MS. ROMAIN:   Do you only buy the

 4   asset or do you hold them?

 5           MR. POLLACK:   We do both.  So the

 6   way that business has been progressing is

 7   historically we would have looked at buying

 8   assets free hold, and if you look at the power

 9   sector and the energy sector, generally you

10   hold them in perpetuity.  But as you are

11   familiar with, more recently government has

12   been looking to give people concessions, so we

13   are quite comfortable in that environment and

14   I think that's the way of the future.

15           CHAIRMAN AARONSON:   In your current

16   investments in real estate and in your

17   infrastructure, have you run against a problem

18   with any labor problems with the people who

19   are employed at the companies that you own?

20           MR. POLLACK:   We have not.   We have

21   a long-standing history of working with unions

22   and we have unions in virtually all of our

23   businesses.  We have a very robust

24   responsibility policy that anytime we buy a

25   business, we make sure that they adhere to the
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 2   fields of safety, deals with the environment,

 3   you know, fair wages and fair compensation.

 4   So we try to take a very much top down

 5   approach when it comes to that sort of

 6   responsibility.

 7           CHAIRMAN AARONSON:   You mentioned

 8   environment, that's the next thing I was going

 9   to ask.  Some of your investments are in

10   energy and transmission of energy; frequently

11   that results in environmental issues.  Have

12   you had any companies so far that you have

13   invested in that have had any issues.

14           MR. POLLACK:   We have never had any

15   serious environmental issues as part of the

16   business.  You may have an occasional spill

17   that you are required to report, which we do,

18   and you clean it up, but we've never had any

19   major issues.  Most of our businesses are not

20   intensive as far as affecting the environment.

21           CHAIRMAN AARONSON:   Does anybody

22   else have any questions?

23           (No response.)

24           I just have one:  Do you collect a

25   fee on committed capital or only after you
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 2   invest capital?

 3           MR. POLLACK:   Both, committed and

 4   invested.

 5           CHAIRMAN AARONSON:   Is there a

 6   difference in the fee between committed and

 7   invested?

 8           MR. POLLACK:   No, I don't think so,

 9   Mel.

10           MS. MARCH:   I have a question:  You

11   are obviously leaders and very successful in

12   the area of real estate and infrastructure.

13   We do understand the challenges you face with

14   getting projects working within the 50 states,

15   but because you are leaders, having nothing to

16   do with this investment, we would hope that

17   you would help those who just are incapable of

18   working as quickly as the rest of the world

19   has worked to get them to understand that it

20   is in everybody's interest, the public, the

21   private sector, to do this.  So we would hope

22   that you would spend some of the time, as you

23   have in the past, educating.

24           MR. POLLACK:   Thank you.

25           MR. WHITE:   Thank you for your time.
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 2           MS. NIKOVA:  Thank you.

 3           (Whereupon, at this time, the

 4   representatives from Brookfield left the

 5   hearing room.)

 6           CHAIRMAN AARONSON:   Go ahead.

 7           MS. NIKOVA:   So we spoke about what

 8   we like about Brookfield and the strength of

 9   this transaction and in the memo we also

10   outline some reasons.  One reason we wanted to

11   highlight for you is Brookfield's reputation

12   as outlined in the memo.  This is related to

13   the bribery charges that were brought by an

14   ex-employee of Brookfield.  So these charges

15   are from an ex-CFO who was hired because of

16   embezzlement.

17           BAM and Townsend looked into this

18   issue very carefully; they spent a lot of time

19   with Brookfield, their attorneys, also, Cleary

20   & Gottlieb.  Cleary & Gottlieb is a firm which

21   was hired by Brookfield to undertake the

22   investigation of this issue.  This is the

23   business that Cleary & Gottlieb is in, so that

24   they have experience in that.  They also have

25   offices in San Paolo.  The charges are limited
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 2   to the Brazil real estate fund, which is in

 3   San Paolo, that's it.  It has nothing to do

 4   with infrastructure.  So Cleary & Gottlieb

 5   went over 200,000 documents, e-mails, they

 6   interviewed 10 people from Brookfield and

 7   their report is stating that they are not able

 8   to confirm the allegations.

 9           Another mitigating factor for this

10   risk is we look at --

11           MS. MALDONADO:   Can you speak up,

12   please, I can't hear you.

13           MS. NIKOVA:   Sure.  We also looked

14   at Brookfield's stock and how it has

15   performed.  It has performed well.  In terms

16   of our recommendation, we also recommended

17   across the systems that they don't participate

18   in Brazil, just to be prudent, and to have the

19   option to opt in, but the status would be that

20   you don't participate in Brazil.

21           Steve, do you want to say anything?

22           MR. BURNS:   We reviewed this very

23   closely with their executives.  This is a very

24   isolated incident, and it was basically

25   bribing public officials in the city.  It was
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 2   with respect to some retail assets they had to

 3   get --

 4           MS. MALDONATO:  We can't hear you.

 5           MR. BURNS:  I'm sorry.

 6           The allegations, the event down in

 7   Brazil was very limited.  It involved some

 8   bribery of public officials, allegedly, to

 9   obtain permits for buildings and things of

10   this nature.  We don't consider that this is

11   an expansive problem or anything of that

12   nature.  We think it was a limited incident

13   but it has to go on the record.

14           MS. ROMAIN:   This allegation came

15   because this ex-employee is suing the firm?

16           MR. BURNS:   She is suing them.  They

17   are suing her in the Brazilian court symptom.

18   She is under criminal investigation and I

19   think indictment, if I am not mistaken.

20           MR. BARONE:   Correct.

21           MR. BURNS:   So they are going after

22   her, but that's the situation down there.

23           CHAIRMAN AARONSON:   How much do we

24   have invested with them in real estate?

25           MR. BARONE:   125 million committed.
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 2   I don't have in-the-ground numbers; it was

 3   last year, though.

 4           MR. SCHLOSS:   Any questions?

 5           MR. HOLT:   Can I just ask what is

 6   the order of business here?  Are we adopting

 7   an annual tactical plan or are we approving

 8   Brookfield's investment?  I am a little

 9   unclear about what we are taking consensus on.

10           MR. SCHLOSS:   Would you like us to

11   do both?

12           MR. HOLT:   Well, it would seem that

13   the annual tactical plan consists of the IPS

14   and then the Brookfield investment.

15           MR. SCHLOSS:   We would definitely

16   like to see the system with the IPS; do we

17   have consensus on the actual plan?

18           MR. HOLT:   Can I make an observation

19   on that?

20           MR. SCHLOSS:  Yes.

21           MR. HOLT:  The IPS actually never

22   came before the full board for adoption, so

23   there is no IPS and, therefore, we would be

24   jumping the gun to adopt an annual plan.  So,

25   as a trustee, in carrying and discharging my
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 2   duties as a trustee, I want to abide by the

 3   rules that are laid out in the bylaws

 4   regarding the IPS.

 5           CHAIRMAN AARONSON:   Are you saying

 6   that we didn't adopt the IPS?

 7           MR. HOLT:  It did not come before the

 8   whole board.

 9           CHAIRMAN AARONSON:   The consensus

10   here did.

11           MS. MARCH:   We adopted it.

12           CHAIRMAN AARONSON:   I believe we

13   hadn't brought a resolution.

14           MR. HOLT:   Policy matters are not

15   adopted at this committee, they come before

16   the full board.

17           MS. MARCH:   We are the full board.

18           MR. HOLT:   Not this investment

19   committee.

20           MS. MARCH:   I adopted the investment

21   policy.  Did you adopt the investment policy?

22           Did you adopt it?  Did you adopt it?

23           CHAIRMAN AARONSON:   I have no --

24           MS. MARCH:   We adopted it.  You

25   didn't adopt it, but we adopted it.
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 2           MS. MALDONADO:   I have a question:

 3   Is this supposed to go before the full board,

 4   "yes" or "no"?

 5           MS. MARCH:   We gave consensus.

 6           MS. MALDONADO:   No, that's not my

 7   question.

 8           MR. HOLT:   This is the investment

 9   committee.  The bylaws make it really clear in

10   the scope of meetings that the committees

11   perform, one of which is to --

12           CHAIRMAN AARONSON:   We will ask and

13   go through the minutes of all board meetings

14   to see when and if we adopted it.

15           MR. HOLT:   It never came before the

16   full board system after --

17           MS. MARCH:   This board, every three

18   months, gives the Comptroller's Office the

19   right to approve votes.

20           MR. HOLT:  Policy matters come before

21   the whole board, per your bylaws.

22           MR. McTIGUE:   I would say you are

23   wrong.

24           MR. HOLT:  The bylaws are really

25   clear.

�

0113

 1          Executive Session - June 6, 2012

 2           MR. McTIGUE:   I will show you the

 3   minutes.

 4           MR. HOLT:   I would be happy to lend

 5   you the bylaws.  This is the investment

 6   committee, and I think if you were to report

 7   it to the full board, that this is the fact,

 8   that there might be a little disagreement on

 9   that.

10           MS. MARCH:   We are the full board.

11   It's just that you have two faces sitting

12   here, that's the problem.  We are the full

13   board.

14           MR. HOLT:   I respectfully abstain

15   from this on those grounds.

16           MS. MARCH:   Good, abstain.  That's

17   your right in a democracy.  Abstain.

18           CHAIRMAN AARONSON:   We have

19   consensus to go ahead with this, so --

20           MS. MALDONADO:   I have one other

21   important point.  We have, from our

22   perspective, we were not given enough time to

23   really review this.  I think if what we had

24   spoken about at a prior meeting, that we would

25   get all this information at least 48 hours
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 2   before, and we didn't.  So I have not had time

 3   to review everything, so we will have to --

 4           CHAIRMAN AARONSON:   So you are

 5   abstaining also?

 6           MS. MALDONADO:   Correct, just for

 7   today.

 8           MR. HOLT:   On the Brookfield matter.

 9           MS. MALDONADO:   Can I ask question?

10           CHAIRMAN AARONSON:   That's great.

11   You have both abstained and we now have

12   consensus.  Go ahead with the --

13           MR. SCHLOSS:   Just so I am clear on

14   the record, we have consensus on the annual

15   tactical plan and we have consensus to proceed

16   with the 140 million dollar investment in

17   Brookfield's infrastructure Fund II.

18           MS. MARCH:   Yes.

19           CHAIRMAN AARONSON:   Yes.

20           MR. SCHLOSS:   Thank you very much.

21           MR. McTIGUE:   Now that we have

22   consensus, I want to follow up with the idea

23   that we didn't have the Brookfield memo for

24   eight hours.  Unless I am misreading it, it

25   seems to be on page 89.
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 2           MS. MALDONADO:   I didn't get this

 3   until yesterday.

 4           MS. MARCH:   I had it last week, and

 5   it was mailed.

 6           MS. MALDONADO:   I can show you --

 7           CHAIRMAN AARONSON:  I would suggest

 8   that you speak to the people at the Board of

 9   Ed who handle the mail.

10           MS. MALDONADO:   I don't want to go

11   to the --

12           CHAIRMAN AARONSON:   You brought it

13   up that you didn't get it.

14           MS. MALDONADO:  I did not receive it

15   until yesterday.

16           MS. MARCH:   I had it in my hand last

17   week.

18           MS. MALDONADO:   I understand that

19   you had it.  I am trying to tell you that I

20   did not get anything.  We did not.

21           CHAIRMAN AARONSON:   I am trying to

22   tell you that you can correct that by whoever

23   takes care of the mail at Retirement, that the

24   Board of Education should distribute it to you

25   instead of holding it.
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 2           MS. MALDONADO:   Okay.  And I knew

 3   this was going to happen, so I am showing you

 4   that I received it on June 5th, the package.

 5   So I can show you that.

 6           CHAIRMAN AARONSON:  It was delivered

 7   a week before that.

 8           MS. MARCH:   Was this delivered

 9   electronically?

10           MR. SCHLOSS:   I will check.

11           MR. HOLT:   Yesterday.

12           MS. MARCH:  It was delivered

13   electronically.

14           MS. MALDONADO:   That was yesterday.

15           MS. MARCH:   Electronically.

16           MS. MALDONADO:   Yesterday.

17           MR. McTIGUE:   I will check.

18           CHAIRMAN AARONSON:   We're ready for

19   our next item.

20           MR. SCHLOSS:   The next item on our

21   agenda is private equity; Liz?

22           MS. CALDAS:  Yes.

23           We will start with a couple of deals

24   we have for today, which we are very excited

25   about.  The first one is CVC, which starts on
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 2   page 152 of your booklet.

 3           So 152, we are bringing forward CVC

 4   Capital Partners 6.  I will give you a bit of

 5   a background on these guys:  They are looking

 6   to raise a nine billion Eurodollar fund in

 7   American dollars because nine billion zero

 8   fund American dollars is 11.7 billion.  They

 9   are a London-based firm.  They're mostly

10   focused on North America and western Europe.

11   They are a very Eurocentric fund.  I wanted to

12   make sure to give you that exposure, the

13   global exposure that you need.

14           I will mention that it is an existing

15   relationship for police and fire.  When you

16   look at all the police and fire portfolios,

17   their 150-plus managers, they are the top

18   performer.  These guys know how to make money.

19   The reason they did not come here before is

20   that need to have a 20 percent opportunistic

21   bucket for Asia in their main fund and before

22   then they were less flexible in giving into

23   your policies.

24           So all in all -- I will give you the

25   Asia story when we go on to the track record,
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 2   but all in all they will be very excited to

 3   have you on the team, and they have adhered to

 4   all of your permissible markets, so we are

 5   good with them, and now they have decreased

 6   the Asia, it's much smaller.

 7           One other thing I would like to

 8   mention is that we are proposing 20 million

 9   for Teachers, 500 million across the system.

10   It's a very big commitment, so we wanted to

11   make sure that -- it's a great performer and

12   we wanted to make sure we have meaningful

13   commitment to really move the deal.  And then,

14   also, because of the larger commitment, and

15   we're coming in on the first close, we have

16   lowered fees from 1.5 to 1.3 percent

17   management fees.  So we are very happy about

18   that as well.

19           Just in terms of how it affects the

20   portfolio, if you go on to your buyout and

21   global exposure, if you look at the table on

22   153, your policy target is 60 to 85 percent.

23   If you look at it across active investments,

24   market value and unfunded and total exposure,

25   it's all within that range.  So it's doing
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 2   very well.

 3           Now, in terms of how the fund is

 4   structured and who runs it, they're run by

 5   three co-chairmen.  The former chairman just

 6   retired last year, and these gentleman have,

 7   over 25 years, been working together at CVC,

 8   so it's nice cohesion.  They're then further

 9   supported by 24 managing directors and

10   partners, plus 87 all together investment

11   professionals, plus 46 industrial advisory

12   board members.  So it's one of the biggest

13   teams in Europe.  You are getting basically

14   the entire market, global market of private

15   equity, especially European, North American

16   team members.

17           They were founded in 1981 as part of

18   Citicorp Venture Capital Euro fund. In early

19   1990, Michael Smith, who just retired last

20   year, took over as the head, and then in 1993

21   they spun out and became an independent

22   company, independent of Citicorp; they became

23   CVC.  By 2001 they became known as the

24   biggest, most well known Europe fund.

25           Just really quickly about their
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 2   assets under management, they have 39 billion.

 3   The biggest chunk is private equity in western

 4   Europe and North America; then followed by

 5   Asia, their credit partners in a new

 6   infrastructure fund that they launched a

 7   couple of years ago.

 8           It is also worth noting that 89.4

 9   percent of the company is owned by 74

10   shareholders which have become employees of

11   the company, and then about 10 percent or

12   10-and-a-half percent is owned minorities

13   stake to the Kuwait Investment Authority, the

14   Government of Singapore, and the Hong Kong

15   Monitor Authority.  They do not have any say

16   in investments, they are just minority

17   investors and this was basically a minority

18   stake that CVC 6 sold just so they could firm

19   up the balance sheet, expand more of their

20   businesses and eventually give Michael Smith,

21   who just retired last year, his payout as part

22   of his retirement package.

23           In terms of how they invest, they

24   invest agnostically across different sectors.

25   For the past 25 years it's mostly been three
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 2   sectors, which is consumer retail, industrial

 3   and business services, and then they have

 4   launched as of the past couple of years more

 5   of a financial institution sector as well,

 6   they have added that, as well as co-marketing,

 7   and media -- I'm sorry, telecom and media --

 8   just so they can expand the opportunities in

 9   Europe right now.

10           If you look at page 157, it goes into

11   why we like them so much.  It's reflected on

12   page 157 and 156.  157, you will see the chart

13   there, the track record, and the best way to

14   describe how they work is they love making

15   money.  So if you look at how much they have

16   invested across all of their -- I mean, the

17   first thing I will say is they're all first

18   quartile funds.  It's really exciting to say

19   that because it's just 400 top performers.

20           20.8 billion that they've invested

21   since inception returned 28.3 billion back to

22   investors and they still have 15.5 billion

23   left of upside, unrealized.  So we are very --

24   it's going to continue growing and performing

25   very well.  When you see the gross IRR, it's
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 2   27 or basically 28 percent gross IRR in a 2.0

 3   multiple, so a very, very strong performer.

 4           How do they do that?  If you look at

 5   page 156, they do that by growing the earnings

 6   of the company.  They come in, they improve

 7   the company; put new management in there, if

 8   necessary; they open up new markets and they

 9   end up growing this huge piece of their value,

10   55 percent or half of that is earnings growth.

11   The other one is cash flow that comes from the

12   debt paydown.  They're very, very conservative

13   when it comes to leveraging of their

14   companies; and then multiple expansion, since

15   the inception of their practice they have been

16   very disciplined in making sure that they go

17   in very low leverage multiples, compared to

18   other European competitors out there.

19           Now, all that said, grey bars, the

20   first quartile, they have a huge loss ratio.

21   It's a 20:28 loss ratio, but surprisingly

22   enough, that is slightly above the average of

23   the Europeans.  Apparently their European

24   peers have an average of 19-and-a half average

25   loss ratio.  So I guess it's a Euro thing.
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 2   But that said, if you double click and you go

 3   closely into those losses, you will see that

 4   the majority of them are in Fund IV, which is

 5   2005, which was done during the rocky period.

 6   So like I always say, it's never too late to

 7   learn a lesson.

 8           These guys have been working for

 9   nearly a decade and they have made a couple of

10   mistakes in six deals in particular, three

11   which were 85 percent of the losses, which

12   were all in Fund IV.  Those mistakes were they

13   were in high-leverage -- they went in and used

14   a lot of leverage on their deals, which is out

15   of character for them.  They went in high

16   multiple deals, which again is out of

17   character.  They have been so disciplined and

18   then in the frothy period, they got involved

19   in these higher-priced deals and they went

20   into Asia.  They are European, North America

21   focused.  They went into Asia and they went

22   into Australia where they had significant

23   losses.

24           What did they do with that?  In 2008

25   they launched an operation's team that works
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 2   closely with their deals to make sure that

 3   they're growing earnings and they're staying

 4   disciplined with what their initial strategy

 5   was.  They have a credit team that they have

 6   created to help them look at their credit

 7   packages, to help them put together their

 8   financial structuring, to make sure it is

 9   appropriately priced and built for the teams

10   and within their discipline, and then they

11   stopped for all intents and purposes their

12   Asia deals.

13           They  fired their Asia guy that was

14   the head of the Asian office, which was Daniel

15   Schmitz, I believe his name was.  And even

16   though for Fund V they had the opportunity to

17   invest in Asia, they had a 10 percent

18   opportunity, opportunistic, to invest, they

19   never invested in any Asia deals; then, in the

20   meantime, when we wrote this memo, it had a 10

21   percent policy to go ahead and invest

22   opportunistically in Asia, and they decided to

23   reduce that to seven percent and the chances

24   are they are probably not going to touch it.

25   So, lessons learned.
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 2           I will point out that even though

 3   Fund IV had huge losses, they invested five

 4   billion, they still returned to their

 5   investors 7.3 billion, with another three

 6   billion of upside tilt.  So they have

 7   performed very, very well.  They made money

 8   and made up for their losses.

 9           I guess the only other point I will

10   mention is their carry structure, where their

11   GP carry structure, they take 70 percent of

12   that and pay for the team, as they

13   appropriately should, but then they take 30

14   percent of this, which is kind of a bonus for

15   any of the top performers.  So if your deal is

16   doing well, you're turning around money, then

17   you get a nice incentive there.  So it has

18   worked well for them.  Clearly, when they had

19   big losses, they incentivized the team members

20   to make sure that they still got their carry

21   and they saved the deals that were doing well

22   and performed spectacularly.

23           So, that's my rundown on CVC.  Again,

24   we are proposing 200 million on behalf of

25   Teachers, and I don't know if you want to add
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 2   anything else?

 3           MR. KOENIG:  Yes, I don't have much

 4   to say.  We do think they're an industry-

 5   leading franchise, without question.  You

 6   don't see many funds or GP's with six top

 7   quartile funds over the course of the last

 8   many years that they have done it.  I think

 9   that it's a combination of everything that was

10   just laid out.  If you think about the

11   elements, the sourcing of growing businesses,

12   having a team, having a presence, they do all

13   of it in a way that we think is particularly

14   ideal, so they have a great presence across 10

15   different countries.  They pay good prices,

16   they don't overload their businesses, in

17   general.  They grow the EBIDTA of those

18   businesses and so all of that, I think,

19   equates to the track record that you are

20   seeing.  We are very much in support of the

21   recommendation.

22           CHAIRMAN AARONSON:   Do they have any

23   overhead on any of their funds that still

24   hasn't been invested?

25           MR. KOENIG:   Uninvested capital?
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 2           MS. CALDAS:   You mean in terms of

 3   unrealized portfolio?

 4           CHAIRMAN AARONSON:   Uncalled

 5   capital.

 6           MR. KOENIG:   There's 65 percent

 7   committed in the existing fund.  So 35

 8   percent, some which will go to follow on and

 9   they will tell you in their pipeline when they

10   are here too.

11           CHAIRMAN AARONSON:   Explain to me

12   why they want more money when they haven't

13   been able to invest money that they already

14   have.

15           MR. KOENIG:   They have got to

16   continue to plan to move forward.  When you

17   are raising a fund this big, you have to start

18   to fund raise and start the process rolling.

19   70 percent is the absolute average, if you

20   think about funds; when they get to about 70

21   percent invested in their current fund, they

22   go out and start to raise a new one.

23           CHAIRMAN AARONSON:   They haven't

24   done that yet.

25           MR. KOENIG:   They are very close,
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 2   65, and again, my numbers are as of 12/31.

 3           MS. CALDAS:   We should ask them

 4   where they are earmarked.

 5           MR. SCHLOSS:   They also intended to

 6   get those companies, like that tend to be 15

 7   percent or so to add to your system's

 8   portfolio.  So there's really only 85 percent

 9   usable.  So when we got to 70, you really only

10   have 15 percent to get from 70 to 85.  It

11   takes a year to raise a fund and that gets it

12   done.  They don't start charging management

13   fees until that's done.

14           CHAIRMAN AARONSON:   When do they

15   start our fees?

16           MR. SCHLOSS:   When they are done

17   with that fund.

18           CHAIRMAN AARONSON:   When that fund

19   is closed?

20           MS. CALDAS:   Until they start

21   investing in the new funds.

22           MR. SCHLOSS:   You can ask them about

23   that.  These are the best guys in Europe.

24           MS. CALDAS:   I will bring them in.

25           (Whereupon, at this time,
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 2   representatives from CVC entered the room.)

 3           CHAIRMAN AARONSON:   Please give your

 4   business cards to the stenographer.

 5           MR. SALAME:   I am Kamil Salame.  I

 6   am a partner at CVC.  Thanks for having us

 7   here today.

 8           MS. LEE:   I am Lisa Lee.  I am a

 9   managing director at CVC.

10           MR. SALAME:  Thanks for having us.

11   We understand you have a full agenda and the

12   time is brief.  We have a presentation, which

13   hopefully everybody has in front of them.  We

14   are happy to walk you through the highlights

15   with respect to our current fundraising but we

16   are happy to be interrupted with questions.

17           CHAIRMAN AARONSON:   You don't have

18   to go over the part about how well you have

19   done so far.  We have heard that and we accept

20   that.

21           MR. SALAME:   Okay, thank you.  Happy

22   you accept that.

23           So maybe I will focus on two or three

24   points about what I think differentiates CVC

25   from some of the other large private-equity
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 2   funds you may be familiar with.

 3           First, with respect to the returns,

 4   without going into details about the returns

 5   as you have seen them, one of the things we

 6   are most proud of is that we have been able to

 7   keep our returns using slightly less leverage

 8   on average than most of our peer buyouts, so

 9   less debt to the total capitalization, on

10   average.

11           We tend to invest in stable

12   businesses with fundamental business models,

13   more oriented to cash flow rather than high

14   growth and higher risks, and we have been able

15   to achieve pretty good returns,

16   notwithstanding.  We try to think of it as

17   sort of -- at least I do, a baseball fan -- we

18   try to get to the Hall of Fame with 3000 hits

19   with a 300-plus average, not with 500 home

20   runs, 2000 strike outs.

21           CHAIRMAN AARONSON:   Are you

22   insulting A-Rod?

23           MR. SALAME:   I am more of a Jeter

24   fan, I have to say.

25           What makes us a little bit different?
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 2   On page 4, as you guys know, CVC was

 3   originally Citicorp's private-equity business

 4   in Europe.  If you go way back to the 1970s,

 5   '50s, '60s, before Data City, we really had a

 6   different view of how to grow a multi-national

 7   business, which was let's have Frenchmen in

 8   France, Englishmen in England, Americans in

 9   the U.S., as opposed to rotating Americans to

10   other countries; the idea being that there are

11   very talented people everywhere around the

12   world, and natives are, perhaps, more familiar

13   with the markets.

14           So, as we have grown up, as you see

15   on pages 4 and 5, it's really been a multi-

16   national approach.  We're really native

17   everywhere we operate.

18           On page 5, I think there are two

19   things:  One is that there is not really a

20   dominant center.  We're very spread out across

21   Europe and in the U.S. now, in a pretty

22   substantial way.  Also, the ratio of the dark

23   blue and blue lines or the gray lines on page

24   5 say something about our business model, I

25   think, which is, we have as many senior people
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 2   as we do junior people.  Some firms tend to be

 3   four juniors for every senior; we tend to be

 4   sort of the working-partner model.  When I

 5   joined the firm four years ago at age 40, I

 6   was the youngest partner, which probably skews

 7   eight or ten years older than the typical

 8   buyout shop our size.  So we sort of have

 9   senior people who are native in their markets

10   and, of course, this is a very broad catchment

11   which makes it good in terms of finding

12   opportunities.  Sometimes France is

13   attractive, but the U.S. is not; the U.K. is

14   attractive, Italy is not.  We don't feel

15   pressure as a partnership to get deals done in

16   any particular market.

17           If you flip to page 6, what really

18   makes that work, that broadly spread

19   group of people, you know, if you worry a

20   little about it, it's going to follow-up a

21   detour of where, "What's the guy doing in

22   office number 18?"  We have a very centralized

23   investment-committee process.  Every office

24   and every partner, no matter how senior, goes

25   through the same process.
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 2           Every Wednesday, hell or high water,

 3   wherever you are in the world, you speak to

 4   the same group of people, and that includes

 5   the five founders -- there are four founders

 6   who are still active in the business.  Donald,

 7   Rolly, Steve and Lian have 25 years together,

 8   and all are very active in the business, so

 9   there's definitely a centralized quality

10   control around what we do.

11           Page 7 talks a little bit about our

12   incentive system, how it's a little bit

13   different than some of the other models you

14   might be familiar with.

15           Because we have a large organization,

16   the cash-compensation levels are certainly

17   healthy by world standards, are a little bit

18   tighter because we have a bigger machine to

19   feed, but also, philosophically, we very much

20   view salary and bonus as a prepayment on

21   profits; very much, because logically, if we

22   don't earn profits for our investors, one

23   doesn't rightly deserve to accumulate a

24   significant amount of money.

25           Of course, everything we do is,
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 2   again, a little bit different, as an

 3   individual is cross-collateralized.  So there

 4   is no running from a bad investment; it makes

 5   you a little more conservative.  If you do one

 6   good investment, you don't put that in your

 7   pocket and walk away.  Every investment over

 8   the next ten years is crossed up together.

 9   It's not until we have given to you guys a

10   return of principal plus profits, the firm

11   won't allow any individual to take out any

12   share of the profits.  And that really aligns

13   us, I think, both with you guys but also with

14   the management teams that we deal with better

15   than most of the PE shops because, in effect,

16   if we work at a company, the management

17   buyout, you're really betting your well

18   creation on one investment, one creation.  You

19   may have 20 years invested in that company,

20   but if it doesn't work, you don't get

21   anything.  Likewise for us, if one deal

22   doesn't work, we have sort of blown the well

23   creation opportunities.

24           As the firm has grown, on pages 8 and

25   9, I think one of the nice things that has
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 2   happened, and we're the beneficiary of it, is

 3   lateral partners.  The senior guys have really

 4   made an effort to broaden the ownership to all

 5   of the senior investment officers and it

 6   really just reinforces the alignment of

 7   interest with our investors and with each

 8   other.  It promotes cooperation across

 9   offices.

10           The potential is very, very wide at

11   CVC, as you might imagine with 21 offices.  A

12   typical team meeting, a country team or a

13   drill team, you will see 50 opportunities in a

14   year; say you bring three to ten to the

15   investment committee and do one every year or

16   every other year.  Really, on my team, the

17   last four years we averaged over a hundred

18   deals we looked at a year.  We brought about

19   eight or ten to committee and we have done

20   about one a year.  So having this wide

21   catchment of activity across 21 offices, it

22   allows us to be selective rather than being in

23   one place and feeling like you have got to get

24   something done.

25           That resulted in, on page 10 you can
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 2   see a diverse portfolio, by country or region,

 3   by industry sector and by team.  Everybody, I

 4   think, pulls their weight.  You can see on the

 5   left the distribution investments is pretty

 6   balanced on my team, and I think the senior

 7   guys, the senior partners, really make an

 8   effort to make sure that we don't put too many

 9   of our eggs in one basket.  It's pretty well

10   balanced by industry.

11           What you don't see there:  We don't

12   do a lot of energy, historically.  We realize

13   it's a cyclical business with a little bit of

14   profit risk.  We don't understand it very

15   well.  It is something that we do look at, but

16   we are cautious about what we don't know.

17   It's something we may focus on a little more

18   in the future, if we find the right fit for

19   the platform.

20           Page 11, you see a little bit around

21   the health of the portfolio companies that we

22   have actually been able to do from an

23   operating basis.  The Fund V, 18 of the 22

24   companies depicted there on the right, 10

25   percent EBITDA growth on average since entry,
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 2   so this is not just alpha.  Hopefully, there's

 3   some value added by our partnership with our

 4   management teams.

 5           On the left you see Fund IV.  The

 6   growth has been somewhat lower; there's two

 7   factors there:  One is simply selection.  The

 8   faster-growing companies you tend to sell

 9   first, so they're not necessarily in that

10   sample of nine; and, two, there's no getting

11   around it, Fund IV is not our best performer.

12   We think about absolute returns, but the

13   vintage is such that if that we think of it

14   being an outperformer through the vintage;

15   that's 2007, 2006.  You guys have a broader

16   view of that then I do .

17           CHAIRMAN AARONSON:   Can I ask you

18   about the last REIT fund, 18 companies.  They

19   started with 18 companies.  They had a certain

20   number of employees when you became involved

21   with them.  Now you own some -- you may have

22   sold, I don't know, but what I am interested

23   in:  How many employees did you have when the

24   company started and how many employees are

25   there now in the fund, or if you sold the
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 2   company, how many employees were there when

 3   you sold?  Do you have any idea?

 4           MR. SALAME:   I think Lisa would be

 5   better able to answer that.

 6           MS. LEE:   That depends, case by

 7   case.  I think an interesting case is one

 8   where we have less employees at the end, but

 9   one where we worked very cooperatively with

10   the unions.  We are the owners of the Belgium

11   Post, so we actually deliver the mail in

12   Belgium.  We actually are co-owners alongside

13   the Belgium government, and we had a value

14   creation plant to work along side them and,

15   basically, the postal service industry is

16   pretty regulated within Europe.  So the

17   Belgium government was looking for a way to

18   make the Belgium Post competitive, to compete

19   with the private-sector services as well.

20           We were brought into that situation.

21   Part of it was their work force that probably

22   reflected an older time, and so what has

23   happened since is that we have made the whole

24   distribution more efficient.  As people

25   retire, there are probably three people that

�

0139

 1          Executive Session - June 6, 2012

 2   retire and then we hire one.  So through

 3   attrition, not through firing, and through

 4   more efficient distribution networks.

 5           It used to be that the mail was

 6   delivered to house number one, house number 2,

 7   house number 3, going across the street.  So

 8   we just turned it into:  Go first to

 9   distribute odd and then even.  So things like

10   that would add another ten minutes of

11   productivity time.  So as a result, those are

12   the kinds of things we do.

13           In the case of the German investment

14   named Yvonnick, it's a chemical, specialty

15   chemical business that we control along side a

16   German foundation, which is quasi-government,

17   and the way we won that transaction is that

18   the Workers Council, the union, actually

19   directed that deal toward us because they felt

20   we would be a good partner.  We had a good

21   reputation.

22           So I hope that's the way to answer

23   the question.  I think just the flat numbers

24   are more difficult.

25           CHAIRMAN AARONSON:   Do you have any
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 2   idea about completion?

 3           MR. SALAME:   The politics, the

 4   aggregate number could not be changed, but we

 5   can do that analysis for you guys.

 6           I just want to emphasize on the coal

 7   miners' union, which is a 75 percent owner of

 8   Yvonnick.  Yvonnick is the biggest single

 9   investment in the history of the fund and, in

10   that case, the reversal in the pension deficit

11   as a result of the profits we've generated

12   with them, is more than a billion Euro

13   improvement during the four or five years that

14   we've had 50/50 control with 25 percent

15   ownership.  We've just listed company in

16   Germany and it has been a great outcome for

17   all future industries and the foundation,

18   which is the Coal Miners' Union foundation,

19   has stayed in, in effect, for all those shares

20   and we're transitioning our ownership out.

21   It's a great outcome for everyone, but we can

22   certainly follow-up statistically for that on

23   a portfolio basis.

24           CHAIRMAN AARONSON:   I appreciate

25   that.  Thank you.
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 2           MR. SALAME:   A few remaining

 3   highlights:  The value creation, how we create

 4   value in our portfolios:  First, we are

 5   disciplined buyers.  We do these charts of

 6   multiples of cash flow which people pay.  We

 7   tend to be value oriented.  We tend to see the

 8   great majority of our deals slightly below the

 9   line, but then we also work closely with our

10   management teams, growing value.  So you can

11   see this yellow box on page 12; the most

12   significant driver of value in our deals is

13   not leverage, it's not sort of alchemy; it is

14   growth.  And we usually underwrite our deals

15   assuming we sell them at a lower multiple than

16   we buy them, but we've actually found, in

17   fact, that we typically sell them at a

18   slightly better multiple than we bought them

19   at.

20           In terms of what differentiates CVC:

21   On page 13, we have the most active financing

22   team of any private equities.  We have done

23   about 50 billion dollars in financing and

24   refinancing.  Again, we have a conservative

25   capital structure, but part of that is when

�

0142

 1          Executive Session - June 6, 2012

 2   the market is favorable, we sell before they

 3   come to fruition; so we're already pushing at

 4   maturity to minimum covenance.  We would take

 5   less leverage at the outset, so it's easier to

 6   provide more flexibility when you're not

 7   looking for the last dollar of debt.

 8   Sometimes it actually results in deals that we

 9   otherwise wouldn't have.

10           So you will see in here the case

11   against Starbeck.  Starbeck was the Eastern

12   European Breweries.  It was, in theory, a

13   competitive process, but our debt team locked

14   up 30 banks in Europe and, in effect, there

15   was only one credible buyer because no one

16   else could got debt financing at the end of

17   '09, which was a difficult time in the market.

18   We were able to get that transaction done.

19   That transaction is the first transaction sold

20   out of our last fund at 2.7 times cost inside

21   of three years, notwithstanding, frankly, a

22   very difficult market.

23           What happened, we thought people

24   would trade down in Eastern Europe from wine

25   to beer.  They traded down from wine to beer,
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 2   then home-made wine.  So we did pretty well,

 3   thanks to our debt team.

 4           Pages 14 and 15 show a little more

 5   detail on our investment process.  I'm happy

 6   to answer questions.  Then the remainder of

 7   the book is just three or four case studies,

 8   which we are also happy to walk through, but I

 9   don't know if we have already overstayed our

10   welcome here.

11           I am happy to answer any questions

12   that you have.

13           CHAIRMAN AARONSON:   In your funds,

14   Fund I is fully invested; Fund II is fully

15   invested; Fund III -- what about Fund V?

16           MS. LEE:  V is a little bit off, but

17   IV and X are fully invested.

18           CHAIRMAN AARONSON:  So only V.  Would

19   you call money for Fund VI before you fully

20   invest in Fund V?

21           MS. LEE:   No.  No fees will be

22   called until Fund VI is activated.

23           MR. SALAME:   We were in a low-to-mid

24   70 percent.

25           MS. LEE:  73 percent.
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 2           MR. SALAME:  73 percent right now in

 3   Fund V, with a few interesting things in the

 4   pipeline.

 5           MR. SCHLOSS:   You don't charge us

 6   fees until you finish that?

 7           MR. SALAME:   No, you will not be

 8   charged fees until we finish that, investing

 9   exclusively out of Fund VI.

10           CHAIRMAN AARONSON:   Does anybody

11   have any questions?

12           (No response.)

13           Okay, thank you very much.

14           MR. SALAME:   Thank you very much for

15   your time.

16           MS. LEE:   Thank you.

17           (Whereupon, at this time, the

18   representatives from CVC left the room.)

19           CHAIRMAN AARONSON:   CVC is a U.S.

20   company?

21           MR. SCHLOSS:   European.

22           MR. KOENIG:   Headquartered in

23   London.

24           MS. CALDAS:   They can do North

25   America and they have a New York office.
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 2           So the ask, again, is 200 million for

 3   CVC.

 4           CHAIRMAN AARONSON:  Does the

 5   Comptroller's Office and you guys agree with

 6   that?

 7           MR. KOENIG:   Yes.

 8           MR. SCHLOSS:   Consensus?

 9           CHAIRMAN AARONSON:   Okay.

10           MR. SCHLOSS:   Thank you very much.

11           Can I recommend that we do Apollo and

12   then have lunch?

13           CHAIRMAN AARONSON:   Yes.

14           MS. CALDAS:   There are two.  I am

15   going to start on page 242 of your big

16   booklet.

17           So this is Apollo Fund VI is coming

18   to you again.  This is an existing

19   relationship, you guys know that you are in V,

20   VI and VII.  This time we're looking to raise

21   12 billion dollars.

22           CHAIRMAN AARONSON:   We are in Funds

23   V, VI and VII?

24           MS. CALDAS:   Correct.

25           CHAIRMAN AARONSON:   And now this is
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 2   Fund VIII?

 3           MS. CALDAS:   Fund VIII, correct.

 4           Again, they are looking to raise 12

 5   billion dollars.  They are going to make a GP

 6   commitment of 2.5 percent of aggregate, about

 7   300 million they are going to put as well.

 8           One thing we would like to point out

 9   is that because of our size and because we are

10   looking to come in at first close, we have

11   been able to reduce the fees from 1.25 to one

12   percent, and we were happy about that.  In

13   terms of how it mixes in your portfolio, if

14   you look at page 243 in the box here, this

15   clearly would go into your buyout strategy.

16   They're mostly North American.  They can have

17   a little bit floating here, but it's mostly a

18   North American fund.  You have all the

19   targets, 60 to 85, and if you look across all

20   of the active commitments, the market value

21   unfunded and total exposure, are all within

22   that range.  So we are good there.

23           Apollo is led by, as you all know,

24   the three co-founders which are Leon Black,

25   who is in Asia right now; Josh Harris is
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 2   outside, and Marc Rowan, who is outside as

 3   well.  And they are also supported by 21

 4   partners, 21 managing partners, eight partners

 5   and 54 supporting specialists.  So a huge

 6   sizable team, which is very good.

 7           If you recall, they were started in

 8   the 1990's by Leon Black, after the fall of

 9   Drexel Burnham, which a lot of these guys came

10   from.  They started with a big capital market

11   operation, 1990, and eventually spun it out

12   and it became Ares, who you actually invested

13   in last year.  Then, in 2003, they realized

14   they needed some capital structure to help

15   with their competitive advantage and brought

16   another team in and are doing amazing work

17   right now.

18           They have about 110 billion dollars

19   in assets under management that goes to

20   private equity, real estate, credit again,

21   with the credit team they brought in, and

22   natural resources.

23           One thing that is worth pointing out

24   is that in March 2011 they went public and

25   with a 565 million dollar offering on the New
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 2   York Stock Exchange and a lot of that was, the

 3   purpose of the IPO was to raise capital for

 4   both initiatives within the firm, to further

 5   strengthen out the team and, then, also to

 6   provide liquidity for investment banks and

 7   institutional investors to come in.

 8           Again, just to remind you, their

 9   strategy is they're contrarian.  They like to

10   go into deals that are complicated.  They like

11   the hair.  They like things that either have

12   regulatory issues or industries going through

13   some kind of a market dislocation where their

14   guys can come in, where other private-equity

15   firms would shy away -- they don't have the

16   expertise or the Chutzpa -- and they can come

17   in and then actually command a nicer, lower

18   price in their multiples.

19           The other thing is that they actually

20   have a great deal of flexibility, where they

21   can, during recessionary times, go into fully

22   distressed or debt investments or during

23   expansionary times they will go on to carve

24   out or to buy out.  So it allows them to

25   continue investing, regardless of what the
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 2   economy is going through and they can still

 3   see upside, whichever way the economy is

 4   behaving.

 5           They are in nine different sectors:

 6   Chemicals, consumer and retail, finance

 7   distribution, transportation, manufacturing,

 8   natural resources, satellite wireless, media,

 9   they're across all the boards for all intents

10   and purposes.  Again, the capital-market team

11   is a great competitive advantage for them

12   because when the market has gone down and they

13   have invested in deals during an expansionary

14   time, they can go back and restructure the

15   deal to make sure they are prudently sized so

16   they can go through whatever cycle the market

17   is going through.

18           This is really reflected on page 245

19   where you see how they make money and their

20   value creation, in the bar chart up here.

21   This shows that 43 percent of the value that

22   they create comes out of EBIDTA growth.  They

23   literally go in, roll up their sleeves and

24   start impacting, in a positive way, the EBITDA

25   or the revenues and earnings growth for the
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 2   company, but they also have the multiple

 3   expansion piece, where they go in at really

 4   competitive multiples, a lot of it because

 5   they are taking on really complex deals that

 6   others don't want to make.

 7           The debt payout is basically, their

 8   credit market expertise is to come in, pay off

 9   debt.  They may have structure with low

10   covenants, and they make sure that none of

11   their deals are in any kind of trouble at any

12   time, for the most part.

13           If you look at page 246 for their

14   record, they're invested in a great deal of

15   companies.  You will see the table there that

16   shows all of their funds and investments since

17   1990.  You will see that they have invested

18   about 39 billion across 135 transactions, and

19   unlike CVC, they actually have a very low loss

20   ratio of seven percent, when you look at funds

21   5 to 7.  So we will just concentrate a little

22   bit on funds 5 to 7 because, A, in terms of

23   size, it is actually more equal to the current

24   strategy they have right now.  It is

25   reflective of the past years, of the past 12

�

0151

 1          Executive Session - June 6, 2012

 2   years, and then, also, it reflects about 75

 3   percent of firm's capital.  This is where

 4   money is working right now.

 5           If you look across 5 to 7 on page

 6   246, you will see that they have invested

 7   30.1 billion across 59 portfolio companies and

 8   had a nice high gross IRR of 33 percent and a

 9   gross total value multiple of 1.7 times.

10   It's worth noting that they have already

11   realized on 20 of those deals.  That

12   represented 3.7 billion of invested capital,

13   valued at 9.7 billion, and they ended up

14   generating a 2.6 times 75 percent gross IRR.

15   It's really a strong performance.

16           Another nice piece I'd like to

17   mention is that Apollo has a recycling

18   provision that allows them to recycle capital,

19   so they have been able to recycle, across 5

20   and 7, 7.3 billion dollars of extra money that

21   they didn't ask from you; they recycled it,

22   brought it back in proceeds and were able to

23   generate a 2.9 times multiple on that.  So

24   that's very, very strong, and what it means to

25   you is that they effectively saved LP's 200
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 2   million dollars in fees, which you didn't have

 3   to pay for, which is very, very good.

 4           Fund VII, as you can see, is the most

 5   recent fund, the 2008 fund, and they invested

 6   during the recessionary period.  You can see

 7   that they did have a little bit of debt there.

 8   One of the best examples of that is Lyondell,

 9   where they came in -- They were suffering;

10   they came in and bought the debt before it

11   went through a bankruptcy period.

12           It is worth noting that Lyondell,

13   when they bought it, was worth four to five

14   billion dollars.  They came in, they

15   restructured it.  They saw it go through the

16   bankruptcy.  They took it out of the

17   bankruptcy, and today that four to five

18   billion dollar value is now worth 35 billion.

19   That's a full 3.4 gross total value multiple.

20   So it's a really nice example of how they go

21   into the deals during a recessionary period;

22   they create great opportunity off of it.

23           The only other thing I would mention

24   here is that Fund VI is ranked in the second

25   quartile.  They came in 2006 and a lot of
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 2   that, and they will walk you through this, a

 3   lot of the downside of the performance comes

 4   from two deals.  That's Caesars and Prestige,

 5   but they will give you a little more detail

 6   there.  But even though they have written down

 7   1.5 billion for mainly these two deals, they

 8   haven't written them off.  They are not giving

 9   up on them.  They are going to continue

10   working on them.  They have zero losses so far

11   for Fund VII, so it's a good sign that they're

12   staying committed and they're going to

13   continue working on it to make sure they

14   maintain value in those deals.

15           I think overall, if you look at page

16   249, which, as always, basically summarizes

17   all of our key points, which I have already

18   mentioned.  We like their returns.  We like

19   the fact that the seniors have been together

20   for an average of, the three founders, 26

21   years, but the rest of the partners have been

22   together for an average of 13 years.  Nice

23   cohesion, nice development there.  They have

24   been together for a while.  Great capital

25   market expertise, which has given them an
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 2   opportunity to invest in all different types

 3   of market cycles and protect their investments

 4   as best as possible, and they like taking on

 5   complex deals.  They take on deals that others

 6   won't take on, so they can command a better

 7   entry price there.

 8           We actually like the fee discount,

 9   which here is typically one percent.  Yes,

10   they have a great deal of unrealized in Fund

11   VI and VII.  They haven't given up on their

12   deals, they're still working through them, but

13   they do have a huge team which will be able to

14   continue working through that.  Those are my

15   key points.

16           MR. KOENIG:   Yes.  I think it is a

17   very good group.  They have done well for you,

18   as part of your portfolio.  They have had the

19   ability to, because of their structure and

20   expertise, cap capital markets; they work

21   irrespective of business cycles, in many ways,

22   and I will show you something real quick:

23           This is in the material somewhere,

24   but these are the last these funds that you're

25   in, and this is a comparison of taking every
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 2   transaction that they did and simulating an

 3   investment into the public market at the same

 4   time and comparing the two numbers.  So, over

 5   aggregate, your experience is about 15 percent

 6   higher than if you had taken those dollars and

 7   just put them into the S&P 500 over the same

 8   time frame.  So if you think about the last 12

 9   years, this analysis encompasses the way they

10   are able to invest money and work with

11   companies.  So we are supportive of the

12   recommendation.

13           CHAIRMAN AARONSON:   Do they have any

14   overhead in Fund VII?

15           MR. KOENIG:   They are 77 percent

16   invested, 10 percent already reserved for

17   investments in existing businesses.  So 13

18   percent total range, not all of which will get

19   used.

20           CHAIRMAN AARONSON:   Do they intend

21   to call money for number 8 before they collect

22   that 13 percent of investments?

23           MR. KOENIG:   No.

24           MS. CALDAS:   That's a question you

25   definitely want to ask.
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 2           MR. KOENIG:  You can double check

 3   with them.

 4           CHAIRMAN AARONSON:   None of the

 5   other funds have any overhead.

 6           MR. KOENIG:  No.

 7           CHAIRMAN AARONSON:  Just the 7.

 8           MR. KOENIG:   No.

 9           MS. CALDAS:   Do you have any more

10   questions or would you like to see them?

11           CHAIRMAN AARONSON:   Yes.

12           MS. CALDAS:   I will bring them in.

13           (Whereupon, at this time, the

14   representatives from Apollo entered the room.)

15           CHAIRMAN AARONSON:   Could we get

16   business cards for the stenographer.

17           Whenever you're ready.

18           MS. DRESCHER:   Good afternoon, and

19   thank you all for having us here and for being

20   such terrific partners over the last now 12

21   years, our last three private-equity funds and

22   our strategic credit mandate as well.  We are

23   very appreciative of the billion dollars that

24   you entrusted us with.

25           CHAIRMAN AARONSON:   I am very
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 2   disappointed that Leon didn't come to discuss

 3   it.  We have a question.  We have been dealing

 4   with him over for a number of years.  We have

 5   discussed with him his opinion on paying taxes

 6   on the carried interest and his answer was

 7   that he wouldn't mind; that if he was forced

 8   to do it, he would do it, but if his son was

 9   forced to do it, his son would move to England

10   instead of staying in the United States,

11   because he didn't want to pay taxes.  So I

12   wanted an update; is his son sill in America?

13           MR. ROWAN:   His son is still in

14   America and, I think, based on the girlfriend,

15   I think he will be here a long time.

16           (Laughter.)

17           MS. DRESCHER:     Thank you.  Just to

18   introduce myself, I am Stephanie Drescher, a

19   partner of the firm.  I have been with Apollo

20   now for 10 years and fortunate to sit on the

21   firm's senior management committee, along with

22   Josh and Marc, whom you both know, Josh Harris

23   and Marc Rowan, two co-founders of the firm,

24   along with Leon.  He sends his regrets.

25   Unfortunately he had to be out of the country
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 2   today.

 3           I will pass it to Josh.

 4           MR. HARRIS:   So, first of all, thank

 5   you for your time and partnership.  I am glad

 6   you are in good moods.

 7           I would like to talk to you about,

 8   you are very aware of the firm, but give you

 9   an update as to how we are doing and tell you

10   why I think Fund VIII is a very good

11   investment for you.

12           The firm has grown both its credit

13   and its private-equity business, and today it

14   is a larger firm, about 115 billion dollars,

15   but we continue to have really the same

16   strategy and same culture and the same

17   underlying focus, which is a very distinctive

18   value orientation, both in credit and private

19   equity, and using flexibility to move up and

20   down our balance sheet and across geography to

21   find those best risk returns world wide for

22   our clients.  So I think you have experienced

23   that both in private equity and credit in our

24   last three funds and in the credit mandate

25   that you have done with us.  But in the last
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 2   three funds we have generated, in the '01

 3   fund, we were the top outperforming fund,

 4   having generated a 45 percent net return for

 5   you all at about a three-and-a-half multiple

 6   of your capital.

 7           In Fund VI, which is the fund that

 8   you did next, we've generated 2.1 times your

 9   money so far and a 10 percent net return.

10   That was obviously done just previous to the

11   actual credit crisis.  That would be a top

12   quartile fund.

13           In Fund VII, which is the '08 fund,

14   we generated a two-and-a-half X so far in a 28

15   percent net-return fund.  So I guess if I were

16   in your shoes evaluating who to give your

17   capital to, I would start with track record

18   and, I think, on an overall basis across all

19   of our funds, for every dollar that our

20   investors have given us, we have given them

21   back $2.40.  We generated about a 26 percent

22   net return; so that would be unrivaled

23   holistically and would compare to the S&P 500

24   during the same time period for about nine

25   percent.  So we have tripled the S&P 500 and
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 2   we have doubled the top quartile private-

 3   equity fund's performance.  So we are proud of

 4   our record and fiduciaries.

 5           The question is, how do you do that?

 6   From our point of view, we have a highly

 7   differentiated approach from other people.

 8   What we try to do is, in sort of common

 9   English, trade complexity and aggravation per

10   rate of return.  We try to go into those

11   investment strategies and sectors where it is

12   not just capital, it is special expertise that

13   is needed to actually transact.  So we are

14   best known for being in the stress control

15   business, which is just under half our capital

16   over our time period, and in that business we

17   go about private equity differently than nay

18   other people.

19           Rather than traditional private

20   equity, where you go and buy a company to

21   raise financing, we go into the market, buy

22   bank debt bonds, and we reduce leverage

23   through a restructuring process.  At the end

24   of the day, when the dust clears, you have a

25   well-structured, private-equity transaction.
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 2   Because that business is a little more

 3   complicated, it has much higher returns.  Not

 4   everyone can do it, and that's about 50

 5   percent of our business.

 6           Another 20 or 25 percent of our

 7   business is what we call corporate carve outs,

 8   where we get into exclusive dialogues with big

 9   corporations and we bring fenced businesses

10   where only divisions have existed, so we go

11   ahead and we put in good management teams and

12   systems and intercompany arrangements.  At the

13   end of the day, it sounds all really

14   complicated, but what we are really doing is

15   trading complexity for purchase price and

16   we're able to buy good companies at low

17   prices.

18           So we are buying companies about 6.1

19   times cash, but at the end of the day we are

20   only competing with the traditional

21   private-equity players about a quarter of the

22   time.  And when you are willing to raise the

23   bar and really be opportunistic, and you don't

24   have to compete with people 100 percent of the

25   time, you can buy good companies at much less
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 2   expensive purchase prices.

 3           So there are three ways to make money

 4   in private equity:  You can buy right; you can

 5   manage a company better; you can sell right.

 6   We think that the largest single determinant

 7   is purchase price.  So our strategy is highly

 8   differentiated in the sense that we do things

 9   that other people don't do and we integrate

10   credit capital markets.

11           The last thing I would say about

12   Apollo, before turning it over to my partner

13   Marc -- and what comes out of that is we can

14   buy a company that's 6.2 times cash versus the

15   industry, which is paying nine times cash.  So

16   those are the numbers; a pretty simple

17   strategy:  Buy well.

18           The last thing I will say about

19   Apollo, and I'll turn it over to my partner

20   Marc, is we have been around for 23 years.

21   Leon, Marc and I worked together for 27 years.

22   We started at Drexel Burnham.  The next level

23   of partners have been together for 10 to 20

24   years, depending on the partner, and so we are

25   a bit like the firm in that you come and you
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 2   don't leave.  It is a very tight culture, even

 3   though it has become a larger firm, but we are

 4   also learning as an organization.

 5   Notwithstanding that you have the same team,

 6   we are all a bit older, have less hair, if you

 7   will.

 8           MR. ROWAN:   Speak for yourself.

 9           MR. HARRIS:   We are learning and

10   getting better.  We have lived through

11   multiple cycles, multiple financial crises,

12   starting in the early '90s, and I think every

13   day we are, the firm is getting better, but

14   the same team will be investing your capital

15   that has been investing it for many, many

16   years.

17           You have a question?

18           CHAIRMAN AARONSON:  Your last one was

19   2008, you started raising --

20           MR. HARRIS:   Yes.

21           CHAIRMAN AARONSON:  And now you are

22   starting in 2013, a new fund in five years.

23   The fund before, I believe VI to VII, you were

24   able to do in two years; is there any special

25   reason why it has taken so long to start?
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 2           MR. ROWAN:   It is actually a little

 3   more than two years.  What you saw is we have

 4   something in our funds called "recycle."  So

 5   typically, if we have investments that come

 6   full circle within 18 months, we recycle

 7   capital.  So the Fund VI and Fund VII actually

 8   overlapped a little bit.  The way to think

 9   about it is Fund VI was really about three,

10   three-and-a-half years, and Fund VII, the most

11   recent fund, is about four, four-and-a-half

12   years.

13           CHAIRMAN AARONSON:   Do you have any

14   money in Fund VII that hasn't been invested

15   yet?

16           MR. ROWAN:   In small amounts, yes.

17   We typically hold about 10 percent back for

18   add ons in the portfolio, and we are down to

19   less than seven percent of the portfolio today

20   that's investable.  So this is actually the

21   perfect time.

22           CHAIRMAN AARONSON:   When you raise

23   this money, do you collect money or mandate

24   fees on the money before you fully invest that

25   less than 10 percent?
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 2           MS. DRESCHER:   The fee drops for

 3   Fund VII you are referring to, the current

 4   fund, once we launch Fund VIII, the prior fund

 5   steps down and you only pay on what is

 6   invested and you pay the lower rate.  So there

 7   are two step downs.

 8           MR. HARRIS:   And really relative to

 9   new investments, as of August, that's the end

10   of our new investment deals actually.  So

11   realistically, by the time we start investing

12   this fund, that fund will be done and will

13   only be for follow-on investments, where there

14   is an opportunity, or in some cases we need to

15   step in and help a company.  That's the way it

16   would work.

17           MR. ROWAN:   I thought I would take a

18   little bit of a different tact.  Normally we

19   come and speak to you about our investments,

20   but I thought I would talk to you a little bit

21   about our companies, particularly Caesars,

22   because I know I have gotten questions around

23   Caesars.  So there is a small booklet that we

24   sent around in advance.

25           I thought maybe we could step back to
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 2   talk a little bit about Apollo, and this is

 3   just the private-equity business of Apollo and

 4   try to put Apollo in context.

 5           If you take all the private-equity

 6   companies that we control throughout the funds

 7   that are still in our portfolio, we would be

 8   the 11th largest in the S&P 500.  We would be

 9   just larger than AT&T and just below Ford, and

10   I would bet that at the end or middle of Fund

11   VIII, we would be probably right around

12   General Electric.  We would be, on almost any

13   measure, whether it's revenues or cash flow,

14   employees, we would be in the 97, 98

15   percentile.  So we are, overall, a very large

16   company.

17           If you look on the second page, what

18   you see is that globally we employ some

19   360,000 people.  If you look at just our U.S.

20   employment, just our U.S. employment is, round

21   numbers, 211,000; and if you look again at

22   that 360, of that 360,000, round numbers,

23   88,000 are union employees.  About a quarter

24   of our workforce is unionized versus what we

25   are told in the U.S. economy is about 11
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 2   percent.  So we are a little over twice the

 3   percentage of union participation.

 4           CHAIRMAN AARONSON:   You might want

 5   to change, in the private sector only about

 6   seven percent.  The 11 percent is with public

 7   employees.

 8           MR. ROWAN:   Right, thank you.  So if

 9   I turn to page 3, just a word on Caesars:

10   Caesars is one of the largest companies we

11   own.  In terms of employment, we have 68,000

12   employees and, of that, roughly 40 percent,

13   28,000 employees are covered by collective

14   bargaining agreements.

15           We made an investment in Ceasars.  We

16   agreed to invest in Caesars in 2007.  The

17   investment did not close until the end of

18   2008, the beginning of 2009.  I would say

19   Caesars is among our most challenging

20   investments, given what has happened in the

21   gaming sector, and particularly in Las Vegas,

22   which I will come back to.

23           What you can see, if I now drop down

24   to "Employment," when we took over the

25   business -- this is the snapshot that I got --
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 2   we were, round numbers, 68,000 employees and

 3   today we are, round numbers, about 68,000

 4   employees.  During that period of time, the

 5   union workforce has grown from about 24,000 to

 6   28,000.  That is primarily dealers.

 7           CHAIRMAN AARONSON:  Dealers are not

 8   unionized.

 9           MR. ROWAN:   I will show you the next

10   page, it goes through it a little bit.

11           We operate in 14 separate states.  We

12   operate a lot of Indian reservations.  We have

13   a lot of unusual operating arrangements.  What

14   you can see, broken out state by state, our

15   union employees, our non-union employees and

16   other employees, and how the 68,000 employees

17   break down.  What you can see is roughly half

18   the employment of the company is in Nevada,

19   including a substantial portion of our union

20   employees.

21           If you look on page 5, what you see

22   is we have literally dozens of union

23   relationships, at more than 25 different

24   properties.  The human relations, the employee

25   representation function at Caesars is quite
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 2   robust.  This is a very large portion of our

 3   business, and you can look through some of

 4   these just to see how many unions we have at

 5   each of the properties representing each of

 6   the functions.

 7           MR. SCHLOSS:   What are the checks?

 8           CHAIRMAN AARONSON:   What I don't see

 9   is -- Nevada, here, is not representing any of

10   your employees in --

11           MR. ROWAN:   Unite.

12           CHAIRMAN AARONSON:   So I'm looking,

13   for instance, at Harrahs, Las Vegas; Paris,

14   Las Vegas.

15           MR. ROWAN:   It is not listed as

16   Unite, it's all the hotel workers, the food

17   and beverage, the restaurant.  For us, it is

18   broken down by function, which is really how

19   we think about the business.  For us, in Las

20   Vegas, Unite is all of our housekeepers,

21   almost all of our food and beverage, our bell

22   staff at certain of the hotels but not all of

23   the hotels, and a variety of other

24   miscellaneous functions, but food and beverage

25   and housekeeping and others, that's the lion's
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 2   share of what we have done.

 3           It you turn to page 6 now, to give

 4   you a sense, since we agreed to make the

 5   investment, the total number of work stoppages

 6   at Caesars has been none.  We have not had any

 7   union work stoppage.  We have not had a union

 8   situation, a negative one at least, despite a

 9   tremendously difficult set of operating

10   conditions.

11           On 7, what you see is the current

12   state of our Las Vegas portfolio.  We are

13   roughly 30, 35 percent of the entirety of the

14   Las Vegas market.  We own Caesars Palace,

15   obviously, but Harrahs, Flamingo, Harrahs

16   Bally.  Planet Hollywood is a new addition of

17   something we bought during the financial

18   crisis.

19           So this is the bulk of our company.

20   To give you a sense, overall, Caesars makes

21   about two billion of cash flow and 800 million

22   of cash flow comes out of the Las Vegas

23   market.  Las Vegas is the beginning and the

24   end.  Everything else is interesting, it's all

25   about what happens in Las Vegas, and Las Vegas
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 2   is at a really interesting inflection point.

 3   I'll tell you a little bit about that on the

 4   next page.

 5           CHAIRMAN AARONSON:  I thought what

 6   happens in Las Vegas stays is Las Vegas.

 7           MR. ROWAN:   It is just the money

 8   that stays in Las Vegas, we hope.

 9           What you can see is that since 2007

10   there has been a pretty sharp downturn in

11   revenues, about 14 percent, and profitability

12   down about 30 percent.  This is a function

13   really of two factors:  The first, the

14   financial crisis, hit Las Vegas very, very

15   hard.  It hit financial services.  Finance

16   services was a substantial portion of the

17   convention business, particularly the high end

18   convention business.  In connection with the

19   various bailouts, government mandated no

20   conventions in Las Vegas; not a great way to

21   own a big Las Vegas convention business.

22           The other thing that happened is you

23   have roughly 18 billion of capital

24   expenditures put into this marketplace over a

25   very short period of time; Cosmopolitan, City
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 2   Center, new additions to Wynn, new additions

 3   to Encore, and the market really has just

 4   stabilized.  So the message I would give is,

 5   we have been through a terrible time, but we

 6   are now 90-plus percent occupied and have been

 7   for the past 24 months.  We have no new supply

 8   coming on, so we are seeing a pick-up revenue.

 9   We are seeing a pick-up profitability, and we

10   really have survived the worst.  Again, we are

11   optimistic about what we can do in Las Vegas.

12   We have two or three very large developments

13   taking place in Las Vegas, which I will talk

14   about, if people are interested.

15           If you look at page 9, again, to the

16   extent, despite the very difficult time we

17   have been in, what I have done is I have given

18   you the pay-and-benefits index in 2007 for

19   culinary and the other unions we deal with,

20   versus CPI West, which is our CPI, and despite

21   the fact that we have grown union employment

22   by 4,000, and been through a difficult time,

23   wages have certainly kept pace with inflation

24   and, in fact, have outstripped inflation in

25   many instances.
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 2           On page 10, I've give you a little

 3   bit more of the specifics.  For the four

 4   largest categories of the employees we have in

 5   Las Vegas:  Cooks, bartenders, room attendants

 6   and cocktail servers, with an hourly wage of

 7   roughly 21.62 for 2012, in a market that is

 8   very, very inexpensive.  Housing is very

 9   inexpensive; most living expenses are very

10   inexpensive in Nevada.

11           What I would say is, most importantly

12   and not just tied to Caesars but tied to many

13   of our companies, we have at Caesars a very

14   visible, active labor policy in the four

15   statements that are contained on page 11;

16   these are not four statements that are just in

17   this book, these are four statements that are

18   on the wall in every cafeteria or gathering

19   place.  We obviously run a business that is

20   partially unionized, partially not unionized.

21   Everyone is treated equally.  We have no

22   problem with new representation.  In fact,

23   unions have been among our biggest supporters

24   as we have opened in Ohio, as we have opened

25   in Baltimore, and formed the bedrock of our

�

0174

 1          Executive Session - June 6, 2012

 2   support for Boston.

 3           So I would say, I am sometimes asked

 4   specifically about Unite, and we are in the

 5   midst of a negotiation with Unite right now,

 6   and I would say that, absolutely, business as

 7   usual.

 8           MS. ROMAIN:   So you said Caesars'

 9   poor performance, was price a factor?

10           MR. ROWAN:   Price was in part a

11   factor, but really the factor was, one of the

12   things Josh didn't say in his intro is not

13   only are we value oriented, but we are

14   negatively biased.  We don't buy into gross

15   stories.  We expect bad things to happen and

16   we budget for them to happen.  We don't buy

17   the hockey stick of optimism.  Here we bought

18   into a more modest trend down, we just never

19   expected the magnitude of change in the

20   financial crisis.

21           To give you a sense, we went from 2.7

22   billion dollars of cash flow down to as low as

23   1.7 billion dollars in cash flow, which, for

24   the gaming industry, had never experienced a

25   downturn.  We are now back to 2.1 billion, and
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 2   new facilities we have opened will take us to

 3   2.2 billion, but we have a lot of liquidity,

 4   we have a long way to go.

 5           This has been a very difficult

 6   investment, but not notwithstanding that

 7   difficult investment, it has actually been

 8   okay for our employees.  So, hopefully, if you

 9   have questions, I am here obviously to answer

10   your questions, but hopefully that's a little

11   bit of an overview.  You would really see this

12   in the vast majority of our companies; because

13   of the kind of companies we buy, particularly

14   in the industrial sector, we will be having

15   very sizable participation, and centered

16   around the cities, we end up with a much

17   larger percentage of a unionized work force

18   than the rest of the country.

19           CHAIRMAN AARONSON:   Any questions?

20           (No response.)

21           Then I have a question:  The answer

22   to this question is not going to determine

23   whether we invest into the company or not, but

24   there have been statements made by some people

25   in the investment world who have attacked
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 2   defined benefit pension plans, and then they

 3   come to define benefit pension benefit plans

 4   and resupply them with a large part of their

 5   internal investment money and they still use

 6   the profits they make on that.

 7           Has anybody that you know of, in your

 8   organizations, ever made any statements

 9   attacking defined benefit pension plans in any

10   way?

11           MR. ROWAN:   No.

12           CHAIRMAN AARONSON:   Have you ever

13   made any statements saying that defined

14   benefit pension plans are the most desirable

15   way to provide for retirement?

16           MR. HARRIS:   No, I don't think we

17   have, no.

18           CHAIRMAN AARONSON:   Do you think you

19   might look into making such a statement?

20           (Laughter.)

21           You know, just from looking around

22   and reading publications, you know we are

23   under constant attack and we need allies that

24   can help us, people who are in other

25   industries and so forth.  Your industry has a
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 2   lot of clout.  You probably know that.

 3           MR. ROWAN:   Yes.

 4           CHAIRMAN AARONSON:   So if you asked

 5   your company to do a scientific study of how

 6   defined benefit plans provide the best

 7   retirement security there is for Americans,

 8   that would be, in fact, very helpful.

 9           MR. ROWAN:   I will tell you what we

10   do:  We hire lots of new people each year.

11   There are young kids show up at our firm and

12   they're very excited.  There's a lot of

13   mythology about our business.  One of the

14   first things we tell them is, yes, you are in

15   the private-equity business or you are in the

16   credit business, but you are really in one

17   business.  We do one thing:  We are fiduciary

18   managers for retirees.

19           If you look at our business, it

20   sounds a lot less sexy, but if they don't

21   understand that at the end of the day, we

22   haven't done our job, because it is not about

23   the next deal or the next thing, it's about

24   the long term consistent level of performance,

25   and they have to understand ultimately what
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 2   drives our business.  State plans, foreign

 3   plans, corporate plans are the vast majority

 4   of our business; you know what the percentage

 5   is, and everyone else is a small fraction of

 6   this business.  This industry is actually

 7   supported by the defined benefit plans, for

 8   the most part.

 9           CHAIRMAN AARONSON:   That's why,

10   again, just a statement, for your own good.

11   If you were able to sway others in government

12   and so forth, that defined benefit pension

13   plans, because of what they do for the economy

14   of the country, are the way to go, it would be

15   helpful. All I am asking is that you think

16   about it.  I am sure you guys do all kinds of

17   private things at your company and you are a

18   public company now.

19           MR. ROWAN:   Yes.

20           CHAIRMAN AARONSON:   So I am sure you

21   do all kind of things, surveys, studies, all

22   kinds of things, and if you were to discuss

23   with the people who are the biggest partners

24   as we are here, to discuss with each other

25   possibly doing something like that, it would
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 2   be helpful for not only the people covered by

 3   defined benefit plans, but it would be helpful

 4   from for your company.

 5           MR. HARRIS:   We make a decision on

 6   two or three votes.

 7           MS. MARCH:   I will tell you, I will

 8   go as far as saying I guarantee that your

 9   return at Caesars would increase if all of the

10   recipients of the defined benefit plans heard

11   you say that.  They have the time and the

12   money to come to visit your facilities.  We

13   have a whole group who live in Las Vegas and

14   we have a whole group that visits them.

15           CHAIRMAN AARONSON:   Does anyone else

16   have any questions?

17           Thank you.

18           MR. HARRIS:   Thank you for your

19   time.

20           MR. ROWAN:   Thank you.

21           MS. DRESCHER:   Thank you.

22           (Whereupon, at this time, the

23   representatives from Apollo left the room.)

24           CHAIRMAN AARONSON:   Go ahead.

25           MS. CALDAS:   So our recommendation
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 2   is 200 million for Apollo.

 3           CHAIRMAN AARONSON:   Do you concur?

 4           MR. KOENIG:   We do.

 5           MS. CALDAS:   So the recommendation

 6   is for Apollo VIII for 200 million dollars?

 7           CHAIRMAN AARONSON:   And Hamilton

 8   agrees.

 9           MR. SCHLOSS:   Okay.

10           CHAIRMAN AARONSON:   Consensus.

11           MR. SCHLOSS:   Okay.  Let's have

12   lunch.

13           MR. McTIGUE:   Mr. Chairman, one

14   housekeeping item.  The question came up

15   earlier in the meeting, about delivery of

16   material related to the infrastructure related

17   to Brookfield.  The Bureau of Asset Management

18   checked their records and the material was

19   delivered last week to all the trustees,

20   including Ms. Maldonado, who was here but is

21   no longer at the meeting.  I hope that will be

22   conveyed, that our records indicate that the

23   material was delivered in a timely fashion.

24           MR. HOLT:   Do you make it a habit of

25   sending the electronic materials out 48 hours
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 2   or more as well, because it doesn't appear to

 3   have happened.

 4           MR. McTIGUE:   Brookfield was sent

 5   out last week.

 6           MR. HOLT:   Electronically it was

 7   sent out yesterday  at 12:01.

 8           MS. MARCH:   That's not true.

 9           CHAIRMAN AARONSON:   We are adjourned

10   temporarily for lunch.

11           (Luncheon recess taken.)
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 2                AFTERNOON SESSION

 3           CHAIRMAN AARONSON:   The meeting is

 4   back in order.

 5           Larry, next item?

 6           MR. SCHLOSS:   Mr. Jeter.

 7           MR. JETER:   The presentation is on

 8   securities lending.  I will wait for everyone

 9   to have something in front of them. (Pause.)

10           The first one is sitting on top, and

11   is labeled Securities Lending 101.  It's a

12   quick overview of what lending is.  The second

13   one is a report from Bank of New York Mellon

14   on the current program.  Third is my

15   recommendation of where we want to move the

16   program to, and if you are ready, I will start

17   with the first.

18           CHAIRMAN AARONSON:   Yes, sir.

19           MR. JETER:   As a reminder, I am

20   making the presentation of Securities Lending

21   101 overview.  As a reminder to everyone here,

22   securities lending is the act of loaning the

23   securities in your investment portfolio to a

24   borrower and getting collateral back, and that

25   collateral can either be cash or securities.
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 2   In return for that, the fund has residual

 3   earnings.  So you usually get somewhere

 4   between 100 and 105 percent value of the

 5   collateral.  You retain all control over the

 6   security; you haven't given away any rights.

 7   You're still able to hold property, you are

 8   still collecting income, but basically it is a

 9   program designed to give you extra residual

10   income against the portfolio.

11           If you go to the next page, there is

12   a picture of the operation, how it works.  We

13   hire a lending agent.  That agent negotiates

14   the loan with the borrower and it works

15   between the borrower and the lender, which is

16   our custody bank, to make sure the securities

17   and the collateral move back and forth

18   efficiently.  Part of their responsibility is

19   to vet out the borrowers.  They indemnify the

20   funds against any problems on the borrower's

21   side; they indemnify us with respect to any

22   operational risks with respect to any of the

23   loans.

24           If you go to the next page, the only

25   difference between this page and the page
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 2   before is it includes the custody arrangement.

 3   Where the program we are going to recommend is

 4   a little bit different is that traditionally

 5   and historically, our custodian bank has been

 6   the lender of the securities, and what we are

 7   going to recommend as the third part of the

 8   relationship, where we are hiring a separate

 9   agent to lend the securities, who would have

10   to work with the custodian bank, but basically

11   they have the same function as any other

12   lender out there.

13           The last page just shows who the

14   typical players are, the typical lenders are

15   the central banks, as far as companies,

16   pension funds, ourselves, who borrow other

17   broker-dealers, banks, certain hedge funds.

18   Lending agents themselves are the custodian

19   banks and third-party lenders.  Third-party

20   lending is a ten-year old industry; very

21   efficient.  One of the things that we

22   concentrated on is to make sure that all the

23   bells and whistles, all the operational

24   connections, everything that had to be there

25   so that people communicated properly, were in
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 2   place.  They work; they have been well tested,

 3   so we don't have any issues with that.

 4           There have been no questions about

 5   what lending is, but what I want to do is take

 6   you through --

 7           MS. ROMAIN:   I have a quick

 8   question:  Third-party agents have no

 9   relationship with the custodian?

10           MR. JETER:   In this case, we are

11   hiring someone independent of the custody

12   bank.  What that did was it gives more people

13   out there who are third-party lenders than

14   people who do custody.  So it gives us a

15   larger market.

16           So there is something that looks

17   likes collateral lending, BNY Mellon.  And if

18   you go to page 3, this is a current program.

19   This is the program that is currently

20   administered by Bank of New York.  They are

21   both custodian and lending agent.  Your

22   lendable assets of 26 billion dollars

23   represents public market securities in the

24   portfolio.  Those are your equities, your

25   bonds, both U.S. and non-U.S.  That's what is
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 2   considered a lendable portfolio.

 3           The amount of the loan is four

 4   billion dollars, and that's roughly 15 percent

 5   of your portfolio.  That's about average,

 6   where you have typically been historically.

 7   You have never been higher than 18 percent on

 8   loans, and that's about where we expect

 9   Citibank to be.

10           You have four billion, slightly more

11   than 102 percent collateral, and that's broken

12   up between 3.9 billion dollars in cash

13   collateral and 280 million dollars in non-cash

14   collateral.  I point to this for a couple of

15   reasons:

16           Historically, the fund has had two

17   issues with respect to security lending, and

18   they both have been with respect to the

19   reinvestment of cash collateral.  Both the

20   lending agent, the current cash, purchase of

21   security, and an issue of those with that

22   security, and in both cases the fund had an

23   impairment of assets in the fund.

24           Currently you have close to a Lehman

25   asset that has no market value.  They're
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 2   proposing to come to something called National

 3   Century Financial, which goes back to 2002, of

 4   which there's still four million dollars of

 5   exposure to that security in the portfolio.

 6           Citibank was the lender at that

 7   point, and what I want to tell is that the

 8   program we are bringing to you, although it is

 9   Citibank, is a completely different program.

10   It's a completely different team.  The

11   operations around the program are much

12   different and, more importantly, they are not

13   going to be doing collateral reinvestment.

14           CHAIRMAN AARONSON:   I have a

15   question:  When we had this loss back in 2002,

16   did Citigroup make an effort to, even though

17   they didn't -- did Citigroup make an effort to

18   make us whole again?

19           MR. JETER:   They shared in the

20   recovery, the Teachers' Retirement System --

21           CHAIRMAN AARONSON:   Well, if you

22   plan to go over that, we can wait.

23           MR. JETER:   I can do it now.

24           There was 25 million dollars of that

25   security that was lost.  The Fund has
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 2   recovered 20 million of that, and Citibank's

 3   portion of that recovery is about seven

 4   million dollars.  In that case, there was

 5   fraud involved, so there were other parties

 6   that participated in those recoveries, so

 7   there was a bankruptcy recovery of about seven

 8   million dollars; there were recoveries from

 9   three other parties.  Deloitte & Touche,

10   auditor, JP Morgan Chase and Credit Suisse of

11   the remainder of seven.  That leaves

12   four-and-a-half million dollars unrecovered on

13   the books.

14           CHAIRMAN AARONSON:   Is that

15   unrecoverable absolutely?  Is there any

16   chance --

17           MR. JETER:   So once we select a

18   vendor in this case, we are going to work with

19   them, we will probably have to recover those

20   assets as future earnings, but we are going to

21   work on how we can do that.

22           CHAIRMAN AARONSON:   Then, my second

23   question is:  It says here "collateral level

24   102.13 percent."  When I added up the

25   collateral level, it came out to 100 percent,
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 2   between the 3.8 million and the 282,000, it

 3   came out to exactly 4.156748621.

 4           MR. JETER:   Where are you?

 5           CHAIRMAN AARONSON:   Looking at page

 6   3, where it talks about collateral held.  That

 7   looks like four billion dollars, and that's

 8   the collateral -- oh, I see that's 4.15

 9   collateral and only 4.12.  Thank you.

10           MR. JETER:   Yes.  You are always

11   over collateralized.

12           You have a spread and that's a return

13   on each loan, about 26 basis points and

14   year-to-date, you earned about 23 million

15   dollars from the program.

16           If you go to page 4, you see a

17   snapshot of the loans by asset class and you

18   are roughly at 15 percent of your equities on

19   loan, 70 percent Treasury, 65 percent of TIPS,

20   seven percent of corporates, three percent of

21   your non-U.S.  I would tell you the non-U.S.

22   goes up and down, depending on the market, the

23   timing in the bond market, that actually the

24   number goes up.

25           The rest of them are about where they

�

0190

 1          Executive Session - June 6, 2012

 2   really are on average.  So there is a

 3   seasonality to the non-U.S. where you actually

 4   see an increase of the useable space.

 5           If you go to the next page, you see

 6   the loans by asset class and basically that is

 7   just taking what's out on loan, showing you

 8   the portion.  Half of your loan portfolio are

 9   the loans of U.S. equities, basically.

10           Page 6, through this program you have

11   earned 234 million dollars, and what you see

12   on this graph is the average loan volume and,

13   basically, where you see a spike in earnings,

14   that represents where our securities are more

15   valuable in the marketplace because of market

16   conditions.

17           One of the things we are going to

18   talk about with respect to the Citibank

19   program is where they are going to spend their

20   time in getting the value out of any loan and

21   not obviously out of the reinvestment group

22   since they won't be in it.  So, basically,

23   they are not concentrating on securities that

24   have a high demand in the marketplace.

25           MR. NORTH:   David, page 67 of the
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 2   quarterly --

 3           MR. JETER:   This is only BNY, and

 4   the quarterly goes back in time.  That's the

 5   difference.

 6           MR. NORTH:   Right.  From 2004 there

 7   were also some other custodial -- there was

 8   some lending --

 9           MR. JETER:   In the early part of the

10   BNY relationship there were other lenders in

11   the non-U.S. portfolio because they had

12   custody of those assets, and as we

13   transitioned the assets, we actually moved the

14   custodian function from those managers to BNY.

15           MR. NORTH:   Thank you, I now

16   remember.

17           The other thing is,  this reflects or

18   does not reflect the losses for the two

19   collateral problems?

20           MR. JETER:  It is not reflected in

21   those numbers.  The value of those losses is

22   still in the lending portfolio.

23           MR. NORTH:   Okay, thank you.

24           MR. JETER:   Any other questions?

25           Page 7 shows earnings by type of
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 2   asset class.  Basically, what you see are the

 3   earnings, pretty much driven by the equity

 4   portion of the portfolio, which is the largest

 5   portion of the portfolio.

 6           Page 8, this is the maturity schedule

 7   for the collateral, the reinvestment pool.

 8   This shows investments that mature all the way

 9   out until 2015; and that's because they're

10   based currently on the current guidelines that

11   allow you to buy longer investments, and since

12   they will not de-yield the reinvestment pool

13   to talk about, basically what this would look

14   like is an overnight investment in the future.

15           Credit, this is the credit quality of

16   the collateral profile, and  that is 3.8

17   billion dollars.

18           CHAIRMAN AARONSON:   And that's two

19   different ratings?

20           MR. JETER:   That's Moody and S&P.

21           CHAIRMAN AARONSON:   Moody's is the

22   first and S&P is the second?

23           MR. JETER:   Yes.

24           So I would like to take you back to

25   page 3 for a second.  I apologize.  One thing
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 2   I did not point out and I want to point out

 3   because it will be different in the future, so

 4   on page 9, they are showing a yield of the

 5   investment portfolio at 33 basis points and it

 6   shows here as the average investment

 7   rate of .83  a portion of the earnings is

 8   being driven by that investment grade, and I

 9   just want to sort of clarify, your future

10   earnings will not be driven by their ability

11   to reinvest or lack of ability to reinvest.

12           Page 10 just shows by type the

13   breakdown of the collateral.

14           Any questions about the program?

15           (No response.)

16           MR. JETER:  The last page in that

17   shows the last four years of the earnings and

18   the last four years of spread.  If you go back

19   to fiscal '10 when spreads were very narrow

20   and the earnings sort of reflect that, as

21   spreads narrowed, the earnings rate goes down.

22   That's part of what we are trying to take out

23   of the program.  So short of a change in

24   composition of the assets that we have in the

25   portfolio, the actual earnings should actually
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 2   be fairly similar over time.

 3           The last piece is, I apologize, I

 4   wanted to have Chris introduce someone who has

 5   been working with us very closely on this, and

 6   I jumped right into my presentation.

 7           MR. LYON:   I introduced casually

 8   before my partner John Nawrocki.  John has

 9   been involved in a very small piece of this

10   month's larger project in the Comptroller's

11   office, in terms of providing our opinion of

12   the recommended provider, and John will be

13   available to help answer any questions and

14   help provide his view, if and when

15   appropriate.

16           John has a background in all things

17   operational within the investment world and is

18   a resource to our clients on custody-related

19   issues.  We considered this, in addition to

20   leading our discretionary business where we

21   help a small number clients actually

22   implement, so he is along for the ride.

23           CHAIRMAN AARONSON:   John, welcome.

24           MR. NAWROCKI:   Thank you.

25           MR. JETER:   So for the presentation
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 2   here it's written across the board for all the

 3   plans, so I will just point that out before we

 4   start walking through it.

 5           The BNY program has netted the

 6   collective Systems 669 million dollars since

 7   April 2004.  So the search for our current

 8   lenders really comes out of the custody search

 9   that we are undertaking at the Comptroller's

10   Office.  We are still evaluating the other

11   parts of the proposal, but we come here today

12   with a final recommendation for lending due to

13   the reinvestment risk for the Board's approval

14   of the lending agent.

15           There were six proposals for third-

16   party lending.  They were from Bank of New

17   York Mellon, Citibank, Credit Suisse, Deutsche

18   Bank, JP Morgan Chase and State Street.  I

19   will point out, you see the three custody

20   banks there, because third-party lending is

21   attractive and is a business that the custody

22   banks compete against third-party lenders in.

23   It is a very attractive business and very

24   robust, and there are a lot of parties out

25   there, but these are the six that proposed.
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 2           The valuation committee consisted of

 3   Kathy, Matt and myself, John Merseburg and

 4   Segeun, and there were other subcommittees

 5   that looked at other smaller parts of the

 6   proposals, as we went along.  We also worked

 7   with Rocaton, to get their opinion as we went

 8   through the process.

 9           What you have on page 4, I will not

10   read all the words, are the requirements that

11   we asked for.  One of the things that we did

12   was we wanted them to put together a proposal

13   that showed no more than 30 percent on loans,

14   and I remind you that I had more than 18

15   percent and I would say all the estimates that

16   came back, none of them were above 20 percent.

17           We wanted a fully indemnified program

18   and actually we wanted a fully indemnified

19   program that included any indemnification of

20   collaterally invested risks.  We wanted

21   something that -- we wanted a program that

22   gave us daily reporting, full transparency; we

23   wanted to be able to monitor the program,

24   independent of the agent, ourselves.

25           It had to be a sizable program, at
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 2   least 200 million dollars; they had have at

 3   least 10 years of experience doing this and

 4   the people assigned to the account had to have

 5   at least five years of experience.

 6           Lastly, we wanted to make sure that

 7   you had to be working with all the major

 8   custody banks, and at the end of the day we

 9   are doing a custody search; any other service

10   providers, they have to give us information.

11           The next page sort of walks us

12   through, in the sense that we attributed to

13   each of the areas and the fees or what we

14   think of as revenue, what is considered across

15   the board.  So there was no score given the

16   fees, so to speak, but we did consider that in

17   looking at the proposals.

18           This kind of walks through again what

19   the factors were, and I would say that as we

20   went through the process, it became very clear

21   that what we wanted and what people offered

22   was a program that allowed us to limit the

23   collateral to a non-cash or, in this case, a

24   cash-repo environment, which ultimately did

25   give a security as collateral rather than
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 2   cash.  What I will add is, Rocaton has an

 3   opinion about how we should build that

 4   collateral program.  We proposed a mix of

 5   non-cash and cash repos, and we are working

 6   with them to basically flush out that mix.

 7           John, do you want to talk about that?

 8           MR. NAWROCKI:  Sure.

 9           In terms of finalizing the ultimate

10   program, we would work with the Comptroller's

11   office to look at the final cash, the

12   collateral reinvestment pools, and work on

13   specific investment guidelines.  I think that

14   would be separate from the broad

15   recommendation of the program today, but we

16   would plan on continuing to work with the

17   Comptroller's office in finalizing those

18   guidelines, in terms of the members wanting

19   cash repos and non-cash collateral options.

20           MR. JETER:   Just to clarify, "cash

21   repo" is not cash reinvestment.  They are not

22   going out to the marketplace and buying a

23   security.  What they are doing is taking in

24   what we have, giving cash back, and taking

25   back a security as collateral.  So it is
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 2   closer to, it's part of their credit process.

 3   They are going to talk about how they select

 4   who they do the repo with; they will talk

 5   about that in the presentation.

 6           You are going to hear a program

 7   customizable to New York City.  They're not in

 8   a pool with other people; we're going to have

 9   our own investment guidelines, our own list of

10   collateral, our own customizable; lists and we

11   have control over all of that.  They have a

12   very strong risk compliance system and we are

13   going to talk about that.  One of the things

14   that's unique about their recommendation,

15   their proposal, are the revenue guarantees

16   that they offer and the indemnification that

17   they offer also.

18           If you turn the page, you will see

19   how some of the scoring is laid out by

20   vendors.  I would say Citibank jumps off the

21   page, and one of the reasons why it jumps off

22   the page is the combination of their revenue

23   guarantee, the combination of their

24   indemnification, and the use of non-cash

25   collateral and their willingness to customize
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 2   our portfolio.  Some of the others, Credit

 3   Suisse being one, they would lend about a

 4   third of their portfolio to Credit Suisse

 5   affiliates, so it is not something, you know,

 6   we actually prohibit them lending to

 7   themselves, so that would actually work

 8   against Credit Suisse's ability to work.

 9           Deutsche Bank had a very good

10   proposal, but we would be a large portion of

11   it and that's why we felt that would be a

12   problem for us.  Bank of New York, State

13   Street/JP Morgan all had issues in their

14   programs recently.  All really don't want to

15   offer something that has no collateral

16   reinvestment, because that's kind of what they

17   do for a living, and that's why their scores

18   are a little bit lower.

19           The next page sort of summarizes the

20   final score.

21           The last page, before I bring

22   Citibank in, this was a proposal that gives a

23   guaranteed minimum revenue of 98 million

24   dollars across the systems, which is at least

25   21 million dollars higher than the system
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 2   currently earns with Bank of New York.

 3           This is the floor.  It is based on

 4   final guidelines that we worked out with them.

 5   We have talked about the ranges and this does

 6   not change very much, but basically this is a

 7   guaranteed revenue and they are willing to

 8   stand behind this guarantee for the duration

 9   of the relationship, and they would just

10   restate the guarantee each year, based on the

11   activity from the funds.

12           They reduced collateral reinvestment

13   risk to almost none; and they put their bank

14   behind them with their indemnification off on

15   the loan side and any issue that might happen

16   on the collateral side.

17           John, do you want to add anything?

18           MR. NAWROCKI:   I would like to jump

19   in.

20           In summary, we would support this

21   recommendation.  We have prepared a recent

22   memo which summarizes the work that we have

23   performed, in our opinion, and that was

24   included here, and I would like to take a

25   moment or two to speak to that memo.
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 2           At Rocaton, we view securities

 3   lending activities more under the lens of an

 4   investment activity, given the risks

 5   especially of lost collateral pool.  So, as I

 6   speak to this, we are looking from a risk-

 7   return percent -- where is the best place to

 8   be?

 9           In the past few weeks, in terms of

10   work we have performed, we have worked with

11   the Comptroller's office.  We have met with

12   key personnel at Citibank, in the security

13   lending program.  We have looked at the

14   written proposals that have been presented and

15   have reviewed those.  We have held material

16   discussions in that memo and, certainly, my

17   comments this afternoon.

18           When we looked at securities, there's

19   two ways of earning revenue with securities:

20   The actual loan, the loan activity; and then

21   the reinvestment of collateral.  So from a

22   loan standpoint, what we advised, pursuing

23   securities loan programs, he is to maximize

24   the value of the federal loans so that

25   securities are in demand at Global.  That will

�

0203

 1          Executive Session - June 6, 2012

 2   earn more revenue. As we look at Citibank's

 3   capabilities, we are comfortable with them as

 4   a lending agent in this regard and certainly

 5   are comfortable with them as a lending agent

 6   for the program.

 7           When we talk about the collateral and

 8   collateral reinvestment, historically this is

 9   where securities lending has posted losses and

10   where the risk in the program resides.  So, in

11   that regard, as a firm, we tend to be very

12   conservative.  When we look at a spectrum of

13   collateral reinvestment, we would be very

14   conservative on the spectrum of choices for

15   collateral programs.  What does that mean?

16           In terms of what the collateral

17   coming in is -- and in this case we would

18   support a non-cash collateral program that

19   focuses on the U.S. government and agencies,

20   so more conservative securities coming in --

21   we would be supportive of the cash repo as

22   presented, but again, looking at the spectrum

23   of cash repo, we would tend to be a little

24   more conservative.  Then, the securities

25   coming in for cash repo, we would want to be
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 2   focused again on government securities, U.S.

 3   government and U.S. agency-type securities.

 4           Again,  we are comfortable with

 5   Citibank as a lender.  We would recommend

 6   being more conservative in the guidelines, but

 7   we certainly feel the spirit being presented

 8   is in that discretion.  As stated before, we

 9   do intend to work with the Comptroller's

10   office on the ultimate guidelines in that

11   regard.

12           If we look at some of the other

13   elements of the Citibank proposal, certainly

14   their level of indemnification is, I would

15   like to add, relatively unusual in terms of

16   what they are indemnifying on the cash repo

17   side.  Certainly, we are not a law firm, not

18   attorneys; ultimately, this has to be reviewed

19   and the language in the final contract is what

20   will really govern apparently, but we can say

21   from an industry perspective that what they

22   are offering in terms of indemnification is a

23   little bit unusual and strong, relative to

24   other offerings that we have had in the past.

25   So that is something that certainly there's
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 2   some additional complements in the contents,

 3   where there have been losses in the past, so

 4   it is certainly something to look at.

 5           In summary, we would support the

 6   recommendation, and are very happy to answer

 7   questions now and certainly after the Citibank

 8   presentation as well.

 9           MR. LYON:  To be clear, any follow-up

10   discussions, our goal, we are all focused on

11   the conservative end of the spectrum.  There's

12   a reasonable range of things you can do within

13   that conservative end of the spectrum and this

14   is about, it talks about non-cash collateral

15   and the repo program, and we think it's

16   appropriate to limit the repo program and will

17   work together with the Comptroller's office on

18   guidelines that will help provide suitable

19   diversification opportunities by having both,

20   but on the other hand, make us comfortable by

21   making sure one doesn't become particularly

22   outsized.

23           MR. HOLT:   Can I make a quick

24   comment and ask a question?  The comment is

25   really just to express thanks to David and his
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 2   staff at Rocaton for the informative handout

 3   here, especially slide 7; that really gives us

 4   a better understanding in the methodology used

 5   to screen through the candidates had have

 6   comfort with it.  I guess I just want to

 7   clarify one thing and that is that this being

 8   a custodial matter and the board having

 9   delegated BAM as custodian, while I understand

10   the desire to perform additional due diligence

11   on this, ultimately this is one of your core

12   functions as custodian and, ultimately,

13   informational in nature.  Is that fair?

14           MR. JETER:   So the custodian

15   function, the Comptroller's actually is the

16   custodian of the fund -- and that's actually

17   not part of the delegation, but we do feel

18   that it's appropriate to bring these matters

19   to the board and explain to them where we

20   think that even that function, and in this

21   case the investment risk, is important enough

22   that we think it deserves to be discussed at

23   the board level.

24           That's the reason why we are here,

25   and that's the reason why we want the board's
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 2   support before we move forward.

 3           MR. HOLT:   Okay.

 4           MR. SCHLOSS:   Hold on a second.  I

 5   think it is a step further than that.  I think

 6   it includes Rocaton.  John put it quite right,

 7   it is an investment decision as opposed to a

 8   custodial decision, which is why we brought it

 9   to the board.  This is from the Comptroller,

10   the way we just described it, so let's be

11   clear.

12           MR. HOLT:   But this is covered under

13   your role as investment adviser?

14           MR. SCHLOSS:   Yes.

15           MR. HOLT:   Okay.

16           CHAIRMAN AARONSON:   Does anybody

17   have any questions before we bring them in?

18           (No response.)

19           MR. SCHLOSS:   I will get them.

20           (Whereupon, at this time, the

21   representatives from Citibank entered the

22   room.)

23           CHAIRMAN AARONSON:   Do you have a

24   card to give to the stenographer so she knows

25   who is talking?
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 2           MR. BARRETT:   My name is Tom

 3   Barrett, and I work in the public sector at

 4   Citibank.  I would like to take this

 5   opportunity to thank the New York City

 6   Teachers' Pension Fund for allowing Citi to

 7   come in today and present their securities

 8   lending program to you.

 9           Our program that we are going to

10   speak about today is fully customizable to the

11   Teachers.  We have added some enhanced

12   indemnification packages to the program and we

13   spent many hours with your consultant,

14   Rocaton, with John and Chris and his team.  I

15   think we have answered a lot of their

16   questions and I think we have gone back and

17   forth with lot of information that they have

18   requested.  I think that today they have a

19   good understanding of the program that we are

20   offering, and I hope they were able to bring

21   that to you.

22           I would like to take this time to

23   introduce my colleagues that I have with me

24   today:

25           To my left is Dave Martocci, who is
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 2   the global head of securities lending at Citi.

 3   Louisa Li, who is the senior relationship

 4   manager for the New York City relationship;

 5   and we have Bill Mascaro, who is the head of

 6   international equities trading for Citi.

 7           I would also like to just say a few

 8   words about Citigroup as an organization and

 9   our commitment to New York City.  Citi employs

10   lose close to 19,000 people in New York; we're

11   the second largest bank employer in the city.

12   We recently celebrated our 200th anniversary

13   as being headquartered in New York City, and

14   we have a global reach that reaches 160

15   countries, with brick and mortar in each

16   location.

17           Citi employees are openly involved in

18   volunteer work throughout the city.  In fact,

19   one of the things that just came up this week

20   in the bank is that we're looking for 120

21   volunteers to renovate a Harlem high school

22   next week.  So we get involved; we are part of

23   the city.

24           Lastly, one of the big projects that

25   we do in New York City is, we're very involved
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 2   with the Mayor's office, the city capital

 3   reinvestment program.  We invest and we lend a

 4   lot of money to affordable housing and in

 5   really trying to restructure communities.

 6           MS. MARCH:   We hope you will

 7   continue.

 8           CHAIRMAN AARONSON:   How many summer

 9   high school interns did you guys hire this

10   summer from New York City public high schools?

11           MR. BARRETT:   I don't know the exact

12   numbers, but I can get you that.  We do have a

13   program for that where we do do that, yes.

14           I wanted to speak a little about

15   Citibank's financial strength.  This quarter

16   Citibank announced that we have 1.88 trillion

17   in assets.  Our revenues are 20-and-a-half

18   billion; our net income was about 3.8 billion

19   dollars.  One of the things we wanted to talk

20   about was, really, how we managed Citibank to

21   where we are today through the 2008 crisis to

22   where we stand here in 2013.

23           One of the most important things that

24   we did was, we took Citigroup and Citi

25   holdings, we formed Citi Holdings.  We took
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 2   took all of our non-core businesses and we put

 3   them under Citi Holdings and we took the

 4   underperforming assets and also put them

 5   there, and over time, from 2008 to 2013, we

 6   have de-risked the corporation through Citi

 7   Holdings, and we have, the holdings of

 8   Citigroup today, the Citi Holdings is 150

 9   billion dollars, down from 900 billion.  So

10   the financial strength of Citi has been to

11   delist the core businesses.

12           One of our core businesses that we

13   are in is securities lending, and I would like

14   to turn this over Dave now to talk a little

15   bit about the program that we are offering the

16   city and what are the indemnifications and the

17   customizations that we are offering you.

18           MR. MARTOCCI:   Thank you, Tom.

19           The program we are offering, as Tom

20   said, is definitely a customized, unique

21   program; definitely not something we offer to

22   anybody else in a broad based structure like

23   this.  We understand your concerns.  We

24   understand, obviously, the risks of the system

25   in general, and that's why we put forth this
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 2   model.  It's a fully indemnified program.

 3   There's no outright cash-investment risk.  It

 4   is all about taking back collateral, in terms

 5   of an outright structure, and/or reverse

 6   repos.  So, very flexible, very customizable.

 7   The key point is, it's fully indemnified; so

 8   the indemnification that we provide on the

 9   loan side, there is a parallel indemnification

10   on the reinvestment or collateral side.  So

11   fully indemnified, backed by Citi.

12           There's stringent controls and

13   oversight over the program.  The systems are

14   all front end, to be compliant, and obviously

15   rigorously tested.  The model we put forth is

16   a third-party approach, and, you know, people

17   look at third-party securities lending as

18   potentially something new in the market --

19   definitely not the case.  Citi has been

20   providing third-party lending services for

21   clients since 1996.  We have links in place

22   with all of the major custodians; even the

23   Federal Reserve fosters a third-party lending

24   program.  Citi was the first bank to engineer

25   that with the Fed.  So, again, definitely
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 2   something that is proven; links in place with

 3   everybody; works very well, a seamless

 4   operation.

 5           If we look at our clients and how our

 6   clients stand by us and understand our

 7   program, in the recent global custodian

 8   survey, we are ranked number one in North

 9   America, second year running.  A hundred

10   percent of our clients who are surveyed would

11   recommend Citi as a lending provider.  We feel

12   strongly about that.

13           My colleague, Louisa Li, is going to

14   touch on our global reach and, obviously, the

15   structure of the program.  Bill is going to

16   talk specifically about the trading.

17           MS. LI:   Thank you.

18           Our business operates on a global

19   basis.  We have one central system for the

20   client's assets.  Once the client signs the

21   contract, it will all be available in one

22   system.  Everything in the contract is

23   interpreted into this front-end compliance.

24   So if the collateral parameters, what type of

25   collateral the lender accepts, what percentage
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 2   of the margin, what counter-party they

 3   approve, what counter-party approves of them

 4   and what percentage?  If there is any limit,

 5   any holdback at the security-client level,

 6   portfolio level, at individual security level,

 7   all of these are controlled in the system.  By

 8   the time the assets reach the desk, become

 9   available for the trigger to trade, all of

10   those parameters are already fixed there for

11   the portfolio, and all are being reported

12   through our client reporting portal, Citi

13   Direct, for security.

14           So we have six trading desks,

15   globally supported by six operation centers in

16   the same time zone, and we have people like me

17   facing the client in eight locations globally,

18   working with the trading desk and our op

19   center to service all the clients.  We have a

20   wide range client based; we service central

21   banks, sovereign wealth funds, pensions funds,

22   state, city, treasury office, public funds,

23   mutual funds, insurance companies and

24   corporations, all on a global basis.

25           Now, Bill will share about our
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 2   trading philosophy and the economics of this

 3   portfolio.

 4           MR. MASCARD:   As Dave mentioned, we

 5   operate in intrinsic value securities only

 6   program.  Our daily mission is to extract the

 7   maximum revenue that we possibly can from the

 8   securities that we are actually lending.  To

 9   put things in perspective, I will highlight

10   two particular securities from the portfolio.

11   HDC Corporation is a Taiwanese smart-phone

12   manufacturer.  At the time that we did the

13   estimate, it was trading at 1500 basis points,

14   with a gross annualized revenue potential of

15   about three million dollars, at that time.

16           U.S. Electric Vehicle Company, Tesla

17   Motors, you've probably heard about them,

18   they're an incredible success story in the

19   United States at the moment.  A lot of

20   investors were taking a contrarian approach at

21   the time and they were trading the products at

22   2500 basis points, with a gross annualized

23   revenue potential of four million dollars.

24           MR. MARTOCCI:   The key point there

25   is, the way we structure and run our program
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 2   is trying to find the value of securities in

 3   the lending market.  So it's not about

 4   generating the return by reinvesting, going

 5   out on the curb or anything like that.  It's

 6   about trying to determine what a security is

 7   worth.  In those two examples, why would you

 8   even want to take outright risk on the

 9   reinvestment side and take that exposure?

10   There's tremendous revenue on the loan side.

11   Obviously, you have to have the right people

12   to structure and govern in order to determine

13   the value of the securities, but that's how

14   our program is built.

15           MR. MASCARD:   To deliver these

16   superior returns, our trading team relies on

17   Global coordination, cutting-edge technology,

18   and a follow-the-sun model, where we pass the

19   buck around the globe each region.  To put

20   this in perspective, each morning when I get

21   in, the first thing that my team does is speak

22   with their team in Europe, to get a sense of

23   any developments that have taken place

24   overnight, so that we can have a better sense

25   of how we are going to strategically position
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 2   or trading desk.  Our on-the-ground presence

 3   facilitates this flow of information and

 4   enables our traders to quickly assess if there

 5   are any differences from the drivers-of-demand

 6   perspective.  Each afternoon this process

 7   kicks off once again, when a team in Australia

 8   and Hong Kong gets in, and we effectively pass

 9   the buck all over again to the next trading

10   desk.

11           From a benchmark introspective, to

12   make sure that we are in line or better than

13   where the industry is, we utilize a

14   proprietary quantitative engine, trading

15   analytics and optimization, to execute daily

16   rerates and monitor liquidity to make sure

17   that we are extracting the most revenue that

18   we possibly can for your portfolio.

19           As Dave and Louisa touched on, there

20   is total program customization.  There is

21   systemically input restrictions, based on

22   minimum spreads, as you might see fit, hold

23   backs of the security account portfolio, legal

24   entity level; minimum credit ratings on fixed

25   income, and other items that could just be
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 2   deemed strategically important and you might

 3   choose not to lend.

 4           We encourage open lines of

 5   communication with our trading and product-

 6   management staff.  Your portfolio managers,

 7   most of whom we already know from existing

 8   relationships with other clients, will have

 9   direct access to management and traders, so we

10   can bounce off ideas and position different

11   opportunities to them.

12           We also know that proxy voting is

13   something that is very important to the city

14   Pension Funds to fulfill your corporate

15   governance obligations.  We have a very robust

16   systemic process that affords our clients the

17   ability to recall before an event takes place,

18   so you retain your full voting rights.

19           Now, for the fee proposal:  We

20   estimate the revenue potential to be between

21   131 and 168 million, depending on the

22   collateral options.  We are able to offer a

23   minimum floor of between 92 and 118 million,

24   depending on the defined program parameters.

25   Now, regardless of the collateral option
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 2   selected, there is no additional risk, as Citi

 3   indemnifies all of the collateral options.

 4           Between 100 percent to 78 percent of

 5   the revenue is derived from the intrinsic

 6   value that I spoke about earlier.  Lastly, we

 7   continually ensure compliance with the city

 8   pension fund's lending and investment

 9   guidelines through systematic controls, as

10   David mentioned, that are hard coded into our

11   trading system, a robust control framework,

12   and a customized lending program to mitigate

13   all potential risks before they even arise.

14           CHAIRMAN AARONSON:   I have been here

15   long enough to remember, I think it was 2002

16   when Citigroup was lending our assets and we

17   lost 25 million dollars.  We have gotten back

18   about 21 million dollars; we're still four

19   million dollars short, so I have two

20   questions:  One is, how is what we are doing

21   now different, so that we don't lose 25

22   million dollars?  And two, what is the

23   obligation that you might have for us to gain

24   back the four million dollars that we lost.

25           MR. BARRETT:   It is our
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 2   understanding that there was an agreement with

 3   the New York City Retirement Systems between

 4   the retirement systems and Citibank; it was a

 5   closed agreement that this team has not been

 6   privy to.  We are a new team at Citibank and

 7   we have not been privy to that since it was a

 8   closed agreement, but we have taken a look and

 9   we are very cognizant of what we are

10   presenting to you, and that's why we have put

11   forth the package that we have today with

12   indemnification, full indemnification, so

13   something like this cannot be repeated.

14           We've taken a look, David talked a

15   little bit about what happened in the industry

16   in 2008, what we saw as a whole.  People saw

17   Lehman losses, and so on, so Dave, maybe you

18   can explain this plan and how that would not

19   happen today.

20           MR. MARTOCCI:   If you look at the

21   sort of mark on securities lending back in

22   2008, it was about the reinvestment, it wasn't

23   in the security-lending process, and the

24   reinvest was dealing with an outright

25   investment.  The program that we have
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 2   structured is no outright investments.  So

 3   there is collateral taken back in the trade

 4   and, also, in the reverse repo.  So you don't

 5   have specific exposure to an investment.  On

 6   top of that, Citi has indemnified both the

 7   collateral structure as well as the

 8   reinvestment.  So, if you look at a situation

 9   where somebody maybe owned Lehman paper or

10   Bear Sterns' paper, the challenge there is

11   that with an outright exposure to one specific

12   name, and you had to deal with mark-to-market

13   of what occurred in the marketplace, so if

14   there was a default or bankruptcy, you got X

15   cents on a dollar.

16           In our structure, we will do reverse

17   repos with a counter-party like Goldman Sachs,

18   but we are not doing an outright investment

19   with Goldman Sachs, we are taking collateral

20   back as well.  So let's say we took back U.S.

21   Treasury as collateral, we are going to take

22   excess margin on the treasuries, so in order

23   to have any sort of risk personally, you would

24   have to have a problem with the broker-dealer,

25   and then a problem with collateral, and then a
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 2   problem with Citibank, as opposed to a case in

 3   2008 where all it took was having problem with

 4   that specific outright investment.

 5           It's a very, very different

 6   structure, and that's why we've constructed

 7   the reinvestment aspect of the securities

 8   lending trade very different.

 9           MS. MARCH:   Do you offer

10   indemnification to all clients?

11           MR. MARTOCCI:   No, we do not.  We

12   have a very, very, very small percentage.  I

13   would say probably right now it's less than

14   five percent of our clients have an

15   indemnification like this.

16           MS. ROMAIN:  In this constructure,

17   what could go wrong?

18           MR. MARTOCCI:   What could go wrong

19   is if there is a problem with Citibank and,

20   obviously all of those other iterations.  So,

21   first, you'd have to have a problem with a

22   broker-dealer, then you would have to have a

23   problem with the excess collateral, the

24   margining that was associated with that

25   collateral, and then a problem with Citibank.
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 2           MS. ROMAIN:   There are no problems

 3   with Citibank?

 4           MR. BARRETT:   It's the way we

 5   organize debt.

 6           I also, there's actually a very good

 7   article that came out in Bloomberg Capital

 8   Markets where Citibank was ranked the

 9   strongest.  They looked at 78 banks throughout

10   the world that had 100 billion dollars of

11   assets or more and two U.S. banks came in the

12   top 20, and Citibank was number 9 and JP

13   Morgan Chase was 15.

14           MR. NORTH:   On that indemnification,

15   with a credit rating of A minus, if all

16   failed, where would this collateral backup

17   indemnification stand in your capital

18   structure?  Is it ahead of all the other

19   debtors you owe?  Will that be built into the

20   language?

21           MR. MARTOCCI:   Where it stands

22   vis-a-vis other capital obligations --

23           MR. NORTH:  That would be the

24   obligation of Citibank.

25           MR. HOLT:   Does it rank ahead of
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 2   senior secured debt holders?

 3           MR. MARTOCCI:   It is a client

 4   obligation, so we would have to look at where

 5   it sits in the pecking order and get back to

 6   you on that.

 7           But if we can compare and contrast it

 8   to a standard security lending program,

 9   obviously you have had experience in

10   securities lending for quite some time, this

11   is a very, very different model, where you

12   have additional support, above and beyond,

13   obviously, a traditional program.

14           CHAIRMAN AARONSON:   Anybody else

15   have questions?

16           (No response.)

17           CHAIRMAN AARONSON:   Thank you very

18   much.

19           MR. MARTOCCI:   Thank you.

20           MS. LI:  Thank you.

21           (Whereupon, at this time, the

22   representatives from Citibank left the room.)

23           CHAIRMAN AARONSON:   Is Bob's

24   question a real concern?  Should we wait?

25           MR. SCHLOSS:   There is language, we
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 2   have to see how the words are, but ultimately

 3   I don't think I have a concern about being

 4   guaranteed by Citi, but words are words.

 5   Lawyers make a lot of money on those words,

 6   but words are words.  At the end of the day,

 7   if you have to rely on the words for a Citi

 8   guarantee, you have a problem.  We've got lots

 9   of problems, more than just a Citi guarantee

10   in securities lending.  We've got a big ass

11   problem.

12           MR. NORTH:   Don't get me wrong, to

13   some extent this has come up in front of other

14   boards and I always ask them about that.  I

15   just went a little further, thanks to Mona's

16   prompting down there, and I believe this will

17   just allow David maybe to, having caused him

18   to think about it, extract even something a

19   little better out of the deal.

20           MR. JETER:   Thank you for your help.

21           MR. NORTH:   Which looks to me like a

22   really good deal for you.

23           MS. MARCH:   Unfortunately, in life

24   we don't have choices.

25           MR. SCHLOSS:   We have less than
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 2   usual.

 3           MS. MARCH:   We are blessed.  I mean,

 4   truly, honestly we're blessed, but we don't

 5   have choices.

 6           MR. SCHLOSS:   Well, the way it

 7   looks, it looks like David and his team have

 8   done a great job here.  There are few choices,

 9   again, that can actually do this well for us.

10           MS. MARCH:  With the world that we

11   are living in, I underscore what you are

12   saying.  No doubt, in the world that we are

13   living in, that is exactly what David and his

14   team did, except the world that we are living

15   in has a problem, but we have to move forward.

16           CHAIRMAN AARONSON:   So you guys

17   agree, this is a good program?

18           MR. LYON:   We concur with the

19   recommendations.  We will work with the

20   Comptroller's office on the guidelines.  John

21   can elaborate on this point, but I think for

22   all the reasons just discussed, despite the

23   indemnifications that are offered, we want to

24   err on the side of being conservative.

25           Also, as pointed out in our memo, I
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 2   think that it would be critically important,

 3   as the legal work is done on the drafting of

 4   the indemnification, then trying to identify

 5   the most appropriate legal experts to opine on

 6   that, because even the highest paid law firms

 7   can end up negotiating a document that may not

 8   exactly apply to whatever circumstance leads

 9   to the need to try to cash in on

10   indemnification.  This is such a complex area

11   and it's hard to really anticipate all the

12   types of things, as remote as many of them may

13   be, to actually structure anything, in

14   advance.  So structuring that indemnification

15   is critical, but trying to diversify our

16   exposure so that we are not relying upon it.

17           Who will carve it out?  That is also

18   important.

19           MR. NAWROCKI:   I would agree.

20   Working with banking organizations through

21   various operational capacities, for several

22   years, this indemnification is a key issue for

23   attorneys at banks.  So I highlight Chris'

24   recommendation, in terms of the focus on that

25   in the final legal review of the program, and
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 2   conservatism so that the program doesn't have

 3   to depend on that indemnification.  Typically,

 4   it is the worst times, if you have this.

 5           MR. JETER:   We agree.  One thing I

 6   know is that Citibank has actually capitalized

 7   on their financial statements, so they

 8   actually disclose this particular program as

 9   part of their overall financials.  So for

10   them, I am sure they have thought long and

11   hard about the fact that they have to put it

12   out there in a public document.  I think that

13   helps us.

14           MR. KATZ:   I have a question:  In

15   the guarantee of the revenue, they indicated

16   that they would guarantee 21 million more?

17           MR. JETER:   They would guarantee --

18   based on the current proposal, they guarantee

19   98.

20           MR. KATZ:   98, with 21 million more

21   than capacity.  What happens?  They will kick

22   in 21 extra million dollars?

23           MR. JETER:  We will give up 98 --

24           MR. KATZ:   Off the record, this is

25   something I have to see.
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 2           MS. MARCH:  It's still on the record.

 3           MS. ROMAIN:   What he is saying is

 4   they expect to make anywhere between 122

 5   million and that's why they are guaranteeing a

 6   floor that is way below what they expect.

 7           MR. JETER:   Let me describe what

 8   they have seen:  They have seen 12 months of

 9   our portfolio activity, so I think they have

10   had a good view of what the underlying assets

11   are, what kind of activity it falls into.  You

12   know, I can't say if they did it wrong, but

13   they can't say they had a lack of information.

14           MR. SCHLOSS:   It is still a

15   guarantee.

16           MR. NORTH:   David, I thought I heard

17   them says during the presentation that after

18   the program ran for a while, like a year or

19   so, they might be able to reevaluate the

20   minimum?

21           MR. JETER:   The minimum guarantee

22   gets reevaluated each year, based on the

23   activity in the pension fund for the 12

24   preceding months.  So that 98, year one, but

25   there will be a number every year that is a
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 2   guarantee.

 3           MR. LYON:   That coincides with your

 4   ability to remove them as lending agent if the

 5   guarantee, for instance, is no longer

 6   satisfactory or reasonable.

 7           MR. JETER:   Yes.  And that's one of

 8   the reasons for them being a third-party

 9   lender; you don't interrupt other operations

10   to change your lending agent.  It actually

11   gives us more control.

12           MR. LYON:   Is it also possible that

13   the 98 million could be refined, tied into the

14   final in the mix of collateral options?

15           MR. JETER:   Yes, we have run through

16   scenarios.  We have met with you.  It has not

17   changed materially in any conversations so

18   far.  Yes, it is a function of the final,

19   final investment guidelines.

20           MR. NORTH:   I am curious, was there

21   anything about an algorithm or something that

22   more or less set the minimum?  I am just

23   thinking for years after year number one, is

24   there anything where you could at least have

25   something that compels the maintenance of

�

0231

 1          Executive Session - June 6, 2012

 2   effort or whatever?

 3           MR. JETER:   We can work on that.

 4           MR. NORTH:   I am sure, David, you

 5   will.

 6           MR. JETER:   Right now, it is based

 7   on their look back of 12 months and the change

 8   in the asset mix over time, so assuming we

 9   make no major asset allocation changes --

10           MS. MARCH:   It takes us too long to

11   make a change.

12           MR. SCHLOSS:   So do we have a

13   consensus on this?

14           MR. HOLT:   I have one question to

15   Rocaton:  Once the guidelines are drafted to

16   your specification, you provided your verbal

17   support of this, could you just put that

18   statement on some Rocaton letterhead and we

19   can put in the file for this meeting.  As the

20   Chairman astutely noted, these sorts of

21   relationships have burned strategy in the past

22   and in order to give my nod and consent, I

23   just want a little bit of extra scrutiny.

24           MR. LYON:   Actually, in our memo, we

25   already opined on our predisposition with
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 2   respect to the collateral, which is as

 3   conservative as possible, and we have

 4   specified the types of securities that we

 5   thought were appropriate collateral and not.

 6   And in the discussions thus far between the

 7   Comptroller's office and Citibank in recent

 8   weeks, we may have influenced those or they

 9   may have arrived their independently, but many

10   of those conflicts have been addressed, so I

11   feel that the memo that we put forward so far

12   spells out what our views are on the

13   collateral.

14           MR. HOLT:   Yes, I thought that that

15   was helpful definitely, in drafting the

16   guidelines.  It just stopped short of an

17   actual recommendation.

18           Generally on investment items, we get

19   at least some sort of documentable

20   recommendation from the custodian or custom

21   custodian specialists, custodians.   It

22   doesn't need to be anything elaborate, just

23   revisal of what you stated on the record.

24           CHAIRMAN AARONSON:   The opinions

25   that we get which are on the record, and then
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 2   have a second letter?

 3           MR. HOLT:   It is customary with

 4   every other investment.

 5           CHAIRMAN AARONSON:   It has never

 6   been done in the history of the relationship

 7   and I don't believe it is necessary here.  We

 8   have enough with what they agreed to and

 9   recommend on the record, and I don't think we

10   have to trouble you to do that.

11           MR. McTIGUE:   Mr. Chairman, I think

12   we have consensus.

13           MR. HOLT:   I abstain.

14           MR. McTIGUE:  We have consensus.

15           MR. SCHLOSS:   There's one more item

16   on the agenda.

17           MS. MARTINO:  On page 328 of your

18   book, 328 of the white pages.

19           CHAIRMAN AARONSON:   Restructuring.

20           MS. MARTINO:   The public private

21   rehabilitation program, is a long-standing and

22   successful multi-family, mortgage forward

23   commitment program for Teachers, dating back

24   to the early '90s.  It finances the rehab and

25   new construction of affordable housing, and
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 2   principal is guaranteed by a hundred percent.

 3           It has provided good returns, as they

 4   are shown in Exhibit 1, and there have been no

 5   losses to TRS in the program.  We are

 6   proposing to increase the TRS allocation by

 7   100 million from 319 million to 419 million,

 8   and that would include new allocations for new

 9   lenders new to TRS, and adjustments to

10   allocations for existing lenders, of which you

11   have six.

12           To start, there are four lenders who

13   are seeking to be approved as lenders.  They

14   proposed via the ETI openings in RFP.  They

15   were evaluated by BAM staff.  All four of them

16   are already invested in affordable housing in

17   New York City, and if they do get to be a

18   lender in this program, it will actually

19   increase their ability to do so.  They all

20   have acceptable track records in underwriting

21   these types of loans.  They all have

22   established relationships with city and state

23   sources of subsidies, and all are approved,

24   Fannie Mae approved lenders.

25           So the four lenders are:  One is
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 2   Bellwether Enterprise Real Estate Capital,

 3   which is actually a subsidiary of Enterprise

 4   Community Partners.  Enterprise itself is a

 5   national foundation committed to affordable

 6   housing, with a strong presence in New York

 7   City.  It's subsidiary, Bellwether Enterprise

 8   is actually one of -- Enterprise has a very

 9   complicated structure -- anyway, one of their

10   -- they purchased Bellwether to match those

11   mortgage banking numbers, and they will

12   underwrite loans for this program.  Deals will

13   be sourced by long-term Enterprise staff in

14   New York City.

15           Bellwether has a five billion dollar

16   servicing portfolio and has made

17   one-and-a-half billion mortgages for 3,500

18   affordable rental homes nationwide.

19   Enterprise has invested 166 million in

20   affordable housing for 2500 units in New York

21   City, over the last five years, and they have

22   a pipeline of up to 30 million over the next

23   period.

24           The second proposal is a Local

25   Initiative Support Corporation.  LISC is also
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 2   a national organization.  It's a community

 3   organization with significant presence in the

 4   low-and-moderate income market, and has a

 5   solid reputation for development for housing,

 6   businesses and jobs, so it's both nationally

 7   and New York City.  In New York City alone it

 8   provided over 150 million dollars in loans and

 9   1.7 billion dollars in equities for close to

10   30,000 affordable homes and apartments in New

11   York City.  They also have a substantial

12   pipeline.

13           The third proposer is Wells Fargo

14   Community Lending Investment Division.  Wells

15   actually has a strong record in community

16   reinvestment, and nationwide invested seven

17   billion dollars in community development homes

18   in 2012.  In New York City, since 2010, they

19   have financed almost 3,000 affordable units

20   for 406 million.  Wells has a very large

21   pipeline and we expect to get 50 to 100

22   million dollars of product from them over the

23   next five years.

24           The fourth is actually a public

25   banking corporation, the New York State
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 2   Housing Development Corporation.  It was

 3   established in 1971 and invests in housing

 4   development in New York City exclusively.

 5   Since 2008, it has financed 3.8 billion in

 6   affordable housing and provided a billion

 7   dollars in subsidies for 50,000 units.  They

 8   have a pipeline as well of 25 to 40 million

 9   over the next period.

10           In addition to those four lenders, we

11   are also asking that TRS approve Bank of

12   America as one of its lenders.  Bank of

13   America currently has a relationship with both

14   NYSTRS and Police, and they had a record of

15   success in this program.  They became

16   particularly very active after the credit

17   crisis.

18           All the banks sort of went, the city

19   developed units that went through the crisis

20   and they are emerging out of it, and Bank of

21   America came out very strongly.  They pretty

22   much reached their 70 million dollar

23   allocation from Police and NYSTRS and they

24   delivered 23 million dollars in loans, and it

25   has a large pipeline over the next year.
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 2           I think that it will help them

 3   continue to invest in affordable houses and it

 4   gives TRS access to one of the productive

 5   lenders in the program.

 6           The last thing we are asking is that

 7   we are proposing to expand the ETIL catchment

 8   area to include six counties in New York State

 9   where employees are permitted to live, and

10   that is Nassau, Orange, Putnam, Rockland,

11   Suffolk and Westchester.  It is part of the

12   intention of ETI to direct capital to the

13   geographic areas where pension system members

14   work and live -- and many of them actually

15   live there now -- who were grandfathered in,

16   who lived there before the legislation was

17   passed.

18           For your information, as you consider

19   this proposal, we have taken steps to enhance

20   returns for this program.  We have established

21   a flooring for the program, four-and-a-half

22   for a 30-year term loan.  We are actively

23   looking at changing the pricing formula and

24   are going to be pricing off of Fannie Mae's

25   instead of Ginnie Mae, which we think makes
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 2   more sense for this product.  We expect that

 3   it will add an additional return and we are

 4   also looking at what the spread should be over

 5   Fannie Mae.

 6           Rocaton has expressed their support

 7   and their memo is in the packet.  So that's

 8   the proposal.  If there are any questions, at

 9   this point?

10           MR. SCHLOSS:   It is pretty

11   straightforward.

12           CHAIRMAN AARONSON:   Yes.

13           MS. MARCH:   Thank you very much.

14           MS. MARTINO:   I will summarize what

15   we are asking:  To increase TRS' allocations

16   to the program PTAR by 100 million dollars, to

17   include five additional lenders: Bellwether

18   Enterprise; HDC; Bank of America; LISC and

19   Wells Fargo; to approve the new and adjusted

20   allocations that are on page 232; and expand

21   the ETI's new project to include Nassau,

22   Orange, Suffolk, Putnam, Westchester and

23   Rockland.

24           MR. SCHLOSS:   Consensus?

25           MS. MARCH:   Yes.
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 2           CHAIRMAN AARONSON:   I just want to

 3   say thanks to Kathy and the people that helped

 4   us.  In "The New York Teacher" there was a

 5   story about these types of investments and how

 6   these investments do good by averting a market

 7   rate of return and risk, and how they also do

 8   good by helping New York City in its time of

 9   need, especially after Sandy and so forth.  So

10   I just want to publicly thank you and the

11   people who helped you prepare the article.  We

12   appreciate that.

13           MS. MARTINO:   Thank you very much.

14           MR. SCHLOSS:   Perfect.

15           That ends our agenda.

16           CHAIRMAN AARONSON:  Do I have a

17   motion to close?

18           MS. MARCH:   I make a motion that we

19   go out of executive session and back into

20   public session.

21           MS. ROMAIN:   Second.

22           CHAIRMAN AARONSON:   Any discussion?

23           (No response.)

24           CHAIRMAN AARONSON:   Seeing no

25   discussion, all in favor of going into public
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 2   session?

 3           (A chorus of "ayes.")

 4           (Whereupon, the meeting continued in

 5   public session.)
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 2           CHAIRMAN AARONSON:   We are now in

 3   public session and what we would like is, Ms.

 4   Stang, if you can give a summary of what we

 5   did in executive session.

 6           MS. STANG:   In executive session of

 7   the variable funds, renewals, various

 8   investment manager contracts, certain prior

 9   contracts were discussed.  Consensus was

10   reached, which will be done at the appropriate

11   time.

12           In the executive session for the

13   pension fund, one manager update was

14   presented.  There was a discussion of

15   reconstituting various indices in the equity

16   portfolios.  Consensus was reached and will be

17   announced at the appropriate time, and the

18   infrastructure annual plan was presented.

19   Consensus was reached and will be announced at

20   the appropriate time.

21           The infrastructure investment was

22   presented and discussed.  Consensus was

23   reached, which will be announced at the

24   appropriate time.

25           Two private equity investments were
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 2   presented and discussed.  Consensus was

 3   reached and will be announced at the

 4   appropriate time.

 5           A presentation on the securities-

 6   lending program was received and discussed.

 7   Consensus was reached, which will be announced

 8   at the appropriate time.

 9           A presentation on the ETI investment

10   was received and discussed.  Consensus was

11   developed, which will be announced at the

12   appropriate time.

13           CHAIRMAN AARONSON:   Is there any

14   other business before the board?

15           (No response.)

16           Motion adjourn?

17           MS. MARCH:   So moved.

18           MS. ROMAIN:   Second.

19           CHAIRMAN AARONSON:   Any discussion?

20           (No response.)

21           CHAIRMAN AARONSON:   All in those in

22   favor of adjourning?

23           (A chorus of "ayes.")

24           (Time noted 3:30 p.m.)
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 2             C E R T I F I C A T I O N

 3

 4            I, MARGARET EUSTACE, a Shorthand

 5   Reporter and Notary Public, within and for the

 6   State of New York, do hereby certify that I

 7   reported the proceedings in the Investment

 8   Committee Meeting, on June 6, 2013, at 55

 9   Water Street, New York, New York, and that to

10   the best of my ability, this is an accurate

11   transcription of these proceedings.

12            IN WITNESS WHEREOF, I have hereunto

13   set my hand this  19th  day of __June_____,

14   2013.
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           2                  P R O C E E D I N G S



           3               CHAIRMAN AARONSON:  Patricia?



           4               MS. REILLY:   Good morning.  Welcome



           5       to the June 6th Teachers' Retirement System



           6       Investment Meeting.  I am going to start by



           7       taking the roll.



           8               Melvyn Aaronson?



           9               CHAIRMAN AARONSON:   Here.



          10               MS. REILLY:   Justin Holt?



          11               MR. HOLT:   Here.



          12               MS. REILLY:  Jennifer Maldonado?



          13               MS. MALDONADO:   Here.



          14               MS. REILLY:   Sandra March?



          15               MR. MARCH:   Present.



          16               MS. REILLY:   Mona Romain?



          17               MS. ROMAIN:   Present.



          18               MS. REILLY:   Larry Schloss?



          19               MR. SCHLOSS:   Here.



          20               MS. REILLY:   Joseph Lewis?



          21               (No response.)



          22               MS. REILLY:   Before I turn it over



          23       to the Chair, there are a few things that I



          24       want to go over.



          25               First, during our regular board
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           2       meeting, the last regular board meeting, we



           3       sent out the schedule for the next year's



           4       investment meeting dates and the regular board



           5       meeting dates.  We asked that people bring



           6       feedback to this meeting if they have any



           7       issues with the dates that we have published.



           8               There was one change that came to me;



           9       Thursday, May 1st, was not a good date for the



          10       teacher trustees, so I am going to change that



          11       to May 8th.  Other than that, I didn't hear



          12       back from anybody else on the dates, so we are



          13       just going to adopt the schedule as the



          14       schedule for the next year, and it is subject



          15       to change, if needed.



          16               CHAIRMAN AARONSON:   Good.



          17               MS. MARCH:   Patricia, could you have



          18       it ready to distribute at our board meeting as



          19       the schedule for next year so that everybody



          20       not only walks away with e-mail copies but a



          21       hard copy.



          22               MS. REILLY:   I will do that.



          23               The next thing is that this meeting



          24       and the next regular board meeting are not



          25       going to be streamed live out on web, but we
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           2       are taping it and it will be posted later in



           3       the week.



           4               The last piece of business is that



           5       you may see children walking around.  There



           6       are about 70 children visiting Teachers'



           7       Retirement System today.  The "Take Your



           8       Children to Work Day" was in April but,



           9       unfortunately, the New York City public school



          10       children had to take their state tests on the



          11       day that "Take Your Children to Work Day"



          12       landed, so we rescheduled it for today because



          13       New York City public school children are off



          14       from school today; so they are here visiting



          15       us, learning about what their moms and dads



          16       do.  You may just see them walking by and I



          17       wanted to explain.



          18               MS. MARCH:   We thank you for being



          19       so flexible and for looking at the calendar to



          20       see what was going on in the lives of the



          21       children being educated in New York City.



          22               MS. REILLY:   Thank you.



          23               CHAIRMAN AARONSON:   Does that cover



          24       everything?



          25               MS. REILLY:   I will turn it over to
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           2       you.



           3               CHAIRMAN AARONSON:   Now, we will go



           4       ahead with our business of the investment



           5       meeting, and the way we are going to handle it



           6       today is that we are going to get a public



           7       session from the pension fund and then we will



           8       get a public session from the variable funds,



           9       and we will then go into executive session on



          10       the variable funds, and then we will go into



          11       executive session on the pension funds.



          12               I guess now I will turn it over to



          13       Larry Schloss.



          14               MR. SCHLOSS:   We have a very short



          15       agenda today, it is just reviewing the



          16       numbers.  All the numbers are good.



          17               Martin, do you want to start with the



          18       quarterly numbers for the quarter ending March



          19       30?



          20               MR. GANTZ:   Yes.  Good morning



          21       Chairman, Trustees.



          22               So, hopefully, everyone has that



          23       quarterly report.  We have some extras if you



          24       don't.  In short, before I go over and Seema



          25       goes over equities, I want to let you know,
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           2       and Larry has been talking about this month



           3       after month when we go through the monthlies



           4       -- in fact, last month we went through the



           5       preliminary March numbers -- the equity



           6       markets, as well as all risky-asset classes,



           7       have done extremely well for the quarter.



           8       There wasn't even a single period of time that



           9       exceeded two days that the markets were down.



          10       So the markets effectively went up in a



          11       straight line, which is very unusual, and it



          12       started after the concerns about the fiscal



          13       cliff late last year.  Equity markets rallied



          14       tremendously and all risky assets, for the



          15       most part, rallied extensively.



          16               The U.S. equity markets were up over



          17       11 percent; non-U.S. developed markets were up



          18       over 5; emerging markets were roughly flat,



          19       and part of that has to do with concerns over



          20       growth in China and other emerging markets,



          21       but high yield continued its climb up another



          22       two-and-a-half percent.  Investment grade



          23       fixed income, which is not a risky-asset



          24       class, was roughly flat because interest rates



          25       went up slightly during that period of time.
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           2               But you see how it all gets put



           3       together; on page 10, you will see, first of



           4       all, on the top, as of March, the assets were



           5       49.6 billion, but as we will show, in just a



           6       moment Larry will talk about April, where



           7       assets are over 50 billion.  On the left you



           8       see that the returns for the quarter was an



           9       extremely healthy 5.54, ahead of the policy



          10       benchmark, and for the fiscal year to date,



          11       12.38 since April.  I don't want to steal



          12       Larry's thunder, but April was a good month,



          13       it will be even higher than that, when you see



          14       that.



          15               You can also see, I also want to



          16       point out, the Spark notes here, and I have



          17       done this for the last couple of quarters, the



          18       ten-year number is now 8.68 for the overall



          19       returns.



          20               The next two pages show on top the



          21       overall asset allocation and on the bottom,



          22       where we are versus policy.  The first page on



          23       11 shows, without adjusting for the parking



          24       places, so I want you to turn to page 12 to



          25       show where the pension fund is allocated.
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           2       This is the same page we went through last



           3       month and you will see that we are overweight



           4       U.S. equity, underweight Core+ 5 and TIPS.



           5               When Larry goes through where we are



           6       in April, you will see that we are in balance



           7       for all the policies, roughly the same



           8       allocation, but because of where those



           9       allocations were, meaning U.S. equity



          10       overweight, Core+ 5 underweight, because Core+



          11       5 on an overall basis underperforms, it was



          12       roughly flat, and U.S. equity was the highest



          13       performing asset class.  This was a very good



          14       place to be for the quarter that we were just



          15       in.  As you saw the returns before, we were



          16       ahead of the benchmark and had a very strong



          17       return.



          18               The next few pages, starting on page



          19       13, show attribution of returns, and you will



          20       see, just like I said, for the quarter ending



          21       March, which is on page 13, the allocation



          22       effect on the left was positive because of the



          23       overweight to U.S. equity and the underweight



          24       to Core+ 5.  The managers detracted slightly,



          25       but most of that is from private equity
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           2       because of the lag; when you have a strong



           3       bull market and public market, private equity



           4       lags because we are still looking at the



           5       September numbers, which had not caught up yet



           6       to the public markets.  It works the same way



           7       in  reverse, but it is a lagging effect.



           8               The one year on page 14 shows that



           9       the allocation effects and the management



          10       effects were roughly neutral.  There were some



          11       positives, so again, Core+ 5 underweight, U.S.



          12       equity overweight helps non-U.S for the



          13       beginning of the period because it was



          14       underweight, but the management effect, what



          15       helped was Core+ 5 and the U.S. EAFE return



          16       itself, as Seema will go over, and I will go



          17       over later as well.



          18               We have a summary.  We have



          19       three-year numbers and on the next page



          20       there's a summary of the allocation management



          21       effects.



          22               Before I turn it over to Seema, I



          23       want to show you page 18.  It shows where



          24       Teachers ranks versus other large public funds



          25       defined as greater than 10 billion dollars.
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           2       On the left, quarter ending March, that 554



           3       number ranks you in the top quartile, in the



           4       14th percentile. If you turn the page, you



           5       will see the annualized numbers of one year,



           6       three years, four years.  While the one year



           7       was three basis point away from the median,



           8       the 55th percentile, the four-year number was



           9       in the top quartile; the three-year number was



          10       well within the second quartile; also, the



          11       five-year number was in the top quartile.  So



          12       the overall performance versus your peers is



          13       good.



          14               Unless you have questions, I will



          15       turn it over to Seema for the equity numbers.



          16               MS. HINGORANI:   So if you turn to



          17       page 22, this is Teachers' domestic equity



          18       allocation, about 40 percent of the total



          19       fund.  As you know, you have seen a pie chart



          20       of about 95 percent of the dollars here are



          21       asset-free managed.



          22               I will point out a couple of columns



          23       of good news to you under the active



          24       management side, what you do have.



          25               First, though if you just look at the
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           2       index return column, to what Martin mentioned



           3       earlier, the Russell 3000 Index is up about 11



           4       percent, but if you look at mid cap, small cap



           5       versus large cap, you might remember that we



           6       had overweighted mid cap and overweighted



           7       small cap and underweighted large cap.  That



           8       actually helped us a lot, not only in the



           9       quarter, but also in the fiscal year to date,



          10       the trailing three years and the trailing four



          11       years, which is good to see.



          12               I will just mention specifically that



          13       small cap active has outperformed and your



          14       large cap active, on the other hand, has been



          15       behind the benchmark over a longer period of



          16       time, but we talked about large cap before and



          17       I am sure we will have ongoing discussions



          18       about how to think about that, but overall, a



          19       very good performance on the active side of



          20       the portfolio.



          21               If you then just turn to page 30,



          22       this goes to your international allocation.



          23       Different from U.S., as you can see in the pie



          24       chart on left, much more money is managed



          25       actively versus passively in the
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           2       international.  Again, if you look at the



           3       index return column, you can see the



           4       differences that Martin was mentioning about



           5       the U.S. being up about 11 percent, as many



           6       funds, the Russell 3000, EAFE markets, being



           7       up five percent, and then the EM markets being



           8       down a little bit in the quarter, rated to



           9       some things Martin mentioned about China



          10       slowing.



          11               If you look in the difference column,



          12       I just wanted to point out the last row there,



          13       the active EM outperforming by over a hundred



          14       basis points in the quarter.  We are now



          15       starting to see, which is what we were hoping



          16       to see, that the new emerging-market managers



          17       that Teachers hired last year are now starting



          18       to perform the way we would like them to



          19       perform.  So, we are looking for that to



          20       continue.



          21               If you turn to the next page, 31,



          22       that just goes through some more detail on



          23       EAFE, and the purple bar being the EAFE



          24       markets, the Teachers' portfolio and the



          25       yellow bar being the index.  You can see that
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           2       in the quarter, the Teachers' portfolio



           3       outperformed the benchmark in line, basically,



           4       fiscal year to date and then ahead in both the



           5       trailing 12 months and trailing three years.



           6       So those are good results.



           7               If you then turn to page 36, we will



           8       go through a little bit about the emerging



           9       markets.  Now, these returns are all



          10       considered good returns in the managed part,



          11       which is still evolving with BlackRock in



          12       making sure that it is exactly in line with



          13       the way it is supposed to be.  That's why you



          14       are starting to see differences between the



          15       green bar and the yellow bar.  It shouldn't be



          16       that dramatic.  We are working on that with



          17       them and it should be resolved this month, but



          18       if you look at the overall EM portfolio for



          19       Teachers, which is the blue bar, you can see



          20       that in the quarter it is nicely outperforming



          21       the benchmark -- down, but nicely



          22       outperforming.



          23               In the active EM, which is the purple



          24       bar, you can see it is basically flat for the



          25       quarter, versus the down index.  If you look
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           2       at the fiscal year to date, including a strong



           3       out performance in the purple bar, which is



           4       your active EM relative to the Benchmark, and



           5       similarly in the trailing 12-month period.



           6               If there are no questions, I will



           7       turn it to back Martin.



           8               MR. GANTZ:   On page 39 we have a



           9       summary of the overall fixed-income portfolio.



          10       There is a pie chart.  About nearly one-third



          11       of the assets are in fixed income, that's over



          12       16 billion dollars, and you can see from the



          13       pie chart that light blue is, just about 50



          14       percent is in investment grade Core+ 5, which



          15       we will start with.  The next page breaks it



          16       down, so you have Investment grade Core+ 5; 16



          17       percent of the assets, or just shy of eight



          18       billion dollars were invested as of March 31st



          19       in the program.



          20               Drawing your attention to the



          21       over/underweight column, which shows the



          22       underweighted Treasury sector, overweight



          23       spread sectors which are the mortgage and



          24       credit sectors, those helped.  As you see in



          25       the difference column, other than the one
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           2       basis point negative for the treasury sector,



           3       the overall performance is good, as we will



           4       see on the next page.



           5               Just to give you an idea of how the



           6       managers were doing, of the 15 managers in the



           7       program, five outperformed, five



           8       underperformed; and of the five, four by just



           9       a few basis points.  In fact, for the one year



          10       and the three-year numbers, you had 14



          11       managers in the program, 12 outperformed, two



          12       underperformed, and those two also were just a



          13       few basis points off.  So the program has done



          14       very well.



          15               As you can see on the next page, page



          16       41, as I mentioned in my opening comments,



          17       Core+ 5 was roughly flat, benchmark was



          18       slightly negative, but the returns were



          19       slightly positive, which gave you a 40



          20       basis-point advantage.  For the fiscal year to



          21       date, the return for the benchmark shown in



          22       yellow was a very modest 202, but the managers



          23       really added value, as I mentioned, adding



          24       over 100 basis points, returning 312, similar



          25       for the one-year number, 12-month number, 561
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           2       versus 469.  Similar out performance for



           3       longer time periods with the returns in



           4       roughly six to seven percent.



           5               I also want to point out something



           6       else, which is something I will point out in



           7       another chart.  If you look at the very bottom



           8       of the page, you will see volatility in terms



           9       of standard deviation, which is volatility,



          10       the ups and downs of the market.  The



          11       volatility number, just recently, in the last



          12       few days, has really fallen off a cliff, so



          13       you see the three-year number, we have



          14       achieved that seven percent return on 2.6



          15       percent volatility, which is really quite



          16       remarkable, and now the 15-year volatility is



          17       now below four percent.  So the program has



          18       diversified, as you know, from the asset-



          19       allocation volatility and in the past the



          20       return has been there.



          21               TIPS, on the next page, also similar



          22       to Core+ 5, negative, slightly negative,



          23       roughly flat benchmark outperforming slightly



          24       by 20 basis points, and at the fiscal year to



          25       date, PIMCO did particularly well and that
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           2       helped the 42 basis point out performance;



           3       that's the 287 number you see.  The one-year



           4       number, the 621, was 50 basis points ahead;



           5       PIMCO did very well.



           6               Similar story, the three-year number,



           7       you see the volatility really falls off the



           8       cliff.  It has been very low volatility.



           9       Larry will show you that one of the charts is



          10       the fix; the volatility, not just in the



          11       equity markets but fixed-income markets have



          12       really slowed down.  That's changed a little



          13       bit, it's come up in the last few days, but as



          14       of March, it had really come down.



          15               High yields, on page 43, that's six



          16       percent of the portfolio -- actually, a little



          17       bit more, just shy of three billion dollars



          18       for the quarter.  Remember, we did a search so



          19       we now have managers, all managers are on



          20       performance.  The term was 280, which was 90



          21       basis points ahead of the benchmark.  Of the



          22       seven managers, six outperformed and, of



          23       course, as you would expect in the bull



          24       market, the one manager that underperformed



          25       was your most defensive manager, which is what
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           2       we would expect.



           3               The fiscal year-to-date number was



           4       over ten percent, over 100 basis points ahead,



           5       and the 135, the ten-year numbers are



           6       remarkably high.  When you look at ten years,



           7       the high yield is over nine percent; that's a



           8       remarkable number.  I want to point out also,



           9       with the Core+ 5, if you look at the bottom,



          10       the standard deviation of 8.1 percent, we



          11       achieved that nine percent return with eight



          12       percent volatility.



          13               On a relative basis the fixed income



          14       is a volatile asset class, so it has been a



          15       very slow and steady smooth ride for high



          16       yield.  It is not going to last forever, but



          17       it has done very well and, moreover, managers



          18       have added value on top of that.



          19               Convertible bonds on page 44, it's



          20       about one-and-a-half percent, rounded off to



          21       two on this page, for the overall asset



          22       allocation.  Returns were very strong because



          23       it's very tied to the equity market, so on an



          24       absolute basis it was 569, a strong return,



          25       but that was behind the benchmark by 200 basis
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           2       points, but you see the purple or brown, I am



           3       not very good with colors, the other benchmark



           4       is purple.



           5               MS. MARCH:   Magenta.



           6               MR. GANTZ:  Thank you.



           7               That's the index, that's the custom



           8       index, because each of the managers had their



           9       own separate index, so we take the weighted



          10       average of those and versus that, actually,



          11       the managers have done well.  As you know, we



          12       spoke previously, at a previous executive



          13       session, that we are taking steps to address



          14       the under performance.



          15               The next chart is opportunistic fixed



          16       income.  So you have numbers here, some of



          17       these numbers are obviously very good and are



          18       lagging.  We will have, in our annual plan



          19       coming up, a fuller, more full information,



          20       but for the quarter, a very strong quarter, as



          21       you would expect.



          22               The yellow, which is a ten percent



          23       annual return benchmark and the JP Morgan



          24       benchmark plus premium, fiscal year to date



          25       was ahead of the ten percent, behind the JP
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           2       Morgan and the one-year number; very strong,



           3       nearly 15 percent at three years as well.



           4       Basically, the program is doing what we were



           5       hoping it would do.



           6               Unless there are any other questions,



           7       I will turn it over to Kathy for ETI's.



           8               MS. MARTINO:  Good morning.  Your ETI



           9       portfolio continues to be a very steady



          10       performer and it has outperformed its custom



          11       and the Barclays for all periods.



          12               Now I would like you to turn to the



          13       large book, page 7, collateral benefits.  We



          14       did tweak the report a little bit so that for



          15       each investment you can see activity for the



          16       prior quarter, in addition to totals.  I will



          17       bring your attention to one highlight.  The



          18       numbers show up on page 9, the AFL/CIO housing



          19       made 89 million dollar investment in the



          20       Mitchell Lama -- actually not Mitchell Lama,



          21       it's Unionville Housing Amalgamated Warbasse.



          22       It provided a bridge loan so they could



          23       quickly make repairs that were needed after



          24       the hurricane.  They were completely flooded.



          25       They needed to get operational, so that was a
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           2       nice investment.



           3               Sorry, on page 7 you did almost



           4       13-and-a-half million in multi-family



           5       mortgages, in commitments, and purchased



           6       six-and-a-half million.  A lot of the 13



           7       million was for a former Mitchell Lama that



           8       will remain affordable because of this



           9       financing.  There are regular agreements on



          10       site.



          11               Unless you have any questions, I will



          12       turn it over to Liz.



          13               MS. CALDAS:  So I have the private



          14       equity quarterly report.  That's in a separate



          15       handout.  I passed that out.  It looks like



          16       this (indicating).



          17               If you turn a few pages in to page



          18       2-1, which is actually the first page with a



          19       number on it, page number 2-1 down here, on



          20       the top of the page it says "portfolio



          21       snapshot."  You have to go past the blank page



          22       that says Section 2.  It is blank and it will



          23       be right after that.



          24               So per your policy statement,



          25       Teachers has six percent allocation in private
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           2       equity and as of December 31, 2012, private



           3       equity constituted five percent of the



           4       Teachers' plan, so we are getting there.



           5               If you look at the portfolio below,



           6       you will see that the quarter ending, the



           7       fourth quarter, that your total commitments



           8       were 4.3 billion.  The capital it contributed



           9       was 3.3 billion and you got back total



          10       distributions of 1.2 billion, and your



          11       portfolio is at market value of 2.2 billion,



          12       so it is nicely growing.  You will see that



          13       your total value multiple, since inception at



          14       the end of the year -- it was more than 12 at



          15       one point, three times -- since inception is



          16       at 8.59; so growing by six-fifths from the



          17       previous quarter and certainly much more



          18       significant from the previous year, so we will



          19       continue to see that grow and we are very



          20       excited about that.



          21               If you turn to the next page 2-2,



          22       since reviewing end-of-year reports, we will



          23       say this table shows what you did for the year



          24       2012 and you made seven investments into seven



          25       private-equity funds for a total of 617.8
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           2       million, and so all these great deals.  Again,



           3       it's Ares Corporate Opportunities, which is a



           4       special situation turnaround; Warburg Pincus,



           5       which is a growth equity; Trilantic, mid



           6       market; ICV, small; Carlisle 6, in the



           7       Carlisle 6 side, ties in with your



           8       co-investment vehicle, which is a mega buyout;



           9       and then Platinum Equity, which is a special



          10       turnaround situation.  So we are excited to



          11       see these guys get to work and start creating



          12       returns for you.



          13               If you turn to page 2.2-4, you will



          14       see how you are performing against your



          15       benchmarks.  So I am going to go to the most



          16       meaningful one here, which is since inception



          17       because it shows really nice progression



          18       there.  You're again at 8.59 times IRR since



          19       inception, and against the bench or economic



          20       pool, you're 75 basis points above; you're



          21       outperforming there and that's positive.  But



          22       then you see the last bar underneath, which is



          23       the Russell 3000 plus 300 basis points; you're



          24       underperforming by 100 basis points, but you



          25       are getting up there.  You're at 9.5 times,
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           2       you were at 8.5 times, so we will continue to



           3       see that grow.



           4               If you turn a little bit further up



           5       to page 2-7, I will show you the strategies



           6       which are working for you, which are your top



           7       three performers:



           8               So you will see in this table you



           9       have all the different strategies across all



          10       of your portfolios, how much has been



          11       committed and the IRR.  And based on IRR,



          12       you've got three of the top performers:



          13       Growth equity is leading the pack at 18.85



          14       percent IRR; followed by special situations



          15       turnaround, 18.24, which is continued growth.



          16       We made some great investments in the year in



          17       those areas, both of those areas; and then



          18       followed by corporate finance large buyouts at



          19       16.3 percent. So we are excited about that.



          20               The last area I will leave you is



          21       2.8; give you a peak into what we are doing



          22       for the first quarter.  We're focusing on the



          23       fourth quarter; you will see that we have had



          24       a nice progression coming out of the third



          25       quarter.  The top bar is cash that's paid in,
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           2       the bottom bar is distributions coming back to



           3       you.  So you will see that when you look



           4       across all of the previous quarters, you were



           5       at a nice all-time high at the end of the



           6       year, ending on a very nice note of 203.7



           7       million distribution coming back to you.



           8               So I will end it there, and we will



           9       continue to see this progression as we



          10       continue to mature.



          11               MR. SCHLOSS:   Thank you.



          12               MS. NELSON:  Moving on to the real



          13       estate highlights for the fourth quarter of



          14       2012.  If you look in the big board book, it



          15       is on page 18, and I am going to summarize and



          16       give you the highlights and stay right here on



          17       this page.



          18               As you know, the allocation to the



          19       real asset class is six percent, and as it



          20       relates to real estate, we are at 2.2 percent



          21       invested and 3.2 percent committed.  If you



          22       look at the portfolio as it stood at fourth



          23       quarter 2012, the market value, what we had in



          24       the ground is about a billion dollars.  We



          25       have about 500 million dollar of commitment
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           2       that we have yet to fund, so all together our



           3       exposure to real estate is 1.5 billion



           4       dollars.



           5               If you kind of look at this portfolio



           6       in different ways, in terms of our strategies,



           7       it is about 43 percent core and 57 percent



           8       non-core.  We have been very selective in the



           9       core space, as you know, and even right now,



          10       even though we're in the midst of a recovery,



          11       there are certain gateway cities, apartments



          12       and office are already above recession levels.



          13       So we are being quite careful in terms of our



          14       commitment in core space.



          15               All together we have close to 40



          16       investments, 39 investments and they are being



          17       pursued by 30 managers that we have.  The



          18       portfolio is well diversified by geography and



          19       property type and the portfolio leverage, at



          20       this point, is 44 percent.  The reason why I



          21       point that out is that during the global



          22       finance crisis, as you know, we were impacted



          23       adversely by leverage.  So what you are seeing



          24       here in this 44 percent, compared to the 62



          25       percent leverage that your portfolio carried
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           2       during the crisis, is that your managers are



           3       being quite prudent and careful.  They are



           4       looking for singles and doubles, not swinging



           5       for the fences.  They are looking for



           6       investments that they can improve just by



           7       doing basic real estate; leasing, doing the



           8       lobby over, and there's less reliance on



           9       financial engineering.



          10               Leverage is good, but it is good when



          11       it makes sense and I think that you are seeing



          12       that difference there in what your managers



          13       are doing.



          14               Turning to the quarterly results, the



          15       performance was two-and-a-half percent net,



          16       which is 20 dips above the benchmark.  Our



          17       benchmark is Odyssey plus 100 basis points.



          18       The Odyssey is our time weighted benchmark for



          19       core real-estate properties, and because we



          20       have a portfolio blend of non-core and core



          21       strategies, we have added about a hundred



          22       basis points premium, and for the quarter our



          23       return is quite competitive.



          24               As you look down at the bottom, at



          25       the graph, it shows how the Teachers'
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           2       portfolio has performed during different time



           3       periods.  I just talked about the quarterly



           4       return for the one year, it was 9.5 percent,



           5       which was a little under the benchmark.  The



           6       three year was exceeding the benchmark at 330



           7       basis points.  The five year kind of captures



           8       all of the crises, and we did have mixed



           9       results from managers there, but importantly,



          10       if you look at the "since inception"



          11       literature, it's 8.5 percent; that's your



          12       time-weighted return.  If you look at your



          13       "since-inception" results in terms of IRR,



          14       there's that 7.1 percent return at 1.2 times



          15       multiple.



          16               So, for the long term, very positive



          17       results for real estate.  Post quarter we have



          18       about 546 million dollars in commitment.  We



          19       recently closed on two deals, Related and



          20       EMIS, for a total of 205 million dollars on



          21       behalf of Teachers.  These are both New York



          22       centered programs.



          23               So if anyone has any questions on the



          24       real estate, I am happy to answer them.



          25               Thank you very much.
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           2               MR. SCHLOSS:   It was a great



           3       quarter, that's the bottom line.



           4               Let's go to the update, April



           5       numbers, in this package.  Just a couple of



           6       overall comments on what is happening.



           7               So we've got this really gradual



           8       recovery going on in the United States, and



           9       the recession in Europe is kind of slowing.



          10       It's trying to signal that at some point it is



          11       going to take its foot off the gas, and they



          12       seem to be having a difficult time



          13       communicating exactly when and how or else



          14       they are trying to specifically not



          15       communicate exactly when and how.  That said,



          16       they are trying to tell you that there's a



          17       time to be nimble.  They're going to follow it



          18       up, they're going to follow it down, but



          19       change is coming, on the one hand.  On the



          20       other hand, again, the economy is sort of



          21       growing two to three percent, just not enough.



          22               So Bernanke spoke in the Senate and



          23       the Congress, he said something that spooked



          24       the markets and in the last week or two of



          25       May, the ten-year Treasury went from 1.6 to
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           2       2.2 percent in two weeks and it could have



           3       some bad effects in our portfolio for the end



           4       of May.  I will tell you that the markets over



           5       reacted, but the markets do what the markets



           6       feel like doing, but change is in the wind and



           7       we're slowly doing a little bit of changing of



           8       our portfolios, which I will go into in a



           9       second, but again, very slowly around the



          10       edges.



          11               We start on page 34.  This is the



          12       markets in April.  April was a good month.



          13       Again, January, February, March and April, if



          14       you look at the first column on the left, U.S.



          15       equity markets drop one to two percent.  EAFE



          16       had a booming month of five percent; emerging



          17       markets up a little less than one percent.



          18       Treasuries and non-core investment grade is up



          19       one to two percent, and high yield is up about



          20       two percent.  So everything was up one to two



          21       percent.



          22               If you go to page 30, it's set up



          23       exactly the same way we have been set up for



          24       the past six or 12 months.  We are over



          25       allocated U.S. equities, which is great; and

�



                                                               32





           1                 Proceedings - June 6 2013



           2       as Martin mentioned, under allocated Core+ 5



           3       TIPS, and that's absolutely the right place to



           4       be.  Everything else is pretty close to spot



           5       on, closer -- a little closer here or there.



           6               So what was the result that came out



           7       of that?  If you go to page 35, again, you



           8       recall I said everything was up one to two



           9       percent, and we were up 1.7 percent.  All the



          10       numbers were positive, so that was good.  That



          11       brings our year to date to about 14.3 percent,



          12       so we are doing all right.  I would say May



          13       our guesstimate is we are plus or minus zero.



          14       So we are okay, just trying to get to the end



          15       of the year.  So hold your breath it has been



          16       choppy.



          17               Again, we have had some losses



          18       probably in our Core+ 5 portfolio, but we will



          19       see how it all works out.  Again, we are into



          20       the 11th month of the year.  If you then go to



          21       page 27, what that shows you, I'm happy to



          22       report for the first time that we're over 50



          23       billion dollars; so at some point it is a good



          24       fund.  Again, if you look at this page, it's



          25       pretty much straight up for the year.  We
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           2       started at 42-and-a-half and we are at 50;



           3       that's pretty good.



           4               If you look at that on a longer-term



           5       perspective on the next page, page 28, again



           6       an all time high.  There's a ten-year number



           7       up about eight-and-quarter.  That's great.  So



           8       all systems are go.  We are having a little



           9       turbulence as we try to land the plane to June



          10       30th, but I think we will end over seven net,



          11       unless all hell breaks loose, which I really



          12       don't anticipate.  So things are working all



          13       right.  We are slowly going to start to dial



          14       our risks down a little bit in high yield



          15       bonds, but again, slowly.  That's about it.



          16       Managers are all doing generally fine.



          17               Any questions?



          18               So that ends the quarter, April and



          19       we will be back for the year-end results next



          20       time.  That ends our remarks for the public



          21       session.



          22               CHAIRMAN AARONSON:   Thank you very



          23       much.



          24               MR. FULVIO:   The first general item



          25       was the first quarter report for the Passport
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           2       Fund which, as you might recall, was



           3       distributed ahead of time.  I think in the



           4       past we started that to see if anyone had any



           5       questions regarding that report or performance



           6       for the first quarter, but we did cover the



           7       performance at the last meeting.



           8               We will give an update of the year to



           9       date in general for everything as we work



          10       through the April performance, but are there



          11       any questions on the first quarter?



          12               So we will start by echoing what



          13       Larry said, the first quarter was a good



          14       quarter, and April continued with a strong



          15       performance across markets.  Now I am on the



          16       diversified equity fund report for April.  At



          17       the bottom of the page, total assets at the



          18       end of the month were about ten-and-a-half



          19       billion dollars, up over the month from just



          20       over 10.3 billion dollars.  In terms of items



          21       to note on this page, this page now reflects



          22       the full funding of the FDA crescent fund,



          23       which, as you might recall, is being



          24       transitioned into, as we sold out of the Lord



          25       Abbett portfolio.
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           2               Any questions on the allocations



           3       themselves?   If not, we will flip ahead to



           4       page 3.



           5               In the middle of page 3, you see the



           6       line item for Teachers' total, the total



           7       return for the diversified equity fund, and



           8       for the month you can see a positive return,



           9       about two percent. That's about 40 basis



          10       points ahead of the U.S. equity market,



          11       measured by the Russell 3000 index.  You can



          12       see we outperformed, that was helped by a



          13       strong performance relative to the U.S. by a



          14       non-U.S. equity allocation within this fund,



          15       as non-U.S. equities were up 4.3 percent in



          16       the fund, and it was also helped by



          17       performance in a defensive composite, which



          18       returned about two percent as well.  So both



          19       of those ahead of the broad U.S. equity market



          20       by about 1.6 percent.



          21               Year to date, you can see here



          22       through April the return for diversified



          23       equity fund is positive 12 percent, which is



          24       in line with what we expect to see given the



          25       return for the hybrid benchmark.  That is
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           2       slightly trailing the Russell 3000, primarily



           3       due to some weakness earlier in the year by



           4       non-U.S. equity exposure, having non-U.S.



           5       equity markets up about 9.7 percent.



           6               If there are no questions on the



           7       diversified equity funds, we can move ahead.



           8               Now we are on the report that shows



           9       the bond fund, Variable B.  You can see assets



          10       at the end of April were about 370 million



          11       dollars -- 372 million dollars, sorry, and



          12       those assets have been relatively stable over



          13       time.  The performance through the month of



          14       April was up about 22.5 percent, and year to



          15       date, up about a half a percent, both in line



          16       with the benchmark for Barclays one to five



          17       year credit index.



          18               If you wouldn't mind flipping to the



          19       next page, page 2, this page refers to



          20       performance and assets of the international



          21       equity fund, which is about 86-and-a-half



          22       million dollars at the end of April.  The



          23       inflation protection fund was about 35 million



          24       dollars at the end of April, and the socially



          25       responsive equity fund was about 46 million
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           2       dollars at the end of April.



           3               Right along the middle of the page



           4       you can see the total performance of the



           5       international equity fund for the month.  It



           6       was up about 4.3, percent versus the E.P.



           7       benchmark was up 5.3 percent; however, year to



           8       date, on an absolute basis, the fund was up in



           9       excess of nine-and-a-half percent, and that is



          10       slightly behind the index for the year to date



          11       at 10.8 percent.



          12               The inflation protection fund



          13       returned about two percent for the month of



          14       April, so close to the equity market, they're



          15       not what we would typically expect to see, and



          16       you can see that that two percent return, as



          17       well as the TIPS benchmark, as well as the CPI



          18       benchmark, which were about flat for the



          19       month.



          20               On the year-to-date basis, the



          21       inflation protection fund was up about 2.9



          22       percent.  Again, that's also ahead of the TIPS



          23       and CPI-plus benchmarks.



          24               At the bottom of the page, the



          25       socially responsive equity fund, as you can
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           2       see, was flat for the month, slightly



           3       negative, but trailed by about 200 basis



           4       points.  And that sort of reversed over the



           5       year-to-date period, as the fund, year to



           6       date, is still up ahead 15 percent, which is



           7       about two percent ahead of that 13 percent



           8       return from the S&P 500.



           9               Any questions on the variable funds?



          10               (No response.)



          11               The next thing, you are going to walk



          12       through the preliminary performance for the



          13       month of May.  That's this hand out.  You can



          14       see here that it's strong month in May for



          15       U.S. equity markets.  The Russell 3000 index



          16       was up about two-and-a-third percent; non-U.S.



          17       equity markets were down about two-and-a-third



          18       percent, and overall, the diversified equity



          19       fund's hybrid benchmark, which was expected to



          20       track the diversified equity fund somewhat



          21       closely, is up about one-and-a-half percent



          22       for that period.



          23               The bond fund's benchmark is down



          24       slightly for the month, and as I mentioned



          25       before, the E.P. markets were down about
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           2       two-and-a-third percent, so you would expect



           3       to see that slight down on the international



           4       equities fund, and you can see below that the



           5       performance for the inflation protection fund;



           6       that is down about two-and-a-half percent.



           7       Also, it's the reverse for the Neuberger



           8       Berman Fund, it's up about two-and-a-half



           9       percent.



          10               So that was all we had prepared for



          11       the public session.



          12               CHAIRMAN AARONSON:   Thank you very



          13       much.



          14               Do I have a motion to go into



          15       executive session?



          16               MS. MARCH:   I move that we go into



          17       executive session under the Public Officers



          18       Law 105 for the purpose of discussing sales



          19       and securities.



          20               CHAIRMAN AARONSON:   Is there a



          21       second?



          22               MR. SCHLOSS:   Second.



          23               CHAIRMAN AARONSON:   Is there any



          24       discussion?



          25               (No response.)
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           2               CHAIRMAN AARONSON:  All those in



           3       favor?



           4               (Chorus of "ayes.")



           5               CHAIRMAN AARONSON:   Any opposed?



           6               (No response.)



           7               (Whereupon, at this time, the meeting



           8       continued in executive session.)
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           2                CHAIRMAN AARONSON:   We are now in



           3       executive session.



           4               MR. LYON:   We are coming around with



           5       a handout and we will start when you are



           6       ready.



           7               CHAIRMAN AARONSON:   Okay, we are



           8       ready.



           9               MR. LYON:   So on the Passport Fund's



          10       executive agenda, we just have two items on



          11       the  published agenda, the first is Manager



          12       Update.  We don't have any significant manager



          13       update to report on this month.



          14               The second item is contract renewals



          15       and we have a one-page handout that just came



          16       around, I believe it was distributed in



          17       advance, regarding some manager contracts that



          18       expire June 30th or September 30th of this



          19       year.  So I will address that, and then TRS



          20       has a couple of other provider contracts that



          21       are also up for renewal, which Martin or Susan



          22       will address in a few moments.



          23               On the manager contracts, you can see



          24       on this page that there are six managers whose



          25       contracts are up for renewal:  Advent, the
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           2       convertibles manager; Analytic, one of the low



           3       volatility equity managers; BlackRock, for its



           4       EAFE indexing mandate; NSSA is responsible for



           5       the bond fund; and Walter Scott for



           6       international growth, which, of course, the



           7       international equity managers feed into two of



           8       the passport options; and Wasatch for U.S.



           9       small cap growth equity.



          10               So we don't have any significant



          11       concerns about any of these managers.



          12       Certainly some have had periodic developments,



          13       some of which haven't warranted a lot of



          14       discussion at the board level, but in general,



          15       we are comfortable supporting the renewal of



          16       each of these managers, and in the course of



          17       renewing, a lot of these continue investing



          18       for the renewal period; that doesn't, of



          19       course, require you to do so.  If there were



          20       subsequent developments at any of these firms,



          21       we do, of course, address it and take



          22       different actions.



          23               So given the flexibility that you



          24       have there, we recommend renewing each for a



          25       three-year period, and also giving the TRS
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           2       staff some discretion to harmonize the exact



           3       length of extensions, so that we don't



           4       necessarily have to stagger June and September



           5       but can make them all come up at the same time



           6       when we get to the three years.



           7               CHAIRMAN AARONSON:   Is it



           8       appropriate when we do the renewal to discuss



           9       fees in an effort to have the fees reduced?



          10               MR. LYON:   That is something that



          11       has been a common practice during the renewals



          12       and something we will coordinate with TRS on.



          13       In many cases, the managers have been either



          14       long standing or we have already pressed very



          15       hard on fees, but nonetheless, we will seek



          16       what opportunities there may be, if any, to



          17       reduce fees; that's part of the process.



          18               MR. KATZ:   Just for your



          19       information, we did negotiate a renewal with



          20       Pyramis and they did, in fact, reduce their



          21       fees.



          22               MS. STANG:   We always ask.  We're



          23       successful some of the time, but not all of



          24       the time, so we will remember to report it



          25       back to you, but we are always on that.
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           2               MS. HINGORANI:   What fund was that?



           3               MR. KATZ:   Pyramis is the small cap



           4       international.



           5               So, any questions on this?



           6               (No response.)



           7               We seek your concurrence, certainly,



           8       as we bring the resolution to the board



           9       meeting regarding these investment-manager



          10       renewals.



          11               MR. McTIGUE:   You are going to bring



          12       a resolution?



          13               MR. KATZ:   We will bring a



          14       resolution because it is a variable, that's



          15       correct.



          16               I'm just going to put them all



          17       together and then we will bring it to a vote.



          18               The other renewal is for the three



          19       commission recapture brokers, which



          20       historically we have done on an annual basis.



          21       We would like to extend that to another three



          22       years for these managers because it's really



          23       cumbersome to bring it to the table every year



          24       and there is really not that much to really



          25       discuss, and those managers, by the way, are
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           2       convergent.  You will notice you did it in



           3       secret, but the details in this, I will let



           4       Susan address this.



           5               MS. STANG:   On a summary basis you



           6       have about $152,000 back from the commission



           7       recapture program in fiscal 2012 or calendar



           8       year 2012, which will be down a little from



           9       the 173 we got back the year before, based on



          10       lower trade volumes; that's actually for two



          11       reasons:  REITS were slightly up.  We get



          12       about -- our goal or our target that we ask



          13       the managers to do, if they can, is 25



          14       percent, and it's been inching up over the



          15       years and we're at about 12-and-a-half or 12.6



          16       percent, so it is working.



          17               CHAIRMAN AARONSON:   And the contract



          18       with the managers doesn't require them to do



          19       this?  It is just a suggestion.



          20               MR. KATZ:   It is a suggestion to



          21       them, that we ask that they do approximately



          22       25 percent of their trades through these



          23       recapture brokers, subject to best execution,



          24       so it is not a demand.



          25               CHAIRMAN AARONSON:   And the several
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           2       managers that are expiring now, can we check



           3       to see how close they are?  Can we urge them



           4       to increase?



           5               MS. STANG:   That is part of our



           6       discussion with the managers all of the time.



           7       Certain managers use the commission recapture



           8       more than others.  Quantitative managers, like



           9       a certain quantity of managers don't use that



          10       recapture focus because of the way they trade.



          11       So if the managers, where it is appropriate,



          12       if we can, we do urge them constantly to "push



          13       me/pull you."  We urge them constantly to use



          14       recapture brokers themselves.  We're on them



          15       to do more volume, so we do attempt to do



          16       that.



          17               MR. KATZ:   In addition to that, what



          18       we do when we renegotiate these contracts is



          19       we discuss, once again, if they could do



          20       better for us as far as our cut is concerned.



          21       That's standard, since I have been here, and



          22       we have been successful in the past,



          23       fortunately, so we will see.



          24               CHAIRMAN AARONSON:   Do any of them



          25       do the 25 percent?
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           2               MS. STANG:   Actually, some do.  Some



           3       individuals managers do, and some don't do,



           4       some do very little or none; some do 25



           5       percent or more.  It depends on the style of



           6       the investment manager.  You get more



           7       participation in the commission recapture



           8       program managers like a Cardinal, like a small



           9       fundamental stock by stock.  You going to get



          10       less participation from like AJAO, like it is



          11       just the nature of the beast.  So we work it



          12       when we can.



          13               MR. KATZ:  So, in anticipation of



          14       bringing this to the board, both the



          15       commission recapture and investment manager



          16       contract renewals, I think we seek a vote to



          17       approve this.



          18               CHAIRMAN AARONSON:   Any questions?



          19               MS. MARCH:   I would like to ask



          20       something:  To avoid what happened at the last



          21       board meeting where trustees sat and then had



          22       to abstain because they did not know and were



          23       not informed as to what occurred at this



          24       investment meeting, I would please request



          25       that the trustees who are sitting now.  Who
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           2       are not at the board meeting, I ask you to



           3       please convey the message that the board, at



           4       the investment meeting, made a decision to do



           5       exactly what was asked of them, and that we



           6       will vote for what we decided at an investment



           7       meeting at a board meeting.  So I urge you to



           8       do that so that we don't get faced with what



           9       happened last time.  Thank you.



          10               MR. HOLT:   Can I just add to that:



          11       I think that any confusion that arose was



          12       because the resolution materials were



          13       submitted to the trustees 48 hours in advance.



          14       So long as the bylaws are abided by, then



          15       there will be no confusion.



          16               MS. MARCH:   It is not worth a



          17       response.  Can we move?



          18               CHAIRMAN AARONSON:   Are we finished



          19       with that?



          20               MR. LYON:   Yes.  That finishes the



          21       Passport Fund's executive session.  Thank you.



          22               CHAIRMAN AARONSON:   Okay.  So we are



          23       now moving to the Pension Fund's executive



          24       session.  Martin?



          25               MR. GANTZ:   We have one manager
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           2       update, the fixed-income manager.  This is a



           3       fixed-income mortgage sector manger, Smith



           4       Breeden, and this news just occurred within



           5       the last few days, that's why it is not in



           6       your books, so don't go looking for it, but



           7       you will be reading about it in P&I.



           8               Smith Breeden is a mortgage-sector



           9       manager we hired in 2009.  They've done well.



          10       Performance is exactly what we would have



          11       wanted.  Take a look at the performance in the



          12       color book when we go manager by manager.



          13       They announced on Monday or Tuesday that they



          14       are going to be acquired by a firm called



          15       Amundi.  Amundi is probably the largest asset-



          16       management firm that you may not have heard



          17       of.  They manage about a trillion dollars in



          18       assets.  They were formed in 2010 by two



          19       French banks.  75 percent is owned by Credit



          20       Agricole and 25 percent by Soc Gen, Societe



          21       Generale.  Societe Generale was the firm that



          22       owned TCW when we terminated TCW.



          23               This Amundi has virtually all of



          24       their assets, 900-plus billion dollars, in



          25       Europe and does not have a U.S. presence.
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           2       They reached an agreement with Smith Breeden



           3       -- Smith Breeden is based in North Carolina,



           4       Durham, North Carolina -- that Smith Breeden



           5       will be their U.S. fixed-income headquarters,



           6       so to speak.



           7               Smith Breeden's assets under



           8       management is six to seven billion dollars, so



           9       that's been stuck, and the fixed income, the



          10       scale of business, when you're at that level



          11       of assets you need to grow it because the fees



          12       are low and it is an important issue to keep



          13       and retain talent at that level, given the low



          14       fees.  So this is actually a positive, because



          15       what is going to end up happening is that the



          16       global core, the fixed-income management



          17       mandates that Amundi has, the U.S. portion



          18       over time will go to Smith Breeden, so their



          19       assets could easily double, triple or



          20       quadruple over the next few years.



          21               Importantly, this is a partnership,



          22       Smith Breeden was a partnership, the partners



          23       are all staying around.  They will be paid at



          24       the closing of the deal, which we expect to be



          25       at the end of the summer, early fall.  They

�



                                                               51





           1              Executive Session - June 6, 2012



           2       will be paid book value, but the market value,



           3       the real money that is owed to them as



           4       partners, will not be paid out for six years,



           5       until 2019.  So it's a strong incentive for



           6       the professionals, including our portfolio



           7       manager who is a senior professional on the



           8       executive committee at Smith Breeden, Dan



           9       Adler, to stay on, because their monies will



          10       not be paid until 2019.



          11               Amundi has a very small U.S.



          12       presence, they have a few people in New York



          13       City. It was bit of a head scratcher when they



          14       told us that they are moving all those people



          15       down to North Carolina, but they are.  So we



          16       did want to give you the heads up.  The firm



          17       will be renamed Amundi Smith Breeden, and we



          18       will need to assign the contract.  We have



          19       spoken to Rocaton about this, and we felt it



          20       was worthwhile to give you the update, first



          21       of all, because we needed to assign the



          22       contract; secondly, because you will read



          23       about it; thirdly, because it's a major thing,



          24       regardless of Smith Breeden, but the issues we



          25       will be monitoring over time will be
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           2       interference from Amundi, the larger company



           3       that had 900 billion dollars in assets, versus



           4       the six billion dollar firm; and, also, the



           5       process of will people stay in place.  Like I



           6       said, because of the structure that they're



           7       having, that they are not going to get paid



           8       out for six years and that Amundi has said



           9       that they are not going to interfere with the



          10       portfolio managing process, all positives, we



          11       are going to be meeting with Patrick Cagney,



          12       who is the head of Amundi, to make sure that



          13       this does not end up like TCW.  If anything



          14       happens, we will certainly report back to the



          15       board, but we just wanted to let you know



          16       about this transaction.



          17               We view this as actually positive for



          18       Smith Breeden because of their assets under



          19       management.  They needed to do a transaction,



          20       so we are currently stuck in the middle, and



          21       they wanted to keep the talented people that



          22       they have, and they do have very talented



          23       people.  So we plan on signing the contract,



          24       assuming everything is agreed to, and we will



          25       alert you of any changes or anything of note
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           2       going forward.



           3               CHAIRMAN AARONSON:   Chris, do you



           4       guys agree with this?



           5               MR. LYON:   Yes.  We have had a



           6       series of back and forths with Martin and we



           7       agree with the recommended actions and, also,



           8       we'll be monitoring it as well, as necessary.



           9       So that's just a report?



          10               MR. GANTZ:   Just an update.



          11               CHAIRMAN AARONSON:   No action



          12       required, and then you will keep them on the



          13       Watch List?



          14               MR. GANTZ:   Not for now, but if



          15       something else comes out, because we actually



          16       see this as a potential positive, but if



          17       something else comes up, we will alert you.



          18               CHAIRMAN AARONSON:   That means you



          19       are going to watch them?



          20               MR. GANTZ:   We watch all of our



          21       managers, yes.



          22               MS. HINGORANI:   Real quick, we have



          23       been trying to make the toolbox in the equity



          24       to be the most effective and most efficient



          25       for all systems, and what has come up to us
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           2       recently is if we wanted to terminate a



           3       manager, recommend that to a system that



           4       happens to be a large-cap value or large-cap



           5       growth -- in your case you do have a large-cap



           6       growth active manager -- we would like to be



           7       able to utilize that toolbox to say:  Well,



           8       we'd like to keep the same exposure, large cap



           9       and growth, but what do we have to do next?



          10               We don't quite have that capability



          11       in the toolbox today.  We do not have a way to



          12       put a value piece of money in a growth piece



          13       within large cap.  So what we have done is, we



          14       went to BlackRock because BlackRock did put in



          15       a bid for the Russell 1000 product, which is



          16       large cap, and the Russell 2000 product, which



          17       is small cap, but they have not done a value



          18       and growth, and a value and growth is what we



          19       really wanted because when we decided to set



          20       up an account for a large cap value product,



          21       it was very expensive to do.  So we have now



          22       since gone back to BlackRock,  because we



          23       wanted the same fee that you would pay on the



          24       Russell 3000, which is a very advantageous



          25       fee, for the system.
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           2               So we have been negotiating back and



           3       forth.  We talked to Rocaton about it.  We



           4       wanted to make sure that it was still cost



           5       effective for Teachers to do this, because



           6       while you do have large-cap active managers,



           7       you have fewer of them.  So what we have been



           8       able to negotiate with BlackRock is the fee.



           9       The fee you are paying right now is .35 basis



          10       points for the Russell 3000.  We've got them



          11       for just a little bit more, at .43 basis



          12       points, which is really good.



          13               The reason why it goes up a little



          14       bit is that now we have to have multiple



          15       accounts, much more so than they do right now,



          16       and it means extra maintenance on their end,



          17       that kind of thing, but we think that's a very



          18       good number.



          19               What that means to Teachers is right



          20       now your current fee on the Russell 3000 money



          21       that you have with BlackRock, which is over



          22       eight billion dollars, is $288,000; the



          23       proposed fees would go to $354,000, so it's an



          24       increase of only $66,000 for Teachers, for a



          25       lot of money and for what we believe is a good
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           2       thing to do for the system, to make sure that



           3       we are now able to use that toolbox the most



           4       effectively for us and for you.



           5               I just wanted to get your thoughts on



           6       that.  For the small increase in dollars, both



           7       Rocaton and I thought that was a reasonable



           8       thing to do.  So we are proposing that you --



           9       you are the last system we've talked to about



          10       this, we really need all of the systems to



          11       participate to get that fee, so we wanted to



          12       run that by you and get your thoughts.



          13               CHAIRMAN AARONSON:   First, I just



          14       want to say $66,000 out of an 15 billion



          15       dollar fund, you can cavalierly throw that



          16       around and say that it's nothing, but $66,000



          17       is a Teacher and a half in the New York City



          18       school system, so it is a lot of money in the



          19       way we think about it.



          20               Chris, what do you think about the



          21       idea?  Is it going to generate better results



          22       for us in some way.



          23               MS. ROMAIN:   Before Chris weighs in,



          24       I want to know, was this done for our benefit?



          25               MS. HINGORANI:   This is in your best
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           2       interests.  Again, you have one large cap



           3       growth manager and you've got two large cap



           4       core managers, so you have three large cap



           5       managers which, if we were to come to



           6       recommend to terminate those managers, we



           7       wouldn't process that and be able to put that



           8       in the large cap value or growth core part of



           9       the -- we would have to put it in the Russell



          10       3000, which also includes mid cap and small



          11       cap.  So you are not getting the exact



          12       exposure that you would really want.  That's



          13       the rationale behind doing this move, to make



          14       sure you get exact exposure.



          15               MS. ROMAIN:   Do we have put in



          16       variable as well?



          17               MR. SCHLOSS:   We have our toolbox,



          18       and it feels like we didn't get all the tools



          19       because it was not sort of bid that way.  So



          20       all we are trying to do is expand our pallet a



          21       little bit.  So instead of just having the



          22       Russell 3000 to terminate any active manager



          23       in the U.S. in the sub 200 Russell 3000 we are



          24       just trying to go back and backfill a little



          25       bit.
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           2               Say, if we terminate growth managers,



           3       you get what you are trying to match back up



           4       to.  So we went back to BlackRock and said:



           5       "Hey, look, we want you to redo this."



           6       Originally they had said it was too expense,



           7       so we went back and around a little bit.  We



           8       got the fee down as much as we possibly could



           9       and it is sort of the right portfolio thing to



          10       have in your toolbox.



          11               MS. MARCH:   I have a question I want



          12       to ask:  The system, we're different than any



          13       other system in that in our variable fund we



          14       also -- how does this affect us?  Big



          15       question:  Can we have two heads and do two



          16       different things?  Does that make sense?  What



          17       do you think?  That's the question we are



          18       asking.



          19               MR. LYON:   We understand the benefit



          20       across the systems, many of which use more



          21       active U.S. equity managers than the Teachers'



          22       system does.  We also recognize and appreciate



          23       the efforts that were made to bring the cost



          24       of this down, relative to when it was first



          25       discussed, and they closed the gap pretty
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           2       significantly.



           3               That said, looking as we should at



           4       the Teachers' assets and the Teachers' pension



           5       fund, the number of active managers that we



           6       have, percentage allocation, two of the



           7       managers within the U.S. equity investments is



           8       fairly small.  The programs and initiatives



           9       through which we hire those managers allowed



          10       us to focus more on finding the managers that



          11       we wanted, rather than a desire to have



          12       certain percentage allocations to a specific



          13       style and, therefore, as we make changes and



          14       as we have in the past, we feel that we have



          15       the flexibility to not always replace because



          16       it is so small and because we had it more as a



          17       view of the manager than our view of the



          18       categories.  We don't have to replace large



          19       cap growth active, if we took it away, with



          20       large cap growth, whether passive or active.



          21               So, if we had a lot more inactive



          22       management and if the managers were there



          23       because we really wanted large cap growth,



          24       then it would be more of a case for this, but



          25       it does present a challenge because the
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           2       managers were there not solely because they



           3       are large cap growth, but rather a view on who



           4       are within the initiative that we selected the



           5       manager.  We are looking for essentially the



           6       best players and looking for them more because



           7       they were active rather than because of the



           8       style in which they invest, which is what has



           9       led us.  For instance, I don't believe we have



          10       a large diagram right now, right?



          11               So this is an option which could have



          12       some use, and you could come up with a short



          13       list of ways in which we could use this even



          14       within the Teachers' system, but you would be



          15       paying for that option all the time and it may



          16       be quite some time before you would utilize



          17       it.  So even though the cost is modest in



          18       basis points, anytime we evaluate cost, we



          19       have to figure out how likely we are to take



          20       advantage of the benefits.  Then, there is the



          21       great big question as to whether there are any



          22       parallels within the variable funds, but again



          23       with the large use of indices in the variable



          24       funds, whatever you decide in the pension,



          25       within the variables we have enough other
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           2       managers to typically end a process that



           3       allows us to engage new managers at a rate



           4       more quickly than the pension fund, through no



           5       fault other than the processing being



           6       different.  We could, however, get comfortable



           7       treating the pensions and the variables



           8       differently in this respect.



           9               MR. SCHLOSS:   We can't replace a



          10       manager if we fire a manager.



          11               MS. MARCH:   Hopefully, in the



          12       future, the other half of the family will



          13       understand that the process on the variable



          14       half of family is what should be done in the



          15       indexing.



          16               MR. SCHLOSS:   We are working on the



          17       process.



          18               MR. McTIGUE:   Very diligently.



          19               MR. SCHLOSS:   We are still working



          20       on that.  But, Seema, we wouldn't fund this



          21       today.



          22               MR. LYON:   The problem is that the



          23       fee changed in order to break-in the component



          24       pieces, and the change would take effect to



          25       allow the future flexibility.
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           2               CHAIRMAN AARONSON:   For the value of



           3       what we are going to spend, how much positive



           4       is it going to do?  Is it worth $66,000 to do



           5       this?



           6               Like I say, we talk a lot because



           7       we've got 50.2 billion dollars.  We talk about



           8       money like it is nothing, but that's a lot of



           9       money in The Bronx where that was ten years'



          10       income for my family, $66,000.



          11               MR. SCHLOSS:  Seema, how much money,



          12       what would the impact be in total, the 500



          13       million, approximately?



          14               MS. HINGORANI:   Yes.



          15               MR. SCHLOSS:   If the difference



          16       between the Russell 3000 index and the index



          17       you want to buy is 10 basis points, 10 basis



          18       points is $500,000.



          19               So 10 basis points, to invest



          20       $66,000, the difference in the indices for 10



          21       basis point, you make $500,000, offset by the



          22       cost of $66,000.  Going the other way, if I



          23       take it down even lower, if delta is two basis



          24       points between this index and the Russell



          25       3000, you are better off.  So that's how you
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           2       are supposed to look at it, cost and potential



           3       benefit.



           4               So do you think, Seema, that having



           5       the Russell 3000 -- or maybe there are numbers



           6       we can look at, the Russell 3000 and these



           7       indices -- is worth two basis points.



           8               MS. HINGORANI:   Yes, I think so.



           9               MR. LYON:   I don't mean for this to



          10       become a whole huge conversation, but from our



          11       perspective, if we just focus on the large-cap



          12       program, practically speaking, there are three



          13       managers, two are core in style.  If you



          14       replace those managers within that index, you



          15       want to replace that with the growth for a



          16       value, so you have one growth manager; and if



          17       you terminate them, you could choose to



          18       maintain the growth exposure, but you have



          19       possibly a growth over range because you have



          20       the program as it is today.



          21               So the real question would be:  If



          22       this were suddenly available and you believed



          23       in being at style neutral down to a small



          24       percentage level, then you should fund a large



          25       value index to offset that growth manager.
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           2               MS. HINGORANI:   The other thing, you



           3       are also getting the Russell 2000 growth



           4       value.



           5               MR. LYON:   Yes.  I am just talking



           6       about --



           7               MS. HINGORANI:   But the dollars then



           8       go up, right, so for now a small-cap growth



           9       manager, we would now have -- if we ever



          10       wanted to terminate up to 120 million dollars



          11       which, again, you would be able to do, and the



          12       growth versus core small cap, and you have



          13       seen the numbers that offsets and outperforms



          14       the core; I think that little bit -- plus the



          15       whole emerging-manager program is now small



          16       cap.  So I am not saying that anyone here



          17       would touch the emerging-manager program, but,



          18       again, there's 300 million dollars there, and



          19       you can't really recapture the growth and



          20       value piece of that.



          21               MR. LYON:   But if we were to make



          22       changes in the emerging-manager program,



          23       essentially set up a manager of managers, we



          24       would be changing the high-level managers and



          25       they in turn --
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           2               MS. HINGORANI:   Right.  I am just



           3       saying it's one of the fund-of-funds.



           4               MR. LYON:   These managers all invest



           5       in multiple styles, where if we were to



           6       replace one of them, we would replace them



           7       with mid cap.



           8               (Talking over each other.)



           9               MS. HINGORANI:   I guess what we have



          10       to do then is we have to analyze all the



          11       underlying managers --



          12               MR. LYON:   If you want to maintain



          13       the style.  I guess I am suggesting that since



          14       the bulk of this program is in that index,



          15       that your style tilts are the result of just



          16       trying to pick a decent manager, if possible,



          17       or a great manager, if possible, and not a



          18       desire to have a style allocations such as you



          19       find it difficult, setting aside how much the



          20       fee is; to think that we will actually make an



          21       investment to use the style-specific index to



          22       replace one of these managers because we have



          23       been very successful in the past, having small



          24       allocations, seeing growth, that's a little



          25       bigger than value.
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           2               MR. SCHLOSS:   Not to put words in



           3       your mouth, engineering, that's a benefit.



           4               MR. LYON:   I think so, because the



           5       managers are not there because of a desire for



           6       a specific style box exposure in the first



           7       place.



           8               MS. MARCH:   This is my ignorant



           9       question:  If it weren't for the RFP process,



          10       we would be in a different circumstance, no



          11       matter how much we have improved?



          12               MR. LYON:   Right.



          13               MS. MARCH:   So that is the bottom



          14       line.  So the decision is based on the fact,



          15       at least in my mind, since we have been unable



          16       to convince people who supposedly have great



          17       investment experience that the process that we



          18       use has to be modernized for the investment



          19       world we are living in today, this may be the



          20       only fiduciary action that we might be able to



          21       take at this moment in time for the pension



          22       fund.



          23               MR. LYON:   And there may very well



          24       be a circumstance under which you wish to



          25       utilize these increased amounts of tools.  We
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           2       just don't think that it's highly likely in a



           3       reasonable planning period, but there may be a



           4       circumstance and, perhaps, if you don't do



           5       this -- there is a flip side to everything



           6       I've said -- if you don't do this, you may not



           7       be able to make it available in a timely



           8       enough way.  We don't think it's useful, but



           9       there may be a high probability at the



          10       Comptroller's Office, perhaps, but we also



          11       recognize that you could come up with a short



          12       list of your reasons why you would use this,



          13       and if you don't do anything about it, when



          14       you decide you want to, either BlackRock may



          15       not make the option available at the same time



          16       or the lead time might be significant.



          17               So if you do think there's some



          18       chance you will use it, then there is some



          19       value to it.  It is very hard to judge what



          20       that value is.  It is a lot less costly today



          21       than when we first started having this



          22       discussion, we appreciate that, but again, we



          23       think we're less likely to use this than other



          24       systems.



          25               MS. MARCH:   Could I also include
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           2       that because of what you said that we don't



           3       have to do this for the variables.



           4               MR. LYON:   That's our view.



           5               CHAIRMAN AARONSON:   Larry, do you



           6       think that you are going to be using this for



           7       us?



           8               MR. SCHLOSS:   What do you think,



           9       Seema?  What is the likelihood within the next



          10       12 months?



          11               MS. HINGORANI:   Well, if it were up



          12       to me --



          13               MR. SCHLOSS:   No, not if it was up



          14       to solely you.



          15               MS. HINGORANI:   That's way above my



          16       pay grade, then.



          17               MR. McTIGUE:   I would go back to the



          18       point that it's an option in case something



          19       happens to a manager or if the board chose to



          20       go in a different direction.



          21               MR. SCHLOSS:  Say that again.



          22               MR. McTIGUE:  If the board chose to



          23       go in a different direction than the program's



          24       structure, it's always an option.



          25               MR. SCHLOSS:  If we chose to have the
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           2       option.



           3               MS. MARCH:   Yes, it is giving us



           4       options.



           5               MR. LYON:   There's a question of how



           6       you are valuing the option.  We value it a



           7       little less than they do, but we don't think



           8       it is without value.



           9               CHAIRMAN AARONSON:   So --



          10               MR. SCHLOSS:   Do we need it for the



          11       others, to make the other stuff work?



          12               MS. MARCH:   That's what --



          13               CHAIRMAN AARONSON:   We have to



          14       decide now.



          15               MR. SCHLOSS:   Again, we would like



          16       to get a consensus.



          17               CHAIRMAN AARONSON:   Is there anybody



          18       that is adamantly opposed to doing it?



          19               (No response.)



          20               So I think we have consensus.



          21               MR. SCHLOSS:   Perfect.  Thank you



          22       very much.



          23               Let's talk about infrastructure now,



          24       so we will get Steve Burns from Townsend and



          25       Petra.
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           2               (Whereupon, at this time,



           3       representatives from Townsend Group entered



           4       the room.)



           5               MR. SCHLOSS:   We are going to go



           6       through the technical plan for infrastructure.



           7               MR. BURNS:   Good to see you again.



           8               Just a couple of points.  We have



           9       been before you on any number of occasions to



          10       discuss with you infrastructure, and the first



          11       slide in this presentation just takes you



          12       through the reasons why we think it is a great



          13       idea that you participate in this space.



          14       Obviously, the reasons for entrance into in



          15       asset class are to preserve capital, serve as



          16       a hedge, provide diversification, attract



          17       adjusted returns, and then return premiums.



          18       It's pretty straight forward.



          19               I think in this presentation our



          20       intent today is just, we have a manager with



          21       us, we want to tell you exactly how we think



          22       this will play out over the next couple of



          23       months, and, in fact, the next years.



          24               Ishika?



          25               MS. BANSAL:  The chart is right to

�



                                                               71





           1              Executive Session - June 6, 2012



           2       prevent the funded and committed status of the



           3       program.  The real asset program has an



           4       allocation of six percent, plus or minus two



           5       percent of the plan assets.  As of March 31st,



           6       2013, the program is funded at a level of 2.1



           7       percent or one billion of market value and



           8       funded and committed at 4.1 percent and has



           9       about two billion of funded and committed



          10       value.



          11               The program also has the ability to



          12       over commit by 135 percent, as a percent of



          13       the over committed; it is currently funded and



          14       committed at 50 percent.



          15               CHAIRMAN AARONSON:   Can I ask you,



          16       when you talk about six percent for real



          17       estate, does that include the two percent for



          18       infrastructure or is it six percent for real



          19       estate and the addition of two percent for



          20       infrastructure.



          21               MR. BURNS:   The intent is to have a



          22       blended portfolio of real estate and



          23       infrastructure, initially.  The monies will



          24       come from the six-percent allocation.  You do,



          25       by virtue of your investment policy statement,
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           2       have the ability to go plus or minus two



           3       percent; and, Mel, I do believe over time, to



           4       make it a meaningful asset class to you, you



           5       will probably get there.  You will probably



           6       get the plus 2; in fact, in slide 3, it gives



           7       you a layout of where you are real estate wise



           8       funded, committed, et cetera, and what it



           9       might look like if another two percent was



          10       added on.



          11                  MR. SCHLOSS:  So the simple answer,



          12       Mel, is, it was six percent real estate, now



          13       it is six percent real assets.  That's all.



          14       That's the simplest way to put it.



          15               CHAIRMAN AARONSON:   That means we



          16       can have six percent infrastructure?



          17               MR. SCHLOSS:   No, you already have



          18       some real estate already.



          19               CHAIRMAN AARONSON:   We have -- I



          20       thought we voted two percent allocation to



          21       infrastructure.



          22               MR. SCHLOSS:   Not quite.



          23               CHAIRMAN AARONSON:   That's not what



          24       we voted?



          25               MR. SCHLOSS:   No.  We voted up to
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           2       two, within the six.



           3               CHAIRMAN AARONSON:   Up to two could



           4       mean zero?



           5               MR. SCHLOSS:   Yes.  Let's go back to



           6       this page.  Go back to page 2.  The second



           7       number, "total real assets," 2.975.  That's



           8       six percent.  Then you have to over commit



           9       another 35 percent to get that in the ground,



          10       that's the four billion dollar number.  You



          11       already have two billion dollars committed, so



          12       stop right there.  Two billion is committed



          13       out of 4 billion in commitments.  That leaves



          14       you two billion left to commit.  You can



          15       commit that to real estate or infrastructure.



          16               That is how it was set up.



          17               MS. MARCH:   Carry it one step



          18       further.  If we didn't get into



          19       infrastructure, but say we committed one



          20       percent to infrastructure, and then someone



          21       presented to us and it was at one percent to



          22       real estate, we still have the ability to do



          23       another two percent for infrastructure,



          24       because we can be over committed by two



          25       percent?
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           2               MR. SCHLOSS:   Yes.



           3               MS. MARCH:   So the truth of the



           4       matter is, we could do three percent in



           5       infrastructure, if the deals came to us.



           6               MR. SCHLOSS:   Sure.  Yes.  The six



           7       is really if you want to make the six, eight,



           8       that's perfectly fine.



           9               CHAIRMAN AARONSON:   So now we have



          10       up to 1.5 billion dollars, we can invest in



          11       infrastructure.  I thought it was only two



          12       billion.  Yes, two billion is two percent



          13       of --



          14               MR. SCHLOSS:   Two percent of 50



          15       billion is one billion.



          16               CHAIRMAN AARONSON:   Now we have up



          17       to 1.5, I hear, we can do for infrastructure.



          18               MR. SCHLOSS:   Sure.  You have a lot



          19       of room, plus we can always revisit the asset



          20       allocation.



          21               CHAIRMAN AARONSON:   At this moment,



          22       we have zero in infrastructure?



          23               MR. SCHLOSS:   Exactly.



          24               CHAIRMAN AARONSON:   And he can do up



          25       to 1.5 billion, without changing any rules.
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           2               MR. SCHLOSS:   That's right.



           3               CHAIRMAN AARONSON:   So in your



           4       report, Steve, how are we going to get to 1.5



           5       billion dollars invested, how quickly?



           6               MR. BURNS:   Petra is going to touch



           7       on that a little bit.  We are targeting, I



           8       believe it's how many investments?



           9               MS. NIKOVA:  It is in here.



          10               MR. BURNS:   It is on page 5.



          11               MS. NIKOVA:  The way we talk about it



          12       is that in terms of strategies we start to



          13       core valuate the strategies and we build to



          14       opportunistic.  In terms of the investment



          15       career and over what investment period we



          16       invest, we talk about going with three-years



          17       targeting, three years; so we have a vintage



          18       diversification and two-to-three positions per



          19       year, so that we pace ourselves and, also,



          20       reach this diversification.



          21               In terms of the access to the asset



          22       class, we can do these two funds, which is the



          23       traditional way we have been investing, and we



          24       are also thinking starting with this fund and



          25       developing this relationship, but going
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           2       forward, and as we gain more experience in the



           3       asset class, thinking about co-investments and



           4       club deals with like-minded investors.



           5               So this is how we talk about



           6       gradually building up the program.



           7               CHAIRMAN AARONSON:   Looking at that



           8       page 5, I am seeing what is probably



           9       diversification and I see global or developed



          10       market focus.  I see globally diversified



          11       funds and so forth.



          12               Where do I see infrastructure



          13       investments in New York State?



          14               MR. SCHLOSS:   Developed markets.



          15               CHAIRMAN AARONSON:   If that's the



          16       case, and that's where it is, I am hoping that



          17       this should have said developed markets for



          18       global, because I hope that these investments



          19       in infrastructure that we are going to make --



          20       which will be a wonderful, wonderful



          21       diversifier for our fund and help our fund to



          22       grow -- can also do other things.



          23               I would prefer, if you are looking



          24       for investments, that instead of looking



          25       globally first, that you look in the United
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           2       States first, the northeast part of the United



           3       States and the State of New York, before you



           4       look to invest anywhere else in the world.  I



           5       know we have to have a diversified portfolio,



           6       but we should start here with this fund.



           7               MR. BURNS:   Mel, we are always



           8       mindful of that.  You recall on the



           9       real-estate side, every time we interview a



          10       manager, we ask them about their expertise and



          11       what have they done for us lately.



          12               This group that you are going to meet



          13       today actually does have a good New York State



          14       presence, so we think about those issues.  The



          15       reality is, when you do funds, in a perfect



          16       world it would all be in the northeast, so it



          17       would all be in New York City.  When you



          18       create these programs, you are going to have



          19       some other things.



          20               CHAIRMAN AARONSON:   I understand



          21       that.



          22               MS. MARCH:   This is my definition of



          23       global:  My definition of global is domestic,



          24       is New York State, and the other 49 states are



          25       global.  That's how I look at it.  That is my
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           2       definition of global.



           3               MR. SCHLOSS:   That's very unlike



           4       you.



           5               MS. MARCH:   The domestic is New York



           6       State.  We are very, very forward looking,



           7       where New York State becomes the domestic and



           8       the other 49 states become the global.



           9               MR. SCHLOSS:   May I recommend that



          10       we should talk to Brookfield about this.  The



          11       reason I say that is because they are global



          12       real estate.  With your definition of global,



          13       they are intergalactic, but that being said,



          14       what is different about infrastructure in real



          15       estate or private equity is that it is not



          16       everywhere.  So in real estate, we could spend



          17       the entire pension fund buying buildings in



          18       Manhattan.  There is not infrastructure to buy



          19       in Manhattan today.  So you can't put a penny



          20       in infrastructure in Manhattan, and You can't



          21       put a penny in infrastructure in New York



          22       City, there is nothing for sale.



          23               I think it is a very interesting



          24       topic you raised, and I want to make sure



          25       everybody understands, it is not like some of
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           2       these other asset classes we have talked



           3       about.  That's the opportunity and that's the



           4       problem, but someone like Brookfield, I've



           5       talked to Brookfield a bunch about these



           6       topics, global, domestic, New York State, New



           7       York City, and we should ask them when they



           8       are here:  Tell us the number of deals in the



           9       metropolitan area that there have been in the



          10       past five years.  They will tell us and it



          11       won't be two handfuls.



          12               MS. MARCH:  I have another very



          13       forward thinking suggestion.  We could really



          14       go into the undeveloped market in the other 49



          15       states for infrastructure; the United States



          16       of America, that is really not where the rest



          17       of the world is on infrastructure.



          18               MR. SCHLOSS:   That's exactly right.



          19               MS. MARCH:   But we can change it all



          20       by being the first system who had this forward



          21       thought.



          22               MR. SCHLOSS:   But you can't buy what



          23       is not for sale. That's the problem.



          24               CHAIRMAN AARONSON:   This is the



          25       thing that is disturbing.  If you turn to page
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           2       9, and we go to the third bullet and then we



           3       look at the sub bullet under that, it says



           4       "opportunities are more prevalent in Canada,



           5       the U.K. and Europe, with a wait-and-see view



           6       on the U.S."



           7               I don't want a wait-and-see view.  I



           8       want us to put the U.S. first, and look to see



           9       what is available with that investment, and



          10       that should be first, before --



          11               MR. BARONE:   To be fair, Mel, this



          12       isn't how we would like to see it.  This is



          13       describing where the opportunities for



          14       investment are, as they stand.  It is not a



          15       lack of capital in the United States from



          16       people like you; it is a lack of action on



          17       government's part to make these opportunities



          18       available for your capital.



          19               MR. SCHLOSS:   We would love to buy



          20       the New Jersey Turnpike, but it is not for



          21       sale.



          22               MS. MARCH:   We understand that, but



          23       what we are saying is, our nature is that of



          24       being pioneers, and just because the world out



          25       there is not ready for it, that doesn't mean
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           2       we should accept the fact that they are not



           3       ready for it.  I think if we can't accomplish



           4       it, we have got to keep pushing for it,



           5       because when we give up pushing on it, you



           6       lose the whole idea and you fall into the



           7       basket with everybody else.  What we are



           8       saying is, we would like to be pioneers.



           9               MR. SCHLOSS:   I think we get it.  We



          10       know what you want.



          11               MS. MARCH:   We are going to tell



          12       Brookfield about it, don't worry.



          13               MR. SCHLOSS:   Yes, and I will ask



          14       for the history of dealings in the metro area,



          15       so we all understand.



          16               MS. MARCH:   Let's go off the record



          17       for a minute.



          18               (Recess.)



          19               CHAIRMAN AARONSON:   Back on the



          20       record.



          21               MS. NIKOVA:   I was thinking of



          22       jumping ahead.



          23               MS. MARCH:   Petra, we are sorry.



          24       It's not that we don't like you, it's that we



          25       don't like the direction the world is going
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           2       in.



           3               MR. SCHLOSS:   What they are trying



           4       to say is they really want to do



           5       infrastructure locally.



           6               MS. NIKOVA:   So I think we covered



           7       pages 5 and 6, and very quickly going through



           8       the opportunity and investment which we also



           9       just touched based on, the opportunity



          10       globally is very big.  We do hope that the



          11       market in the U.S. especially PPP, opens up



          12       more.



          13               On page 9, Larry already pointed out,



          14       the comment that he made which refers



          15       primarily to the PPP market which requires



          16       also legislation for certain deals to be



          17       executed.  And that's why it is a wait-and-see



          18       view, but your points are taken.



          19               The only comment that I would make



          20       further on this page is that we would focus on



          21       managers with a proven track record, and that



          22       we also look for, in terms of structure,



          23       businesses that have long-term contracts.



          24               In terms of pipeline of funds in the



          25       market, it is a robust one.  There are 75
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           2       funds in the market raising 60 billion, and as



           3       already discussed, they are primarily focused



           4       globally or on the developed markets of The



           5       Americas and Europe.



           6               On page 12, 13 and 14, you can see



           7       the list of the funds currently in the market.



           8       And then, on page 15, we talk a little bit



           9       more about access and diversification; and,



          10       again, the systems are big, the fund has a



          11       large size, which is why different options



          12       could be employed as we gain more experience



          13       in the asset class.



          14               Finally, page 16 talks about the



          15       problem of implementing in terms of due



          16       diligence.  We follow the process that is



          17       currently followed by other organizations,



          18       like private equity and real estate, starting



          19       with a preliminary analysis, going for a



          20       detailed due-diligence base, and then going



          21       through the formal investment-approval



          22       process.



          23               CHAIRMAN AARONSON:   Looking at this



          24       list of many managers that are already doing



          25       this, have you looked through the list to see

�



                                                               84





           1              Executive Session - June 6, 2012



           2       which of these managers have most of their



           3       investments in the U.S.?  Has that been



           4       something that you have searched for?



           5               MR. BURNS:   We can certainly focus



           6       on that, Mel, going forward.  I mean, we do



           7       pay attention to that, as you know.



           8               CHAIRMAN AARONSON:   I understand,



           9       but I never realized there were so many



          10       managers; when you say 75 or so --



          11               MR. BURNS:   Right.



          12               CHAIRMAN AARONSON:   So some of them



          13       out of 75 must --



          14               MR. BURNS:   I would say the



          15       overwhelming majority probably have domestic



          16       capabilities.



          17               MS. BANSAL:   Definitely.  The global



          18       managers are probably 40 to 50 percent U.S.-



          19       focused.  The developing managers are going to



          20       be 75 to 90 percent U.S.-focused managers, so



          21       they are kind of listed.  The geographic focus



          22       of these managers is listed on that table.



          23               MR. SCHLOSS:  Just a word of caution,



          24       if you look at these funds, just run your eyes



          25       down, there are very few that have the Roman
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           2       numeral III after them.  A lot have Roman



           3       numeral I.  Be careful what you look for.



           4       When they have Roman numeral I, right, they



           5       are like learning with your money.



           6               CHAIRMAN AARONSON:   Absolutely.  We



           7       want to make sound investments, that helps the



           8       retirement system and that's before anything I



           9       have said, and I hope nobody has misconstrued



          10       what I said to be that we should take some



          11       investment that's not a well-vetted investment



          12       and do that over something else.  So the first



          13       thing is always, and I will say it now to be



          14       on the record so I don't have to say it every



          15       time:  The first thing is always to have the



          16       fiduciary sound investment first.



          17               MR. SCHLOSS:   Right.  Never



          18       questioned that actually.



          19               MS. NIKOVA:   So maybe we can move to



          20       Brookfield now.



          21               MR. SCHLOSS:   This is a plan, two or



          22       three years, maybe more a year, focus U.S.



          23               CHAIRMAN AARONSON:   Do you want to



          24       give us an overview?



          25               MS. NIKOVA:   Sure.  A short overview
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           2       of Brookfield:  We are asking for approval of



           3       140 million to Brookfield infrastructure.



           4               CHAIRMAN AARONSON:   140 million from



           5       Teachers?



           6               MS. NIKOVA:   Yes.



           7               CHAIRMAN AARONSON:   That's 10



           8       percent of 1.5 billion dollars.



           9               MR. SCHLOSS:   Right.



          10               MS. NIKOVA:   For systems, we are



          11       asking for 300 overall, across all systems.



          12               Fund II is a 5 billion fund that they



          13       are raising for investment in global



          14       infrastructure, and likely that it is going to



          15       be at the end of the fundraise, which is going



          16       to end very soon.  Actually, it is expected to



          17       be a 70 million dollar fund.



          18               The reason why we like Brookfield as



          19       an investment -- I should mention that the



          20       system already has a relationship with the



          21       manager of Brookfield through the real estate



          22       fund -- so the reason we like them, they have



          23       a very strong track record.  They have been



          24       investing in infrastructure for over ten



          25       years.  They have put 10 billion of
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           2       investments in the ground.  They have



           3       generated a 32 percent rate of return and for



           4       their infrastructure, Fund I, because 32



           5       percent are balance-sheet investments and the



           6       fund only has generated 24 percent gross



           7       returns and 17 percent net returns to date.



           8               There is a very strong alignment of



           9       interest with Brookfield.  Actually, presently



          10       they're matching dollar for dollar.  The first



          11       close, which is expected to be 5 billion of



          12       their target that they expected from the first



          13       close, so 2.5 billion of Brookfield's money,



          14       and when they go to the hard cap of seven



          15       billion, most likely they will be at 43



          16       percent, but the minimum that they would match



          17       is 40 percent.  So the floor is 40 percent,



          18       this match.



          19               MR. SCHLOSS:   Is that 2.8 billion.



          20               MS. NIKOVA:   It's 2.8 billion and 40



          21       percent.



          22               MR. SCHLOSS:   It 2.8 billion that



          23       Brookfield puts in of the 7 billion.



          24               MS. NIKOVA:   That's right.



          25               MS. MARCH:   How much have they
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           2       raised already?  How much do they expect to do



           3       at the close?



           4               MS. NIKOVA:   At the first close,



           5       they expect to get five billion.  2.5 would be



           6       Brookfield and 2.5 outside capital; and then



           7       the final close, which is the hard cap of



           8       seven billion, would be a minimum of 2.8



           9       Brookfield capital and the rest would be



          10       outside capital.



          11               CHAIRMAN AARONSON:   What are the



          12       fees that they charge?  Do they charge the



          13       usually risk fees of private equity fund



          14       managers?



          15               MR. SCHLOSS:   A little less.



          16               MS. NIKOVA:   So the deadline fee is



          17       150 basis points, and we are getting a



          18       one-third discount of that.  For us, the fee



          19       would be 99 basis points or 51 basis points



          20       less than the 150.



          21               CHAIRMAN AARONSON:   Do they have a



          22       carried interest in private equity?



          23               MS. NIKOVA:   They do.



          24               MR. SCHLOSS:   You are in the wrong



          25       business.
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           2               MS. MARCH:   We are in the right



           3       business.



           4               MS. NIKOVA:   It is, yes, similar to



           5       the private-equity model, but that's across



           6       infrastructure.



           7               CHAIRMAN AARONSON:   Then, what



           8       percent of the profits do they take first



           9       before we get a penny?



          10               MR. BARONE:   We get eight percent



          11       back, capital plus eight percent back and they



          12       take 20 percent of the fund.



          13               MR. SCHLOSS:   It's set up just like



          14       our private equity and real-estate funds.



          15               MR. BARONE:  They get no profit



          16       before we get all our money back plus eight



          17       percent.



          18               CHAIRMAN AARONSON:   This is a global



          19       fund?



          20               MS. NIKOVA:   Right.  This is a



          21       global fund and will be invested primarily in



          22       North America, 40 percent, so the biggest part



          23       they will invest in North America.  So it's



          24       looking like 5 billion and what 40 percent



          25       means in North America is 2 billion, which is
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           2       a lot of money.



           3               Then, that's followed by Europe and



           4       Latin America and Australia and New Zealand.



           5       These are their primary markets and they



           6       follow the strategy from their first fund.



           7               CHAIRMAN AARONSON:   They are aware



           8       of our net fees and so forth.



           9               MR. SCHLOSS:   Yes.



          10               The first deal is where?



          11               MS. NIKOVA:   The first deal is a



          12       hydro portfolio they have purchased in Main



          13       for this fund.



          14               CHAIRMAN AARONSON:   In



          15       infrastructure, are they investing in



          16       electrical transmission lines or are they



          17       investing in, say, total roads.



          18               MR. SCHLOSS:   Yes and yes.



          19               CHAIRMAN AARONSON:   Both?



          20               MR. SCHLOSS:   Both.



          21               MS. NIKOVA:   In terms of the



          22       sectors, they are investing in transportation,



          23       transmission, renewables.



          24               CHAIRMAN AARONSON:   Anybody else



          25       have any questions?  Do you have anything else
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           2       before we bring them in?



           3               MR. SCHLOSS:   Bring them in.



           4               (Whereupon, at this time,



           5       representatives from Brookfield entered the



           6       room.)



           7               MR. WHITE:  Good morning.  Thank you



           8       very much for having us.  My name is Robert



           9       White.  I am joined today by our CEO and head



          10       of our global infrastructure team, Sam



          11       Pollack, as well as senior managing partner



          12       and CEO of our private funds group, Jeff



          13       Blidner.  We obviously greatly appreciate the



          14       opportunity to further our relationship with



          15       the City, it's very important to us, and we're



          16       excited to talk about our infrastructure



          17       platform and the activities that we are doing.



          18               We will be brief, we're conscious of



          19       your time.  We use a book as a guide, but



          20       please ask any questions that you would like.



          21               MR. POLLACK:  Thank you, Bob.



          22               Good morning, everyone.  I would just



          23       like to reiterate, thank you very much for



          24       having us here today and considering our fund.



          25       As you know, we have got a long and deep
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           2       presence here in New York City and New York



           3       State, and so having you consider our fund is



           4       very important to us.



           5               We are currently raising a five



           6       billion dollar global fund.  Brookfield itself



           7       will be the largest investor in the fund, with



           8       a minimum 2.5 billion dollar investment.  So



           9       obviously our alignment would be very much



          10       with yourselves.  We are targeting a 15-plus



          11       percent return with a cash yield, on average



          12       about 46 percent over the life of the fund.



          13       That's very consistent with this asset class



          14       where you tend to have businesses that



          15       generate very stable inflation index returns



          16       and strong cash yields.



          17               Our business strategy is to invest in



          18       core infrastructure on a value basis.  So we



          19       look to find the highest quality assets, but



          20       find situations where we can invest in them at



          21       good value.  The focus is globally, but



          22       primarily in America.  That is the anchor of



          23       our company and, as you will see, over half of



          24       our assets are here in America.



          25               Focuses are on transportation,

�



                                                               93





           1              Executive Session - June 6, 2012



           2       renewable power, the utility sector and energy



           3       sectors; we have broadened deep platforms in



           4       each of those areas.  Lastly, we think this is



           5       an exciting sector for people to invest in



           6       today.  It is one that has been growing, as



           7       you are aware.  The amount of capital required



           8       to improve infrastructure, especially in



           9       countries like ourselves here in America,



          10       requires a significant amount of capital that



          11       our governments today just don't have, and so



          12       the opportunity for the private sector to



          13       assist in that, which will help further



          14       develop the economy, we think, is very



          15       important and one that is going to continue to



          16       grow.



          17               On page 3 are some of the strings of



          18       our business.  We are a leading infrastructure



          19       asset manager.  We have one of the largest



          20       businesses in the world, with over 40 billion



          21       of assets under management.  We have 100



          22       investment professionals who are based in each



          23       of the markets where we are looking to invest,



          24       and it is generally a team that has been



          25       together for some time.
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           2               In addition to that, we have a long



           3       track record of investing in this sector.  We



           4       have invested probably well over 50



           5       investments over the last 10 years.  Our



           6       returns have been actually above our target



           7       range, over 30 percent, but we think in



           8       today's market 50 percent is a very achievable



           9       return and one that is consistent with what we



          10       have done in the past.



          11               One of the anchors of the way we have



          12       invested is we have done a very conservative



          13       financing strategy.  You will see in a few



          14       slides to come our most recent fund we have



          15       just invested, our leverage levels were around



          16       50 percent, which we think is very



          17       conservative for this type of asset class.



          18               On page 4, this gives you a sense of



          19       our current business.  As you can see, America



          20       is the heart of our company.  Over half of our



          21       assets are and we have got leading platforms



          22       in transportation, renewable power, utilities



          23       and the energy sector.



          24               The next couple of slides deal with



          25       our strategy --
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           2               CHAIRMAN AARONSON:   You talk about



           3       20 billion dollars in North America?



           4               MR. POLLACK:  Yes.



           5               CHAIRMAN AARONSON:   How much of that



           6       is in the U.S. compared to Canada and how much



           7       in Mexico?



           8               MR. POLLACK:   There's nothing in



           9       Mexico, and I would say less than ten percent



          10       of the assets are in Canada.  So mostly the



          11       U.S.



          12               On page 5, the key elements of our



          13       strategy -- and I don't want to go into too



          14       much detail -- it is always a focus on



          15       acquiring the highest quality assets that we



          16       can.  These are characterized by businesses



          17       with strong entry, that provide essential



          18       services and they have very predictable



          19       revenue streams.  In addition to that, we try



          20       to focus on situations where we can work with



          21       partners to help them in building their



          22       business, and as a result, not compete in



          23       broad auctions with others, and as a result we



          24       get better value in our deals.



          25               Finally, the company has deep
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           2       operating platforms.  We can leverage these



           3       platforms to grow the businesses and to drive



           4       better earnings.



           5               Page 6 is just a summary of some of



           6       our investments over a number of years.  The



           7       main point is that we have invested a



           8       significant amount of the capital, so we are



           9       highly confident we can invest this fund in an



          10       approved manner.



          11               Page 7 gives a sense of our team.



          12       This is a key takeaway about our team.



          13       Obviously, we have people on the ground in



          14       each of our markets, which we think is a very



          15       important part of our strategy.  In addition



          16       to that though, you will see that the team has



          17       been together at the senior level for about 14



          18       years with Brookfield.  Myself, I have been



          19       there about 20 years.  Then we have a very



          20       senior investment committee that's comprised



          21       of all the senior partners of Brookfield Asset



          22       Management, including our CEO, Jeff and



          23       others, who have been with Brookfield for over



          24       17 years.  So, again, we think we have put the



          25       most senior elements of the company behind the
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           2       strategy.



           3               Just a summary of our first funds.



           4       We invested, over the last two to three years,



           5       we have invested 2.4 billion dollars, which is



           6       very consistent with our planning going



           7       forward.  About half of it we intend to be



           8       invested here in America.  Our returns are



           9       about 20 percent so far; our cash yields since



          10       inception are about five percent.



          11               CHAIRMAN AARONSON:   The amount



          12       that's invested here in the U.S. economy, how



          13       much of it is invested in New York State?



          14               MR. POLLACK:   Of the last fund?



          15               CHAIRMAN AARONSON:   The one you just



          16       described.



          17               MR. POLLACK:   Just one investment is



          18       called Cross Town Cable.  It is a line that



          19       connects Long Island with Connecticut to



          20       provide power to a 330 megawatt facility.



          21               CHAIRMAN AARONSON:   Out of a 2.4



          22       billion dollars?



          23               MR. POLLACK:   It is about a 200



          24       million dollar asset.  Some of the funds --



          25       some of the assets in the fund, on page 9, I
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           2       will draw attention to the newer power



           3       business, which is probably our biggest



           4       investment for the fund.  It is based



           5       primarily in the United States, probably 90



           6       percent of it is in the United States, and



           7       this is a picture of our smokey pipe facility



           8       in the top left-hand corner, and we have



           9       transmission assets that we have built in West



          10       Texas that is in the middle of the page there.



          11               Page 10 gives a sense of where the



          12       assets have been invested and just the main



          13       thing is to demonstrate the very low debt to



          14       capitalization that we have used to build our



          15       portfolio.  We do have one asset that we have



          16       already contracted for that's a seed



          17       investment, it's called the White Pine Hydro



          18       Portfolio.   It is a set of about 19



          19       facilities up in Main.  It has about 360



          20       megawatts of generation capacity.  We acquired



          21       it for about 750 million dollars.  We have



          22       funded it with about 450 million dollars of



          23       equity, and this would be a seed asset for the



          24       fund.



          25               These are very scarce assets.  It's
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           2       generating very strong cash flows today, for



           3       about nine percent after cap X, and these are



           4       very cost competitive assets and we think they



           5       will generate great returns for the fund.



           6               I think the last thing we just want



           7       to end up on is the fact that we do have a



           8       very strong presence, on page 17, 18, here in



           9       New York City and in the State of New York.



          10       We have about 15 billion of assets here in the



          11       state and the city from a Brookfield asset



          12       management perspective.  In the infrastructure



          13       business, we have over 75 hydro plants and



          14       electrical cable that I mentioned.  We have



          15       over 200 employees in those facilities and it



          16       represents about four billion in assets, in



          17       total.



          18               In addition to that, we have just



          19       under 11 billion dollars of capital invested



          20       in our real estate business here in New York



          21       City.  We have about 19 million square feet



          22       that we manage, and we are looking to invest



          23       it further, four to five billion dollars in



          24       the Manhattan West project, which you may be



          25       familiar with.  So this city and state is very
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           2       important to us.



           3               We would love to invest more capital



           4       here, particularly on the infrastructure side,



           5       and we have been working with the state



           6       officials to give them ideas of how we can do



           7       that.



           8               CHAIRMAN AARONSON:   You said you had



           9       200 million dollars invested in New York.  Now



          10       you just said you have 15 billion dollars



          11       invested in New York City.  What's the



          12       explanation for that difference?



          13               MR. POLLACK:  I was referring to 15



          14       billion dollars, that includes our real estate



          15       business, so most of the capital is our real



          16       estate.  And, then, in addition to that, the



          17       200 million was just the last funds, but we



          18       have some legacy businesses that we invested



          19       in on our balance sheet in earlier years that



          20       represent the additional capital.



          21               CHAIRMAN AARONSON:   I am sure you



          22       have done a lot of exploration about where to



          23       invest the money in Fund II already.  What



          24       have you found about investments in New York



          25       State in your study for where you will be
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           2       putting the five billion dollars in Fund II?



           3               MR. POLLACK:   You know, in New York



           4       and in the U.S. in general, there are both



           5       pluses an minuses.  What we like about



           6       investing in this state is the stability and



           7       the scale of the opportunities.  Some of the



           8       challenges we have investing here is not all



           9       the legislation is available for a large



          10       amount of projects to come on, as you know.



          11       The Governor has been trying to improve that



          12       and we have been working with both state and



          13       municipal officials to help them with drafting



          14       some of that legislation.



          15               CHAIRMAN AARONSON:   Do you get



          16       involved in discussions on the Tappan Zee



          17       Bridge investment?



          18               MR. POLLACK:   We have, and I think



          19       what we have been trying to provide advice on



          20       is the type of regulatory systems that would



          21       attract capital like ourselves to invest in



          22       it.  So we have been doing that.



          23               CHAIRMAN AARONSON:   Thank you.



          24               MR. SCHLOSS:   Can you tell us a



          25       little bit about the way you think
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           2       infrastructure in the U.S. relates to



           3       international opportunities, just



           4       regulatorily, doing this to sell, need to



           5       sell?



           6               MR. POLLACK:   Where the U.S. is



           7       ahead of the world is in the energy side of



           8       the business.  So that's why you will see in



           9       our energy infrastructure assets and our power



          10       assets, almost all of those are based here in



          11       the U.S., and that's because there is a long



          12       history of private-sector involvement in those



          13       sectors.



          14               Where the U.S. is behind is really on



          15       the transportation side of the business.



          16       Again, when it relates to toll roads or



          17       airports, and less so on the port side of



          18       business, the port side is privately funded,



          19       but that's where there have been a lot of



          20       political challenges, as you've probably read



          21       about in getting legislation passed the



          22       various state houses to allow further private



          23       investment to go into those sectors.  So, I



          24       think it is going to come, but it is has been



          25       slow, and there have been a few situations
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           2       that maybe didn't do as well as people like,



           3       but in that regard, to answer your question,



           4       Larry, in energy and power, the U.S. is ahead.



           5       In the other sectors, they are behind the rest



           6       of the world.



           7               MR. SCHLOSS:   So is it a paucity of



           8       sellers in the U.S. away from energy, is it a



           9       capital need, or you need assets to buy?



          10               MR. POLLACK:   Yes, we need assets to



          11       buy.



          12               MR. SCHLOSS:   What about assets to



          13       buy, like greenfields, in the U.S.?



          14               MR. POLLACK:   I would say most of



          15       the capital that is needed is probably more



          16       redevelopment as opposed to the greenfields.



          17       I think it is really taking the aging



          18       infrastructure and making it more modern.  We



          19       don't, in the fund, do a lot of greenfields,



          20       we have about a 10 percent cap on the



          21       greenfields.



          22               We do a little on the transmission



          23       side, but we do look for opportunities where



          24       we can take an existing asset and upgrade it,



          25       and I think in the U.S. there is a great
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           2       opportunity for that.



           3               MS. ROMAIN:   Do you only buy the



           4       asset or do you hold them?



           5               MR. POLLACK:   We do both.  So the



           6       way that business has been progressing is



           7       historically we would have looked at buying



           8       assets free hold, and if you look at the power



           9       sector and the energy sector, generally you



          10       hold them in perpetuity.  But as you are



          11       familiar with, more recently government has



          12       been looking to give people concessions, so we



          13       are quite comfortable in that environment and



          14       I think that's the way of the future.



          15               CHAIRMAN AARONSON:   In your current



          16       investments in real estate and in your



          17       infrastructure, have you run against a problem



          18       with any labor problems with the people who



          19       are employed at the companies that you own?



          20               MR. POLLACK:   We have not.   We have



          21       a long-standing history of working with unions



          22       and we have unions in virtually all of our



          23       businesses.  We have a very robust



          24       responsibility policy that anytime we buy a



          25       business, we make sure that they adhere to the
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           2       fields of safety, deals with the environment,



           3       you know, fair wages and fair compensation.



           4       So we try to take a very much top down



           5       approach when it comes to that sort of



           6       responsibility.



           7               CHAIRMAN AARONSON:   You mentioned



           8       environment, that's the next thing I was going



           9       to ask.  Some of your investments are in



          10       energy and transmission of energy; frequently



          11       that results in environmental issues.  Have



          12       you had any companies so far that you have



          13       invested in that have had any issues.



          14               MR. POLLACK:   We have never had any



          15       serious environmental issues as part of the



          16       business.  You may have an occasional spill



          17       that you are required to report, which we do,



          18       and you clean it up, but we've never had any



          19       major issues.  Most of our businesses are not



          20       intensive as far as affecting the environment.



          21               CHAIRMAN AARONSON:   Does anybody



          22       else have any questions?



          23               (No response.)



          24               I just have one:  Do you collect a



          25       fee on committed capital or only after you
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           2       invest capital?



           3               MR. POLLACK:   Both, committed and



           4       invested.



           5               CHAIRMAN AARONSON:   Is there a



           6       difference in the fee between committed and



           7       invested?



           8               MR. POLLACK:   No, I don't think so,



           9       Mel.



          10               MS. MARCH:   I have a question:  You



          11       are obviously leaders and very successful in



          12       the area of real estate and infrastructure.



          13       We do understand the challenges you face with



          14       getting projects working within the 50 states,



          15       but because you are leaders, having nothing to



          16       do with this investment, we would hope that



          17       you would help those who just are incapable of



          18       working as quickly as the rest of the world



          19       has worked to get them to understand that it



          20       is in everybody's interest, the public, the



          21       private sector, to do this.  So we would hope



          22       that you would spend some of the time, as you



          23       have in the past, educating.



          24               MR. POLLACK:   Thank you.



          25               MR. WHITE:   Thank you for your time.
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           2               MS. NIKOVA:  Thank you.



           3               (Whereupon, at this time, the



           4       representatives from Brookfield left the



           5       hearing room.)



           6               CHAIRMAN AARONSON:   Go ahead.



           7               MS. NIKOVA:   So we spoke about what



           8       we like about Brookfield and the strength of



           9       this transaction and in the memo we also



          10       outline some reasons.  One reason we wanted to



          11       highlight for you is Brookfield's reputation



          12       as outlined in the memo.  This is related to



          13       the bribery charges that were brought by an



          14       ex-employee of Brookfield.  So these charges



          15       are from an ex-CFO who was hired because of



          16       embezzlement.



          17               BAM and Townsend looked into this



          18       issue very carefully; they spent a lot of time



          19       with Brookfield, their attorneys, also, Cleary



          20       & Gottlieb.  Cleary & Gottlieb is a firm which



          21       was hired by Brookfield to undertake the



          22       investigation of this issue.  This is the



          23       business that Cleary & Gottlieb is in, so that



          24       they have experience in that.  They also have



          25       offices in San Paolo.  The charges are limited
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           2       to the Brazil real estate fund, which is in



           3       San Paolo, that's it.  It has nothing to do



           4       with infrastructure.  So Cleary & Gottlieb



           5       went over 200,000 documents, e-mails, they



           6       interviewed 10 people from Brookfield and



           7       their report is stating that they are not able



           8       to confirm the allegations.



           9               Another mitigating factor for this



          10       risk is we look at --



          11               MS. MALDONADO:   Can you speak up,



          12       please, I can't hear you.



          13               MS. NIKOVA:   Sure.  We also looked



          14       at Brookfield's stock and how it has



          15       performed.  It has performed well.  In terms



          16       of our recommendation, we also recommended



          17       across the systems that they don't participate



          18       in Brazil, just to be prudent, and to have the



          19       option to opt in, but the status would be that



          20       you don't participate in Brazil.



          21               Steve, do you want to say anything?



          22               MR. BURNS:   We reviewed this very



          23       closely with their executives.  This is a very



          24       isolated incident, and it was basically



          25       bribing public officials in the city.  It was
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           2       with respect to some retail assets they had to



           3       get --



           4               MS. MALDONATO:  We can't hear you.



           5               MR. BURNS:  I'm sorry.



           6               The allegations, the event down in



           7       Brazil was very limited.  It involved some



           8       bribery of public officials, allegedly, to



           9       obtain permits for buildings and things of



          10       this nature.  We don't consider that this is



          11       an expansive problem or anything of that



          12       nature.  We think it was a limited incident



          13       but it has to go on the record.



          14               MS. ROMAIN:   This allegation came



          15       because this ex-employee is suing the firm?



          16               MR. BURNS:   She is suing them.  They



          17       are suing her in the Brazilian court symptom.



          18       She is under criminal investigation and I



          19       think indictment, if I am not mistaken.



          20               MR. BARONE:   Correct.



          21               MR. BURNS:   So they are going after



          22       her, but that's the situation down there.



          23               CHAIRMAN AARONSON:   How much do we



          24       have invested with them in real estate?



          25               MR. BARONE:   125 million committed.
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           2       I don't have in-the-ground numbers; it was



           3       last year, though.



           4               MR. SCHLOSS:   Any questions?



           5               MR. HOLT:   Can I just ask what is



           6       the order of business here?  Are we adopting



           7       an annual tactical plan or are we approving



           8       Brookfield's investment?  I am a little



           9       unclear about what we are taking consensus on.



          10               MR. SCHLOSS:   Would you like us to



          11       do both?



          12               MR. HOLT:   Well, it would seem that



          13       the annual tactical plan consists of the IPS



          14       and then the Brookfield investment.



          15               MR. SCHLOSS:   We would definitely



          16       like to see the system with the IPS; do we



          17       have consensus on the actual plan?



          18               MR. HOLT:   Can I make an observation



          19       on that?



          20               MR. SCHLOSS:  Yes.



          21               MR. HOLT:  The IPS actually never



          22       came before the full board for adoption, so



          23       there is no IPS and, therefore, we would be



          24       jumping the gun to adopt an annual plan.  So,



          25       as a trustee, in carrying and discharging my
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           2       duties as a trustee, I want to abide by the



           3       rules that are laid out in the bylaws



           4       regarding the IPS.



           5               CHAIRMAN AARONSON:   Are you saying



           6       that we didn't adopt the IPS?



           7               MR. HOLT:  It did not come before the



           8       whole board.



           9               CHAIRMAN AARONSON:   The consensus



          10       here did.



          11               MS. MARCH:   We adopted it.



          12               CHAIRMAN AARONSON:   I believe we



          13       hadn't brought a resolution.



          14               MR. HOLT:   Policy matters are not



          15       adopted at this committee, they come before



          16       the full board.



          17               MS. MARCH:   We are the full board.



          18               MR. HOLT:   Not this investment



          19       committee.



          20               MS. MARCH:   I adopted the investment



          21       policy.  Did you adopt the investment policy?



          22               Did you adopt it?  Did you adopt it?



          23               CHAIRMAN AARONSON:   I have no --



          24               MS. MARCH:   We adopted it.  You



          25       didn't adopt it, but we adopted it.
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           2               MS. MALDONADO:   I have a question:



           3       Is this supposed to go before the full board,



           4       "yes" or "no"?



           5               MS. MARCH:   We gave consensus.



           6               MS. MALDONADO:   No, that's not my



           7       question.



           8               MR. HOLT:   This is the investment



           9       committee.  The bylaws make it really clear in



          10       the scope of meetings that the committees



          11       perform, one of which is to --



          12               CHAIRMAN AARONSON:   We will ask and



          13       go through the minutes of all board meetings



          14       to see when and if we adopted it.



          15               MR. HOLT:   It never came before the



          16       full board system after --



          17               MS. MARCH:   This board, every three



          18       months, gives the Comptroller's Office the



          19       right to approve votes.



          20               MR. HOLT:  Policy matters come before



          21       the whole board, per your bylaws.



          22               MR. McTIGUE:   I would say you are



          23       wrong.



          24               MR. HOLT:  The bylaws are really



          25       clear.
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           2               MR. McTIGUE:   I will show you the



           3       minutes.



           4               MR. HOLT:   I would be happy to lend



           5       you the bylaws.  This is the investment



           6       committee, and I think if you were to report



           7       it to the full board, that this is the fact,



           8       that there might be a little disagreement on



           9       that.



          10               MS. MARCH:   We are the full board.



          11       It's just that you have two faces sitting



          12       here, that's the problem.  We are the full



          13       board.



          14               MR. HOLT:   I respectfully abstain



          15       from this on those grounds.



          16               MS. MARCH:   Good, abstain.  That's



          17       your right in a democracy.  Abstain.



          18               CHAIRMAN AARONSON:   We have



          19       consensus to go ahead with this, so --



          20               MS. MALDONADO:   I have one other



          21       important point.  We have, from our



          22       perspective, we were not given enough time to



          23       really review this.  I think if what we had



          24       spoken about at a prior meeting, that we would



          25       get all this information at least 48 hours
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           2       before, and we didn't.  So I have not had time



           3       to review everything, so we will have to --



           4               CHAIRMAN AARONSON:   So you are



           5       abstaining also?



           6               MS. MALDONADO:   Correct, just for



           7       today.



           8               MR. HOLT:   On the Brookfield matter.



           9               MS. MALDONADO:   Can I ask question?



          10               CHAIRMAN AARONSON:   That's great.



          11       You have both abstained and we now have



          12       consensus.  Go ahead with the --



          13               MR. SCHLOSS:   Just so I am clear on



          14       the record, we have consensus on the annual



          15       tactical plan and we have consensus to proceed



          16       with the 140 million dollar investment in



          17       Brookfield's infrastructure Fund II.



          18               MS. MARCH:   Yes.



          19               CHAIRMAN AARONSON:   Yes.



          20               MR. SCHLOSS:   Thank you very much.



          21               MR. McTIGUE:   Now that we have



          22       consensus, I want to follow up with the idea



          23       that we didn't have the Brookfield memo for



          24       eight hours.  Unless I am misreading it, it



          25       seems to be on page 89.
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           2               MS. MALDONADO:   I didn't get this



           3       until yesterday.



           4               MS. MARCH:   I had it last week, and



           5       it was mailed.



           6               MS. MALDONADO:   I can show you --



           7               CHAIRMAN AARONSON:  I would suggest



           8       that you speak to the people at the Board of



           9       Ed who handle the mail.



          10               MS. MALDONADO:   I don't want to go



          11       to the --



          12               CHAIRMAN AARONSON:   You brought it



          13       up that you didn't get it.



          14               MS. MALDONADO:  I did not receive it



          15       until yesterday.



          16               MS. MARCH:   I had it in my hand last



          17       week.



          18               MS. MALDONADO:   I understand that



          19       you had it.  I am trying to tell you that I



          20       did not get anything.  We did not.



          21               CHAIRMAN AARONSON:   I am trying to



          22       tell you that you can correct that by whoever



          23       takes care of the mail at Retirement, that the



          24       Board of Education should distribute it to you



          25       instead of holding it.
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           2               MS. MALDONADO:   Okay.  And I knew



           3       this was going to happen, so I am showing you



           4       that I received it on June 5th, the package.



           5       So I can show you that.



           6               CHAIRMAN AARONSON:  It was delivered



           7       a week before that.



           8               MS. MARCH:   Was this delivered



           9       electronically?



          10               MR. SCHLOSS:   I will check.



          11               MR. HOLT:   Yesterday.



          12               MS. MARCH:  It was delivered



          13       electronically.



          14               MS. MALDONADO:   That was yesterday.



          15               MS. MARCH:   Electronically.



          16               MS. MALDONADO:   Yesterday.



          17               MR. McTIGUE:   I will check.



          18               CHAIRMAN AARONSON:   We're ready for



          19       our next item.



          20               MR. SCHLOSS:   The next item on our



          21       agenda is private equity; Liz?



          22               MS. CALDAS:  Yes.



          23               We will start with a couple of deals



          24       we have for today, which we are very excited



          25       about.  The first one is CVC, which starts on
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           2       page 152 of your booklet.



           3               So 152, we are bringing forward CVC



           4       Capital Partners 6.  I will give you a bit of



           5       a background on these guys:  They are looking



           6       to raise a nine billion Eurodollar fund in



           7       American dollars because nine billion zero



           8       fund American dollars is 11.7 billion.  They



           9       are a London-based firm.  They're mostly



          10       focused on North America and western Europe.



          11       They are a very Eurocentric fund.  I wanted to



          12       make sure to give you that exposure, the



          13       global exposure that you need.



          14               I will mention that it is an existing



          15       relationship for police and fire.  When you



          16       look at all the police and fire portfolios,



          17       their 150-plus managers, they are the top



          18       performer.  These guys know how to make money.



          19       The reason they did not come here before is



          20       that need to have a 20 percent opportunistic



          21       bucket for Asia in their main fund and before



          22       then they were less flexible in giving into



          23       your policies.



          24               So all in all -- I will give you the



          25       Asia story when we go on to the track record,
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           2       but all in all they will be very excited to



           3       have you on the team, and they have adhered to



           4       all of your permissible markets, so we are



           5       good with them, and now they have decreased



           6       the Asia, it's much smaller.



           7               One other thing I would like to



           8       mention is that we are proposing 20 million



           9       for Teachers, 500 million across the system.



          10       It's a very big commitment, so we wanted to



          11       make sure that -- it's a great performer and



          12       we wanted to make sure we have meaningful



          13       commitment to really move the deal.  And then,



          14       also, because of the larger commitment, and



          15       we're coming in on the first close, we have



          16       lowered fees from 1.5 to 1.3 percent



          17       management fees.  So we are very happy about



          18       that as well.



          19               Just in terms of how it affects the



          20       portfolio, if you go on to your buyout and



          21       global exposure, if you look at the table on



          22       153, your policy target is 60 to 85 percent.



          23       If you look at it across active investments,



          24       market value and unfunded and total exposure,



          25       it's all within that range.  So it's doing
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           2       very well.



           3               Now, in terms of how the fund is



           4       structured and who runs it, they're run by



           5       three co-chairmen.  The former chairman just



           6       retired last year, and these gentleman have,



           7       over 25 years, been working together at CVC,



           8       so it's nice cohesion.  They're then further



           9       supported by 24 managing directors and



          10       partners, plus 87 all together investment



          11       professionals, plus 46 industrial advisory



          12       board members.  So it's one of the biggest



          13       teams in Europe.  You are getting basically



          14       the entire market, global market of private



          15       equity, especially European, North American



          16       team members.



          17               They were founded in 1981 as part of



          18       Citicorp Venture Capital Euro fund. In early



          19       1990, Michael Smith, who just retired last



          20       year, took over as the head, and then in 1993



          21       they spun out and became an independent



          22       company, independent of Citicorp; they became



          23       CVC.  By 2001 they became known as the



          24       biggest, most well known Europe fund.



          25               Just really quickly about their
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           2       assets under management, they have 39 billion.



           3       The biggest chunk is private equity in western



           4       Europe and North America; then followed by



           5       Asia, their credit partners in a new



           6       infrastructure fund that they launched a



           7       couple of years ago.



           8               It is also worth noting that 89.4



           9       percent of the company is owned by 74



          10       shareholders which have become employees of



          11       the company, and then about 10 percent or



          12       10-and-a-half percent is owned minorities



          13       stake to the Kuwait Investment Authority, the



          14       Government of Singapore, and the Hong Kong



          15       Monitor Authority.  They do not have any say



          16       in investments, they are just minority



          17       investors and this was basically a minority



          18       stake that CVC 6 sold just so they could firm



          19       up the balance sheet, expand more of their



          20       businesses and eventually give Michael Smith,



          21       who just retired last year, his payout as part



          22       of his retirement package.



          23               In terms of how they invest, they



          24       invest agnostically across different sectors.



          25       For the past 25 years it's mostly been three

�



                                                               121





           1              Executive Session - June 6, 2012



           2       sectors, which is consumer retail, industrial



           3       and business services, and then they have



           4       launched as of the past couple of years more



           5       of a financial institution sector as well,



           6       they have added that, as well as co-marketing,



           7       and media -- I'm sorry, telecom and media --



           8       just so they can expand the opportunities in



           9       Europe right now.



          10               If you look at page 157, it goes into



          11       why we like them so much.  It's reflected on



          12       page 157 and 156.  157, you will see the chart



          13       there, the track record, and the best way to



          14       describe how they work is they love making



          15       money.  So if you look at how much they have



          16       invested across all of their -- I mean, the



          17       first thing I will say is they're all first



          18       quartile funds.  It's really exciting to say



          19       that because it's just 400 top performers.



          20               20.8 billion that they've invested



          21       since inception returned 28.3 billion back to



          22       investors and they still have 15.5 billion



          23       left of upside, unrealized.  So we are very --



          24       it's going to continue growing and performing



          25       very well.  When you see the gross IRR, it's

�



                                                               122





           1              Executive Session - June 6, 2012



           2       27 or basically 28 percent gross IRR in a 2.0



           3       multiple, so a very, very strong performer.



           4               How do they do that?  If you look at



           5       page 156, they do that by growing the earnings



           6       of the company.  They come in, they improve



           7       the company; put new management in there, if



           8       necessary; they open up new markets and they



           9       end up growing this huge piece of their value,



          10       55 percent or half of that is earnings growth.



          11       The other one is cash flow that comes from the



          12       debt paydown.  They're very, very conservative



          13       when it comes to leveraging of their



          14       companies; and then multiple expansion, since



          15       the inception of their practice they have been



          16       very disciplined in making sure that they go



          17       in very low leverage multiples, compared to



          18       other European competitors out there.



          19               Now, all that said, grey bars, the



          20       first quartile, they have a huge loss ratio.



          21       It's a 20:28 loss ratio, but surprisingly



          22       enough, that is slightly above the average of



          23       the Europeans.  Apparently their European



          24       peers have an average of 19-and-a half average



          25       loss ratio.  So I guess it's a Euro thing.
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           2       But that said, if you double click and you go



           3       closely into those losses, you will see that



           4       the majority of them are in Fund IV, which is



           5       2005, which was done during the rocky period.



           6       So like I always say, it's never too late to



           7       learn a lesson.



           8               These guys have been working for



           9       nearly a decade and they have made a couple of



          10       mistakes in six deals in particular, three



          11       which were 85 percent of the losses, which



          12       were all in Fund IV.  Those mistakes were they



          13       were in high-leverage -- they went in and used



          14       a lot of leverage on their deals, which is out



          15       of character for them.  They went in high



          16       multiple deals, which again is out of



          17       character.  They have been so disciplined and



          18       then in the frothy period, they got involved



          19       in these higher-priced deals and they went



          20       into Asia.  They are European, North America



          21       focused.  They went into Asia and they went



          22       into Australia where they had significant



          23       losses.



          24               What did they do with that?  In 2008



          25       they launched an operation's team that works
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           2       closely with their deals to make sure that



           3       they're growing earnings and they're staying



           4       disciplined with what their initial strategy



           5       was.  They have a credit team that they have



           6       created to help them look at their credit



           7       packages, to help them put together their



           8       financial structuring, to make sure it is



           9       appropriately priced and built for the teams



          10       and within their discipline, and then they



          11       stopped for all intents and purposes their



          12       Asia deals.



          13               They  fired their Asia guy that was



          14       the head of the Asian office, which was Daniel



          15       Schmitz, I believe his name was.  And even



          16       though for Fund V they had the opportunity to



          17       invest in Asia, they had a 10 percent



          18       opportunity, opportunistic, to invest, they



          19       never invested in any Asia deals; then, in the



          20       meantime, when we wrote this memo, it had a 10



          21       percent policy to go ahead and invest



          22       opportunistically in Asia, and they decided to



          23       reduce that to seven percent and the chances



          24       are they are probably not going to touch it.



          25       So, lessons learned.
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           2               I will point out that even though



           3       Fund IV had huge losses, they invested five



           4       billion, they still returned to their



           5       investors 7.3 billion, with another three



           6       billion of upside tilt.  So they have



           7       performed very, very well.  They made money



           8       and made up for their losses.



           9               I guess the only other point I will



          10       mention is their carry structure, where their



          11       GP carry structure, they take 70 percent of



          12       that and pay for the team, as they



          13       appropriately should, but then they take 30



          14       percent of this, which is kind of a bonus for



          15       any of the top performers.  So if your deal is



          16       doing well, you're turning around money, then



          17       you get a nice incentive there.  So it has



          18       worked well for them.  Clearly, when they had



          19       big losses, they incentivized the team members



          20       to make sure that they still got their carry



          21       and they saved the deals that were doing well



          22       and performed spectacularly.



          23               So, that's my rundown on CVC.  Again,



          24       we are proposing 200 million on behalf of



          25       Teachers, and I don't know if you want to add
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           2       anything else?



           3               MR. KOENIG:  Yes, I don't have much



           4       to say.  We do think they're an industry-



           5       leading franchise, without question.  You



           6       don't see many funds or GP's with six top



           7       quartile funds over the course of the last



           8       many years that they have done it.  I think



           9       that it's a combination of everything that was



          10       just laid out.  If you think about the



          11       elements, the sourcing of growing businesses,



          12       having a team, having a presence, they do all



          13       of it in a way that we think is particularly



          14       ideal, so they have a great presence across 10



          15       different countries.  They pay good prices,



          16       they don't overload their businesses, in



          17       general.  They grow the EBIDTA of those



          18       businesses and so all of that, I think,



          19       equates to the track record that you are



          20       seeing.  We are very much in support of the



          21       recommendation.



          22               CHAIRMAN AARONSON:   Do they have any



          23       overhead on any of their funds that still



          24       hasn't been invested?



          25               MR. KOENIG:   Uninvested capital?
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           2               MS. CALDAS:   You mean in terms of



           3       unrealized portfolio?



           4               CHAIRMAN AARONSON:   Uncalled



           5       capital.



           6               MR. KOENIG:   There's 65 percent



           7       committed in the existing fund.  So 35



           8       percent, some which will go to follow on and



           9       they will tell you in their pipeline when they



          10       are here too.



          11               CHAIRMAN AARONSON:   Explain to me



          12       why they want more money when they haven't



          13       been able to invest money that they already



          14       have.



          15               MR. KOENIG:   They have got to



          16       continue to plan to move forward.  When you



          17       are raising a fund this big, you have to start



          18       to fund raise and start the process rolling.



          19       70 percent is the absolute average, if you



          20       think about funds; when they get to about 70



          21       percent invested in their current fund, they



          22       go out and start to raise a new one.



          23               CHAIRMAN AARONSON:   They haven't



          24       done that yet.



          25               MR. KOENIG:   They are very close,
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           2       65, and again, my numbers are as of 12/31.



           3               MS. CALDAS:   We should ask them



           4       where they are earmarked.



           5               MR. SCHLOSS:   They also intended to



           6       get those companies, like that tend to be 15



           7       percent or so to add to your system's



           8       portfolio.  So there's really only 85 percent



           9       usable.  So when we got to 70, you really only



          10       have 15 percent to get from 70 to 85.  It



          11       takes a year to raise a fund and that gets it



          12       done.  They don't start charging management



          13       fees until that's done.



          14               CHAIRMAN AARONSON:   When do they



          15       start our fees?



          16               MR. SCHLOSS:   When they are done



          17       with that fund.



          18               CHAIRMAN AARONSON:   When that fund



          19       is closed?



          20               MS. CALDAS:   Until they start



          21       investing in the new funds.



          22               MR. SCHLOSS:   You can ask them about



          23       that.  These are the best guys in Europe.



          24               MS. CALDAS:   I will bring them in.



          25               (Whereupon, at this time,
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           2       representatives from CVC entered the room.)



           3               CHAIRMAN AARONSON:   Please give your



           4       business cards to the stenographer.



           5               MR. SALAME:   I am Kamil Salame.  I



           6       am a partner at CVC.  Thanks for having us



           7       here today.



           8               MS. LEE:   I am Lisa Lee.  I am a



           9       managing director at CVC.



          10               MR. SALAME:  Thanks for having us.



          11       We understand you have a full agenda and the



          12       time is brief.  We have a presentation, which



          13       hopefully everybody has in front of them.  We



          14       are happy to walk you through the highlights



          15       with respect to our current fundraising but we



          16       are happy to be interrupted with questions.



          17               CHAIRMAN AARONSON:   You don't have



          18       to go over the part about how well you have



          19       done so far.  We have heard that and we accept



          20       that.



          21               MR. SALAME:   Okay, thank you.  Happy



          22       you accept that.



          23               So maybe I will focus on two or three



          24       points about what I think differentiates CVC



          25       from some of the other large private-equity
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           2       funds you may be familiar with.



           3               First, with respect to the returns,



           4       without going into details about the returns



           5       as you have seen them, one of the things we



           6       are most proud of is that we have been able to



           7       keep our returns using slightly less leverage



           8       on average than most of our peer buyouts, so



           9       less debt to the total capitalization, on



          10       average.



          11               We tend to invest in stable



          12       businesses with fundamental business models,



          13       more oriented to cash flow rather than high



          14       growth and higher risks, and we have been able



          15       to achieve pretty good returns,



          16       notwithstanding.  We try to think of it as



          17       sort of -- at least I do, a baseball fan -- we



          18       try to get to the Hall of Fame with 3000 hits



          19       with a 300-plus average, not with 500 home



          20       runs, 2000 strike outs.



          21               CHAIRMAN AARONSON:   Are you



          22       insulting A-Rod?



          23               MR. SALAME:   I am more of a Jeter



          24       fan, I have to say.



          25               What makes us a little bit different?
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           2       On page 4, as you guys know, CVC was



           3       originally Citicorp's private-equity business



           4       in Europe.  If you go way back to the 1970s,



           5       '50s, '60s, before Data City, we really had a



           6       different view of how to grow a multi-national



           7       business, which was let's have Frenchmen in



           8       France, Englishmen in England, Americans in



           9       the U.S., as opposed to rotating Americans to



          10       other countries; the idea being that there are



          11       very talented people everywhere around the



          12       world, and natives are, perhaps, more familiar



          13       with the markets.



          14               So, as we have grown up, as you see



          15       on pages 4 and 5, it's really been a multi-



          16       national approach.  We're really native



          17       everywhere we operate.



          18               On page 5, I think there are two



          19       things:  One is that there is not really a



          20       dominant center.  We're very spread out across



          21       Europe and in the U.S. now, in a pretty



          22       substantial way.  Also, the ratio of the dark



          23       blue and blue lines or the gray lines on page



          24       5 say something about our business model, I



          25       think, which is, we have as many senior people

�



                                                               132





           1              Executive Session - June 6, 2012



           2       as we do junior people.  Some firms tend to be



           3       four juniors for every senior; we tend to be



           4       sort of the working-partner model.  When I



           5       joined the firm four years ago at age 40, I



           6       was the youngest partner, which probably skews



           7       eight or ten years older than the typical



           8       buyout shop our size.  So we sort of have



           9       senior people who are native in their markets



          10       and, of course, this is a very broad catchment



          11       which makes it good in terms of finding



          12       opportunities.  Sometimes France is



          13       attractive, but the U.S. is not; the U.K. is



          14       attractive, Italy is not.  We don't feel



          15       pressure as a partnership to get deals done in



          16       any particular market.



          17               If you flip to page 6, what really



          18       makes that work, that broadly spread



          19       group of people, you know, if you worry a



          20       little about it, it's going to follow-up a



          21       detour of where, "What's the guy doing in



          22       office number 18?"  We have a very centralized



          23       investment-committee process.  Every office



          24       and every partner, no matter how senior, goes



          25       through the same process.
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           2               Every Wednesday, hell or high water,



           3       wherever you are in the world, you speak to



           4       the same group of people, and that includes



           5       the five founders -- there are four founders



           6       who are still active in the business.  Donald,



           7       Rolly, Steve and Lian have 25 years together,



           8       and all are very active in the business, so



           9       there's definitely a centralized quality



          10       control around what we do.



          11               Page 7 talks a little bit about our



          12       incentive system, how it's a little bit



          13       different than some of the other models you



          14       might be familiar with.



          15               Because we have a large organization,



          16       the cash-compensation levels are certainly



          17       healthy by world standards, are a little bit



          18       tighter because we have a bigger machine to



          19       feed, but also, philosophically, we very much



          20       view salary and bonus as a prepayment on



          21       profits; very much, because logically, if we



          22       don't earn profits for our investors, one



          23       doesn't rightly deserve to accumulate a



          24       significant amount of money.



          25               Of course, everything we do is,
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           2       again, a little bit different, as an



           3       individual is cross-collateralized.  So there



           4       is no running from a bad investment; it makes



           5       you a little more conservative.  If you do one



           6       good investment, you don't put that in your



           7       pocket and walk away.  Every investment over



           8       the next ten years is crossed up together.



           9       It's not until we have given to you guys a



          10       return of principal plus profits, the firm



          11       won't allow any individual to take out any



          12       share of the profits.  And that really aligns



          13       us, I think, both with you guys but also with



          14       the management teams that we deal with better



          15       than most of the PE shops because, in effect,



          16       if we work at a company, the management



          17       buyout, you're really betting your well



          18       creation on one investment, one creation.  You



          19       may have 20 years invested in that company,



          20       but if it doesn't work, you don't get



          21       anything.  Likewise for us, if one deal



          22       doesn't work, we have sort of blown the well



          23       creation opportunities.



          24               As the firm has grown, on pages 8 and



          25       9, I think one of the nice things that has
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           2       happened, and we're the beneficiary of it, is



           3       lateral partners.  The senior guys have really



           4       made an effort to broaden the ownership to all



           5       of the senior investment officers and it



           6       really just reinforces the alignment of



           7       interest with our investors and with each



           8       other.  It promotes cooperation across



           9       offices.



          10               The potential is very, very wide at



          11       CVC, as you might imagine with 21 offices.  A



          12       typical team meeting, a country team or a



          13       drill team, you will see 50 opportunities in a



          14       year; say you bring three to ten to the



          15       investment committee and do one every year or



          16       every other year.  Really, on my team, the



          17       last four years we averaged over a hundred



          18       deals we looked at a year.  We brought about



          19       eight or ten to committee and we have done



          20       about one a year.  So having this wide



          21       catchment of activity across 21 offices, it



          22       allows us to be selective rather than being in



          23       one place and feeling like you have got to get



          24       something done.



          25               That resulted in, on page 10 you can
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           2       see a diverse portfolio, by country or region,



           3       by industry sector and by team.  Everybody, I



           4       think, pulls their weight.  You can see on the



           5       left the distribution investments is pretty



           6       balanced on my team, and I think the senior



           7       guys, the senior partners, really make an



           8       effort to make sure that we don't put too many



           9       of our eggs in one basket.  It's pretty well



          10       balanced by industry.



          11               What you don't see there:  We don't



          12       do a lot of energy, historically.  We realize



          13       it's a cyclical business with a little bit of



          14       profit risk.  We don't understand it very



          15       well.  It is something that we do look at, but



          16       we are cautious about what we don't know.



          17       It's something we may focus on a little more



          18       in the future, if we find the right fit for



          19       the platform.



          20               Page 11, you see a little bit around



          21       the health of the portfolio companies that we



          22       have actually been able to do from an



          23       operating basis.  The Fund V, 18 of the 22



          24       companies depicted there on the right, 10



          25       percent EBITDA growth on average since entry,
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           2       so this is not just alpha.  Hopefully, there's



           3       some value added by our partnership with our



           4       management teams.



           5               On the left you see Fund IV.  The



           6       growth has been somewhat lower; there's two



           7       factors there:  One is simply selection.  The



           8       faster-growing companies you tend to sell



           9       first, so they're not necessarily in that



          10       sample of nine; and, two, there's no getting



          11       around it, Fund IV is not our best performer.



          12       We think about absolute returns, but the



          13       vintage is such that if that we think of it



          14       being an outperformer through the vintage;



          15       that's 2007, 2006.  You guys have a broader



          16       view of that then I do .



          17               CHAIRMAN AARONSON:   Can I ask you



          18       about the last REIT fund, 18 companies.  They



          19       started with 18 companies.  They had a certain



          20       number of employees when you became involved



          21       with them.  Now you own some -- you may have



          22       sold, I don't know, but what I am interested



          23       in:  How many employees did you have when the



          24       company started and how many employees are



          25       there now in the fund, or if you sold the
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           2       company, how many employees were there when



           3       you sold?  Do you have any idea?



           4               MR. SALAME:   I think Lisa would be



           5       better able to answer that.



           6               MS. LEE:   That depends, case by



           7       case.  I think an interesting case is one



           8       where we have less employees at the end, but



           9       one where we worked very cooperatively with



          10       the unions.  We are the owners of the Belgium



          11       Post, so we actually deliver the mail in



          12       Belgium.  We actually are co-owners alongside



          13       the Belgium government, and we had a value



          14       creation plant to work along side them and,



          15       basically, the postal service industry is



          16       pretty regulated within Europe.  So the



          17       Belgium government was looking for a way to



          18       make the Belgium Post competitive, to compete



          19       with the private-sector services as well.



          20               We were brought into that situation.



          21       Part of it was their work force that probably



          22       reflected an older time, and so what has



          23       happened since is that we have made the whole



          24       distribution more efficient.  As people



          25       retire, there are probably three people that

�



                                                               139





           1              Executive Session - June 6, 2012



           2       retire and then we hire one.  So through



           3       attrition, not through firing, and through



           4       more efficient distribution networks.



           5               It used to be that the mail was



           6       delivered to house number one, house number 2,



           7       house number 3, going across the street.  So



           8       we just turned it into:  Go first to



           9       distribute odd and then even.  So things like



          10       that would add another ten minutes of



          11       productivity time.  So as a result, those are



          12       the kinds of things we do.



          13               In the case of the German investment



          14       named Yvonnick, it's a chemical, specialty



          15       chemical business that we control along side a



          16       German foundation, which is quasi-government,



          17       and the way we won that transaction is that



          18       the Workers Council, the union, actually



          19       directed that deal toward us because they felt



          20       we would be a good partner.  We had a good



          21       reputation.



          22               So I hope that's the way to answer



          23       the question.  I think just the flat numbers



          24       are more difficult.



          25               CHAIRMAN AARONSON:   Do you have any
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           2       idea about completion?



           3               MR. SALAME:   The politics, the



           4       aggregate number could not be changed, but we



           5       can do that analysis for you guys.



           6               I just want to emphasize on the coal



           7       miners' union, which is a 75 percent owner of



           8       Yvonnick.  Yvonnick is the biggest single



           9       investment in the history of the fund and, in



          10       that case, the reversal in the pension deficit



          11       as a result of the profits we've generated



          12       with them, is more than a billion Euro



          13       improvement during the four or five years that



          14       we've had 50/50 control with 25 percent



          15       ownership.  We've just listed company in



          16       Germany and it has been a great outcome for



          17       all future industries and the foundation,



          18       which is the Coal Miners' Union foundation,



          19       has stayed in, in effect, for all those shares



          20       and we're transitioning our ownership out.



          21       It's a great outcome for everyone, but we can



          22       certainly follow-up statistically for that on



          23       a portfolio basis.



          24               CHAIRMAN AARONSON:   I appreciate



          25       that.  Thank you.
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           2               MR. SALAME:   A few remaining



           3       highlights:  The value creation, how we create



           4       value in our portfolios:  First, we are



           5       disciplined buyers.  We do these charts of



           6       multiples of cash flow which people pay.  We



           7       tend to be value oriented.  We tend to see the



           8       great majority of our deals slightly below the



           9       line, but then we also work closely with our



          10       management teams, growing value.  So you can



          11       see this yellow box on page 12; the most



          12       significant driver of value in our deals is



          13       not leverage, it's not sort of alchemy; it is



          14       growth.  And we usually underwrite our deals



          15       assuming we sell them at a lower multiple than



          16       we buy them, but we've actually found, in



          17       fact, that we typically sell them at a



          18       slightly better multiple than we bought them



          19       at.



          20               In terms of what differentiates CVC:



          21       On page 13, we have the most active financing



          22       team of any private equities.  We have done



          23       about 50 billion dollars in financing and



          24       refinancing.  Again, we have a conservative



          25       capital structure, but part of that is when
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           2       the market is favorable, we sell before they



           3       come to fruition; so we're already pushing at



           4       maturity to minimum covenance.  We would take



           5       less leverage at the outset, so it's easier to



           6       provide more flexibility when you're not



           7       looking for the last dollar of debt.



           8       Sometimes it actually results in deals that we



           9       otherwise wouldn't have.



          10               So you will see in here the case



          11       against Starbeck.  Starbeck was the Eastern



          12       European Breweries.  It was, in theory, a



          13       competitive process, but our debt team locked



          14       up 30 banks in Europe and, in effect, there



          15       was only one credible buyer because no one



          16       else could got debt financing at the end of



          17       '09, which was a difficult time in the market.



          18       We were able to get that transaction done.



          19       That transaction is the first transaction sold



          20       out of our last fund at 2.7 times cost inside



          21       of three years, notwithstanding, frankly, a



          22       very difficult market.



          23               What happened, we thought people



          24       would trade down in Eastern Europe from wine



          25       to beer.  They traded down from wine to beer,
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           2       then home-made wine.  So we did pretty well,



           3       thanks to our debt team.



           4               Pages 14 and 15 show a little more



           5       detail on our investment process.  I'm happy



           6       to answer questions.  Then the remainder of



           7       the book is just three or four case studies,



           8       which we are also happy to walk through, but I



           9       don't know if we have already overstayed our



          10       welcome here.



          11               I am happy to answer any questions



          12       that you have.



          13               CHAIRMAN AARONSON:   In your funds,



          14       Fund I is fully invested; Fund II is fully



          15       invested; Fund III -- what about Fund V?



          16               MS. LEE:  V is a little bit off, but



          17       IV and X are fully invested.



          18               CHAIRMAN AARONSON:  So only V.  Would



          19       you call money for Fund VI before you fully



          20       invest in Fund V?



          21               MS. LEE:   No.  No fees will be



          22       called until Fund VI is activated.



          23               MR. SALAME:   We were in a low-to-mid



          24       70 percent.



          25               MS. LEE:  73 percent.
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           2               MR. SALAME:  73 percent right now in



           3       Fund V, with a few interesting things in the



           4       pipeline.



           5               MR. SCHLOSS:   You don't charge us



           6       fees until you finish that?



           7               MR. SALAME:   No, you will not be



           8       charged fees until we finish that, investing



           9       exclusively out of Fund VI.



          10               CHAIRMAN AARONSON:   Does anybody



          11       have any questions?



          12               (No response.)



          13               Okay, thank you very much.



          14               MR. SALAME:   Thank you very much for



          15       your time.



          16               MS. LEE:   Thank you.



          17               (Whereupon, at this time, the



          18       representatives from CVC left the room.)



          19               CHAIRMAN AARONSON:   CVC is a U.S.



          20       company?



          21               MR. SCHLOSS:   European.



          22               MR. KOENIG:   Headquartered in



          23       London.



          24               MS. CALDAS:   They can do North



          25       America and they have a New York office.
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           2               So the ask, again, is 200 million for



           3       CVC.



           4               CHAIRMAN AARONSON:  Does the



           5       Comptroller's Office and you guys agree with



           6       that?



           7               MR. KOENIG:   Yes.



           8               MR. SCHLOSS:   Consensus?



           9               CHAIRMAN AARONSON:   Okay.



          10               MR. SCHLOSS:   Thank you very much.



          11               Can I recommend that we do Apollo and



          12       then have lunch?



          13               CHAIRMAN AARONSON:   Yes.



          14               MS. CALDAS:   There are two.  I am



          15       going to start on page 242 of your big



          16       booklet.



          17               So this is Apollo Fund VI is coming



          18       to you again.  This is an existing



          19       relationship, you guys know that you are in V,



          20       VI and VII.  This time we're looking to raise



          21       12 billion dollars.



          22               CHAIRMAN AARONSON:   We are in Funds



          23       V, VI and VII?



          24               MS. CALDAS:   Correct.



          25               CHAIRMAN AARONSON:   And now this is

�



                                                               146





           1              Executive Session - June 6, 2012



           2       Fund VIII?



           3               MS. CALDAS:   Fund VIII, correct.



           4               Again, they are looking to raise 12



           5       billion dollars.  They are going to make a GP



           6       commitment of 2.5 percent of aggregate, about



           7       300 million they are going to put as well.



           8               One thing we would like to point out



           9       is that because of our size and because we are



          10       looking to come in at first close, we have



          11       been able to reduce the fees from 1.25 to one



          12       percent, and we were happy about that.  In



          13       terms of how it mixes in your portfolio, if



          14       you look at page 243 in the box here, this



          15       clearly would go into your buyout strategy.



          16       They're mostly North American.  They can have



          17       a little bit floating here, but it's mostly a



          18       North American fund.  You have all the



          19       targets, 60 to 85, and if you look across all



          20       of the active commitments, the market value



          21       unfunded and total exposure, are all within



          22       that range.  So we are good there.



          23               Apollo is led by, as you all know,



          24       the three co-founders which are Leon Black,



          25       who is in Asia right now; Josh Harris is
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           2       outside, and Marc Rowan, who is outside as



           3       well.  And they are also supported by 21



           4       partners, 21 managing partners, eight partners



           5       and 54 supporting specialists.  So a huge



           6       sizable team, which is very good.



           7               If you recall, they were started in



           8       the 1990's by Leon Black, after the fall of



           9       Drexel Burnham, which a lot of these guys came



          10       from.  They started with a big capital market



          11       operation, 1990, and eventually spun it out



          12       and it became Ares, who you actually invested



          13       in last year.  Then, in 2003, they realized



          14       they needed some capital structure to help



          15       with their competitive advantage and brought



          16       another team in and are doing amazing work



          17       right now.



          18               They have about 110 billion dollars



          19       in assets under management that goes to



          20       private equity, real estate, credit again,



          21       with the credit team they brought in, and



          22       natural resources.



          23               One thing that is worth pointing out



          24       is that in March 2011 they went public and



          25       with a 565 million dollar offering on the New
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           2       York Stock Exchange and a lot of that was, the



           3       purpose of the IPO was to raise capital for



           4       both initiatives within the firm, to further



           5       strengthen out the team and, then, also to



           6       provide liquidity for investment banks and



           7       institutional investors to come in.



           8               Again, just to remind you, their



           9       strategy is they're contrarian.  They like to



          10       go into deals that are complicated.  They like



          11       the hair.  They like things that either have



          12       regulatory issues or industries going through



          13       some kind of a market dislocation where their



          14       guys can come in, where other private-equity



          15       firms would shy away -- they don't have the



          16       expertise or the Chutzpa -- and they can come



          17       in and then actually command a nicer, lower



          18       price in their multiples.



          19               The other thing is that they actually



          20       have a great deal of flexibility, where they



          21       can, during recessionary times, go into fully



          22       distressed or debt investments or during



          23       expansionary times they will go on to carve



          24       out or to buy out.  So it allows them to



          25       continue investing, regardless of what the
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           2       economy is going through and they can still



           3       see upside, whichever way the economy is



           4       behaving.



           5               They are in nine different sectors:



           6       Chemicals, consumer and retail, finance



           7       distribution, transportation, manufacturing,



           8       natural resources, satellite wireless, media,



           9       they're across all the boards for all intents



          10       and purposes.  Again, the capital-market team



          11       is a great competitive advantage for them



          12       because when the market has gone down and they



          13       have invested in deals during an expansionary



          14       time, they can go back and restructure the



          15       deal to make sure they are prudently sized so



          16       they can go through whatever cycle the market



          17       is going through.



          18               This is really reflected on page 245



          19       where you see how they make money and their



          20       value creation, in the bar chart up here.



          21       This shows that 43 percent of the value that



          22       they create comes out of EBIDTA growth.  They



          23       literally go in, roll up their sleeves and



          24       start impacting, in a positive way, the EBITDA



          25       or the revenues and earnings growth for the
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           2       company, but they also have the multiple



           3       expansion piece, where they go in at really



           4       competitive multiples, a lot of it because



           5       they are taking on really complex deals that



           6       others don't want to make.



           7               The debt payout is basically, their



           8       credit market expertise is to come in, pay off



           9       debt.  They may have structure with low



          10       covenants, and they make sure that none of



          11       their deals are in any kind of trouble at any



          12       time, for the most part.



          13               If you look at page 246 for their



          14       record, they're invested in a great deal of



          15       companies.  You will see the table there that



          16       shows all of their funds and investments since



          17       1990.  You will see that they have invested



          18       about 39 billion across 135 transactions, and



          19       unlike CVC, they actually have a very low loss



          20       ratio of seven percent, when you look at funds



          21       5 to 7.  So we will just concentrate a little



          22       bit on funds 5 to 7 because, A, in terms of



          23       size, it is actually more equal to the current



          24       strategy they have right now.  It is



          25       reflective of the past years, of the past 12
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           2       years, and then, also, it reflects about 75



           3       percent of firm's capital.  This is where



           4       money is working right now.



           5               If you look across 5 to 7 on page



           6       246, you will see that they have invested



           7       30.1 billion across 59 portfolio companies and



           8       had a nice high gross IRR of 33 percent and a



           9       gross total value multiple of 1.7 times.



          10       It's worth noting that they have already



          11       realized on 20 of those deals.  That



          12       represented 3.7 billion of invested capital,



          13       valued at 9.7 billion, and they ended up



          14       generating a 2.6 times 75 percent gross IRR.



          15       It's really a strong performance.



          16               Another nice piece I'd like to



          17       mention is that Apollo has a recycling



          18       provision that allows them to recycle capital,



          19       so they have been able to recycle, across 5



          20       and 7, 7.3 billion dollars of extra money that



          21       they didn't ask from you; they recycled it,



          22       brought it back in proceeds and were able to



          23       generate a 2.9 times multiple on that.  So



          24       that's very, very strong, and what it means to



          25       you is that they effectively saved LP's 200
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           2       million dollars in fees, which you didn't have



           3       to pay for, which is very, very good.



           4               Fund VII, as you can see, is the most



           5       recent fund, the 2008 fund, and they invested



           6       during the recessionary period.  You can see



           7       that they did have a little bit of debt there.



           8       One of the best examples of that is Lyondell,



           9       where they came in -- They were suffering;



          10       they came in and bought the debt before it



          11       went through a bankruptcy period.



          12               It is worth noting that Lyondell,



          13       when they bought it, was worth four to five



          14       billion dollars.  They came in, they



          15       restructured it.  They saw it go through the



          16       bankruptcy.  They took it out of the



          17       bankruptcy, and today that four to five



          18       billion dollar value is now worth 35 billion.



          19       That's a full 3.4 gross total value multiple.



          20       So it's a really nice example of how they go



          21       into the deals during a recessionary period;



          22       they create great opportunity off of it.



          23               The only other thing I would mention



          24       here is that Fund VI is ranked in the second



          25       quartile.  They came in 2006 and a lot of
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           2       that, and they will walk you through this, a



           3       lot of the downside of the performance comes



           4       from two deals.  That's Caesars and Prestige,



           5       but they will give you a little more detail



           6       there.  But even though they have written down



           7       1.5 billion for mainly these two deals, they



           8       haven't written them off.  They are not giving



           9       up on them.  They are going to continue



          10       working on them.  They have zero losses so far



          11       for Fund VII, so it's a good sign that they're



          12       staying committed and they're going to



          13       continue working on it to make sure they



          14       maintain value in those deals.



          15               I think overall, if you look at page



          16       249, which, as always, basically summarizes



          17       all of our key points, which I have already



          18       mentioned.  We like their returns.  We like



          19       the fact that the seniors have been together



          20       for an average of, the three founders, 26



          21       years, but the rest of the partners have been



          22       together for an average of 13 years.  Nice



          23       cohesion, nice development there.  They have



          24       been together for a while.  Great capital



          25       market expertise, which has given them an
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           2       opportunity to invest in all different types



           3       of market cycles and protect their investments



           4       as best as possible, and they like taking on



           5       complex deals.  They take on deals that others



           6       won't take on, so they can command a better



           7       entry price there.



           8               We actually like the fee discount,



           9       which here is typically one percent.  Yes,



          10       they have a great deal of unrealized in Fund



          11       VI and VII.  They haven't given up on their



          12       deals, they're still working through them, but



          13       they do have a huge team which will be able to



          14       continue working through that.  Those are my



          15       key points.



          16               MR. KOENIG:   Yes.  I think it is a



          17       very good group.  They have done well for you,



          18       as part of your portfolio.  They have had the



          19       ability to, because of their structure and



          20       expertise, cap capital markets; they work



          21       irrespective of business cycles, in many ways,



          22       and I will show you something real quick:



          23               This is in the material somewhere,



          24       but these are the last these funds that you're



          25       in, and this is a comparison of taking every
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           2       transaction that they did and simulating an



           3       investment into the public market at the same



           4       time and comparing the two numbers.  So, over



           5       aggregate, your experience is about 15 percent



           6       higher than if you had taken those dollars and



           7       just put them into the S&P 500 over the same



           8       time frame.  So if you think about the last 12



           9       years, this analysis encompasses the way they



          10       are able to invest money and work with



          11       companies.  So we are supportive of the



          12       recommendation.



          13               CHAIRMAN AARONSON:   Do they have any



          14       overhead in Fund VII?



          15               MR. KOENIG:   They are 77 percent



          16       invested, 10 percent already reserved for



          17       investments in existing businesses.  So 13



          18       percent total range, not all of which will get



          19       used.



          20               CHAIRMAN AARONSON:   Do they intend



          21       to call money for number 8 before they collect



          22       that 13 percent of investments?



          23               MR. KOENIG:   No.



          24               MS. CALDAS:   That's a question you



          25       definitely want to ask.

�



                                                               156





           1              Executive Session - June 6, 2012



           2               MR. KOENIG:  You can double check



           3       with them.



           4               CHAIRMAN AARONSON:   None of the



           5       other funds have any overhead.



           6               MR. KOENIG:  No.



           7               CHAIRMAN AARONSON:  Just the 7.



           8               MR. KOENIG:   No.



           9               MS. CALDAS:   Do you have any more



          10       questions or would you like to see them?



          11               CHAIRMAN AARONSON:   Yes.



          12               MS. CALDAS:   I will bring them in.



          13               (Whereupon, at this time, the



          14       representatives from Apollo entered the room.)



          15               CHAIRMAN AARONSON:   Could we get



          16       business cards for the stenographer.



          17               Whenever you're ready.



          18               MS. DRESCHER:   Good afternoon, and



          19       thank you all for having us here and for being



          20       such terrific partners over the last now 12



          21       years, our last three private-equity funds and



          22       our strategic credit mandate as well.  We are



          23       very appreciative of the billion dollars that



          24       you entrusted us with.



          25               CHAIRMAN AARONSON:   I am very
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           2       disappointed that Leon didn't come to discuss



           3       it.  We have a question.  We have been dealing



           4       with him over for a number of years.  We have



           5       discussed with him his opinion on paying taxes



           6       on the carried interest and his answer was



           7       that he wouldn't mind; that if he was forced



           8       to do it, he would do it, but if his son was



           9       forced to do it, his son would move to England



          10       instead of staying in the United States,



          11       because he didn't want to pay taxes.  So I



          12       wanted an update; is his son sill in America?



          13               MR. ROWAN:   His son is still in



          14       America and, I think, based on the girlfriend,



          15       I think he will be here a long time.



          16               (Laughter.)



          17               MS. DRESCHER:     Thank you.  Just to



          18       introduce myself, I am Stephanie Drescher, a



          19       partner of the firm.  I have been with Apollo



          20       now for 10 years and fortunate to sit on the



          21       firm's senior management committee, along with



          22       Josh and Marc, whom you both know, Josh Harris



          23       and Marc Rowan, two co-founders of the firm,



          24       along with Leon.  He sends his regrets.



          25       Unfortunately he had to be out of the country
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           2       today.



           3               I will pass it to Josh.



           4               MR. HARRIS:   So, first of all, thank



           5       you for your time and partnership.  I am glad



           6       you are in good moods.



           7               I would like to talk to you about,



           8       you are very aware of the firm, but give you



           9       an update as to how we are doing and tell you



          10       why I think Fund VIII is a very good



          11       investment for you.



          12               The firm has grown both its credit



          13       and its private-equity business, and today it



          14       is a larger firm, about 115 billion dollars,



          15       but we continue to have really the same



          16       strategy and same culture and the same



          17       underlying focus, which is a very distinctive



          18       value orientation, both in credit and private



          19       equity, and using flexibility to move up and



          20       down our balance sheet and across geography to



          21       find those best risk returns world wide for



          22       our clients.  So I think you have experienced



          23       that both in private equity and credit in our



          24       last three funds and in the credit mandate



          25       that you have done with us.  But in the last
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           2       three funds we have generated, in the '01



           3       fund, we were the top outperforming fund,



           4       having generated a 45 percent net return for



           5       you all at about a three-and-a-half multiple



           6       of your capital.



           7               In Fund VI, which is the fund that



           8       you did next, we've generated 2.1 times your



           9       money so far and a 10 percent net return.



          10       That was obviously done just previous to the



          11       actual credit crisis.  That would be a top



          12       quartile fund.



          13               In Fund VII, which is the '08 fund,



          14       we generated a two-and-a-half X so far in a 28



          15       percent net-return fund.  So I guess if I were



          16       in your shoes evaluating who to give your



          17       capital to, I would start with track record



          18       and, I think, on an overall basis across all



          19       of our funds, for every dollar that our



          20       investors have given us, we have given them



          21       back $2.40.  We generated about a 26 percent



          22       net return; so that would be unrivaled



          23       holistically and would compare to the S&P 500



          24       during the same time period for about nine



          25       percent.  So we have tripled the S&P 500 and
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           2       we have doubled the top quartile private-



           3       equity fund's performance.  So we are proud of



           4       our record and fiduciaries.



           5               The question is, how do you do that?



           6       From our point of view, we have a highly



           7       differentiated approach from other people.



           8       What we try to do is, in sort of common



           9       English, trade complexity and aggravation per



          10       rate of return.  We try to go into those



          11       investment strategies and sectors where it is



          12       not just capital, it is special expertise that



          13       is needed to actually transact.  So we are



          14       best known for being in the stress control



          15       business, which is just under half our capital



          16       over our time period, and in that business we



          17       go about private equity differently than nay



          18       other people.



          19               Rather than traditional private



          20       equity, where you go and buy a company to



          21       raise financing, we go into the market, buy



          22       bank debt bonds, and we reduce leverage



          23       through a restructuring process.  At the end



          24       of the day, when the dust clears, you have a



          25       well-structured, private-equity transaction.

�



                                                               161





           1              Executive Session - June 6, 2012



           2       Because that business is a little more



           3       complicated, it has much higher returns.  Not



           4       everyone can do it, and that's about 50



           5       percent of our business.



           6               Another 20 or 25 percent of our



           7       business is what we call corporate carve outs,



           8       where we get into exclusive dialogues with big



           9       corporations and we bring fenced businesses



          10       where only divisions have existed, so we go



          11       ahead and we put in good management teams and



          12       systems and intercompany arrangements.  At the



          13       end of the day, it sounds all really



          14       complicated, but what we are really doing is



          15       trading complexity for purchase price and



          16       we're able to buy good companies at low



          17       prices.



          18               So we are buying companies about 6.1



          19       times cash, but at the end of the day we are



          20       only competing with the traditional



          21       private-equity players about a quarter of the



          22       time.  And when you are willing to raise the



          23       bar and really be opportunistic, and you don't



          24       have to compete with people 100 percent of the



          25       time, you can buy good companies at much less
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           2       expensive purchase prices.



           3               So there are three ways to make money



           4       in private equity:  You can buy right; you can



           5       manage a company better; you can sell right.



           6       We think that the largest single determinant



           7       is purchase price.  So our strategy is highly



           8       differentiated in the sense that we do things



           9       that other people don't do and we integrate



          10       credit capital markets.



          11               The last thing I would say about



          12       Apollo, before turning it over to my partner



          13       Marc -- and what comes out of that is we can



          14       buy a company that's 6.2 times cash versus the



          15       industry, which is paying nine times cash.  So



          16       those are the numbers; a pretty simple



          17       strategy:  Buy well.



          18               The last thing I will say about



          19       Apollo, and I'll turn it over to my partner



          20       Marc, is we have been around for 23 years.



          21       Leon, Marc and I worked together for 27 years.



          22       We started at Drexel Burnham.  The next level



          23       of partners have been together for 10 to 20



          24       years, depending on the partner, and so we are



          25       a bit like the firm in that you come and you
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           2       don't leave.  It is a very tight culture, even



           3       though it has become a larger firm, but we are



           4       also learning as an organization.



           5       Notwithstanding that you have the same team,



           6       we are all a bit older, have less hair, if you



           7       will.



           8               MR. ROWAN:   Speak for yourself.



           9               MR. HARRIS:   We are learning and



          10       getting better.  We have lived through



          11       multiple cycles, multiple financial crises,



          12       starting in the early '90s, and I think every



          13       day we are, the firm is getting better, but



          14       the same team will be investing your capital



          15       that has been investing it for many, many



          16       years.



          17               You have a question?



          18               CHAIRMAN AARONSON:  Your last one was



          19       2008, you started raising --



          20               MR. HARRIS:   Yes.



          21               CHAIRMAN AARONSON:  And now you are



          22       starting in 2013, a new fund in five years.



          23       The fund before, I believe VI to VII, you were



          24       able to do in two years; is there any special



          25       reason why it has taken so long to start?
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           2               MR. ROWAN:   It is actually a little



           3       more than two years.  What you saw is we have



           4       something in our funds called "recycle."  So



           5       typically, if we have investments that come



           6       full circle within 18 months, we recycle



           7       capital.  So the Fund VI and Fund VII actually



           8       overlapped a little bit.  The way to think



           9       about it is Fund VI was really about three,



          10       three-and-a-half years, and Fund VII, the most



          11       recent fund, is about four, four-and-a-half



          12       years.



          13               CHAIRMAN AARONSON:   Do you have any



          14       money in Fund VII that hasn't been invested



          15       yet?



          16               MR. ROWAN:   In small amounts, yes.



          17       We typically hold about 10 percent back for



          18       add ons in the portfolio, and we are down to



          19       less than seven percent of the portfolio today



          20       that's investable.  So this is actually the



          21       perfect time.



          22               CHAIRMAN AARONSON:   When you raise



          23       this money, do you collect money or mandate



          24       fees on the money before you fully invest that



          25       less than 10 percent?
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           2               MS. DRESCHER:   The fee drops for



           3       Fund VII you are referring to, the current



           4       fund, once we launch Fund VIII, the prior fund



           5       steps down and you only pay on what is



           6       invested and you pay the lower rate.  So there



           7       are two step downs.



           8               MR. HARRIS:   And really relative to



           9       new investments, as of August, that's the end



          10       of our new investment deals actually.  So



          11       realistically, by the time we start investing



          12       this fund, that fund will be done and will



          13       only be for follow-on investments, where there



          14       is an opportunity, or in some cases we need to



          15       step in and help a company.  That's the way it



          16       would work.



          17               MR. ROWAN:   I thought I would take a



          18       little bit of a different tact.  Normally we



          19       come and speak to you about our investments,



          20       but I thought I would talk to you a little bit



          21       about our companies, particularly Caesars,



          22       because I know I have gotten questions around



          23       Caesars.  So there is a small booklet that we



          24       sent around in advance.



          25               I thought maybe we could step back to
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           2       talk a little bit about Apollo, and this is



           3       just the private-equity business of Apollo and



           4       try to put Apollo in context.



           5               If you take all the private-equity



           6       companies that we control throughout the funds



           7       that are still in our portfolio, we would be



           8       the 11th largest in the S&P 500.  We would be



           9       just larger than AT&T and just below Ford, and



          10       I would bet that at the end or middle of Fund



          11       VIII, we would be probably right around



          12       General Electric.  We would be, on almost any



          13       measure, whether it's revenues or cash flow,



          14       employees, we would be in the 97, 98



          15       percentile.  So we are, overall, a very large



          16       company.



          17               If you look on the second page, what



          18       you see is that globally we employ some



          19       360,000 people.  If you look at just our U.S.



          20       employment, just our U.S. employment is, round



          21       numbers, 211,000; and if you look again at



          22       that 360, of that 360,000, round numbers,



          23       88,000 are union employees.  About a quarter



          24       of our workforce is unionized versus what we



          25       are told in the U.S. economy is about 11
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           2       percent.  So we are a little over twice the



           3       percentage of union participation.



           4               CHAIRMAN AARONSON:   You might want



           5       to change, in the private sector only about



           6       seven percent.  The 11 percent is with public



           7       employees.



           8               MR. ROWAN:   Right, thank you.  So if



           9       I turn to page 3, just a word on Caesars:



          10       Caesars is one of the largest companies we



          11       own.  In terms of employment, we have 68,000



          12       employees and, of that, roughly 40 percent,



          13       28,000 employees are covered by collective



          14       bargaining agreements.



          15               We made an investment in Ceasars.  We



          16       agreed to invest in Caesars in 2007.  The



          17       investment did not close until the end of



          18       2008, the beginning of 2009.  I would say



          19       Caesars is among our most challenging



          20       investments, given what has happened in the



          21       gaming sector, and particularly in Las Vegas,



          22       which I will come back to.



          23               What you can see, if I now drop down



          24       to "Employment," when we took over the



          25       business -- this is the snapshot that I got --
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           2       we were, round numbers, 68,000 employees and



           3       today we are, round numbers, about 68,000



           4       employees.  During that period of time, the



           5       union workforce has grown from about 24,000 to



           6       28,000.  That is primarily dealers.



           7               CHAIRMAN AARONSON:  Dealers are not



           8       unionized.



           9               MR. ROWAN:   I will show you the next



          10       page, it goes through it a little bit.



          11               We operate in 14 separate states.  We



          12       operate a lot of Indian reservations.  We have



          13       a lot of unusual operating arrangements.  What



          14       you can see, broken out state by state, our



          15       union employees, our non-union employees and



          16       other employees, and how the 68,000 employees



          17       break down.  What you can see is roughly half



          18       the employment of the company is in Nevada,



          19       including a substantial portion of our union



          20       employees.



          21               If you look on page 5, what you see



          22       is we have literally dozens of union



          23       relationships, at more than 25 different



          24       properties.  The human relations, the employee



          25       representation function at Caesars is quite
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           2       robust.  This is a very large portion of our



           3       business, and you can look through some of



           4       these just to see how many unions we have at



           5       each of the properties representing each of



           6       the functions.



           7               MR. SCHLOSS:   What are the checks?



           8               CHAIRMAN AARONSON:   What I don't see



           9       is -- Nevada, here, is not representing any of



          10       your employees in --



          11               MR. ROWAN:   Unite.



          12               CHAIRMAN AARONSON:   So I'm looking,



          13       for instance, at Harrahs, Las Vegas; Paris,



          14       Las Vegas.



          15               MR. ROWAN:   It is not listed as



          16       Unite, it's all the hotel workers, the food



          17       and beverage, the restaurant.  For us, it is



          18       broken down by function, which is really how



          19       we think about the business.  For us, in Las



          20       Vegas, Unite is all of our housekeepers,



          21       almost all of our food and beverage, our bell



          22       staff at certain of the hotels but not all of



          23       the hotels, and a variety of other



          24       miscellaneous functions, but food and beverage



          25       and housekeeping and others, that's the lion's
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           2       share of what we have done.



           3               It you turn to page 6 now, to give



           4       you a sense, since we agreed to make the



           5       investment, the total number of work stoppages



           6       at Caesars has been none.  We have not had any



           7       union work stoppage.  We have not had a union



           8       situation, a negative one at least, despite a



           9       tremendously difficult set of operating



          10       conditions.



          11               On 7, what you see is the current



          12       state of our Las Vegas portfolio.  We are



          13       roughly 30, 35 percent of the entirety of the



          14       Las Vegas market.  We own Caesars Palace,



          15       obviously, but Harrahs, Flamingo, Harrahs



          16       Bally.  Planet Hollywood is a new addition of



          17       something we bought during the financial



          18       crisis.



          19               So this is the bulk of our company.



          20       To give you a sense, overall, Caesars makes



          21       about two billion of cash flow and 800 million



          22       of cash flow comes out of the Las Vegas



          23       market.  Las Vegas is the beginning and the



          24       end.  Everything else is interesting, it's all



          25       about what happens in Las Vegas, and Las Vegas
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           2       is at a really interesting inflection point.



           3       I'll tell you a little bit about that on the



           4       next page.



           5               CHAIRMAN AARONSON:  I thought what



           6       happens in Las Vegas stays is Las Vegas.



           7               MR. ROWAN:   It is just the money



           8       that stays in Las Vegas, we hope.



           9               What you can see is that since 2007



          10       there has been a pretty sharp downturn in



          11       revenues, about 14 percent, and profitability



          12       down about 30 percent.  This is a function



          13       really of two factors:  The first, the



          14       financial crisis, hit Las Vegas very, very



          15       hard.  It hit financial services.  Finance



          16       services was a substantial portion of the



          17       convention business, particularly the high end



          18       convention business.  In connection with the



          19       various bailouts, government mandated no



          20       conventions in Las Vegas; not a great way to



          21       own a big Las Vegas convention business.



          22               The other thing that happened is you



          23       have roughly 18 billion of capital



          24       expenditures put into this marketplace over a



          25       very short period of time; Cosmopolitan, City
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           2       Center, new additions to Wynn, new additions



           3       to Encore, and the market really has just



           4       stabilized.  So the message I would give is,



           5       we have been through a terrible time, but we



           6       are now 90-plus percent occupied and have been



           7       for the past 24 months.  We have no new supply



           8       coming on, so we are seeing a pick-up revenue.



           9       We are seeing a pick-up profitability, and we



          10       really have survived the worst.  Again, we are



          11       optimistic about what we can do in Las Vegas.



          12       We have two or three very large developments



          13       taking place in Las Vegas, which I will talk



          14       about, if people are interested.



          15               If you look at page 9, again, to the



          16       extent, despite the very difficult time we



          17       have been in, what I have done is I have given



          18       you the pay-and-benefits index in 2007 for



          19       culinary and the other unions we deal with,



          20       versus CPI West, which is our CPI, and despite



          21       the fact that we have grown union employment



          22       by 4,000, and been through a difficult time,



          23       wages have certainly kept pace with inflation



          24       and, in fact, have outstripped inflation in



          25       many instances.
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           2               On page 10, I've give you a little



           3       bit more of the specifics.  For the four



           4       largest categories of the employees we have in



           5       Las Vegas:  Cooks, bartenders, room attendants



           6       and cocktail servers, with an hourly wage of



           7       roughly 21.62 for 2012, in a market that is



           8       very, very inexpensive.  Housing is very



           9       inexpensive; most living expenses are very



          10       inexpensive in Nevada.



          11               What I would say is, most importantly



          12       and not just tied to Caesars but tied to many



          13       of our companies, we have at Caesars a very



          14       visible, active labor policy in the four



          15       statements that are contained on page 11;



          16       these are not four statements that are just in



          17       this book, these are four statements that are



          18       on the wall in every cafeteria or gathering



          19       place.  We obviously run a business that is



          20       partially unionized, partially not unionized.



          21       Everyone is treated equally.  We have no



          22       problem with new representation.  In fact,



          23       unions have been among our biggest supporters



          24       as we have opened in Ohio, as we have opened



          25       in Baltimore, and formed the bedrock of our
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           2       support for Boston.



           3               So I would say, I am sometimes asked



           4       specifically about Unite, and we are in the



           5       midst of a negotiation with Unite right now,



           6       and I would say that, absolutely, business as



           7       usual.



           8               MS. ROMAIN:   So you said Caesars'



           9       poor performance, was price a factor?



          10               MR. ROWAN:   Price was in part a



          11       factor, but really the factor was, one of the



          12       things Josh didn't say in his intro is not



          13       only are we value oriented, but we are



          14       negatively biased.  We don't buy into gross



          15       stories.  We expect bad things to happen and



          16       we budget for them to happen.  We don't buy



          17       the hockey stick of optimism.  Here we bought



          18       into a more modest trend down, we just never



          19       expected the magnitude of change in the



          20       financial crisis.



          21               To give you a sense, we went from 2.7



          22       billion dollars of cash flow down to as low as



          23       1.7 billion dollars in cash flow, which, for



          24       the gaming industry, had never experienced a



          25       downturn.  We are now back to 2.1 billion, and
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           2       new facilities we have opened will take us to



           3       2.2 billion, but we have a lot of liquidity,



           4       we have a long way to go.



           5               This has been a very difficult



           6       investment, but not notwithstanding that



           7       difficult investment, it has actually been



           8       okay for our employees.  So, hopefully, if you



           9       have questions, I am here obviously to answer



          10       your questions, but hopefully that's a little



          11       bit of an overview.  You would really see this



          12       in the vast majority of our companies; because



          13       of the kind of companies we buy, particularly



          14       in the industrial sector, we will be having



          15       very sizable participation, and centered



          16       around the cities, we end up with a much



          17       larger percentage of a unionized work force



          18       than the rest of the country.



          19               CHAIRMAN AARONSON:   Any questions?



          20               (No response.)



          21               Then I have a question:  The answer



          22       to this question is not going to determine



          23       whether we invest into the company or not, but



          24       there have been statements made by some people



          25       in the investment world who have attacked
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           2       defined benefit pension plans, and then they



           3       come to define benefit pension benefit plans



           4       and resupply them with a large part of their



           5       internal investment money and they still use



           6       the profits they make on that.



           7               Has anybody that you know of, in your



           8       organizations, ever made any statements



           9       attacking defined benefit pension plans in any



          10       way?



          11               MR. ROWAN:   No.



          12               CHAIRMAN AARONSON:   Have you ever



          13       made any statements saying that defined



          14       benefit pension plans are the most desirable



          15       way to provide for retirement?



          16               MR. HARRIS:   No, I don't think we



          17       have, no.



          18               CHAIRMAN AARONSON:   Do you think you



          19       might look into making such a statement?



          20               (Laughter.)



          21               You know, just from looking around



          22       and reading publications, you know we are



          23       under constant attack and we need allies that



          24       can help us, people who are in other



          25       industries and so forth.  Your industry has a
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           2       lot of clout.  You probably know that.



           3               MR. ROWAN:   Yes.



           4               CHAIRMAN AARONSON:   So if you asked



           5       your company to do a scientific study of how



           6       defined benefit plans provide the best



           7       retirement security there is for Americans,



           8       that would be, in fact, very helpful.



           9               MR. ROWAN:   I will tell you what we



          10       do:  We hire lots of new people each year.



          11       There are young kids show up at our firm and



          12       they're very excited.  There's a lot of



          13       mythology about our business.  One of the



          14       first things we tell them is, yes, you are in



          15       the private-equity business or you are in the



          16       credit business, but you are really in one



          17       business.  We do one thing:  We are fiduciary



          18       managers for retirees.



          19               If you look at our business, it



          20       sounds a lot less sexy, but if they don't



          21       understand that at the end of the day, we



          22       haven't done our job, because it is not about



          23       the next deal or the next thing, it's about



          24       the long term consistent level of performance,



          25       and they have to understand ultimately what
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           2       drives our business.  State plans, foreign



           3       plans, corporate plans are the vast majority



           4       of our business; you know what the percentage



           5       is, and everyone else is a small fraction of



           6       this business.  This industry is actually



           7       supported by the defined benefit plans, for



           8       the most part.



           9               CHAIRMAN AARONSON:   That's why,



          10       again, just a statement, for your own good.



          11       If you were able to sway others in government



          12       and so forth, that defined benefit pension



          13       plans, because of what they do for the economy



          14       of the country, are the way to go, it would be



          15       helpful. All I am asking is that you think



          16       about it.  I am sure you guys do all kinds of



          17       private things at your company and you are a



          18       public company now.



          19               MR. ROWAN:   Yes.



          20               CHAIRMAN AARONSON:   So I am sure you



          21       do all kind of things, surveys, studies, all



          22       kinds of things, and if you were to discuss



          23       with the people who are the biggest partners



          24       as we are here, to discuss with each other



          25       possibly doing something like that, it would
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           2       be helpful for not only the people covered by



           3       defined benefit plans, but it would be helpful



           4       from for your company.



           5               MR. HARRIS:   We make a decision on



           6       two or three votes.



           7               MS. MARCH:   I will tell you, I will



           8       go as far as saying I guarantee that your



           9       return at Caesars would increase if all of the



          10       recipients of the defined benefit plans heard



          11       you say that.  They have the time and the



          12       money to come to visit your facilities.  We



          13       have a whole group who live in Las Vegas and



          14       we have a whole group that visits them.



          15               CHAIRMAN AARONSON:   Does anyone else



          16       have any questions?



          17               Thank you.



          18               MR. HARRIS:   Thank you for your



          19       time.



          20               MR. ROWAN:   Thank you.



          21               MS. DRESCHER:   Thank you.



          22               (Whereupon, at this time, the



          23       representatives from Apollo left the room.)



          24               CHAIRMAN AARONSON:   Go ahead.



          25               MS. CALDAS:   So our recommendation
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           2       is 200 million for Apollo.



           3               CHAIRMAN AARONSON:   Do you concur?



           4               MR. KOENIG:   We do.



           5               MS. CALDAS:   So the recommendation



           6       is for Apollo VIII for 200 million dollars?



           7               CHAIRMAN AARONSON:   And Hamilton



           8       agrees.



           9               MR. SCHLOSS:   Okay.



          10               CHAIRMAN AARONSON:   Consensus.



          11               MR. SCHLOSS:   Okay.  Let's have



          12       lunch.



          13               MR. McTIGUE:   Mr. Chairman, one



          14       housekeeping item.  The question came up



          15       earlier in the meeting, about delivery of



          16       material related to the infrastructure related



          17       to Brookfield.  The Bureau of Asset Management



          18       checked their records and the material was



          19       delivered last week to all the trustees,



          20       including Ms. Maldonado, who was here but is



          21       no longer at the meeting.  I hope that will be



          22       conveyed, that our records indicate that the



          23       material was delivered in a timely fashion.



          24               MR. HOLT:   Do you make it a habit of



          25       sending the electronic materials out 48 hours
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           2       or more as well, because it doesn't appear to



           3       have happened.



           4               MR. McTIGUE:   Brookfield was sent



           5       out last week.



           6               MR. HOLT:   Electronically it was



           7       sent out yesterday  at 12:01.



           8               MS. MARCH:   That's not true.



           9               CHAIRMAN AARONSON:   We are adjourned



          10       temporarily for lunch.



          11               (Luncheon recess taken.)



          12
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          25
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           2                    AFTERNOON SESSION



           3               CHAIRMAN AARONSON:   The meeting is



           4       back in order.



           5               Larry, next item?



           6               MR. SCHLOSS:   Mr. Jeter.



           7               MR. JETER:   The presentation is on



           8       securities lending.  I will wait for everyone



           9       to have something in front of them. (Pause.)



          10               The first one is sitting on top, and



          11       is labeled Securities Lending 101.  It's a



          12       quick overview of what lending is.  The second



          13       one is a report from Bank of New York Mellon



          14       on the current program.  Third is my



          15       recommendation of where we want to move the



          16       program to, and if you are ready, I will start



          17       with the first.



          18               CHAIRMAN AARONSON:   Yes, sir.



          19               MR. JETER:   As a reminder, I am



          20       making the presentation of Securities Lending



          21       101 overview.  As a reminder to everyone here,



          22       securities lending is the act of loaning the



          23       securities in your investment portfolio to a



          24       borrower and getting collateral back, and that



          25       collateral can either be cash or securities.
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           2       In return for that, the fund has residual



           3       earnings.  So you usually get somewhere



           4       between 100 and 105 percent value of the



           5       collateral.  You retain all control over the



           6       security; you haven't given away any rights.



           7       You're still able to hold property, you are



           8       still collecting income, but basically it is a



           9       program designed to give you extra residual



          10       income against the portfolio.



          11               If you go to the next page, there is



          12       a picture of the operation, how it works.  We



          13       hire a lending agent.  That agent negotiates



          14       the loan with the borrower and it works



          15       between the borrower and the lender, which is



          16       our custody bank, to make sure the securities



          17       and the collateral move back and forth



          18       efficiently.  Part of their responsibility is



          19       to vet out the borrowers.  They indemnify the



          20       funds against any problems on the borrower's



          21       side; they indemnify us with respect to any



          22       operational risks with respect to any of the



          23       loans.



          24               If you go to the next page, the only



          25       difference between this page and the page
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           2       before is it includes the custody arrangement.



           3       Where the program we are going to recommend is



           4       a little bit different is that traditionally



           5       and historically, our custodian bank has been



           6       the lender of the securities, and what we are



           7       going to recommend as the third part of the



           8       relationship, where we are hiring a separate



           9       agent to lend the securities, who would have



          10       to work with the custodian bank, but basically



          11       they have the same function as any other



          12       lender out there.



          13               The last page just shows who the



          14       typical players are, the typical lenders are



          15       the central banks, as far as companies,



          16       pension funds, ourselves, who borrow other



          17       broker-dealers, banks, certain hedge funds.



          18       Lending agents themselves are the custodian



          19       banks and third-party lenders.  Third-party



          20       lending is a ten-year old industry; very



          21       efficient.  One of the things that we



          22       concentrated on is to make sure that all the



          23       bells and whistles, all the operational



          24       connections, everything that had to be there



          25       so that people communicated properly, were in

�



                                                               185





           1              Executive Session - June 6, 2012



           2       place.  They work; they have been well tested,



           3       so we don't have any issues with that.



           4               There have been no questions about



           5       what lending is, but what I want to do is take



           6       you through --



           7               MS. ROMAIN:   I have a quick



           8       question:  Third-party agents have no



           9       relationship with the custodian?



          10               MR. JETER:   In this case, we are



          11       hiring someone independent of the custody



          12       bank.  What that did was it gives more people



          13       out there who are third-party lenders than



          14       people who do custody.  So it gives us a



          15       larger market.



          16               So there is something that looks



          17       likes collateral lending, BNY Mellon.  And if



          18       you go to page 3, this is a current program.



          19       This is the program that is currently



          20       administered by Bank of New York.  They are



          21       both custodian and lending agent.  Your



          22       lendable assets of 26 billion dollars



          23       represents public market securities in the



          24       portfolio.  Those are your equities, your



          25       bonds, both U.S. and non-U.S.  That's what is
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           2       considered a lendable portfolio.



           3               The amount of the loan is four



           4       billion dollars, and that's roughly 15 percent



           5       of your portfolio.  That's about average,



           6       where you have typically been historically.



           7       You have never been higher than 18 percent on



           8       loans, and that's about where we expect



           9       Citibank to be.



          10               You have four billion, slightly more



          11       than 102 percent collateral, and that's broken



          12       up between 3.9 billion dollars in cash



          13       collateral and 280 million dollars in non-cash



          14       collateral.  I point to this for a couple of



          15       reasons:



          16               Historically, the fund has had two



          17       issues with respect to security lending, and



          18       they both have been with respect to the



          19       reinvestment of cash collateral.  Both the



          20       lending agent, the current cash, purchase of



          21       security, and an issue of those with that



          22       security, and in both cases the fund had an



          23       impairment of assets in the fund.



          24               Currently you have close to a Lehman



          25       asset that has no market value.  They're
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           2       proposing to come to something called National



           3       Century Financial, which goes back to 2002, of



           4       which there's still four million dollars of



           5       exposure to that security in the portfolio.



           6               Citibank was the lender at that



           7       point, and what I want to tell is that the



           8       program we are bringing to you, although it is



           9       Citibank, is a completely different program.



          10       It's a completely different team.  The



          11       operations around the program are much



          12       different and, more importantly, they are not



          13       going to be doing collateral reinvestment.



          14               CHAIRMAN AARONSON:   I have a



          15       question:  When we had this loss back in 2002,



          16       did Citigroup make an effort to, even though



          17       they didn't -- did Citigroup make an effort to



          18       make us whole again?



          19               MR. JETER:   They shared in the



          20       recovery, the Teachers' Retirement System --



          21               CHAIRMAN AARONSON:   Well, if you



          22       plan to go over that, we can wait.



          23               MR. JETER:   I can do it now.



          24               There was 25 million dollars of that



          25       security that was lost.  The Fund has
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           2       recovered 20 million of that, and Citibank's



           3       portion of that recovery is about seven



           4       million dollars.  In that case, there was



           5       fraud involved, so there were other parties



           6       that participated in those recoveries, so



           7       there was a bankruptcy recovery of about seven



           8       million dollars; there were recoveries from



           9       three other parties.  Deloitte & Touche,



          10       auditor, JP Morgan Chase and Credit Suisse of



          11       the remainder of seven.  That leaves



          12       four-and-a-half million dollars unrecovered on



          13       the books.



          14               CHAIRMAN AARONSON:   Is that



          15       unrecoverable absolutely?  Is there any



          16       chance --



          17               MR. JETER:   So once we select a



          18       vendor in this case, we are going to work with



          19       them, we will probably have to recover those



          20       assets as future earnings, but we are going to



          21       work on how we can do that.



          22               CHAIRMAN AARONSON:   Then, my second



          23       question is:  It says here "collateral level



          24       102.13 percent."  When I added up the



          25       collateral level, it came out to 100 percent,
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           2       between the 3.8 million and the 282,000, it



           3       came out to exactly 4.156748621.



           4               MR. JETER:   Where are you?



           5               CHAIRMAN AARONSON:   Looking at page



           6       3, where it talks about collateral held.  That



           7       looks like four billion dollars, and that's



           8       the collateral -- oh, I see that's 4.15



           9       collateral and only 4.12.  Thank you.



          10               MR. JETER:   Yes.  You are always



          11       over collateralized.



          12               You have a spread and that's a return



          13       on each loan, about 26 basis points and



          14       year-to-date, you earned about 23 million



          15       dollars from the program.



          16               If you go to page 4, you see a



          17       snapshot of the loans by asset class and you



          18       are roughly at 15 percent of your equities on



          19       loan, 70 percent Treasury, 65 percent of TIPS,



          20       seven percent of corporates, three percent of



          21       your non-U.S.  I would tell you the non-U.S.



          22       goes up and down, depending on the market, the



          23       timing in the bond market, that actually the



          24       number goes up.



          25               The rest of them are about where they
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           2       really are on average.  So there is a



           3       seasonality to the non-U.S. where you actually



           4       see an increase of the useable space.



           5               If you go to the next page, you see



           6       the loans by asset class and basically that is



           7       just taking what's out on loan, showing you



           8       the portion.  Half of your loan portfolio are



           9       the loans of U.S. equities, basically.



          10               Page 6, through this program you have



          11       earned 234 million dollars, and what you see



          12       on this graph is the average loan volume and,



          13       basically, where you see a spike in earnings,



          14       that represents where our securities are more



          15       valuable in the marketplace because of market



          16       conditions.



          17               One of the things we are going to



          18       talk about with respect to the Citibank



          19       program is where they are going to spend their



          20       time in getting the value out of any loan and



          21       not obviously out of the reinvestment group



          22       since they won't be in it.  So, basically,



          23       they are not concentrating on securities that



          24       have a high demand in the marketplace.



          25               MR. NORTH:   David, page 67 of the
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           2       quarterly --



           3               MR. JETER:   This is only BNY, and



           4       the quarterly goes back in time.  That's the



           5       difference.



           6               MR. NORTH:   Right.  From 2004 there



           7       were also some other custodial -- there was



           8       some lending --



           9               MR. JETER:   In the early part of the



          10       BNY relationship there were other lenders in



          11       the non-U.S. portfolio because they had



          12       custody of those assets, and as we



          13       transitioned the assets, we actually moved the



          14       custodian function from those managers to BNY.



          15               MR. NORTH:   Thank you, I now



          16       remember.



          17               The other thing is,  this reflects or



          18       does not reflect the losses for the two



          19       collateral problems?



          20               MR. JETER:  It is not reflected in



          21       those numbers.  The value of those losses is



          22       still in the lending portfolio.



          23               MR. NORTH:   Okay, thank you.



          24               MR. JETER:   Any other questions?



          25               Page 7 shows earnings by type of
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           2       asset class.  Basically, what you see are the



           3       earnings, pretty much driven by the equity



           4       portion of the portfolio, which is the largest



           5       portion of the portfolio.



           6               Page 8, this is the maturity schedule



           7       for the collateral, the reinvestment pool.



           8       This shows investments that mature all the way



           9       out until 2015; and that's because they're



          10       based currently on the current guidelines that



          11       allow you to buy longer investments, and since



          12       they will not de-yield the reinvestment pool



          13       to talk about, basically what this would look



          14       like is an overnight investment in the future.



          15               Credit, this is the credit quality of



          16       the collateral profile, and  that is 3.8



          17       billion dollars.



          18               CHAIRMAN AARONSON:   And that's two



          19       different ratings?



          20               MR. JETER:   That's Moody and S&P.



          21               CHAIRMAN AARONSON:   Moody's is the



          22       first and S&P is the second?



          23               MR. JETER:   Yes.



          24               So I would like to take you back to



          25       page 3 for a second.  I apologize.  One thing
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           2       I did not point out and I want to point out



           3       because it will be different in the future, so



           4       on page 9, they are showing a yield of the



           5       investment portfolio at 33 basis points and it



           6       shows here as the average investment



           7       rate of .83  a portion of the earnings is



           8       being driven by that investment grade, and I



           9       just want to sort of clarify, your future



          10       earnings will not be driven by their ability



          11       to reinvest or lack of ability to reinvest.



          12               Page 10 just shows by type the



          13       breakdown of the collateral.



          14               Any questions about the program?



          15               (No response.)



          16               MR. JETER:  The last page in that



          17       shows the last four years of the earnings and



          18       the last four years of spread.  If you go back



          19       to fiscal '10 when spreads were very narrow



          20       and the earnings sort of reflect that, as



          21       spreads narrowed, the earnings rate goes down.



          22       That's part of what we are trying to take out



          23       of the program.  So short of a change in



          24       composition of the assets that we have in the



          25       portfolio, the actual earnings should actually
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           2       be fairly similar over time.



           3               The last piece is, I apologize, I



           4       wanted to have Chris introduce someone who has



           5       been working with us very closely on this, and



           6       I jumped right into my presentation.



           7               MR. LYON:   I introduced casually



           8       before my partner John Nawrocki.  John has



           9       been involved in a very small piece of this



          10       month's larger project in the Comptroller's



          11       office, in terms of providing our opinion of



          12       the recommended provider, and John will be



          13       available to help answer any questions and



          14       help provide his view, if and when



          15       appropriate.



          16               John has a background in all things



          17       operational within the investment world and is



          18       a resource to our clients on custody-related



          19       issues.  We considered this, in addition to



          20       leading our discretionary business where we



          21       help a small number clients actually



          22       implement, so he is along for the ride.



          23               CHAIRMAN AARONSON:   John, welcome.



          24               MR. NAWROCKI:   Thank you.



          25               MR. JETER:   So for the presentation
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           2       here it's written across the board for all the



           3       plans, so I will just point that out before we



           4       start walking through it.



           5               The BNY program has netted the



           6       collective Systems 669 million dollars since



           7       April 2004.  So the search for our current



           8       lenders really comes out of the custody search



           9       that we are undertaking at the Comptroller's



          10       Office.  We are still evaluating the other



          11       parts of the proposal, but we come here today



          12       with a final recommendation for lending due to



          13       the reinvestment risk for the Board's approval



          14       of the lending agent.



          15               There were six proposals for third-



          16       party lending.  They were from Bank of New



          17       York Mellon, Citibank, Credit Suisse, Deutsche



          18       Bank, JP Morgan Chase and State Street.  I



          19       will point out, you see the three custody



          20       banks there, because third-party lending is



          21       attractive and is a business that the custody



          22       banks compete against third-party lenders in.



          23       It is a very attractive business and very



          24       robust, and there are a lot of parties out



          25       there, but these are the six that proposed.
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           2               The valuation committee consisted of



           3       Kathy, Matt and myself, John Merseburg and



           4       Segeun, and there were other subcommittees



           5       that looked at other smaller parts of the



           6       proposals, as we went along.  We also worked



           7       with Rocaton, to get their opinion as we went



           8       through the process.



           9               What you have on page 4, I will not



          10       read all the words, are the requirements that



          11       we asked for.  One of the things that we did



          12       was we wanted them to put together a proposal



          13       that showed no more than 30 percent on loans,



          14       and I remind you that I had more than 18



          15       percent and I would say all the estimates that



          16       came back, none of them were above 20 percent.



          17               We wanted a fully indemnified program



          18       and actually we wanted a fully indemnified



          19       program that included any indemnification of



          20       collaterally invested risks.  We wanted



          21       something that -- we wanted a program that



          22       gave us daily reporting, full transparency; we



          23       wanted to be able to monitor the program,



          24       independent of the agent, ourselves.



          25               It had to be a sizable program, at
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           2       least 200 million dollars; they had have at



           3       least 10 years of experience doing this and



           4       the people assigned to the account had to have



           5       at least five years of experience.



           6               Lastly, we wanted to make sure that



           7       you had to be working with all the major



           8       custody banks, and at the end of the day we



           9       are doing a custody search; any other service



          10       providers, they have to give us information.



          11               The next page sort of walks us



          12       through, in the sense that we attributed to



          13       each of the areas and the fees or what we



          14       think of as revenue, what is considered across



          15       the board.  So there was no score given the



          16       fees, so to speak, but we did consider that in



          17       looking at the proposals.



          18               This kind of walks through again what



          19       the factors were, and I would say that as we



          20       went through the process, it became very clear



          21       that what we wanted and what people offered



          22       was a program that allowed us to limit the



          23       collateral to a non-cash or, in this case, a



          24       cash-repo environment, which ultimately did



          25       give a security as collateral rather than
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           2       cash.  What I will add is, Rocaton has an



           3       opinion about how we should build that



           4       collateral program.  We proposed a mix of



           5       non-cash and cash repos, and we are working



           6       with them to basically flush out that mix.



           7               John, do you want to talk about that?



           8               MR. NAWROCKI:  Sure.



           9               In terms of finalizing the ultimate



          10       program, we would work with the Comptroller's



          11       office to look at the final cash, the



          12       collateral reinvestment pools, and work on



          13       specific investment guidelines.  I think that



          14       would be separate from the broad



          15       recommendation of the program today, but we



          16       would plan on continuing to work with the



          17       Comptroller's office in finalizing those



          18       guidelines, in terms of the members wanting



          19       cash repos and non-cash collateral options.



          20               MR. JETER:   Just to clarify, "cash



          21       repo" is not cash reinvestment.  They are not



          22       going out to the marketplace and buying a



          23       security.  What they are doing is taking in



          24       what we have, giving cash back, and taking



          25       back a security as collateral.  So it is
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           2       closer to, it's part of their credit process.



           3       They are going to talk about how they select



           4       who they do the repo with; they will talk



           5       about that in the presentation.



           6               You are going to hear a program



           7       customizable to New York City.  They're not in



           8       a pool with other people; we're going to have



           9       our own investment guidelines, our own list of



          10       collateral, our own customizable; lists and we



          11       have control over all of that.  They have a



          12       very strong risk compliance system and we are



          13       going to talk about that.  One of the things



          14       that's unique about their recommendation,



          15       their proposal, are the revenue guarantees



          16       that they offer and the indemnification that



          17       they offer also.



          18               If you turn the page, you will see



          19       how some of the scoring is laid out by



          20       vendors.  I would say Citibank jumps off the



          21       page, and one of the reasons why it jumps off



          22       the page is the combination of their revenue



          23       guarantee, the combination of their



          24       indemnification, and the use of non-cash



          25       collateral and their willingness to customize
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           2       our portfolio.  Some of the others, Credit



           3       Suisse being one, they would lend about a



           4       third of their portfolio to Credit Suisse



           5       affiliates, so it is not something, you know,



           6       we actually prohibit them lending to



           7       themselves, so that would actually work



           8       against Credit Suisse's ability to work.



           9               Deutsche Bank had a very good



          10       proposal, but we would be a large portion of



          11       it and that's why we felt that would be a



          12       problem for us.  Bank of New York, State



          13       Street/JP Morgan all had issues in their



          14       programs recently.  All really don't want to



          15       offer something that has no collateral



          16       reinvestment, because that's kind of what they



          17       do for a living, and that's why their scores



          18       are a little bit lower.



          19               The next page sort of summarizes the



          20       final score.



          21               The last page, before I bring



          22       Citibank in, this was a proposal that gives a



          23       guaranteed minimum revenue of 98 million



          24       dollars across the systems, which is at least



          25       21 million dollars higher than the system
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           2       currently earns with Bank of New York.



           3               This is the floor.  It is based on



           4       final guidelines that we worked out with them.



           5       We have talked about the ranges and this does



           6       not change very much, but basically this is a



           7       guaranteed revenue and they are willing to



           8       stand behind this guarantee for the duration



           9       of the relationship, and they would just



          10       restate the guarantee each year, based on the



          11       activity from the funds.



          12               They reduced collateral reinvestment



          13       risk to almost none; and they put their bank



          14       behind them with their indemnification off on



          15       the loan side and any issue that might happen



          16       on the collateral side.



          17               John, do you want to add anything?



          18               MR. NAWROCKI:   I would like to jump



          19       in.



          20               In summary, we would support this



          21       recommendation.  We have prepared a recent



          22       memo which summarizes the work that we have



          23       performed, in our opinion, and that was



          24       included here, and I would like to take a



          25       moment or two to speak to that memo.
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           2               At Rocaton, we view securities



           3       lending activities more under the lens of an



           4       investment activity, given the risks



           5       especially of lost collateral pool.  So, as I



           6       speak to this, we are looking from a risk-



           7       return percent -- where is the best place to



           8       be?



           9               In the past few weeks, in terms of



          10       work we have performed, we have worked with



          11       the Comptroller's office.  We have met with



          12       key personnel at Citibank, in the security



          13       lending program.  We have looked at the



          14       written proposals that have been presented and



          15       have reviewed those.  We have held material



          16       discussions in that memo and, certainly, my



          17       comments this afternoon.



          18               When we looked at securities, there's



          19       two ways of earning revenue with securities:



          20       The actual loan, the loan activity; and then



          21       the reinvestment of collateral.  So from a



          22       loan standpoint, what we advised, pursuing



          23       securities loan programs, he is to maximize



          24       the value of the federal loans so that



          25       securities are in demand at Global.  That will
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           2       earn more revenue. As we look at Citibank's



           3       capabilities, we are comfortable with them as



           4       a lending agent in this regard and certainly



           5       are comfortable with them as a lending agent



           6       for the program.



           7               When we talk about the collateral and



           8       collateral reinvestment, historically this is



           9       where securities lending has posted losses and



          10       where the risk in the program resides.  So, in



          11       that regard, as a firm, we tend to be very



          12       conservative.  When we look at a spectrum of



          13       collateral reinvestment, we would be very



          14       conservative on the spectrum of choices for



          15       collateral programs.  What does that mean?



          16               In terms of what the collateral



          17       coming in is -- and in this case we would



          18       support a non-cash collateral program that



          19       focuses on the U.S. government and agencies,



          20       so more conservative securities coming in --



          21       we would be supportive of the cash repo as



          22       presented, but again, looking at the spectrum



          23       of cash repo, we would tend to be a little



          24       more conservative.  Then, the securities



          25       coming in for cash repo, we would want to be
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           2       focused again on government securities, U.S.



           3       government and U.S. agency-type securities.



           4               Again,  we are comfortable with



           5       Citibank as a lender.  We would recommend



           6       being more conservative in the guidelines, but



           7       we certainly feel the spirit being presented



           8       is in that discretion.  As stated before, we



           9       do intend to work with the Comptroller's



          10       office on the ultimate guidelines in that



          11       regard.



          12               If we look at some of the other



          13       elements of the Citibank proposal, certainly



          14       their level of indemnification is, I would



          15       like to add, relatively unusual in terms of



          16       what they are indemnifying on the cash repo



          17       side.  Certainly, we are not a law firm, not



          18       attorneys; ultimately, this has to be reviewed



          19       and the language in the final contract is what



          20       will really govern apparently, but we can say



          21       from an industry perspective that what they



          22       are offering in terms of indemnification is a



          23       little bit unusual and strong, relative to



          24       other offerings that we have had in the past.



          25       So that is something that certainly there's
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           2       some additional complements in the contents,



           3       where there have been losses in the past, so



           4       it is certainly something to look at.



           5               In summary, we would support the



           6       recommendation, and are very happy to answer



           7       questions now and certainly after the Citibank



           8       presentation as well.



           9               MR. LYON:  To be clear, any follow-up



          10       discussions, our goal, we are all focused on



          11       the conservative end of the spectrum.  There's



          12       a reasonable range of things you can do within



          13       that conservative end of the spectrum and this



          14       is about, it talks about non-cash collateral



          15       and the repo program, and we think it's



          16       appropriate to limit the repo program and will



          17       work together with the Comptroller's office on



          18       guidelines that will help provide suitable



          19       diversification opportunities by having both,



          20       but on the other hand, make us comfortable by



          21       making sure one doesn't become particularly



          22       outsized.



          23               MR. HOLT:   Can I make a quick



          24       comment and ask a question?  The comment is



          25       really just to express thanks to David and his

�



                                                               206





           1              Executive Session - June 6, 2012



           2       staff at Rocaton for the informative handout



           3       here, especially slide 7; that really gives us



           4       a better understanding in the methodology used



           5       to screen through the candidates had have



           6       comfort with it.  I guess I just want to



           7       clarify one thing and that is that this being



           8       a custodial matter and the board having



           9       delegated BAM as custodian, while I understand



          10       the desire to perform additional due diligence



          11       on this, ultimately this is one of your core



          12       functions as custodian and, ultimately,



          13       informational in nature.  Is that fair?



          14               MR. JETER:   So the custodian



          15       function, the Comptroller's actually is the



          16       custodian of the fund -- and that's actually



          17       not part of the delegation, but we do feel



          18       that it's appropriate to bring these matters



          19       to the board and explain to them where we



          20       think that even that function, and in this



          21       case the investment risk, is important enough



          22       that we think it deserves to be discussed at



          23       the board level.



          24               That's the reason why we are here,



          25       and that's the reason why we want the board's
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           2       support before we move forward.



           3               MR. HOLT:   Okay.



           4               MR. SCHLOSS:   Hold on a second.  I



           5       think it is a step further than that.  I think



           6       it includes Rocaton.  John put it quite right,



           7       it is an investment decision as opposed to a



           8       custodial decision, which is why we brought it



           9       to the board.  This is from the Comptroller,



          10       the way we just described it, so let's be



          11       clear.



          12               MR. HOLT:   But this is covered under



          13       your role as investment adviser?



          14               MR. SCHLOSS:   Yes.



          15               MR. HOLT:   Okay.



          16               CHAIRMAN AARONSON:   Does anybody



          17       have any questions before we bring them in?



          18               (No response.)



          19               MR. SCHLOSS:   I will get them.



          20               (Whereupon, at this time, the



          21       representatives from Citibank entered the



          22       room.)



          23               CHAIRMAN AARONSON:   Do you have a



          24       card to give to the stenographer so she knows



          25       who is talking?
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           2               MR. BARRETT:   My name is Tom



           3       Barrett, and I work in the public sector at



           4       Citibank.  I would like to take this



           5       opportunity to thank the New York City



           6       Teachers' Pension Fund for allowing Citi to



           7       come in today and present their securities



           8       lending program to you.



           9               Our program that we are going to



          10       speak about today is fully customizable to the



          11       Teachers.  We have added some enhanced



          12       indemnification packages to the program and we



          13       spent many hours with your consultant,



          14       Rocaton, with John and Chris and his team.  I



          15       think we have answered a lot of their



          16       questions and I think we have gone back and



          17       forth with lot of information that they have



          18       requested.  I think that today they have a



          19       good understanding of the program that we are



          20       offering, and I hope they were able to bring



          21       that to you.



          22               I would like to take this time to



          23       introduce my colleagues that I have with me



          24       today:



          25               To my left is Dave Martocci, who is
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           2       the global head of securities lending at Citi.



           3       Louisa Li, who is the senior relationship



           4       manager for the New York City relationship;



           5       and we have Bill Mascaro, who is the head of



           6       international equities trading for Citi.



           7               I would also like to just say a few



           8       words about Citigroup as an organization and



           9       our commitment to New York City.  Citi employs



          10       lose close to 19,000 people in New York; we're



          11       the second largest bank employer in the city.



          12       We recently celebrated our 200th anniversary



          13       as being headquartered in New York City, and



          14       we have a global reach that reaches 160



          15       countries, with brick and mortar in each



          16       location.



          17               Citi employees are openly involved in



          18       volunteer work throughout the city.  In fact,



          19       one of the things that just came up this week



          20       in the bank is that we're looking for 120



          21       volunteers to renovate a Harlem high school



          22       next week.  So we get involved; we are part of



          23       the city.



          24               Lastly, one of the big projects that



          25       we do in New York City is, we're very involved
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           2       with the Mayor's office, the city capital



           3       reinvestment program.  We invest and we lend a



           4       lot of money to affordable housing and in



           5       really trying to restructure communities.



           6               MS. MARCH:   We hope you will



           7       continue.



           8               CHAIRMAN AARONSON:   How many summer



           9       high school interns did you guys hire this



          10       summer from New York City public high schools?



          11               MR. BARRETT:   I don't know the exact



          12       numbers, but I can get you that.  We do have a



          13       program for that where we do do that, yes.



          14               I wanted to speak a little about



          15       Citibank's financial strength.  This quarter



          16       Citibank announced that we have 1.88 trillion



          17       in assets.  Our revenues are 20-and-a-half



          18       billion; our net income was about 3.8 billion



          19       dollars.  One of the things we wanted to talk



          20       about was, really, how we managed Citibank to



          21       where we are today through the 2008 crisis to



          22       where we stand here in 2013.



          23               One of the most important things that



          24       we did was, we took Citigroup and Citi



          25       holdings, we formed Citi Holdings.  We took
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           2       took all of our non-core businesses and we put



           3       them under Citi Holdings and we took the



           4       underperforming assets and also put them



           5       there, and over time, from 2008 to 2013, we



           6       have de-risked the corporation through Citi



           7       Holdings, and we have, the holdings of



           8       Citigroup today, the Citi Holdings is 150



           9       billion dollars, down from 900 billion.  So



          10       the financial strength of Citi has been to



          11       delist the core businesses.



          12               One of our core businesses that we



          13       are in is securities lending, and I would like



          14       to turn this over Dave now to talk a little



          15       bit about the program that we are offering the



          16       city and what are the indemnifications and the



          17       customizations that we are offering you.



          18               MR. MARTOCCI:   Thank you, Tom.



          19               The program we are offering, as Tom



          20       said, is definitely a customized, unique



          21       program; definitely not something we offer to



          22       anybody else in a broad based structure like



          23       this.  We understand your concerns.  We



          24       understand, obviously, the risks of the system



          25       in general, and that's why we put forth this
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           2       model.  It's a fully indemnified program.



           3       There's no outright cash-investment risk.  It



           4       is all about taking back collateral, in terms



           5       of an outright structure, and/or reverse



           6       repos.  So, very flexible, very customizable.



           7       The key point is, it's fully indemnified; so



           8       the indemnification that we provide on the



           9       loan side, there is a parallel indemnification



          10       on the reinvestment or collateral side.  So



          11       fully indemnified, backed by Citi.



          12               There's stringent controls and



          13       oversight over the program.  The systems are



          14       all front end, to be compliant, and obviously



          15       rigorously tested.  The model we put forth is



          16       a third-party approach, and, you know, people



          17       look at third-party securities lending as



          18       potentially something new in the market --



          19       definitely not the case.  Citi has been



          20       providing third-party lending services for



          21       clients since 1996.  We have links in place



          22       with all of the major custodians; even the



          23       Federal Reserve fosters a third-party lending



          24       program.  Citi was the first bank to engineer



          25       that with the Fed.  So, again, definitely
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           2       something that is proven; links in place with



           3       everybody; works very well, a seamless



           4       operation.



           5               If we look at our clients and how our



           6       clients stand by us and understand our



           7       program, in the recent global custodian



           8       survey, we are ranked number one in North



           9       America, second year running.  A hundred



          10       percent of our clients who are surveyed would



          11       recommend Citi as a lending provider.  We feel



          12       strongly about that.



          13               My colleague, Louisa Li, is going to



          14       touch on our global reach and, obviously, the



          15       structure of the program.  Bill is going to



          16       talk specifically about the trading.



          17               MS. LI:   Thank you.



          18               Our business operates on a global



          19       basis.  We have one central system for the



          20       client's assets.  Once the client signs the



          21       contract, it will all be available in one



          22       system.  Everything in the contract is



          23       interpreted into this front-end compliance.



          24       So if the collateral parameters, what type of



          25       collateral the lender accepts, what percentage
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           2       of the margin, what counter-party they



           3       approve, what counter-party approves of them



           4       and what percentage?  If there is any limit,



           5       any holdback at the security-client level,



           6       portfolio level, at individual security level,



           7       all of these are controlled in the system.  By



           8       the time the assets reach the desk, become



           9       available for the trigger to trade, all of



          10       those parameters are already fixed there for



          11       the portfolio, and all are being reported



          12       through our client reporting portal, Citi



          13       Direct, for security.



          14               So we have six trading desks,



          15       globally supported by six operation centers in



          16       the same time zone, and we have people like me



          17       facing the client in eight locations globally,



          18       working with the trading desk and our op



          19       center to service all the clients.  We have a



          20       wide range client based; we service central



          21       banks, sovereign wealth funds, pensions funds,



          22       state, city, treasury office, public funds,



          23       mutual funds, insurance companies and



          24       corporations, all on a global basis.



          25               Now, Bill will share about our
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           2       trading philosophy and the economics of this



           3       portfolio.



           4               MR. MASCARD:   As Dave mentioned, we



           5       operate in intrinsic value securities only



           6       program.  Our daily mission is to extract the



           7       maximum revenue that we possibly can from the



           8       securities that we are actually lending.  To



           9       put things in perspective, I will highlight



          10       two particular securities from the portfolio.



          11       HDC Corporation is a Taiwanese smart-phone



          12       manufacturer.  At the time that we did the



          13       estimate, it was trading at 1500 basis points,



          14       with a gross annualized revenue potential of



          15       about three million dollars, at that time.



          16               U.S. Electric Vehicle Company, Tesla



          17       Motors, you've probably heard about them,



          18       they're an incredible success story in the



          19       United States at the moment.  A lot of



          20       investors were taking a contrarian approach at



          21       the time and they were trading the products at



          22       2500 basis points, with a gross annualized



          23       revenue potential of four million dollars.



          24               MR. MARTOCCI:   The key point there



          25       is, the way we structure and run our program
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           2       is trying to find the value of securities in



           3       the lending market.  So it's not about



           4       generating the return by reinvesting, going



           5       out on the curb or anything like that.  It's



           6       about trying to determine what a security is



           7       worth.  In those two examples, why would you



           8       even want to take outright risk on the



           9       reinvestment side and take that exposure?



          10       There's tremendous revenue on the loan side.



          11       Obviously, you have to have the right people



          12       to structure and govern in order to determine



          13       the value of the securities, but that's how



          14       our program is built.



          15               MR. MASCARD:   To deliver these



          16       superior returns, our trading team relies on



          17       Global coordination, cutting-edge technology,



          18       and a follow-the-sun model, where we pass the



          19       buck around the globe each region.  To put



          20       this in perspective, each morning when I get



          21       in, the first thing that my team does is speak



          22       with their team in Europe, to get a sense of



          23       any developments that have taken place



          24       overnight, so that we can have a better sense



          25       of how we are going to strategically position
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           2       or trading desk.  Our on-the-ground presence



           3       facilitates this flow of information and



           4       enables our traders to quickly assess if there



           5       are any differences from the drivers-of-demand



           6       perspective.  Each afternoon this process



           7       kicks off once again, when a team in Australia



           8       and Hong Kong gets in, and we effectively pass



           9       the buck all over again to the next trading



          10       desk.



          11               From a benchmark introspective, to



          12       make sure that we are in line or better than



          13       where the industry is, we utilize a



          14       proprietary quantitative engine, trading



          15       analytics and optimization, to execute daily



          16       rerates and monitor liquidity to make sure



          17       that we are extracting the most revenue that



          18       we possibly can for your portfolio.



          19               As Dave and Louisa touched on, there



          20       is total program customization.  There is



          21       systemically input restrictions, based on



          22       minimum spreads, as you might see fit, hold



          23       backs of the security account portfolio, legal



          24       entity level; minimum credit ratings on fixed



          25       income, and other items that could just be
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           2       deemed strategically important and you might



           3       choose not to lend.



           4               We encourage open lines of



           5       communication with our trading and product-



           6       management staff.  Your portfolio managers,



           7       most of whom we already know from existing



           8       relationships with other clients, will have



           9       direct access to management and traders, so we



          10       can bounce off ideas and position different



          11       opportunities to them.



          12               We also know that proxy voting is



          13       something that is very important to the city



          14       Pension Funds to fulfill your corporate



          15       governance obligations.  We have a very robust



          16       systemic process that affords our clients the



          17       ability to recall before an event takes place,



          18       so you retain your full voting rights.



          19               Now, for the fee proposal:  We



          20       estimate the revenue potential to be between



          21       131 and 168 million, depending on the



          22       collateral options.  We are able to offer a



          23       minimum floor of between 92 and 118 million,



          24       depending on the defined program parameters.



          25       Now, regardless of the collateral option
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           2       selected, there is no additional risk, as Citi



           3       indemnifies all of the collateral options.



           4               Between 100 percent to 78 percent of



           5       the revenue is derived from the intrinsic



           6       value that I spoke about earlier.  Lastly, we



           7       continually ensure compliance with the city



           8       pension fund's lending and investment



           9       guidelines through systematic controls, as



          10       David mentioned, that are hard coded into our



          11       trading system, a robust control framework,



          12       and a customized lending program to mitigate



          13       all potential risks before they even arise.



          14               CHAIRMAN AARONSON:   I have been here



          15       long enough to remember, I think it was 2002



          16       when Citigroup was lending our assets and we



          17       lost 25 million dollars.  We have gotten back



          18       about 21 million dollars; we're still four



          19       million dollars short, so I have two



          20       questions:  One is, how is what we are doing



          21       now different, so that we don't lose 25



          22       million dollars?  And two, what is the



          23       obligation that you might have for us to gain



          24       back the four million dollars that we lost.



          25               MR. BARRETT:   It is our
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           2       understanding that there was an agreement with



           3       the New York City Retirement Systems between



           4       the retirement systems and Citibank; it was a



           5       closed agreement that this team has not been



           6       privy to.  We are a new team at Citibank and



           7       we have not been privy to that since it was a



           8       closed agreement, but we have taken a look and



           9       we are very cognizant of what we are



          10       presenting to you, and that's why we have put



          11       forth the package that we have today with



          12       indemnification, full indemnification, so



          13       something like this cannot be repeated.



          14               We've taken a look, David talked a



          15       little bit about what happened in the industry



          16       in 2008, what we saw as a whole.  People saw



          17       Lehman losses, and so on, so Dave, maybe you



          18       can explain this plan and how that would not



          19       happen today.



          20               MR. MARTOCCI:   If you look at the



          21       sort of mark on securities lending back in



          22       2008, it was about the reinvestment, it wasn't



          23       in the security-lending process, and the



          24       reinvest was dealing with an outright



          25       investment.  The program that we have
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           2       structured is no outright investments.  So



           3       there is collateral taken back in the trade



           4       and, also, in the reverse repo.  So you don't



           5       have specific exposure to an investment.  On



           6       top of that, Citi has indemnified both the



           7       collateral structure as well as the



           8       reinvestment.  So, if you look at a situation



           9       where somebody maybe owned Lehman paper or



          10       Bear Sterns' paper, the challenge there is



          11       that with an outright exposure to one specific



          12       name, and you had to deal with mark-to-market



          13       of what occurred in the marketplace, so if



          14       there was a default or bankruptcy, you got X



          15       cents on a dollar.



          16               In our structure, we will do reverse



          17       repos with a counter-party like Goldman Sachs,



          18       but we are not doing an outright investment



          19       with Goldman Sachs, we are taking collateral



          20       back as well.  So let's say we took back U.S.



          21       Treasury as collateral, we are going to take



          22       excess margin on the treasuries, so in order



          23       to have any sort of risk personally, you would



          24       have to have a problem with the broker-dealer,



          25       and then a problem with collateral, and then a
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           2       problem with Citibank, as opposed to a case in



           3       2008 where all it took was having problem with



           4       that specific outright investment.



           5               It's a very, very different



           6       structure, and that's why we've constructed



           7       the reinvestment aspect of the securities



           8       lending trade very different.



           9               MS. MARCH:   Do you offer



          10       indemnification to all clients?



          11               MR. MARTOCCI:   No, we do not.  We



          12       have a very, very, very small percentage.  I



          13       would say probably right now it's less than



          14       five percent of our clients have an



          15       indemnification like this.



          16               MS. ROMAIN:  In this constructure,



          17       what could go wrong?



          18               MR. MARTOCCI:   What could go wrong



          19       is if there is a problem with Citibank and,



          20       obviously all of those other iterations.  So,



          21       first, you'd have to have a problem with a



          22       broker-dealer, then you would have to have a



          23       problem with the excess collateral, the



          24       margining that was associated with that



          25       collateral, and then a problem with Citibank.
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           2               MS. ROMAIN:   There are no problems



           3       with Citibank?



           4               MR. BARRETT:   It's the way we



           5       organize debt.



           6               I also, there's actually a very good



           7       article that came out in Bloomberg Capital



           8       Markets where Citibank was ranked the



           9       strongest.  They looked at 78 banks throughout



          10       the world that had 100 billion dollars of



          11       assets or more and two U.S. banks came in the



          12       top 20, and Citibank was number 9 and JP



          13       Morgan Chase was 15.



          14               MR. NORTH:   On that indemnification,



          15       with a credit rating of A minus, if all



          16       failed, where would this collateral backup



          17       indemnification stand in your capital



          18       structure?  Is it ahead of all the other



          19       debtors you owe?  Will that be built into the



          20       language?



          21               MR. MARTOCCI:   Where it stands



          22       vis-a-vis other capital obligations --



          23               MR. NORTH:  That would be the



          24       obligation of Citibank.



          25               MR. HOLT:   Does it rank ahead of
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           2       senior secured debt holders?



           3               MR. MARTOCCI:   It is a client



           4       obligation, so we would have to look at where



           5       it sits in the pecking order and get back to



           6       you on that.



           7               But if we can compare and contrast it



           8       to a standard security lending program,



           9       obviously you have had experience in



          10       securities lending for quite some time, this



          11       is a very, very different model, where you



          12       have additional support, above and beyond,



          13       obviously, a traditional program.



          14               CHAIRMAN AARONSON:   Anybody else



          15       have questions?



          16               (No response.)



          17               CHAIRMAN AARONSON:   Thank you very



          18       much.



          19               MR. MARTOCCI:   Thank you.



          20               MS. LI:  Thank you.



          21               (Whereupon, at this time, the



          22       representatives from Citibank left the room.)



          23               CHAIRMAN AARONSON:   Is Bob's



          24       question a real concern?  Should we wait?



          25               MR. SCHLOSS:   There is language, we
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           2       have to see how the words are, but ultimately



           3       I don't think I have a concern about being



           4       guaranteed by Citi, but words are words.



           5       Lawyers make a lot of money on those words,



           6       but words are words.  At the end of the day,



           7       if you have to rely on the words for a Citi



           8       guarantee, you have a problem.  We've got lots



           9       of problems, more than just a Citi guarantee



          10       in securities lending.  We've got a big ass



          11       problem.



          12               MR. NORTH:   Don't get me wrong, to



          13       some extent this has come up in front of other



          14       boards and I always ask them about that.  I



          15       just went a little further, thanks to Mona's



          16       prompting down there, and I believe this will



          17       just allow David maybe to, having caused him



          18       to think about it, extract even something a



          19       little better out of the deal.



          20               MR. JETER:   Thank you for your help.



          21               MR. NORTH:   Which looks to me like a



          22       really good deal for you.



          23               MS. MARCH:   Unfortunately, in life



          24       we don't have choices.



          25               MR. SCHLOSS:   We have less than
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           2       usual.



           3               MS. MARCH:   We are blessed.  I mean,



           4       truly, honestly we're blessed, but we don't



           5       have choices.



           6               MR. SCHLOSS:   Well, the way it



           7       looks, it looks like David and his team have



           8       done a great job here.  There are few choices,



           9       again, that can actually do this well for us.



          10               MS. MARCH:  With the world that we



          11       are living in, I underscore what you are



          12       saying.  No doubt, in the world that we are



          13       living in, that is exactly what David and his



          14       team did, except the world that we are living



          15       in has a problem, but we have to move forward.



          16               CHAIRMAN AARONSON:   So you guys



          17       agree, this is a good program?



          18               MR. LYON:   We concur with the



          19       recommendations.  We will work with the



          20       Comptroller's office on the guidelines.  John



          21       can elaborate on this point, but I think for



          22       all the reasons just discussed, despite the



          23       indemnifications that are offered, we want to



          24       err on the side of being conservative.



          25               Also, as pointed out in our memo, I

�



                                                               227





           1              Executive Session - June 6, 2012



           2       think that it would be critically important,



           3       as the legal work is done on the drafting of



           4       the indemnification, then trying to identify



           5       the most appropriate legal experts to opine on



           6       that, because even the highest paid law firms



           7       can end up negotiating a document that may not



           8       exactly apply to whatever circumstance leads



           9       to the need to try to cash in on



          10       indemnification.  This is such a complex area



          11       and it's hard to really anticipate all the



          12       types of things, as remote as many of them may



          13       be, to actually structure anything, in



          14       advance.  So structuring that indemnification



          15       is critical, but trying to diversify our



          16       exposure so that we are not relying upon it.



          17               Who will carve it out?  That is also



          18       important.



          19               MR. NAWROCKI:   I would agree.



          20       Working with banking organizations through



          21       various operational capacities, for several



          22       years, this indemnification is a key issue for



          23       attorneys at banks.  So I highlight Chris'



          24       recommendation, in terms of the focus on that



          25       in the final legal review of the program, and
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           2       conservatism so that the program doesn't have



           3       to depend on that indemnification.  Typically,



           4       it is the worst times, if you have this.



           5               MR. JETER:   We agree.  One thing I



           6       know is that Citibank has actually capitalized



           7       on their financial statements, so they



           8       actually disclose this particular program as



           9       part of their overall financials.  So for



          10       them, I am sure they have thought long and



          11       hard about the fact that they have to put it



          12       out there in a public document.  I think that



          13       helps us.



          14               MR. KATZ:   I have a question:  In



          15       the guarantee of the revenue, they indicated



          16       that they would guarantee 21 million more?



          17               MR. JETER:   They would guarantee --



          18       based on the current proposal, they guarantee



          19       98.



          20               MR. KATZ:   98, with 21 million more



          21       than capacity.  What happens?  They will kick



          22       in 21 extra million dollars?



          23               MR. JETER:  We will give up 98 --



          24               MR. KATZ:   Off the record, this is



          25       something I have to see.
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           2               MS. MARCH:  It's still on the record.



           3               MS. ROMAIN:   What he is saying is



           4       they expect to make anywhere between 122



           5       million and that's why they are guaranteeing a



           6       floor that is way below what they expect.



           7               MR. JETER:   Let me describe what



           8       they have seen:  They have seen 12 months of



           9       our portfolio activity, so I think they have



          10       had a good view of what the underlying assets



          11       are, what kind of activity it falls into.  You



          12       know, I can't say if they did it wrong, but



          13       they can't say they had a lack of information.



          14               MR. SCHLOSS:   It is still a



          15       guarantee.



          16               MR. NORTH:   David, I thought I heard



          17       them says during the presentation that after



          18       the program ran for a while, like a year or



          19       so, they might be able to reevaluate the



          20       minimum?



          21               MR. JETER:   The minimum guarantee



          22       gets reevaluated each year, based on the



          23       activity in the pension fund for the 12



          24       preceding months.  So that 98, year one, but



          25       there will be a number every year that is a
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           2       guarantee.



           3               MR. LYON:   That coincides with your



           4       ability to remove them as lending agent if the



           5       guarantee, for instance, is no longer



           6       satisfactory or reasonable.



           7               MR. JETER:   Yes.  And that's one of



           8       the reasons for them being a third-party



           9       lender; you don't interrupt other operations



          10       to change your lending agent.  It actually



          11       gives us more control.



          12               MR. LYON:   Is it also possible that



          13       the 98 million could be refined, tied into the



          14       final in the mix of collateral options?



          15               MR. JETER:   Yes, we have run through



          16       scenarios.  We have met with you.  It has not



          17       changed materially in any conversations so



          18       far.  Yes, it is a function of the final,



          19       final investment guidelines.



          20               MR. NORTH:   I am curious, was there



          21       anything about an algorithm or something that



          22       more or less set the minimum?  I am just



          23       thinking for years after year number one, is



          24       there anything where you could at least have



          25       something that compels the maintenance of
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           2       effort or whatever?



           3               MR. JETER:   We can work on that.



           4               MR. NORTH:   I am sure, David, you



           5       will.



           6               MR. JETER:   Right now, it is based



           7       on their look back of 12 months and the change



           8       in the asset mix over time, so assuming we



           9       make no major asset allocation changes --



          10               MS. MARCH:   It takes us too long to



          11       make a change.



          12               MR. SCHLOSS:   So do we have a



          13       consensus on this?



          14               MR. HOLT:   I have one question to



          15       Rocaton:  Once the guidelines are drafted to



          16       your specification, you provided your verbal



          17       support of this, could you just put that



          18       statement on some Rocaton letterhead and we



          19       can put in the file for this meeting.  As the



          20       Chairman astutely noted, these sorts of



          21       relationships have burned strategy in the past



          22       and in order to give my nod and consent, I



          23       just want a little bit of extra scrutiny.



          24               MR. LYON:   Actually, in our memo, we



          25       already opined on our predisposition with
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           2       respect to the collateral, which is as



           3       conservative as possible, and we have



           4       specified the types of securities that we



           5       thought were appropriate collateral and not.



           6       And in the discussions thus far between the



           7       Comptroller's office and Citibank in recent



           8       weeks, we may have influenced those or they



           9       may have arrived their independently, but many



          10       of those conflicts have been addressed, so I



          11       feel that the memo that we put forward so far



          12       spells out what our views are on the



          13       collateral.



          14               MR. HOLT:   Yes, I thought that that



          15       was helpful definitely, in drafting the



          16       guidelines.  It just stopped short of an



          17       actual recommendation.



          18               Generally on investment items, we get



          19       at least some sort of documentable



          20       recommendation from the custodian or custom



          21       custodian specialists, custodians.   It



          22       doesn't need to be anything elaborate, just



          23       revisal of what you stated on the record.



          24               CHAIRMAN AARONSON:   The opinions



          25       that we get which are on the record, and then
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           2       have a second letter?



           3               MR. HOLT:   It is customary with



           4       every other investment.



           5               CHAIRMAN AARONSON:   It has never



           6       been done in the history of the relationship



           7       and I don't believe it is necessary here.  We



           8       have enough with what they agreed to and



           9       recommend on the record, and I don't think we



          10       have to trouble you to do that.



          11               MR. McTIGUE:   Mr. Chairman, I think



          12       we have consensus.



          13               MR. HOLT:   I abstain.



          14               MR. McTIGUE:  We have consensus.



          15               MR. SCHLOSS:   There's one more item



          16       on the agenda.



          17               MS. MARTINO:  On page 328 of your



          18       book, 328 of the white pages.



          19               CHAIRMAN AARONSON:   Restructuring.



          20               MS. MARTINO:   The public private



          21       rehabilitation program, is a long-standing and



          22       successful multi-family, mortgage forward



          23       commitment program for Teachers, dating back



          24       to the early '90s.  It finances the rehab and



          25       new construction of affordable housing, and

�



                                                               234





           1              Executive Session - June 6, 2012



           2       principal is guaranteed by a hundred percent.



           3               It has provided good returns, as they



           4       are shown in Exhibit 1, and there have been no



           5       losses to TRS in the program.  We are



           6       proposing to increase the TRS allocation by



           7       100 million from 319 million to 419 million,



           8       and that would include new allocations for new



           9       lenders new to TRS, and adjustments to



          10       allocations for existing lenders, of which you



          11       have six.



          12               To start, there are four lenders who



          13       are seeking to be approved as lenders.  They



          14       proposed via the ETI openings in RFP.  They



          15       were evaluated by BAM staff.  All four of them



          16       are already invested in affordable housing in



          17       New York City, and if they do get to be a



          18       lender in this program, it will actually



          19       increase their ability to do so.  They all



          20       have acceptable track records in underwriting



          21       these types of loans.  They all have



          22       established relationships with city and state



          23       sources of subsidies, and all are approved,



          24       Fannie Mae approved lenders.



          25               So the four lenders are:  One is
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           2       Bellwether Enterprise Real Estate Capital,



           3       which is actually a subsidiary of Enterprise



           4       Community Partners.  Enterprise itself is a



           5       national foundation committed to affordable



           6       housing, with a strong presence in New York



           7       City.  It's subsidiary, Bellwether Enterprise



           8       is actually one of -- Enterprise has a very



           9       complicated structure -- anyway, one of their



          10       -- they purchased Bellwether to match those



          11       mortgage banking numbers, and they will



          12       underwrite loans for this program.  Deals will



          13       be sourced by long-term Enterprise staff in



          14       New York City.



          15               Bellwether has a five billion dollar



          16       servicing portfolio and has made



          17       one-and-a-half billion mortgages for 3,500



          18       affordable rental homes nationwide.



          19       Enterprise has invested 166 million in



          20       affordable housing for 2500 units in New York



          21       City, over the last five years, and they have



          22       a pipeline of up to 30 million over the next



          23       period.



          24               The second proposal is a Local



          25       Initiative Support Corporation.  LISC is also

�



                                                               236





           1              Executive Session - June 6, 2012



           2       a national organization.  It's a community



           3       organization with significant presence in the



           4       low-and-moderate income market, and has a



           5       solid reputation for development for housing,



           6       businesses and jobs, so it's both nationally



           7       and New York City.  In New York City alone it



           8       provided over 150 million dollars in loans and



           9       1.7 billion dollars in equities for close to



          10       30,000 affordable homes and apartments in New



          11       York City.  They also have a substantial



          12       pipeline.



          13               The third proposer is Wells Fargo



          14       Community Lending Investment Division.  Wells



          15       actually has a strong record in community



          16       reinvestment, and nationwide invested seven



          17       billion dollars in community development homes



          18       in 2012.  In New York City, since 2010, they



          19       have financed almost 3,000 affordable units



          20       for 406 million.  Wells has a very large



          21       pipeline and we expect to get 50 to 100



          22       million dollars of product from them over the



          23       next five years.



          24               The fourth is actually a public



          25       banking corporation, the New York State
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           2       Housing Development Corporation.  It was



           3       established in 1971 and invests in housing



           4       development in New York City exclusively.



           5       Since 2008, it has financed 3.8 billion in



           6       affordable housing and provided a billion



           7       dollars in subsidies for 50,000 units.  They



           8       have a pipeline as well of 25 to 40 million



           9       over the next period.



          10               In addition to those four lenders, we



          11       are also asking that TRS approve Bank of



          12       America as one of its lenders.  Bank of



          13       America currently has a relationship with both



          14       NYSTRS and Police, and they had a record of



          15       success in this program.  They became



          16       particularly very active after the credit



          17       crisis.



          18               All the banks sort of went, the city



          19       developed units that went through the crisis



          20       and they are emerging out of it, and Bank of



          21       America came out very strongly.  They pretty



          22       much reached their 70 million dollar



          23       allocation from Police and NYSTRS and they



          24       delivered 23 million dollars in loans, and it



          25       has a large pipeline over the next year.
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           2               I think that it will help them



           3       continue to invest in affordable houses and it



           4       gives TRS access to one of the productive



           5       lenders in the program.



           6               The last thing we are asking is that



           7       we are proposing to expand the ETIL catchment



           8       area to include six counties in New York State



           9       where employees are permitted to live, and



          10       that is Nassau, Orange, Putnam, Rockland,



          11       Suffolk and Westchester.  It is part of the



          12       intention of ETI to direct capital to the



          13       geographic areas where pension system members



          14       work and live -- and many of them actually



          15       live there now -- who were grandfathered in,



          16       who lived there before the legislation was



          17       passed.



          18               For your information, as you consider



          19       this proposal, we have taken steps to enhance



          20       returns for this program.  We have established



          21       a flooring for the program, four-and-a-half



          22       for a 30-year term loan.  We are actively



          23       looking at changing the pricing formula and



          24       are going to be pricing off of Fannie Mae's



          25       instead of Ginnie Mae, which we think makes
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           2       more sense for this product.  We expect that



           3       it will add an additional return and we are



           4       also looking at what the spread should be over



           5       Fannie Mae.



           6               Rocaton has expressed their support



           7       and their memo is in the packet.  So that's



           8       the proposal.  If there are any questions, at



           9       this point?



          10               MR. SCHLOSS:   It is pretty



          11       straightforward.



          12               CHAIRMAN AARONSON:   Yes.



          13               MS. MARCH:   Thank you very much.



          14               MS. MARTINO:   I will summarize what



          15       we are asking:  To increase TRS' allocations



          16       to the program PTAR by 100 million dollars, to



          17       include five additional lenders: Bellwether



          18       Enterprise; HDC; Bank of America; LISC and



          19       Wells Fargo; to approve the new and adjusted



          20       allocations that are on page 232; and expand



          21       the ETI's new project to include Nassau,



          22       Orange, Suffolk, Putnam, Westchester and



          23       Rockland.



          24               MR. SCHLOSS:   Consensus?



          25               MS. MARCH:   Yes.
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           2               CHAIRMAN AARONSON:   I just want to



           3       say thanks to Kathy and the people that helped



           4       us.  In "The New York Teacher" there was a



           5       story about these types of investments and how



           6       these investments do good by averting a market



           7       rate of return and risk, and how they also do



           8       good by helping New York City in its time of



           9       need, especially after Sandy and so forth.  So



          10       I just want to publicly thank you and the



          11       people who helped you prepare the article.  We



          12       appreciate that.



          13               MS. MARTINO:   Thank you very much.



          14               MR. SCHLOSS:   Perfect.



          15               That ends our agenda.



          16               CHAIRMAN AARONSON:  Do I have a



          17       motion to close?



          18               MS. MARCH:   I make a motion that we



          19       go out of executive session and back into



          20       public session.



          21               MS. ROMAIN:   Second.



          22               CHAIRMAN AARONSON:   Any discussion?



          23               (No response.)



          24               CHAIRMAN AARONSON:   Seeing no



          25       discussion, all in favor of going into public
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           2       session?



           3               (A chorus of "ayes.")



           4               (Whereupon, the meeting continued in



           5       public session.)
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           2               CHAIRMAN AARONSON:   We are now in



           3       public session and what we would like is, Ms.



           4       Stang, if you can give a summary of what we



           5       did in executive session.



           6               MS. STANG:   In executive session of



           7       the variable funds, renewals, various



           8       investment manager contracts, certain prior



           9       contracts were discussed.  Consensus was



          10       reached, which will be done at the appropriate



          11       time.



          12               In the executive session for the



          13       pension fund, one manager update was



          14       presented.  There was a discussion of



          15       reconstituting various indices in the equity



          16       portfolios.  Consensus was reached and will be



          17       announced at the appropriate time, and the



          18       infrastructure annual plan was presented.



          19       Consensus was reached and will be announced at



          20       the appropriate time.



          21               The infrastructure investment was



          22       presented and discussed.  Consensus was



          23       reached, which will be announced at the



          24       appropriate time.



          25               Two private equity investments were
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           2       presented and discussed.  Consensus was



           3       reached and will be announced at the



           4       appropriate time.



           5               A presentation on the securities-



           6       lending program was received and discussed.



           7       Consensus was reached, which will be announced



           8       at the appropriate time.



           9               A presentation on the ETI investment



          10       was received and discussed.  Consensus was



          11       developed, which will be announced at the



          12       appropriate time.



          13               CHAIRMAN AARONSON:   Is there any



          14       other business before the board?



          15               (No response.)



          16               Motion adjourn?



          17               MS. MARCH:   So moved.



          18               MS. ROMAIN:   Second.



          19               CHAIRMAN AARONSON:   Any discussion?



          20               (No response.)



          21               CHAIRMAN AARONSON:   All in those in



          22       favor of adjourning?



          23               (A chorus of "ayes.")



          24               (Time noted 3:30 p.m.)



          25
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