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Oregon Investment Council 
MINUTES 

May 26, 2004 

 
The Oregon Investment Council was called to order at 9:10 a.m. by Gerard 
Drummond.   
 
OIC Members Present:  Jerry Bidwell (arrived at 9:25 a.m.), Paul Cleary, 
Gerard Drummond, Mark Gardiner, and Laurie Warner.  
 
OIC Member On-Line:  Randall Edwards 
 
OIC Member Absent:  Diana Goldschmidt 
 
Staff Present:  Andrea Belz, Darren Bond, Jay Fewel, Steve Gruber, Norma 
Harvey, Andy Hayes, Brooks Hogle, John Kreft, Perrin Lim, Michael Mueller, 
and Ron Schmitz.  
        
Consultants Present: Michael Beasley, Strategic Investment Solutions (SIS) 
    John Meier, Strategic Investment Solutions  
    Paul Harte, Strategic Investment Solutions 
    Allan Emkin, Pension Consulting Alliance (PCA) 
    Nori Lietz, Pension Consulting Alliance  
     
Legal Counsel:  D. Kevin Carlson, Oregon Department of Justice  
         
Mr. Drummond introduced Paul Cleary, new Executive Director of PERS and 
ex-officio member of the Oregon Investment Council. 
 
I. Review and Approval of Minutes – April 28, 2004 
 
MOTION:  Mark Gardiner moved approval of the 4/28/2004 minutes as 
corrected by Mr. Drummond. The motion was seconded by Randall Edwards 
and passed by the Council. (Jerry Bidwell was not present to vote on this item.) 
 
II. Fixed Income – Annual Review 
 
Perrin Lim, Mike Beasley and John Meier presented the Fixed Income Annual 
Review to the Council.  Mr. Lim noted that the Fixed Income portfolio is being 
managed with the objective of earning 75 basis points in annualized net excess 
returns above a blended benchmark of 90% Lehman Brothers Universal Bond 
Index and 10% Citigroup Non-US World Government Bond Index-Hedged over 
moving five-year periods.  Active risk is being managed relative to a 1.5% 
annualized risk budget.   All managers are performing above expectations for 
the twelve months ended March 31, 2004.   
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Mr. Lim presented the following performance chart with individual manager 
information: 
 

 1 Year 
Return 

Alpha vs. 
Benchmark 

Tracking 
Error 

Information 
Ratio 

Sharpe 
Ratio 

Alliance Capital  8.66% +239 1.32 0.25 1.66 
BlackRock 6.42% +15 1.11 0.42 1.58 
Fidelity 
Management 

10.09% +382 1.96 1.00 2.03 

Wellington 
Management 

9.84% +357 2.05 -0.06 1.67 

Western Asset 12.20% +593 2.97 0.68 1.42 
OPERF Fixed 
Income 

9.39% +312 1.33 0.59 1.71 

 
Mr. Lim reviewed individual managers and presented allocation charts for 
discussion. 
 
Jerry Bidwell arrived at the OIC meeting at 9:25 a.m. 
 
Mr. Lim outlined recommended revisions to Fixed Income Policy 4.03.02. 
 
MOTION:  Jerry Bidwell moved to adopt staff recommended revisions to Fixed 
Income Policy 4.03.02.  The motion was seconded by Mark Gardiner and 
passed by the Council. 
 
Mr. Lim noted that, given the success thus far from OPERF's five Core Plus 
managers, staff did not feel that a 2.5% strategic allocation to an EMD 
manager, the SIS recommendation, was warranted and no change was needed 
to the fixed income manager structure. 
 
Mr. Beasley noted that both staff and SIS were comfortable with the current  
Fixed Income portfolio structure.  He addressed the question of the addition of 
High Yield (HY) and Emerging Market Debt (EMD) to the current portfolio.  The 
pros and cons of the Core+ portfolio versus adding two specialists were 
outlined as well as a review of the current structure. Several models were 
presented with HY and EMD specialists added to the portfolio.  Mr. Beasley 
further noted that there are no obvious risk issues with the current structure 
and that the existing managers with HY and EMD in their portfolios have the 
flexibility to act defensively during crisis. 
 
SIS Summary: 
 

� The majority of the expected excess return in the plan should come from 
equities, not fixed income. 
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� The core+ managers in place today utilize their own specialty products 
which rank favorably against specialist managers. 

� If fixed income expected excess return of 75 basis points is acceptable, 
then utilizing a specialist program is not cost effective. 

� If fixed income expected excess returns greater than 100 basis points is 
desired, then utilizing a specialist program is recommended. 

� In addition to the added fees, the specialist structure carries with it the 
fiduciary responsibility of setting and rebalancing the strategic weights 
to the extended sectors. 

 
Mr. Drummond polled the Council for opinions on the “much-discussed” 
subject of adding specialists to the Fixed Income portfolio.  It was the 
consensus of the Council to remain with the existing portfolio and not revisit 
the issue of generalist versus specialist managers until the next annual review.   
 
It was noted that Ron Schmitz was exploring the possibility of a separate 
opportunistic category of investments which could include a fixed income 
specialist. 
 
Mr. Drummond requested staff and SIS to model a 2.5% commitment each to 
the two managers recently considered by the OIC (Ashmore Investment 
Management – Emerging Market Debt and Goldentree Asset Management - 
High Yield) and present the scenario annually.   
 
At 10:35 a.m., Randall Edwards temporarily disconnected from the meeting. 
 
III. KKR– Business Development Company (KKR BDC) IPO 
 
Ron Schmitz addressed the council regarding a recent memo sent to the 
Council by Jay Fewel.  KKR has created a Business Development Company 
(KKR BDC) that they are proposing to take public through an Initial Public 
Offering (IPO).  The necessary paperwork has already been filed with the SEC.  
However, in order for this to occur, it requires 50 percent of the limited 
partners in the Millennium and European Funds to approve such a 
transaction.  It was noted that this proposed IPO will not be in conflict with, or 
a distraction to the KKR Millennium fund, and actually could be viewed as 
beneficial to existing investors.  The “right of approval” on structure changes 
has been written into the legal documents and accordingly KKR has asked for 
OIC approval. 
 
Jay Fewel noted that staff would be closely monitoring the situation on an on-
going basis.   
 
MOTION:  Jerry Bidwell moved to approve the staff recommendation to support 
KKR’s intention to create the BDC (Business Development Company).  The 
motion was seconded by Mark Gardiner and passed by the Council. (Randall 
Edwards was not available to vote on this item.) 
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IV. Real Estate – Annual Review 
 
Steve Gruber and Nori Lietz presented the OPERF Real Estate Annual Review.   
 
Ms. Lietz gave an overview of the real estate market and noted that the next five 
years are most likely not going to be as successful as the past five years in 
terms of real estate performance, relative to the other asset classes.  She 
further noted that the real estate market has had the best performance on a 
three and five year basis, historically, as of the end of 2003.  That superior 
performance has caused a staggering influx of capital into the asset class.  Ms. 
Lietz outlined the marketplace trends regarding capital flows, debt, interest 
rates and cap rates.  She further noted that vacancy rates for all property types 
have increased dramatically beginning in 2000.  The International markets in 
Europe and Asia were also discussed briefly. 
 
Jerry Bidwell complimented Mr. Gruber for his successful market calls.  
 
Randall Edwards re-connected to the meeting at 11:15 a.m. via telephone. 
 
Steve Gruber outlined the OPERF portfolio 2003 accomplishments: 
� All Direct Property managers beat their respective property specific 

benchmarks. 
� Liquidation of LaSalle portfolio continues to take time, year-end 2003 

NAV of $107 million is down from $289 million in 2001. 
� Submitted proposal to Port of Portland on OPERF’s leasehold interest in  

AMC. 
� The real estate portfolio and all sub-components are within policy (with 

one leverage exception). 
 
Mr. Gruber presented performance statistics for the portfolio investments and 
summarized the direct properties portfolio.  He recommended policy changes to 
allow partners to leverage individual properties to 75% of loan to value, while 
maintaining the overall portfolio leverage maximum at current levels. 
 
Mr. Gruber reviewed the opportunistic portfolio, performance and the REIT 
portfolio.   
 
He outlined the 2004 real estate investment plan: 
� Selectively acquire direct properties using existing and non-mandate 

capacity. 
� Search for additional apartment manager. 
� Continue to opportunistically sell, while not violating 5% real estate 

allocation floor.  Continue efforts to sell LaSalle properties. 
� Allocate additional capital to existing opportunistic managers (i.e., Lone 

Star). 
� Continue discussions with Port of Portland regarding AMC.   
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� At OIC direction, issue request for proposal for real estate consultant. 
 
MOTION:  Mark Gardiner moved adoption of the following staff 
recommendations: 
� Policy 04.04.01 - Lower office property allocation range to 20-45%; 

change target from 38% to 30%. 
� Policy 04.04.01 - Raise apartments property allocation range to 20%-

40%; change target from 21% to 29%. 
� Policy 04.04.01 – Change Individual property leverage ceiling to 75% of 

fair market value. 
� Remove Clarion from watch list. 

The motion was seconded by Randall Edwards and passed by the Council. 
 
V. Guggenheim Structured Real Estate Fund – Presentation and 

Recommendation 
 
Steve Gruber introduced Ed Shugrue of Guggenheim Structured Real Estate, 
Inc.  Guggenheim is a privately-owned company with assets under 
management of more than $70 billion from institutional and high net worth 
investors.  Guggenheim will invest in a diversified portfolio of structured 
finance and mezzanine debt investments in commercial real estate assets 
throughout the United States.  The manager intends to acquire investments 
using up to four dollars of leverage for every dollar of equity to execute the 
investment strategy over a ten-year time horizon with targeted annual net 
returns to fund investors of 15%. 
 
Mr. Shugrue gave an overview of the company and outlined their investment 
strategy.  He gave a market overview and outlined several closed transactions 
by Guggenheim.  The management team and terms were discussed. 
 
Mr. Gruber and Ms. Lietz discussed the staff recommendation and answered 
questions from the Council. 
 
MOTION:  Jerry Bidwell moved approval of a commitment of $50 million to 
Guggenheim Structured Real Estate, Inc., subject to satisfactory negotiation of 
the required legal documents, working in concert with the Department of 
Justice.  The motion was seconded by Mark Gardiner and passed by the 
Council. 
 
VI. OPERF 1st Quarter Performance Review 

 
Mike Beasley  presented the OPERF performance report for review and 
discussion.    The following topics were outlined:  
� Capital Markets Review 
� U.S. Equity Market Review 
� Fixed Income Market Review 
� Non U.S. Equity Market Review 
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� Total Fund Performance 
 
Mr. Beasley expressed a desire to work with staff to gain a better 
understanding of the alternative equity benchmark in relation to the OPERF 
portfolio and return in July with information and recommendations.  He 
encouraged the Council to communicate any suggestions for modifications to 
the display of Real Estate or Alternative Equity information in the Performance 
Report. 
 
 
VII. Asset Allocation & NAV Updates 
 
Ron Schmitz reported that asset allocation and NAV updates are all within 
policy parameters.   
 
VIII. Calendar – Future Agenda Items 
 
The OIC forward agenda topics were discussed. 
 
IX. Public Comment 
 
Bill Parish of Parish & Company spoke to the Council regarding PGE. 
 
The meeting adjourned at 12:40 p.m. 
 
Respectfully submitted, 
 
 
 
Norma Harvey 
Investment Coordinator 
 


