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Minutes from the Investment Advisory Council Meeting  
March 1, 2011 

 
 
Mr. Michael Brakebill, Chief Investment Officer, convened the meeting at 10:00 a.m. in 
the 11th Floor conference room of the Andrew Jackson State Office Building.  Investment 
Advisory Council (IAC) members present were Mr. Chuck Webb and Ms. Susan Logan 
Huffman.  Mr. George Stadler and Mr. Henry Delicata participated via conference call.  
Investment staff members present were Michael Brakebill, Bill Abney, Andy Palmer, Mike 
Keeler, Peter Katseff, Tim McClure, Lamar Villere, Roy Wellington, Jim Robinson, Carrie 
Green, Derrick Dagnan, Kushal Gupta, Thomas Kim and Rhonda Myers.  Mr. Fred Crown, 
IAC member, was absent.      
 
Mr. Brakebill reviewed investment performance which was illustrated in the IAC book and 
in the Strategic Investment Solutions (SIS) quarterly performance report.  The portfolio 
returned 11.3% for 2011 which was a satisfying absolute figure.  The long-term 
performance of the fund continues to improve and the portfolio gained 4.2% for the trailing 
ten-year period.  The portfolio exceeded the allocation index by 0.1% but trails the 
benchmark by 0.8% for the trailing three-year period.  The risk-averse bias of the portfolio 
is responsible for the low relative performance of the portfolio.  For the trailing year the 
fund ranked 93% versus comparable pension portfolios.  The trailing three-year 
performance is very close to the return for the median fund (51%). 
 
Mr. Brakebill then discussed the Key Initiatives underway.  The asset allocation changes 
reviewed by the IAC were approved by the TCRS Board in December and staff is 
implementing those changes.  Through purchases and appreciation, the Canadian index 
portfolio reached a value of $741 million on December 31.  Those efforts are continuing 
and the Canadian fund has a value of over $1 billion currently.  Mr. Brakebill discussed 
hiring activities in the Real Estate and the Fixed Income teams.  Mr. Brakebill discussed 
the research on the status of the pension fund given various asset return scenarios and that 
the Treasurer had begun a series of meetings with the Legislature to ensure lawmakers 
knew the issues faced by the fund. 
 
Mike Keeler moved the discussion to domestic equities.  Slowly improving economic data, 
a recovering domestic US consumer, global infrastructure building, election results 
featuring a strong showing by hopefully business friendly Republicans in the November 
off-year elections supported a generally strong quarter and year for stocks.  Small and mid 
caps led the way in the quarter and year as investors shifted from risk aversion to risk 
seeking behavior.  Energy and Consumer Discretionary names responded to gradually 
improving economic conditions and performed well during the quarter.  Likewise, the 
Industrials were strong on the global/emerging market infrastructure building theme.  In 
terms of other characteristics, growth factors seemed to work better over the quarter and 
year despite a rather strong month of December for value.   
 
Looking ahead, staff will be focus on improving and documenting our structure and 
processes as well as a variety of staff development initiatives.  Documentation of portfolio 
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management processes for the various Sector Fund portfolio managers was completed 
during the quarter.  The focus shifts going forward to documenting our broker evaluation 
work as well as the mechanics of operating the Commission Sharing Agreement with 
Barclays. 
 
Jim Robinson noted that performance for the Quant Fund tracked the benchmark fairly 
closely throughout the quarter until the second half of December.  Even considering the 
turmoil in the Middle East, the challenge of monetary policy, and current fiscal battles, 
macro or thematic concerns are expected to be less of the domineering factors than in the 
past several years.  A return to a more normal investment background should presage a 
better environment for stock picking strategies.  Subsequent to the end of the quarter, Mr. 
Robinson started a strategic shift to decrease systematic risk exposures within the Quant 
Fund.  Negating most of the under-exposure to the beta factor while taking more stock 
specific exposure using the Northfield portfolio optimizer along with the recently 
transported alpha models on FactSet has been yielding quite encouraging results. 
 
Roy Wellington commented that the Sector Fund surpassed its benchmark and is positioned 
for economic expansion despite the Fed's continuing stimulus efforts.  The sector managers 
have documented their tactics used to manage their sectors and now meet monthly to re-
evaluate problem holdings.  The Russell 2000 futures have proved to be an effective 
allocation to small cap stocks (98%+ correlation) with opportunities to add value through 
managing the cash allocated to the asset class and maintaining the futures.  The TCRS 
small cap stock allocation had an excellent 2010 with performance exceeding the 
benchmark by 2.4%. 
  
All the international managers surpassed their benchmarks and collectively beat the 
EAFE + IMI Index by 0.95%.  A survey of manager comments revealed "good security 
selection" as the main source of out-performance with sector and country selection being 
secondary contributors.  The Pacific portfolio continues to be managed by internal staff 
with a low tracking error versus its benchmark. 
 
Mike Keeler commented how the Mid Cap Fund lagged S & P Mid Cap 400 primarily due 
to an under-weight of the Industrial sector as well as poor stock selection in the chemical, 
pharmaceutical, and health care equipment industries.  Stock selection accounted for all of 
the active management effect this quarter, more than off-setting a slightly positive return 
from sector allocation.   
 
Mr. Palmer began his review of the fixed income portfolios with a discussion of initiatives 
in the Fixed Income Group.  The first initiative was to fill open positions.  Thomas Kim 
was hired in the fourth quarter.  He is managing the Corporate Portfolio and is involved in 
the management of the Domestic Fixed Income portfolio.  A search is underway to fill a 
second vacancy in the Fixed Income Group.  This person will be involved in credit and 
interest rate strategies.  These strategies will have a greater impact on the portfolio when 
the transition to a Citigroup Large Pension Index is completed at the end of the fiscal year.  
In addition to the extension to an index of more than 8 years duration from an index with 
approximately 4.5 years duration, the types of credit risk embedded in the benchmark will 
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change.  Asset protected companies like utilities and industrials will have a greater weight 
than leveraged companies like banks and insurance companies.  The portfolio will 
transition to the new index gradually throughout the last part of the fiscal year.  For 
liquidity reasons, positions will be adjusted in advance of transition dates.  Futures will be 
used to maintain appropriate interest rate exposure during this period. 
 
The Fixed Income portfolios had low or negative absolute returns in the fourth quarter but 
strong relative returns.  Spread compression and additional income provided strong returns 
in the Corporate and Government 1-5 portfolio.  Good duration positioning and an above- 
market position in well-valued agency bonds provided alpha in the Government 5+ 
portfolio.  The mortgage portfolio was rewarded for purchasing specified pools with low 
prepayment risk characteristics.  As interest rates rose in the quarter, these securities 
performed better than generic counterparts.  The International portfolio benefitted from an 
under-weight to Euro currency and good positioning in Norway and Australia bonds.  This 
portfolio will be used as a source of cash for the expansion of the Canada equity portfolio.  
The Inflation Protected portfolio lagged the index modestly because of positioning that 
would be rewarded if real yields experienced a bearish flattening.  Instead, the market 
experienced a bearish steepening. 
 
Mr. Palmer noted that except for a slight duration extension to reflect the increase in yields 
by quarter end, the portfolio composition remained largely unchanged from quarter to 
quarter. Finally, Mr. Palmer reviewed the activity and effectiveness of the fixed income 
financial instruments used in managing the portfolio. 
 
Mr. Katseff reviewed a potential additional investment in the Waltham Woods office 
complex.  The Members of the IAC supported TCRS owning 100% of this real estate 
investment.  The Townsend Group, the current real estate consultant to TCRS, recently met 
with staff to discuss real estate investment opportunities in 2011.  Mr. Katseff also noted 
that a management buyout is occurring by the key executives of ING Clarion Partners.  The 
Townsend Group will also evaluate the new firm to be called Clarion Partners. 
 
Lamar Villere provided an update on the Private Equity program.  He explained that, while 
far too early to be meaningful, performance has actually been quite good.  He reiterated 
that he expects performance to turn negative due to the well-documented j-curve effect 
within private equity.  He provided a brief overview of Cambridge Associates Investment 
international private equity strategy review for TCRS, which suggests allocating 
approximately 45% of the portfolio to non-US funds.  He discussed the fund pipeline for 
the remainder of the year, which includes buyout, venture, and secondary strategies. 
 
Tim McClure gave an update on the status of the Bloomberg OMS project.  He stated that 
since October 1, 2010 all TCRS trades are being processed through the OMS, being sent 
directly to the custodian bank, and then loaded into the accounting system each night.  The 
OMS is also providing time stamped data that can be utilized by Abel Noser in their work 
for TCRS as a provider of trading costs analysis.  Mr. McClure further stated Abel Noser 
would be presenting the trading results for the period of October 1 thru December 31 in a 
meeting scheduled later in March.  He commented the results should identify opportunities 
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to reduce trading costs, and at least present opportunities to identify any weaknesses that 
may exist in the trading process. 
 
Mr. Brakebill concluded with a review of the proposed incentive compensation plan.  Mr. 
Brakebill reviewed the major changes which included the addition of members of the 
trading department and the Director of Cash Management and Operations.  Additionally, 
the plan removes most of the discretionary parts of the plan except for a few special cases.  
Mr. Brakebill solicited comments from the members who largely supported the changes.   
 
The meeting adjourned at 12:00 p.m. 
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Performance Review 
December 2010 

 
 

Absolute comparison 
 

 1 quarter return of 4.9% 
 
 1 year return of 11.3% 

 
 10 year return of 4.18%  <= continues to improve 

 
 
Benchmark (relative) comparison 
 

 Qtr return lagged allocation index 0.06% 
 
 1 year return beat allocation index by 0.12% 

 
 3 year return of trails benchmark by 0.80% 
 

o TAA down 97 bps in quarter.    
 
o DFI up 62 bps in quarter.  Up 255 bps for year 

 
o DE up 6 bps in quarter.  Down 42 bps for year 

 
o IE up 95 bps in quarter.  Up 433 bps for year 

 
o RE down 1,830 bps for year.  Appraisal lag 

 
 

Peer comparison  
 

 1 quarter return ranked at 89% (0% = best) 
 

 1 year return ranked at 93% 
 
 3 year return ranked at 51% (beat 49% of peers) 
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Key Initiatives 
December 2010 

 
 
 

 
 
 Asset allocation implementation 

 
 

 Incentive Compensation Update 
 
 

 Securities lending  
 

 
 Improve Investment Operations Support 

Bloomberg OMS 
 
 

 Contribution Rate Study 
 
 

 Real Estate Staffing 
 
 

 Fixed Income Staffing 
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TCRS Asset Allocation

 $ = millions Source: Strategic Investment Solutions, Inc.

December  2010 
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TCRS Domestic Equity

Domestic Equity Portfolio Overview
Michael Keeler, CFA

TCRS Cap Weights vs. S & P 1500 Composite 
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TCRS Domestic Equity December 2010
Large Cap Quant Fund

Jim Robinson, CFA
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Forecast Tracking Error: 0.74%

The S&P500 was up 3.8% in October, flat in 
November, and up 6.7% in December. The Quant 
Fund performed in line with the index until the 
second half of December, underperforming for 
the quarter. The market was up 10.8% in the 
quarter on evidence the economy would 
strengthen and not go into a double dip reces-
sion, the Fed announcing more quantitative eas-
ing, a reduction in perceived Euro-sovereign risk, 
and decreased political uncertainty with the pass-
ing of the mid-term elections. Earnings also beat 
expectations by greater than 10% in aggregate 
for the seventh quarter in a row. For the calendar 
year as a whole, earnings went up more than 
stock prices; multiples contracted. Macro con-
cerns persist, but should not be the domineering 
force they were in 2009 and 2010. Euro sovereign 
risk, the end of QE2, inflation (especially in the 
developing world), and political turmoil are

still on the radar screen.
Expected growth and accelerating sales were 

the two factors showing the best performance in 
the December quarter. Price momentum and, 
oddly enough, earnings momentum factors un-
derperformed in the quarter. Going forward, the 
factors to favor appear to be growth over value 
due valuation spreads and mean reverting stocks 
reverting while avoiding quality extremes as 
macro factors’ importance wane. Excess cash bal-
ances, spare debt capacity, and high free cash 
flow portend more M&A activity. Cash acquisitions 
have started benefiting acquirers’ stock prices. 
Historically low dividend payout ratios point to 
more hikes, but stock repurchases may continue 
to dominate board decisions given only a two 
year extension of favorable tax rates and the per-
ceived permanence of dividend increases. 
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TCRS Domestic Equity

Largest Over Weights by Stock in Fund Largest Under Weights by Stock in Fund

Ticker Description Ticker Description
MSFT Microsoft Corp. 101 BRK.B Berkshire Hathaway Inc. (Cl B) -121
CVX Chevron Corp. 86 CMCSA Comcast Corp. (Cl A) -54
UPS United Parcel Service Inc. (Cl B) 59 CVS CVS Caremark Corp. -41
CB Chubb Corp. 53 UNP Union Pacific Corp. -40
TRV Travelers Cos. Inc. 52 APC Anadarko Petroleum Corp. -33
ACE ACE Ltd. 50 BK Bank of New York Mellon Corp. -33
JNJ Johnson & Johnson 46 MON Monsanto Co. -33
WMT Wal-Mart Stores Inc. 45 AMZN Amazon.com Inc. -31
COP ConocoPhillips 44 LOW Lowe's Cos. -30
SNDK SanDisk Corp. 43 DIS Walt Disney Co. -28
IBM International Business Machines Co 42 SO Southern Co. -28
TJX TJX Cos. 42 EBAY eBay Inc. -28
AFL AFLAC Inc. 42 COST Costco Wholesale Corp. -27
CMCSK Comcast Corp. (Cl A Special) 39 VZ Verizon Communications Inc. -26
NSC Norfolk Southern Corp. 39 FDX FedEx Corp. -26
COF Capital One Financial Corp. 37 PX Praxair Inc. -26
FCX Freeport-McMoRan Copper & Gold 37 C Citigroup Inc. -25
TYC Tyco International Ltd. 36 CELG Celgene Corp. -24
AXP American Express Co. 36 KFT Kraft Foods Inc. -24
DD E.I. DuPont de Nemours & Co. 35 JCI Johnson Controls Inc. -23

Large Cap Quant Fund
Jim Robinson, CFA
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TCRS Domestic Equity December 2010Large Cap Sector Fund
Roy Wellington, CFA
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Sector Fund positioning has advanced to anticipating economic expansion.  Inflation pressures are evident.  Once that meant 
consumer demand had fattened margins all along the value chain until crude product prices rose.  Now demand is found in the 
emerging market economies and only the extractive industries seem to have pricing power; the rest of the value chain is experiencing 
margin compression.  Some industries are experiencing strong sales growth and overall GDP will move from recovery into expansion 
in 2011.   Financials were moved to Underweight and Consumer Discretionary was returned to Neutral.

The representative trade for the quarter is overweight Deckers and underweight Berkshire Hathaway.  Deckers is a fashion/functional 
footwear company whose styles are gaining share with solid financials and value; it stands out in a tough consumer economy.  That 
combination worked because good luck comes to those who do their homework.  Berkshire Hathaway lagged for a second quarter in a 
row due to a soft reinsurance market with no real disasters to firm demand or pricing.

The market outlook seems very tough with high unemployment and large fiscal imbalances.  If companies eschew labor in favor of 
capital to pursue growth opportunities overseas then ultimately returns on capital will fall, likely after the whole world discovers the 
strategy.  Many strategists are calling for a peak to the market by mid year followed by a meaningful selloff.

The Sector Fund held a series of ξ meetings requiring analysts to defend meaningful positions that may not be working.  The results 
have been mixed thus far but the players are beginning the understand that holdings need to be analyzed based on stated criteria and 
that all analysts have a stake in each other's success.   Additional meetings in this series will solidify processes and heighten sensitivity
to active weights and performance.
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TCRS Domestic Equity

Largest Over Weights by Stock in Fund Largest Under Weights by Stock in Fund

Ticker Description Ticker Description

SLB Schlumberger Ltd. 77 C Citigroup Inc. -72
IBM International Business Machines Cor 70 BRK.B Berkshire Hathaway Inc. (Cl B) -52
ORCL Oracle Corp. 69 VZ Verizon Communications Inc. -52
BP BP PLC ADS 62 T AT&T Inc. -42
INTC Intel Corp. 58 DD E.I. DuPont de Nemours & Co. -40
AAPL Apple Inc. 56 DIS Walt Disney Co. -37
HPQ Hewlett-Packard Co. 46 KO Coca-Cola Co. -35
PG Procter & Gamble Co. 44 DOW Dow Chemical Co. -35
UNP Union Pacific Corp. 44 CL Colgate-Palmolive Co. -34
JPM JPMorgan Chase & Co. 40 BK Bank of New York Mellon Corp. -33
PEP PepsiCo Inc. 40 MON Monsanto Co. -33
HON Honeywell International Inc. 40 COP ConocoPhillips -32
BCE BCE Inc. 40 XOM Exxon Mobil Corp. -32
PDE Pride International Inc. 37 LLY Eli Lilly & Co. -31
OIS Oil States International Inc. 37 LOW Lowe's Cos. -30
WMT Wal-Mart Stores Inc. 36 V Visa Inc. -30
GS Goldman Sachs Group Inc. 36 BAC Bank of America Corp. -29
ITW Illinois Tool Works Inc. 36 SO Southern Co. -28
CSX CSX Corp. 35 EBAY eBay Inc. -28
DFS Discover Financial Services 35 COST Costco Wholesale Corp. -27

Large Cap Sector Fund
Roy Wellington, CFA
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TCRS Domestic Equity December 2010Mid–Cap Fund
Mike Keeler, CFA
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Slowly improving economic data, a recovering domestic US consumer, global infrastructure building, election results featuring a strong 
showing by hopefully business friendly Republicans in the November off year elections supported a generally strong quarter and year 
for stocks.  Small and Mid caps led the way in the quarter and year as investors shifted from risk aversion to risk seeking behavior. 

Energy and Consumer Discretionary names responded to gradually improving economic conditions and performed well during the 
quarter. Likewise, the Industrials were strong on the global / emerging market infrastructure building theme.  

In terms of other characteristics, growth factors seemed to work better over the quarter and year despite a rather strong month of 
December for value. The Mid Cap Fund lagged S & P Mid Cap 400 primarily due to an under-weight of the Industrial sector as well as 
poor stock selection in the chemical, pharmaceutical, and health care equipment industries.  Stock selection accounted for all of the 
active management effect this quarter, more than offsetting a slightly positive return from sector allocation.  

Emerging Market infrastructure building and still seems to be a useful theme however, recent and seemingly more aggressive 
tightening by the Chinese central bank as well as Brazilian and Indian officials is a concern in the upcoming year. In addition, we 
remain wary of domestic US consumer plays except for the low and extremely high end spaces. Considering all of the above, our 
slightly less than target weighting in stocks seems quite appropriate and possibly open to review on further strength in the stock 
market. In terms of the large-mid-small allocation, as a result of mixed fundamentals and average valuations we remain comfortable 
with a slight underweight to the small and mid caps relative to the S & P 1500 benchmark for the time being although given severe 
relative underperformance we would likely move towards a neutral or over-weight position.

Forecast Tracking Error: 1.29%
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TCRS Domestic Equity

Largest Over Weights by Stock in Fund Largest Under Weights by Stock in Fund

Ticker Description Ticker Description
FFIV F5 Networks Inc. 128 BUCY Bucyrus International Inc. -65
NFX Newfield Exploration Co. 99 HSIC Henry Schein Inc. -50
AAP Advance Auto Parts Inc. 74 BEC Beckman Coulter Inc. -46
TKR Timken Co. 69 NST NSTAR -39
LZ Lubrizol Corp. 63 AMB AMB Property Corp. -38
ENDP Endo Pharmaceuticals Holdings Inc 51 MLM Martin Marietta Materials Inc. -37
RE Everest Re Group Ltd. 50 NYB New York Community Bancorp Inc. -32
MAA Mid-America Apartment Communitie 50 MDRX Allscripts Healthcare Solutions Inc. -32
DLTR Dollar Tree Inc. 47 SFD Smithfield Foods Inc. -31
CYN City National Corp. 47 CVD Covance Inc. -30
PRGO Perrigo Co. 46 DKS Dick's Sporting Goods Inc. -30
NFLX Netflix Inc. 45 ACM AECOM Technology Corp. -30
PETM PetSmart Inc. 44 LKQX LKQ Corp. -29
SLH Solera Holdings Inc. 43 TRH TransAtlantic Holdings Inc. -29
ALK Alaska Air Group Inc. 43 KMT Kennametal Inc. -29
INFA Informatica Corp. 41 MD Mednax Inc. -29
FL Foot Locker Inc 40 ATR AptarGroup Inc. -28
ANN AnnTaylor Stores Corp. 40 ACV Alberto-Culver Co. -28
CR Crane Co. 39 AJG Arthur J. Gallagher & Co. -27
MRX Medicis Pharmaceutical Corp. 38 CBSH Commerce Bancshares Inc. -27

Mid – Cap Fund
Mike Keeler, CFA
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TCRS Domestic Equity December 2010

Portfolio S&P 500 Portfolio S&P 500
Ticker Name Weight Weight Difference Ticker Name Weight Weight Difference
XOM Exxon Mobil Corp. 3.25 3.23 0.03 FFIV F5 Networks Inc. 0.00 0.09 (0.09)
AAPL Apple Inc. 2.58 2.59 (0.00) NFX Newfield Exploration Co. 0.00 0.08 (0.08)
MSFT Microsoft Corp. 1.85 1.84 0.02 CVC Cablevision Systems Corp. 0.00 0.07 (0.07)
GE General Electric Co. 1.71 1.70 0.00 NFLX Netflix Inc. 0.00 0.07 (0.07)
IBM International Business Machines Corp. 1.62 1.60 0.02 KG King Pharmaceuticals Inc. 0.03 0.00 0.03
CVX Chevron Corp. 1.59 1.61 (0.01) XOM Exxon Mobil Corp. 3.25 3.23 0.03
PG Procter & Gamble Co. 1.59 1.58 0.01 WMT Wal-Mart Stores Inc. 0.95 0.92 0.03
T AT&T Inc. 1.52 1.52 0.00 CSCO Cisco Systems Inc. 1.00 0.98 0.02
JNJ Johnson & Johnson 1.49 1.49 0.01 IBM International Business Machines Corp. 1.62 1.60 0.02
JPM JPMorgan Chase & Co. 1.45 1.45 0.00 BAC Bank of America Corp. 1.15 1.18 (0.02)

Forecasted Tracking Error 0.10%
Historical Tracking Error 0.25%
Value at Risk $3,046,108

Top Ten Holdings as of December 31, 2010 Ten Largest Overweights and Underweights as of Dec. 31, 2010

Tracking Error

S&P 500 Index Fund
Daniel Crews, CFA

TCRS Index Fund monthly historical tracking error
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Comments: 
• Note on December 31 reported portfolio data: S&P made changes ot the index on the close of 12/31/10 that were not incorporated into the fund until the next liquid trading 
day. Therefore, the risk forecasts and underweight/overweight table from the 12/31/10 IAC report are overstated. The performance impact from the timing discrepancy was nil. 
• Due to a critical trading error in the issue CF Industries (Ticker: CF) as well as two unusually beneficial portfolio trades, Index Fund realized abnormally high tracking error in 
the 4Q FY10 period. The trading error was unwound opportunistically and processes were established to prevent similar errors in the future.

• Index Fund liquidated $200 million in assets on 4/29/10
• Index Fund liquidated $250 million in assets on 4/16/10
• Index Fund received an additional $100 million inflow on 9/24/09
• Index Fund received an additional $100 million inflow on 7/29/09
• April 2009 witnessed relatively large negative deviation from the index (-7 bps) due to a double corporate action by Time Warner, large banks raising substantial amounts of 
equity following the release of the infamous "stress test" results, the exit of Noble (which did not behave according to the empirically normative pattern for S&P 500 exclusions), 
and the tactical holding of Citi preferred shares rather than Citi common. 
• Extraordinary positive tracking error was evident in the fund during March 2009 (25 bps). The deviation from benchmark returns in March primarily relates to good timing on a 
trade conducted March 2 and to class action litigation income posted to the fund. 
• Index Fund received an additional $200 million during January 2009 and sold a combined $400 million in February and March. 
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TCRS Domestic Equity                                       December 2010 
Russell 2000 Futures Portfolio 

Roy Wellington, CFA 
 

Comparison of Futures Return to Russell 2000 Index Return
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TCRS Small Cap Futures    29.3%

Russell 2000 Index             26.9%

 
TCRS has utilized Russell 2000 futures contracts to obtain small cap domestic equity exposure for the past three years.  The 
strategy has provided exposure to the asset class in a cost efficient manner which staff also believes has provided superior 
returns to the benchmark.  There is a mismatch between the Russell 2000 futures and the benchmark; however, the 
correlation between the benchmarks is very high.  For 2010, as an example, the Russell 2000 gained 26.9% while the S&P 
600 Small Cap Index gained 26.6% 

Performance measurement has so far been unable to demonstratively provide an answer to the question of relative returns.  
To rectify this weakness, Staff studied the returns experienced in 2010 from holding the Russell 2000 Index futures to 
determine if TCRS obtained results representative of the underlying index.  Staff used the same method Northern Trust will 
be using to calculate performance in 2011.   

These sources of return were expressed in proportion to the notional value of the futures contract to compute a daily return.  
The daily futures returns were aggregated and compared to the Russell 2000 Index return and presented in the graph above.  
For 2010 TCRS earned 29.3% from the strategy versus 26.9% for the Russell 2000 Index with a 98% correlation in daily 
returns.  The superior returns are due to the combined effects of rolling the contracts profitably and generating superior 
returns on cash and collateral than implied in futures pricing. 

TCRS earns a Russell 2000 Index return from the following sources: 

• Variation Margin:  The daily mark-to-market gains and losses of the underlying Index.  The price varies daily 
and is settled up the next day in cash. 

• Cash Equivalents:  Cash equal to the notional amount for a long futures position are dedicated to futures as 
required by policy.  Part of the return attributable to futures is the earnings of this cash investment:  it's not an 
extra return; it is assumed to be a regular part of the fair value price of a futures contract 

• Short Duration Asset:  Some of the cash equivalents dedicated to futures is invested in slightly longer maturity, 
better returning Short Duration assets.  

• Collateral:  Some of the cash is used to obtain government credit collateral as required by the futures 
clearinghouse to control a futures position.   
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Cash Inflows for the Canada Fund
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Manager returns for the quarter ending December 31, 2010 Manager returns for five years ending December 31, 2010

Manager Manager Return Benchmark Benchmark Return Manager Manager Return Benchmark Benchmark Return
American Century 14.42 MSCI EAFE Small Cap Index 11.84 American Century MSCI EAFE Small Cap Index
Baring Asset Mgmt 6.84 MSCI EAFE NET Index 6.61 Baring Asset Mgmt MSCI EAFE NET Index
GE Asset Mgmt 6.38 MSCI Europe Index 4.56 GE Asset Mgmt MSCI Europe Index
Marathon 6.85 MSCI EAFE NET Index2 6.61 Marathon 7.30 MSCI EAFE NET Index2 2.77
Pacific Indexed Port5 12.25 MSCI Pacific Index1 10.65 Pacific Indexed Port5 1.18 MSCI Pacific Index1 1.83
PanAgora 7.63 MSCI EAFE NET Index 6.61 PanAgora 3.93 MSCI EAFE NET Index 2.46
Pyramis 12.95 MSCI EAFE Small Cap Index 11.84 Pyramis MSCI EAFE Small Cap Index
TT International 7.74 MSCI EAFE NET Index 6.61 TT International MSCI EAFE NET Index
Walter Scott 7.16 MSCI EAFE NET Index4 6.61 Walter Scott 9.32 MSCI EAFE NET Index4 3.06
International 8.16 MSCI EAFE IMI3 7.21 International 4.82 MSCI EAFE IMI3 2.92

1  Effective as of 7/1/04; prior was MSCI AC Asia Pacific Free Index.
2  Effective as of 5/19/06; prior was MSCI Europe Index.
3  Effective as of 10/1/08; prior was MSCI EAFE NET Index.
4  Effective as of 2/2/09; prior was MSCI Europe Index. 
5  Performance was attributable to Amundi through 9/3/10; portfolio managed by TCRS staff afterward. 

TENNESSEE CONSOLIDATED RETIREMENT SYSTEM
INTERNATIONAL MANAGER PERFORMANCE

AS OF DECEMBER 31, 2010

Cumulative and Quarterly Returns vs MSCI EAFE IMI Index 
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TCRS Fixed Income December 2010

Value (Yield Book) Portfolio Benchmark Active
Portfolio ($MMs) Return Q4 Return Q4 Return Q4
TCRS Domestic Fixed Income Composite $10,271 (0.72)          (1.34)              0.62           

Corporate Portfolio $3,088 (0.88)            (1.68)                0.80             
Government One To Five Years $2,094 0.16              (0.62)                0.78             
Government Five Plus Years $1,441 (4.39)            (4.90)                0.51             
Mortgage Portfolio $3,624 0.46              0.22                  0.24             

TCRS Inflation Protected Securities $2,436 (1.05)            (0.75)                (0.30)           
TCRS International $704 (0.16)            (0.24)                0.08             

Note:  All positions and market values are as of December 31, 2010

Portfolio Performance Summary
Andrew Palmer, CFA

TCRS Fixed Income Returns (%) Q4 2010
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TCRS Fixed Income December 2010

Domestic Fixed Income

Portfolio Characteristics
Andrew Palmer, CFA

Yields rose and the curve steepened as economic growth rebounded
and the market began to fear a resurgence in inflation

Portfolio Characteristics
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TCRS Fixed Income December 2010

Domestic Fixed Income

source:  Bloomberg

Portfolio retained a bulleted stance in anticipation of a continued steep curve.

Curve Positioning
Andrew Palmer, CFA

Underweight in the 2-5 year bucket increaed as MBS durations extended

Duration vs. Index
(% market value)
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TCRS Fixed Income December 2010

Domestic Fixed Income

_________

source:  Yield Book

Portfolio Allocation by Sector
Andrew Palmer, CFA

Sector Allocation v. Index
(% market value)
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TCRS Fixed Income December 2010

Domestic Fixed Income

source:  Yield Book

Spread tightening paused during the quarter.  
TCRS spreads vs. index increase with quality and flattened during the quarter.

Allocation by Credit Quality
Andrew Palmer, CFA
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TCRS Fixed Income December 2010

Domestic Fixed Income

 
 Top 5 Credit Holdings (by Market Value) MktVal % MktVal
 GENERAL ELECTRIC CO 126,000 1.3
 BANK OF AMERICA 123,000 1.2

GOLDMAN SACHS GROUP 69,173 0.7
JP MORGAN CHASE  & C O 69,125 0.7
AT&T INC 67,060 0.7

 
 
 Top 5 Credit Holdings (by Dollar Duration) $ Duration % $ Duration

GENERAL ELECTRIC 76.64 1.5
AT&T INC 65.27 1.2
BANK OF AMERICA 60.06 1.1
JP MORGAN CHASE  & C O 43 0.8
CITIGROUP INC 34.23 0.7

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Allocation by Credit Sector
Andrew Palmer, CFA

Sector Allocation v. Index
(% market value)
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TCRS Fixed Income December 2010

Domestic Fixed Income
CITI

Market Value
($MM - Yield Book) Difference

Agency Mortgage Backed Securities $3,509,330 34.9 32.7 2.2
GNMA
15-Yr $1,714 0.0 0.1 -0.1
30-Yr $536,510 5.3 5.8 -0.5
FNMA
10-, 15- & 20-Yr $369,832 3.7 2.5 1.2
30-Yr $1,427,763 14.2 13.5 0.8
FHLM
15-Yr $113,855 1.1 1.8 -0.7
30-Yr $895,886 8.9 9.0 -0.1

Agency Hybrid $163,770 1.6 0.0 1.6

Commercial Mortgage Backed Securities $367,949 3.7 0.0 3.7

CMO and Non Agency Passthroughs $702,289 7.0 0.0 7.0

Asset Backed Securities $380,699 3.8 0.2 3.6

$4,960,267 49.4                   33.0                  16.4        Total Securitized Product

TCRS

% of portfolio

Securitized Product Breakdown
Andrew Palmer, CFA

Percent of Securitized Product

MBS

CMBS

CMO

          ABS
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TCRS Fixed Income December 2010

International Fixed Income

Portfolio Return: -0.16%
Citigroup Non-US G5 Index: -0.24%

Active Return: 0.08%

TCRS Percent Percent

Mkt ($)  Yield M. Dur of Value of $Dur

Norway ###### 2.08 0.33 3.7% 0.2%
Britain ###### 3.16 7.82 13.6% 14.5%
Euro ###### 2.83 8.29 19.4% 21.9%
Japan ###### 0.86 7.34 63.3% 63.4%

###### 1.60 7.33 100.0% 100.0%

Citigroup G5 Sovereign Index (ex-US)
Percent Percent

Mkt ($)  Yield Dur of Value of $Dur

Britain ###### 3.03 8.54 11.0% 13.4%
Euro ###### 2.19 6.32 25.8% 23.3%
Japan ###### 0.81 7.00 63.2% 63.3%

###### 1.41 6.99 100.0% 100%
Difference

Value M. Dur $ Dur

Differ Differ Differ

Australia 0.0% 0.3 0.0%
Norway 3.7% 0.3 0.2%
Britain 2.6% -0.7 1.1%
Euro -6.4% 2.0 -1.4%
Japan 0.1% 0.3 0.1%

0.0% 0.3 0.0%

International Fixed Income
Andrew Palmer, CFA

Exposure vs. Index
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TCRS Fixed Income December 2010

Inflation Protected Fixed Income
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% Market Value by Duration
TCRS CITI Difference

0-2 18.33 15.44 2.89
2-4 29.79 31.21 -1.43
4-6 13.73 16.47 -2.74
6-8 8.75 10.94 -2.18
8-10 20.44 22.12 -1.69
10+ 7.65 3.82 3.84

* The "breakeven" rate is the expected rate of inflation at which investment in TIPS yield the same return as investment
  in Treasuries

Source:  Bloomberg

Inflation Hedged Portfolio
Andrew Palmer, CFA

TIPS Breakevens* vs. Nominal Treasury Yields
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TCRS Real Estate      Real Estate Diversification December 2010

Peter Katseff

TCRS By Property Type

Industrial
12%

Retail
23%

Apts.
36%

Office
29%

NPI By Property Type

Office
40%

Apts.
24%

Retail
21%

Industrial
15%

National Property Index of the National Council of Real Estate Investment Fiduciaries (the 
index used for US core properties).
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TCRS Real Estate      Real Estate Portfolio Returns December 2010

        Budgeted Annual Income Return for calendar year 2010 (12 months) 6.61%

Peter Katseff

1.41% 1.72% 1.70% 1.70%
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QtrReport.xls 2/14/2011
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Tennessee Consolidated Retirement System 
Private Equity Program 
Fiscal Q2 2011 Update 

Lamar Villere, CFA 
 
Performance 
 

We have finalized our fiscal Q1:2011 results (9/30/10), and are pleased to 
report that the program continues to show positive returns.  As of that date, to 
portfolio consisted of $39.6 million, with 59% of that in credit funds, 37% in 
venture funds, and 4% in buyout funds.  This breakdown is inconsistent with long 
term expectations, which are roughly 45% buyout, 25% credit, 20% venture, and 
10% secondaries. 

 
The following table provides a brief overview of performance thus far.  Please 

note that this performance is not meaningful, nor will it be meaningful for several 
years.  It is Staff’s and Cambridge’s expectation that performance will likely be 
very weak in the early years of the program as the j-curve effect impacts the 
portfolio. 

 
IRR as of 9/30/10 Quarter Trailing 1 Year Since Inception 
Buyout (3.4%) - (3.4%) 
Credit 3.7% - 6.4% 
Venture (1.9%) 20.3% 11.6% 
TCRS PE Overall 1.3% 20.3% 10.5% 

 
 

International Private Equity Study 
  
 Staff and Cambridge completed the framework for international private equity 
allocation during the quarter.  In short, the analysis suggests that adding 
international private equity mandates should allow the program to increase 
expected returns on a risk-adjusted basis.  The recommended allocation levels 
(eliminating emerging markets due to current investment restrictions) are shown 
below. 

 
 
Region 

% of 
Allocation 

 
Range 

Annual  
Commitment Target 

US/Canada 55% 40% - 70% $150m 
Western Europe 30% 10% - 40% $85m 
Developed Asia 15% 0% - 30% $40m 
Total 100%  $275m 
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Fund Pipeline 
 

The second half of calendar 2010 was slow for TCRS, as funds targeted were 
later-than-expected in initiating fund raising activities.  Further, Staff retracted its 
recommendation for a private equity fund commitment that had been approved by 
the Investment Committee due to concerns with the fund’s Limited Partnership 
Agreement. 

 
Calendar year 2011 appears to be significantly more active in terms of 

fundraising, and Staff is currently in the diligence phase with several promising 
partnerships. 

 
Additional areas of focus over the next 6-12 months will be the likely addition 

of a secondary fund, and continued focus on buyouts (particularly within the 
middle market) and venture capital. 
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For reference, the funds we have closed on thus far and their summary 
descriptions are shown below. 
 
BUYOUT 
 
• Hellman & Friedman VII - $75m commitment 

o Based in San Francisco 
o $9b fund 
o Diversified by sector, but fairly concentrated portfolios 
o Focus on domestic buyouts of market leading companies 
 

• TA XI - $44.3m commitment 
o Based in Boston 
o $4b fund 
o Emphasis on growth equity and buyout investments 
o Unique cold-calling deal sourcing strategy 

 
CREDIT 
 
• Oaktree PPIP Private Fund - $50m commitment 

o Based in Los Angeles 
o $1.1b fund 
o Purchasing senior CMBS with leverage from US Treasury Department 

 
• Oaktree Opportunities Fund VIII/VIIIb - $40m commitment each 

o Based in Los Angeles 
o $4.5b/$2b funds, respectively 
o Primarily investing in senior debt of distressed US companies 

 
VENTURE CAPITAL 
 
• Khosla Ventures III - $25m commitment 

o Based in Menlo Park 
o $1b fund 
o Firm’s leadership previously held senior roles at Kleiner Perkins, Sequoia 
o Focus on renewables/cleantech, information technology 
 

• Draper, Fisher, Jurvetson X - $25m commitment 
o Based in Menlo Park 
o $450m fund 
o Diversified early-stage venture capital investor 
o Global approach with affiliates throughout US and world 
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• Venrock Associates VI 
o Based in Palo Alto 
o $350m fund  
o Diversified early-stage venture capital investor with heavy life-sciences 

component 
o Founded in 1969 as venture arm of Rockefeller family 
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TCRS Equity Derivative Report

Date B/S Broker Price Total Reason

Begin B 5,950       Russell 2000 Dec 2010 Citigroup 674.5000 401,327,500               

Trades

12/10/2010 S 679          Russell 2000 Dec 2010 Citigroup 765.8200 (51,999,178)                2a
12/10/2010 B 679          Russell 2000 Mar 2011 Citigroup 763.4290 51,836,829                 2b
12/13/2010 S 2,296       Russell 2000 Dec 2010 Citigroup 766.7200 (176,038,912)              2a
12/13/2010 B 2,296       Russell 2000 Mar 2011 Citigroup 764.3290 175,489,938               2b
12/16/2010 S 1,500       Russell 2000 Dec 2010 Citigroup 772.6200 (115,893,000)              2a
12/16/2010 B 1,500       Russell 2000 Mar 2011 Citigroup 770.2290 115,534,350               2b
12/17/2010 S 1,475       Russell 2000 Dec 2010 Citigroup 769.5000 (113,501,250)              2a
12/17/2010 B 1,475       Russell 2000 Mar 2011 Citigroup 676.3790 99,765,903                 2b

Contracts Outstanding on Dec 31, 2010

End B 5,950       Russell 2000 Mar 2011 Citigroup 782.3000 465,468,500               

Total 2Q FY2011 78,946,320$               

Contracts

Domestic Stock Index Futures
Roy Wellington, CFA

Domestic Stock Index Futures Transaction Log

1 Move equity allocation towards allocation target.
2a Swap to next contract.
2b Swap from earlier contract.

Strategy:  Replicate a small company stock portfolio using Russell 2000 index futures.  The 
Russell 2000 future plus cash should produce a return equal to the Russell 2000 Index.  TCRS 
utilizes index futures to its advantage to make timely investments and to gain small cap 
exposure as desired.  Our exposure to small cap remains below the policy target.

TCRS designated certain assets that in combination with the futures represents an equity 
allocation.  These other assets were:
     Collateral:  US Treasury Notes  $32,083,362
     Short Duration Fixed Income:    297,560,500
     TCRS Cash:                      138,859,238

Review:  TCRS maintained its exposure to small cap stocks by utilizing the Russell 2000 Index 
future.  The market value of small cap stocks represented by our futures exposure appreciated in 
line with the rise in the Russell 2000 Index.

Affiliations:  TCRS has used Citigroup exclusively in the quarter to trade index futures.  We 
also have a clearing agreement with JPMorgan plus an execution only agreement with MF 
Global.
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TCRS Fixed Income Derivative Report

KEY ACCT DATE BUY/SELL QTY EXPIRATION CONTRACT TYPE STRIKE PRICE

Begin       
2 1368 SELL 95 DEC (Z) 2010 Ultra-Long FUTURE --
1 1368 BUY 1375 DEC (Z) 2010 5-yr Tsy FUTURE --
1 1368 SELL 1000 2-yr Tsy DEC(Z) 2010 FUTURE --

1 1371 SELL 1000 10-yr Tsy DEC (Z) 2010 FUTURE

Trades 1368

4 1368 16-Nov-2010 BUY 250 DEC (Z) 2010 2-yr Tsy FUTURE -- 109.6641
4 1368 23-Nov-2010 BUY 750 DEC (Z) 2010 2-yr Tsy FUTURE -- 109.7109
4 1368 23-Nov-2010 SELL 750 MAR (H) 2011 2-yr Tsy FUTURE -- 109.6484
4 1368 23-Nov-2010 SELL 1000 DEC (Z) 2010 5-yr Tsy FUTURE -- 120.7422
4 1368 23-Nov-2010 SELL 375 DEC (Z) 2010 5-yr Tsy FUTURE -- 120.7344
4 1368 23-Nov-2010 BUY 1000 MAR (H) 2011 5-yr Tsy FUTURE -- 120
4 1368 23-Nov-2010 BUY 375 MAR (H) 2011 5-yr Tsy FUTURE -- 120
4 1368 29-Nov-2010 BUY 95 DEC (Z) 2010 Ultra-Long FUTURE -- 131-28
4 1368 23-Nov-2010 SELL 85 MAR (H) 2011 Ultra-Long FUTURE -- 130-16.25

 
4 1371 8-Oct-2010 BUY 250 DEC (Z) 2010 10-yr Tsy FUTURE -- 127-13
4 1371 27-Oct-2010 BUY 250 DEC (Z) 2010 10-yr Tsy FUTURE -- 125-12.5
2 1371 29-Oct-2010 BUY 250 SEP (U) 2012 EURODOLLAR PUT 96 0.045

End
2 1355 SELL 85 MAR (H) 2011 Ultra-Long FUTURE --
1 1355 BUY 1375 MAR (H) 2011 5-yr Tsy FUTURE --
1 1355 SELL 750 MAR (H) 2011 2-yr Tsy FUTURE --

2 1371 BUY 250 SEP (U) 2012 EURODOLLAR PUT 96

Legend: 1—Replication 2—Hedge 3—Income 4 -Roll

Domestic Fixed Income Derivatives
Andrew C. Palmer, CFA

Domestic Fixed Income Derivatives Transaction Log

CONTRACTS IN USE: 
• 5-year Futures 
• 2-year Futures 
• 10-year Futures 
• Ultra-Long Futures 
• Eurodollar Put 

STRATEGIES: 
• Sold Ultra-Long Futures (30yr equiv) to hedge dv01 in a corporate bond position held in 1-5 portfolio 
• Purchased 1,375 Five year contracts in 1-5 portfolio to replicate duration profile of index without using physical treasury notes 
• Purchased 250 put options on Eurodollar futures to hedge a spike up in rates. 
• Closed 1000 Ten year Futures as cash portfolio shortened in duration relative to the index. 
• Sold 750 Two year Futures to reduce exposure to interest rate risk in the 1-2 year portion of the yield curve. 

EFFICACY: 
• Futures positions performed as expected.  The five year replication strategy produced returns in excess of the Five-year Treasury 

note and the duration adjustment transactions produced the expected impact on interest rate sensitivity.  The option trade was at a 
profit as interest rates moved toward the strike price by the end of the period.  The corporate bond position hedged with Ultra 
Long futures had positive net return for the quarter as the yield spread remained stable and the position earned extra income.  

PROPOSED STRATEGIES FOR CURRENT QUARTER: 
• Buy duration in the 1-5 portfolio to adjust sensitivity to rising and falling rates as the market vacillates on future Fed Policy. 
• Selling duration in overlay portfolio to hedge the portfolio’s naturally long duration profile. Allows Director to manage duration 

without forcing reallocation amongst sub-sectors 
• Buying deep out-of-the-money calls or puts on long treasuries to hedge fat tailed events  
• Position for  an increase in interest rate volatility as the Federal Reserve slows its asset purchases. 
 

AFFILIATIONS:  
• FUTURES CLEARING MERCHANT (FCM):  JP Morgan 
• ACTIVE BROKER RELATIONSHIPS:    JPM, Citigroup, MF Global 
• CURRENT COUNTERPARTY EXPOSURE:  None  (as Pct of Assets: 0%) 
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2010 4th Quarter Activity

INTERNATIONAL FIXED INCOME 

Trades Delivery
10/27/2010 11/30/2010 S 1,000,000,000       JPY STATE ST 81.7600 12,230,920                
11/24/2010 11/30/2010 B 1,000,000,000       JPY STATE ST 83.2600 (12,010,569)              
11/24/2010 1/31/2011 S 1,000,000,000       JPY STATE ST 83.1940 12,020,098                
1/27/2011 1/31/2011 C 1,000,000,000       JPY STATE ST 83.0000 (12,048,193)              

10/19/2010 11/30/2010 S 15,000,000            EUR HSBC 1.3788 20,681,700                
11/11/2010 11/30/2010 B 5,000,000              EUR HSBC 1.3660 (6,830,000)                
11/15/2010 11/30/2010 C 10,000,000            EUR HSBC 1.3648 (13,647,500)              

G/L 396,455                     

GOVERNMENT ONE TO FIVE
(CANADA TRADE HEDGING)

10/27/2010 11/30/2010 S 100,000 CAD HSBC 1.0270 102,700                     
10/27/2010 10/29/2010 B 100,000 CAD HSBC 1.0278 (102,784)                   

11/24/2010 1/31/2011 S 100,000 CAD HSBC 1.0135 101,350                     
11/24/2010 11/30/2010 B 100,000 CAD HSBC 1.0149 (101,490)                   

12/15/2010 1/31/2011 B 25,000 CAD HSBC 1.0040

 HEDGING ROLL COSTS (224)                          

TCRS Currency Derivative Report

Currency Forwards Activity
Jesse Picunko, CFA
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PRICE PAR MARKET SETTLE FIRM
FNMA 15YR3.5 100.297 20 20.06 MAR CS
FNMA 15YR3.5 100.297 10 10.03 MAR JEF
FNMA 15YR3.5 100.297 10 10.03 MAR DB
FNMA 15YR4.5 104.813 20 20.96 JAN CS

FNMA 30YR 5YR 104.891 -20 -20.98 JAN CS
FNMA 15YR5.5 107.641 25 26.91 FEB BOA
FNMA 30YR 4.5 102.125 60 61.28 JAN NOM
FNMA 30YR 4.5 102.125 20 20.43 JAN JEF

FNMA 30YR 5 104.891 -30 -31.47 JAN BOA
FNMA 30YR 4.5 102.266 15 15.34 JAN BOA
FNMA 30YR 5.5 106.859 15 16.03 JAN BOA

FGLMC 30YR 4.0 98.703 100 98.70 JAN CIT
GNMA 30YR 4.0 100.102 25 25.03 JAN UBS
GNMA 30YR 4.0 100.102 25 25.03 MAR CS
GNMA 30YR 4.0 100.102 40 40.04 JAN NOM
GNMA 30YR 4.0 100.102 20 20.02 MAR BOA

Total 355 357

By Firm Market Value
BOA 46.8
CIT 98.7
DB 10.0
JEF 30.5
NOM 101.3
UBS 25.0
CS 45.1
WF 0.0
JPM 0.0
BAR 0.0

Total 357

TCRS MORTGAGE PORTFOLIO

END OF QUARTER MORTGAGE TBA POSITIONS
Jesse Picunko, CFA
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TCRS Investment Operations         December 2010 
 
 

OPERATIONS UPDATE 
Tim McClure, CTP 

 
 

TCRS continues to move forward with changes to the Operations area.  As TCRS looks 
for ways to add value to the Fund, this is an area that offers some opportunity for 
efficiencies and technology upgrades.   
 
Trade Order Management System (OMS) – Finally, trades are flowing through the 
Bloomberg OMS.  After months of hard work by the entire Investments Division, straight 
through order processing has arrived at TCRS.  All internal equity and fixed income 
trades now flow through Bloomberg OMS.  
 
Trading –TCRS entered into a CSA with Barclays Capital on April 1, 2010.  The program 
gives the traders additional flexibility by allowing trading with firms that offer better 
execution and still maintaining the ability to pay for research from smaller firms with the 
commissions generated from the CSA.  The effectiveness of the program continues to 
be evaluated as the one year anniversary of this program approaches. 
 
Trading Cost Analysis – For over a year, TCRS has been working with Abel Noser to 
obtain information regarding TCA.  During this time, data feeds have been provided by 
the custodian, and TCA consisted mainly of comparisons of price versus open and price 
versus VWAP.  With the implementation of OMS, very detailed data is being captured 
and provided to Abel Noser.  The first complete month of equity data to be captured will 
be for the month of October.  The date for the quarter ended December 31, 2010, will be 
available during early March.  Staff is very anxious to see the results and pursue 
opportunities to improve the trading function. 
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Bloomberg

Factset

Standard & Poor's

TheYield Book

TradeWeb Service

Ned Davis Research Services

Abel/Noser Corp. 

Quantitative Service Group LLC

Stock Exchanges

Credit Sights

Dow Jones Information Service

Thomson-Reuters Fin'l (IBES)

Glass, Lewis & Co.

Thomson-Reuters Research

Market News International Inc.

Oracle USA, Inc.

Pension Fund Data Exchange

TRACS Financial

MSCI Global Index Monitor

Estimated Commitments
Payments

Commissioned Dollar Report

Accrued 12/31/2010 93,307       

Client Comm Agreement                
7/1/2010 - 12/31/2010
Davis Mendel 35,000        
Abel Noser 32,500        
Keybanc 20,000        
BMO 10,000        
FIG 10,000        
Hilliard Lyons 10,000        
Sterne Agee 10,000        
ISI Group 5,000           
Security Capital 5,000           
  Paid in Q22011 137,500      

Balance 12/31/2010 117,115     
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Market Value %
CASH & CASH EQUIVALENTS 519,599,807.00$           1.6%

FIXED INCOME - DOMESTIC 10,288,787,180.95$      32.1%
FIXED INCOME - INTERNATIONAL 702,978,817.68$           2.2%

STOCKS - DOMESTIC 12,256,349,957.13$      38.2%
STOCKS - INTERNATIONAL 4,755,768,303.32$        14.8%

INFLATION HEDGED 2,435,789,154.88$        7.6%

PRIVATE EQUITY 49,894,801.00$             0.2%
REAL ESTATE 1,071,588,551.00$        3.3%

NET ASSET VALUE 32,080,756,572.96$      100.0%

(THIS REPORT INCLUDES ACCRUED INCOME AND EXPENSES.)
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                                                               QED-V2-R14.46A
Run:  2/14/11                TCRS CASH PORTFOLIO                             
                   REPORT OF POSITIONS HELD AS OF 12/31/10                   
                                                                             
          DESCRIPTION             ACQUIRED  MATURITY    PAR-VALUE     365-YLD

FANNIE DISCOUNT NOTE              12/28/10   2/28/11         100,000     .101
FED HOME LN DISCOUNT NT           12/15/10   1/31/11          95,553     .091
FREDDIE MAC DISCOUNT NT           12/02/10   1/31/11           7,523     .162

TOTAL FOR TREASURY/AGENCY:  ( 45.802% PAR)                   203,076     .099
 
BNP PARIBAS FINANCE INC           12/28/10   1/04/11          90,298     .222
BNP PARIBAS FINANCE INC           12/29/10   1/06/11         100,000     .223
HSBC FINANCE CORP                 12/29/10   1/05/11          50,000     .172

TOTAL FOR COMMERCIAL-PAPER: ( 54.197% PAR)                   240,298     .212
                                                                             

TOTAL FOR FUND:                                              443,374     .160
                                                                             

                                 FUND SUMMARY                                

TOTAL DUE WITHIN 60 DAYS:   (100.000% PAR)                   443,374     .160
TOTAL DUE BEYOND 60 DAYS:   (       % PAR)                                   
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TCRS Domestic Equity
As of 12/31/10
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TCRS Domestic Fixed
Acquisitions and Disposals

As of 12/31/10
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TCRS Domestic Fixed
Acquisitions and Disposals

As of 12/31/10
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TCRS Inflation Hedged
As of 12/31/10
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TCRS Inflation Hedged
Acquisitions and Disposals

As of 12/31/10
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TCRS International Equity
As of 12/31/10
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TCRS International Equity
As of 12/31/10
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TCRS International Fixed
Acquisitions and Disposals

As of 12/31/10
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TCRS Real Estate      Summary Report December 2010

         Peter Katseff

Number Of TCRS Share Of Previous Mkt. Value Market Value Profit (Loss) Gross Profit Profit (Loss) Gross Profit

TCRS Property Owned As Of 9/30/10 Properties Acquisition Costs 12/31/2009 12/31/2010 Against Acq Cost Margin Against Previous Mkt. Margin
Advisor:

  Clarion Partners 10 493,237,549$        399,082,094$        418,385,941$    (74,851,608)$     -15.2% 19,303,847$             4.8%

  JP Morgan 5 303,399,696          233,820,000          260,600,000      (42,799,696)       -14.1% 26,780,000               11.5%

  TA Associates 6 251,975,275          218,695,227          225,793,682      (26,181,593)       -10.4% 7,098,455                 3.2%
  Cornerstone 2 73,878,300            54,300,000            63,900,000        (9,978,300)         -13.5% 9,600,000                 17.7%

  REITS 2 150,000,000          92,981,381            102,908,928      (47,091,072)       -31.4% 9,927,547                 10.7%
      Total 25 1,272,490,820$      998,878,702$        1,071,588,551$ * (200,902,269)$   -15.8% 72,709,849$             7.3%

TCRS Property Owned As Of 9/30/10
Property Type:

  Office 8 362,734,914$        303,395,227$        307,293,682$    (55,441,232)$     -15.3% 3,898,455$               1.3%
  Apartments 8 402,058,171          333,520,000          379,100,000      (22,958,171)       -5.7% 45,580,000               13.7%

  Industrial 3 189,921,000          120,381,381          133,408,928      (56,512,072)       -29.8% 13,027,547               10.8%
  Retail 6 317,776,735          241,582,094          251,785,941      (65,990,794)       -20.8% 10,203,847               4.2%

      Total 25 1,272,490,820$      998,878,702$        1,071,588,551$ * (200,902,269)$   -15.8% 72,709,849$             7.3%

Number Of TCRS Share Of TCRS Share Of Profit (Loss) Gross Profit
TCRS Property Sold Since Inception Properties Acquisition Costs Sales Proceeds Against Acq Cost Margin

Advisor:
  Clarion Partners 7 292,081,880$        367,798,983$    75,717,103$      25.9%

  JP Morgan 3 70,729,430            86,156,827        15,427,397        21.8%
  TA Associates 0 -                         -                    -                    0.0%

  Cornerstone 1 44,782,750            45,887,124        1,104,374          2.5%

  Henderson 1 25,657,734            26,273,836        616,102             2.4%

  Lend Lease 2 73,403,050            88,528,275        15,125,225        20.6%
      Total 14 506,654,844$        614,645,045$    107,990,201$    21.3%

TCRS Property Sold Since Inception

Property Type:

  Office 5 207,967,614$        226,622,801$    18,655,187$      9.0%

  Apartments 9 298,687,230          388,022,244      89,335,014        29.9%

  Industrial 0 -                         -                    -                    0.0%

  Retail 0 -                         -                    -                    0.0%

      Total 14 506,654,844$        614,645,045$    107,990,201$    21.3%

*  The total value at 12/31/10 is based on actual REIT values.
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