
 
 

 
 
 
 
 
 
 
 
         

        Friday, June 26, 2015, 8:30 a.m. 
       Peace Garden Room, State Capitol 

       600 E Blvd, Bismarck, ND  
 
 

AGENDA 
 
 

I.      CALL TO ORDER AND ACCEPTANCE OF AGENDA  

 

 

II.       ACCEPTANCE OF MINUTES (May 22, 2015) 

 
 

III. INVESTMENTS 

 
A. Asset and Investment Performance Overview - Mr. Hunter (enclosed) (20 min)  Informational 
B. Tobacco Prevention and Control Trust Fund Update - Mr. Hunter (enclosed) (20 min)  Board Action 

C. North Dakota Bankers Association - Mr. Hunter (enclosed) (10 min)  Informational 
D. Springbank - Mr. Hunter (enclosed) (10 min)  Informational 
       

 

IV. GOVERNANCE 

 

A. Governance Policy Review - Mr. Hunter (enclosed) (20 min) 
1. Investments (Second Reading) Board Action 

2. Bylaws (First Reading) Informational 
 

V. ADMINISTRATION 
 

A. Legislative Update - Mr. Hunter (enclosed) (10 min) Informational 
B. Staff Update - Mr. Hunter (enclosed) (5 min) Informational 
C. Board Offsite Preview - Mr. Hunter (to follow) (5 min) Informational 
D. Executive Director Compensation - Mr. Lech (to follow) (10 min)  Board Action 

 
VI. OTHER 

 
 Next Meetings: 
 SIB Retreat - July 24, 2015, 8:30 a.m. - University of Mary 
 SIB Audit Committee meeting - September 25, 2015, 1:00 pm - State Capitol, Peace Garden Room 

 

 

VII. ADJOURNMENT 

 

 

 

 
Any individual requiring an auxiliary aid or service, please contact the Retirement and Investment Office  

(701) 328-9885 at least three (3) days prior to the scheduled meeting. 
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NORTH DAKOTA STATE INVESTMENT BOARD 

    MINUTES OF THE 

MAY 22, 2015, BOARD MEETING 

 

MEMBERS PRESENT: Drew Wrigley, Lt. Governor, Chair 

Mike Sandal, Vice Chair 

                           Lance Gaebe, Land Commissioner 

  Mike Gessner, TFFR Board 

     Adam Hamm, Insurance Commissioner (TLCF) 

Rob Lech, TFFR Board 

     Mel Olson, TFFR Board 

     Yvonne Smith, PERS Board 

     Cindy Ternes, WSI designee  

 Tom Trenbeath, PERS Board 

 

MEMBERS ABSENT:   Kelly Schmidt, State Treasurer 

   

 

STAFF PRESENT:  Eric Chin, Investment Analyst 

Connie Flanagan, Fiscal & Invt Op Mgr 

  Bonnie Heit, Assist to the SIB  

     David Hunter, ED/CIO 

     Fay Kopp, Dep ED/CRO 

     Terra Miller-Bowley, Supvr Audit Services 

     Cody Schmidt, Compliance Officer 

     Darren Schulz, Dep CIO 

      

OTHERS PRESENT:  Sarah Angus, Callan Associates 

Paul Erlendson, Callan Associates 

Clair Ness, Attorney General’s Office 

   

    

CALL TO ORDER:      

 

Lt. Governor Wrigley called the State Investment Board (SIB) meeting to order at 

8:30 a.m. on Friday, May 22, 2015, at the State Capitol, Peace Garden Room,  

Bismarck, ND. 

 

 

AGENDA: 

 

IT WAS MOVED BY MR. LECH AND SECONDED BY MS. SMITH AND CARRIED ON A VOICE VOTE TO 

ACCEPT THE AGENDA FOR THE MAY 22, 2015, MEETING AS DISTRIBUTED. 

 

AYES:COMMISSIONER GAEBE, MR. SANDAL, MR. OLSON, MS. TERNES, MR. GESSNER, MR. 

TRENBEATH, MR. LECH, MS. SMITH, AND LT. GOVERNOR WRIGLEY  

NAYS: NONE  

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT, COMMISSIONER HAMM 

 

MINUTES: 

 

IT WAS MOVED BY MS. TERNES AND SECONDED BY MR. TRENBEATH AND CARRIED ON A VOICE 

VOTE TO APPROVE THE APRIL 24, 2015, MINUTES AS DISTRIBUTED.  

 

AYES: MR. GESSNER, COMMISSIONER GAEBE, MS. SMITH, MS. TERNES, MR. LECH, MR. 

OLSON, MR. TRENBEATH, MR. SANDAL, AND LT. GOVERNOR WRIGLEY  
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NAYS: NONE 

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT, COMMISSIONER HAMM 

 

INVESTMENTS 

 

Asset and Performance Overview – Mr. Hunter updated the SIB on the status of the 

portfolios they manage on behalf of their clients. Highlights as of March 31, 

2015 - assets under management grew by approximately 19 percent or $1.66 billion 

in the last year.  

 

The Pension Trust posted a net return of over 6.5 percent with gains of $293 

million. All Pension Trust clients generated positive excess returns for the 1, 

3, and 5 year periods ended March 31, 2015.  

 

The Insurance Trust generated a net return of 5.4 percent with gains of $233 

million. All Insurance Trust’s clients generated positive excess returns for the 

3 and 5 year periods ended March 31, 2015. 

 

The Legacy Fund’s net return was 5.7 percent and assets increased by 66 percent 

or $1.3 billion for the year ended March 31, 2015.  

 

SIB client assets, based on unaudited valuations, exceeded $10.5 billion as of 

March 31, 2015.  

 

Callan Associates Report – Mr. Erlendson provided Callan’s insight on the 

economic and market environment for the period ended March 31, 2015.  

 

Commissioner Hamm joined the meeting by teleconference. 

 

Mr. Erlendson also reviewed the consolidated Pension Trust and Consolidated 

Insurance Trust performance for the period ending March 31, 2015.  

 

IT WAS MOVED BY COMMISSIONER GAEBE AND SECONDED BY MR. SANDAL AND CARRIED BY A 

VOICE VOTE TO ACCEPT THE CALLAN REPORT AS PRESENTED. 

 

AYES: MR. OLSON, MR. TRENBEATH, COMMISSIONER GAEBE, MR. GESSNER, COMMISSIONER 

HAMM, MS. SMITH, MR. SANDAL, MS. TERNES, MR. LECH, AND LT. GOVERNOR WRIGLEY 

NAYS: NONE 

ABSENT: TREASURER SCHMIDT 

 

Executive Session  

 

IT WAS MOVED BY MS. SMITH AND SECONDED BY MR. TRENBEATH AND CARRIED BY A VOICE 

VOTE TO MOVE INTO EXECUTIVE SESSION PER NDCC §44-04-19.1(9) AND NDCC §44-04-19.2 
TO DISCUSS THE SPRINGBANK AGREEMENT. 

 

AYES: MS. SMITH, MR. SANDAL, MR. OLSON, MR. GESSNER, MR. LECH, MR. TRENBEATH, MS. 

TERNES, COMMISSIONER HAMM, COMMISSIONER GAEBE, AND LT. GOVERNOR WRIGLEY 

NAYS: NONE 

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT 

 

The SIB entered into Executive Session at 9:25 a.m. The SIB, Ms. Ness, Callan 

Associates representatives, and RIO personnel were present. 
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The SIB exited Executive Session at 10:07 a.m. 

 

IT WAS MOVED BY MR. TRENBEATH AND SECONDED BY MS. TERNES AND CARRIED BY A VOICE 

VOTE TO ACCEPT THE FOLLOWING STAFF RECOMMENDATIONS: (1) ACCEPT CALLAN’S 

RECOMMENDATION TO EXTEND AND REVISE THE TERMS OF THE SPRINGBANK AGREEMENT; (2) 

AUTHORIZE RIO TO FINALIZE THE REVISED TERMS THROUGH SEPTEMBER 30, 2022. 

 

AYES: MR. TRENBEATH, MR. OLSON, COMMISSIONER GAEBE, MR. LECH, MR. SANDAL, 

COMMISSIONER HAMM, MR. GESSNER, MS. SMITH, MS. TERNES, AND LT.GOVERNOR WRIGLEY 

NAYS: NONE 

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT 

 

The SIB recessed at 10:09 a.m. and reconvened at 10:20 a.m. 

 

GOVERNANCE 

 

Legislative Update – Mr. Hunter updated the SIB on legislation affecting RIO. 

SB2022 which contains the biennial appropriation for RIO and the Public Employees 

Retirement System (PERS) was not approved by the 64
th
 Legislative Assembly prior 

to the adjournment of the session. The bill had a number of amendments relating 

to PERS which were adopted by the Government Operations Sub-committee of the 

House Appropriations Committee. No amendments were adopted that affected RIO.  

 

RIO and PERS requested the Attorney General provide an opinion on whether and to 

what extent the agencies are authorized to make expenditures during the next 

biennium. Both entities believe the opinion will be issued by the end of the 

biennium.   After discussion, 

 

IT WAS MOVED BY COMMISSIONER GAEBE AND SECONDED BY MS. TERNES AND CARRIED BY A 

VOICE VOTE TO AUTHORIZE STAFF TO SUBMIT AN APPLICATION TO THE EMERGENCY 

COMMISSION FOR ADDITIONAL FUNDING DURING THE NEXT BIENNIUM SO AS TO ALLOW RIO TO 

CONTINUE OPERATING UNDER NORMAL CONDITIONS UNTIL FURTHER NOTICE.  

 

AYES: MS. TERNES, MR. OLSON, COMMISSIONER HAMM, COMMISSIONER GAEBE, MR. 

TRENBEATH, MR. LECH, MR. SANDAL, MS. SMITH, MR. GESSNER, AND LT. GOVERNOR WRIGLEY 

NAYS: NONE 

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT 

 

Mr. Hunter also commented on the meetings with the ND Bankers Association (NDBA) 

representatives. The SIB’s due diligence questionnaire was provided to the NDBA 

to allow North Dakota based investment firms an opportunity to elaborate on their 

backgrounds; specifically the firm’s history, experience, size, and performance. 

The questionnaire is generally completed by all SIB investment managers on an 

annual basis. The information will serve to develop a better understanding of the 

North Dakota based investment firm’s qualifications, experience, and areas of 

strength. Staff and Callan will be working with the North Dakota investment firms 

and applying all of the due diligence processes that are relevant to any 

investment manager of the SIB. 

 

Audit Committee Report – Ms. Miller Bowley updated the SIB on the Audit 

Committee’s activities as of May 21, 2015.  

 

IT WAS MOVED BY MR. TRENBEATH AND SECONDED BY MR. SANDAL AND CARRIED BY A VOICE 

VOTE TO ACCEPT THE AUDIT REPORT AS PRESENTED. 
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AYES: COMMISSIONER HAMM, MS. TERNES, MR. OLSON, MR. SANDAL, MR. GESSNER, MS. 

SMITH, COMMISSIONER GAEBE, MR. LECH, MR. TRENBEATH, AND LT. GOVERNOR WRIGLEY 

NAYS: NONE 

MOTION CARRIED 

ABSENT: TREASURER SCHMIDT 

 

Governance Review - The Board received the second reading of the “Ends” policies. 

There were no modifications made to the policies. No action was taken.    

 

The Board received the first reading of the “Investments” policies. The policies 

will be presented for a second reading at the next meeting.   

   

 

MONITORING: 

 

A “Watch List” as of March 31, 2015, was provided to the SIB. No action was 

taken.   

 

 

OTHER:  

 

Next scheduled meetings:   

 

SIB Meeting – June 26, 2015, 8:30 a.m. – State Capitol, Peace Garden Room  

SIB Audit Committee Meeting – September 25, 2015, 1:00 p.m. – State Capitol, 

Peace Garden Room 

 

 

ADJOURNMENT: 

 

With no further business to come before the SIB, Lt. Governor Wrigley adjourned 

the meeting at 10:48 a.m. 

 

 

___________________________________  

Lt. Governor Wrigley, Chair 

State Investment Board  

 

 

___________________________________ 

Bonnie Heit 

Assistant to the Board 
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State Investment Board 
Asset and Investment Performance Overview 

June 19, 2015 

 

 

 

 

Dave Hunter, Executive Director / CIO 

Darren Schulz, Deputy Chief Investment Officer 

ND Retirement & Investment Office (RIO) 

State Investment Board (SIB)  
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 SIB Client Assets Under Management 
grew by approximately 19% or $1.67 
billion in the last year.   

 The Pension Trust posted a net return of 
7.3%, while the Insurance Trust 
generated a 4.9% net return in the last 
year.  Investments were responsible for 
gains of $327 million for the Pension 
Trust and $217 million for the Insurance 
Trust. 

 Legacy assets increased by 62% (or $1.3 
billion) primarily due to tax collections, 
although net returns were 6.1% for the 
year ended April 30, 2015. 

 SIB client assets exceeded $10.6 billion 
based on unaudited valuations as of 
April 30, 2015. 

 Market Values  Market Values  Market Values 

Fund Name  as of 4/30/15 (1)  as of 6/30/14 (2)  as of 4/30/14  (1)

Pension Trust Fund 

Public Employees Retirement System (PERS) 2,426,858,029 2,332,744,037 2,249,250,884

Teachers' Fund for Retirement (TFFR) 2,110,626,543 2,061,684,912 1,998,097,772

Job Service of North Dakota Pension 97,786,060 97,825,769 96,104,304

City of Bismarck Employees Pension 81,880,390 78,804,326 76,382,573

City of Grand Forks Employees Pension 56,545,187 57,896,611 53,188,539

City of Bismarck Police Pension 35,946,182 34,643,204 33,538,851

Grand Forks Park District 6,064,609 5,938,993 5,756,567

City of Fargo Employees Pension 1,470 9,702 35,175

Subtotal Pension Trust Fund 4,815,708,470 4,669,547,555 4,512,354,666

Insurance Trust Fund  

Legacy Fund 3,259,054,191 2,215,941,142 2,009,264,825

Workforce Safety & Insurance (WSI) 1,773,004,940 1,703,987,980 1,673,436,741

Budget Stabilization Fund 596,019,653 586,199,881 590,923,254

City of Fargo FargoDome Permanent Fund 41,875,148 41,775,992 39,591,287

PERS Group Insurance Account 40,704,421 37,425,567 38,825,872

State Fire and Tornado Fund 25,205,342 29,223,707 29,045,268

Petroleum Tank Release Compensation Fund 7,219,391 7,092,998 7,035,426

State Risk Management Fund 6,902,045 6,948,162 6,778,247

State Risk Management Workers Comp Fund 6,264,145 5,965,322 5,805,176

ND Association of Counties (NDACo) Fund 3,566,749 3,445,373 3,373,103

State Bonding Fund 3,208,073 3,268,991 3,240,441

Insurance Regulatory Trust Fund 2,658,625 1,146,038 1,126,691

ND Board of Medical Examiners 2,175,025 1,889,897 1,864,469

Bismarck Deferred Sick Leave Account 881,635 849,818 831,100

Cultural Endowment Fund 383,640 364,979 366,963

Subtotal Insurance Trust Fund 5,769,123,023 4,645,525,847 4,411,508,863

PERS Retiree Insurance Credit Fund 97,431,528 90,360,366 86,525,380

Total Assets Under SIB Management 10,682,263,021 9,405,433,768 9,010,388,909

(1)  4/30/15 and 4/30/14 market values are unaudited and subject to change.
(2)  6/30/14 market values as stated in the Comprehensive Annual Financial Report.
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RIO Budget Update (2Q) – The 64th Legislative Assembly reconvened on June 16th and approved Senate Bill 2022 including the 
biennial appropriation for RIO and PERS.  Prior to this positive development, RIO and PERS obtained an Attorney General opinion 
which stated that RIO and PERS were authorized to make expenditures during the 2015-17 biennium.  The AG Opinion stated, “it is 
my opinion that the express continuing appropriation authority granted these agencies combined with their independent legal 
obligations as fiduciaries of the plans they administer carry with them the implied authority to expend funds for the salaries and 
associated operating expenses of the individuals needed to effectuate those appropriations in order to fulfill their fiduciary 
obligations, to the extent the implied authority if not prohibited under state law.  While I cannot, in a legal opinion, determine the 
amounts these agencies may expend pursuant to this implied authority, I will remind the governing Boards of these Agencies that 
they are and remain fiduciaries, and any expenditure of funds must be done prudently.”  The entire RIO team sincerely thanks the 
Office of the Attorney General for providing this favorable, timely and constructive guidance during a time of uncertainty. 

Other Projects (2Q-3Q) – RIO continues to work with the Tobacco Prevention and Control Trust Fund (new client), Bank of North 
Dakota (Match Loan CD Program documentation enhancement), Land Board (jointly negotiated fee reductions and a review of 
operating synergies) and Risk Management (review of market leading risk management systems) among other projects. 

Private Capital (3Q) - RIO commenced a review of our existing Timber, Infrastructure, Real Estate and Private Equity mandates in 2014 
to confirm our investment approach to less liquid strategies, rationalize smaller investments, ease administrative reporting and 
identify potential fee savings.  Over the next month, RIO intends to finalize successful contract negotiations with Timber Investment 
Resources with regards to the SIB’s $116 million investment in Springbank.  RIO will continue to review our existing Timber and 
Private Equity mandates during the second half of 2015.   

Global Fixed Income (4Q) – RIO intends to complete a review of our existing fixed income strategies in mid- 2015 so as to confirm 
sector allocations in light of our long-term strategic goals and strong performance.   

Governance and Board Education (Ongoing) – Each section of our Governance manual will be reviewed in detail during the first half 
of 2015 followed by a ½-day offsite in July so as to increase our overall awareness to pension governance trends and reconfirm our 
desire to maintain the existing governance model framework. 
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Background:  On June 15, 2015, RIO updated the Legacy and Budget Stabilization Advisory Board 
on the status, asset allocation, fees and returns of the Legacy Fund and Budget Stabilization Fund.   
 

Overview:  In general, the Advisory Board appeared to be pleased with the overall investment 
performance of both funds which approximated 2.0% for the Budget Stabilization Fund and 5.7% 
for the Legacy Fund given that the actual returns of both funds exceeded their respective 
performance benchmarks (by approximately 1% and 0.33%, respectively). 
 

Key Points/Take-Away:  The Chairman of the Advisory expressed a concern about the liquidity 
requirements of the Budget Stabilization Fund noting it is intended to serve as a “rainy day fund”.  
RIO acknowledged that liquidity is critical for the Budget Stabilization Fund and noted that over 
80% of this funds current investments could be fully liquidated in 10-to-20 business days thereby 
substantially mitigating this liquidity concern.  RIO also noted that it is currently reviewing the 
existing terms of the Bank of North Dakota Match Loan CD Program and intends to enhance 
documentation standards to clarify existing terms and further mitigate investment risks including 
duration, liquidity and credit risks. 
 

Follow-Up:  After the presentation, RIO provided the Advisory Board with investment manager 
performance metrics as of March 31 and April 30, 2015, and provided website links which can be 
used to easily access this information in the future.  (A copy of which is attached along with the 
Advisory Board presentation materials.) 



Legacy and Budget Stabilization Fund 
Advisory Board 

June 15, 2015 

 

 

 

Dave Hunter, Executive Director/Chief Investment Officer 

Darren Schulz, Deputy Chief Investment Officer 

ND Retirement & Investment Office (RIO) 

State Investment Board (SIB)  
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 Budget Stabilization Fund 

 Funding and disbursement history  

 Strategic asset allocation 

 Investment performance  

 Fund manager structure 

 Legacy Fund 

 Policy timeline 

 Funding and disbursement history 

 Monthly contributions and market value 

 New policy allocation implementation update 

 Investment performance  

 Fund manager structure 
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Budget Stabilization Fund
Through March 31, 2015

New Money In Net Increase

 Income 

Distributions 

Out 

Net Assets 

End of Period

FY2006 (Initial Funding - Sept. 2005) 99,472,631       3,611,730     (3,207,845)    99,876,516    

FY2007 -                     4,980,987     (4,981,500)    99,876,003    

FY2008 100,527,369    122,430        (1,688,532)    198,837,270 

FY2009 -                     (8,736,058)    -                 190,101,212 

FY2010 124,936,548    21,464,258   (11,385,172) 325,116,846 

FY2011 -                     12,031,101   (11,474,863) 325,673,084 

FY2012 61,414,562       7,867,160     -                 394,954,806 

FY2013 -                     7,239,388     (1,036,797)    401,157,397 

FY2014 181,060,584    10,966,393   (7,183,404)    586,000,970 

FY2015 -                     8,938,874     -                 594,939,844 

567,411,694    68,486,263   (40,958,113) 

Net Increase - Inception to Date 68,486,263       

Income Distributions Taken (40,958,113)     

Income Retained in Fund 27,528,150       

March 31, 2015 MV 595,135,717    

Note:  Amounts are preliminary, unaudited and subject to change. 



Budget Stabilization Fund Strategic Asset Allocation 
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100%

Policy Allocation

Short Term Fixed Income
and BND CDs



Budget Stabilization Fund Performance as of 3/31/15 
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Note: Fund performance are net of fees and unaudited and subject to change. 
Source: Callan 

Since

1 Year 2 Year 3 Years 5 Years 7 Years Inception*

Total Budget Stabilization Fund (Net) 2.04% 1.75% 1.97% 2.34% 2.23% 2.36%

Total Budget Stabilization Fund Policy 0.82% 0.57% 0.55% 0.40% 0.48% 1.57%

Excess Return 1.22% 1.18% 1.42% 1.94% 1.75% 0.79%

* Inception date: October 1, 2005



Budget Stabilization Fund Manager Structure 
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3/31/2015 Actual Policy

Market Value Weight Weight

TOTAL BUDGET STABILIZATION FUND 595,135,716      100.0% 100.0%

BANK OF NORTH DAKOTA CDs 102,767,901      17.3% 17.3%

CASH EQUIVALENTS

Northern Trust 7,336,677          1.2% 1.2%

TOTAL CASH EQUIVALENTS 7,336,677          1.2% 1.2%

SHORT TERM FIXED INCOME

Babson Capital 244,224,152      41.0% 40.7%

JP Morgan 240,806,986      40.5% 40.7%

TOTAL SHORT TERM FIXED INCOME 485,031,138      81.5% 81.5%

NOTE: Monthly market values are preliminary and subject to change.
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 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

Investment managers' fees:

Short-term fixed income managers 466,375,734    507,502      0.11% 0.11% 295,529,418    353,973         0.12% 0.12%

Cash & equivalents managers 16,402,731      21,324        0.13% 0.00% 6,118,743        -                 0.00% 0.00%

Total investment managers' fees 482,778,465    528,824      0.11% 301,648,161    353,973         0.12%

Custodian fees 49,602        0.01% 0.01% 40,672           0.01% 0.01%

Investment consultant fees 17,623        0.00% 0.00% 12,539           0.00% 0.00%

Total investment expenses 596,049      0.12% 407,183         0.13%

Actual Investment Performance (Net of Fees) 1.94% 1.87%

Policy Benchmark 0.61% 0.29%

Outperformance 1.33% 1.58%

FY 2014 FY 2013

Note:  Investment fees approximated 0.12% for the prior fiscal year ended June 30, 2014. 
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April 2013 

 New strategic asset allocation for the Legacy Fund approved 

June 2013 

 SIB approved a transition plan to fully implement the new policy 
allocation over a period of 18 months 

July 2013 

 SIB approved the implementation of the new policy allocation 
through the use of existing managers within the Insurance Trust 

August 2013 

 RIO initiated the 18 month transition plan 

January 2015 

 Transition to new policy allocation fully implemented 
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Legacy Fund
Through March 31, 2015

New Money In Net Increase

 Income 

Distributions 

Out 

Net Assets End 

of Period

FY2012 (Initial Funding - Sept. 2011) 396,585,658     2,300,225           - 398,885,883    

FY2013 791,126,479     4,216,026           - 1,194,228,388 

FY2014 907,214,971     113,153,662       - 2,214,597,021 

FY2015 884,170,495     94,678,740         - 3,193,446,256 

2,979,097,603  214,348,653       - 

Net Increase - Inception to Date 214,348,653     

Income Distributions Taken -                   

Income Retained in Fund 214,348,653     

March 31, 2015 MV 3,194,769,809  

Note:  Amounts are preliminary, unaudited and subject to change. 
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100%

Actual Allocation
8/1/2013

Short Term Fixed Income

Legacy Fund Strategic Asset Allocation 
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30%

20%

35%

10% 5%

Policy Allocation

Broad U.S. Equity

Broad International Equity

Fixed Income

Diversified Real Assets

Core Real Estate

Note:  Amounts are preliminary, unaudited and subject to change. 
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7/13 8/13 9/13 10/13 11/13 12/13 1/14 2/14 3/14 4/14 5/14 6/14 7/14 8/14 9/14 10/14 11/14 12/14 1/15 2/15 3/15

Short-Term Fixed/Cash 100% 89% 89% 72% 74% 64% 49% 42% 39% 32% 27% 23% 19% 15% 12% 9% 5% 3% 4% 1% 1%

Broad Fixed Income 0% 0% 0% 10% 9% 19% 25% 27% 27% 26% 25% 24% 23% 24% 28% 31% 34% 35% 36% 34% 34%

US Equity 0% 6% 6% 10% 10% 9% 13% 16% 18% 21% 25% 28% 28% 31% 30% 30% 30% 30% 29% 30% 30%

Non-US Equity 0% 4% 4% 7% 7% 7% 10% 11% 12% 15% 17% 19% 19% 20% 19% 19% 20% 20% 19% 21% 20%

Diversified Real Assets 0% 0% 0% 0% 0% 0% 0% 1% 1% 1% 1% 1% 6% 6% 6% 5% 5% 7% 8% 10% 10%

Core Real Estate 0% 1% 1% 1% 1% 1% 4% 3% 3% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5% 5%

Legacy Fund Transition Plan 
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Legacy Fund Performance as of 3/31/15 
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Note: Fund performance are net of fees, unaudited and subject to change. 
Source: Callan 

Since

1 Year 2 Years 3 Years Inception*

Total Legacy Fund (Net) 5.72% 4.73% 3.76% 3.42%

Total Legacy Fund Policy 5.39% 4.15% 2.97% 2.55%

Excess Return 0.33% 0.58% 0.79% 0.87%

* Inception date: October 1, 2011



Legacy Fund Manager Structure 
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3/31/2015

Market Value Actual Policy

TOTAL LEGACY FUND 3,194,769,809   100.0% 100.0%

LARGE CAP DOMESTIC EQUITY 75.47%

Los Angeles Capital (Growth) 215,038,068      6.7% 6.6%

LSV 211,420,771      6.6% 6.6%

Los Angeles Capital (Enhanced Core) 141,616,596      4.4% 4.4%

Clifton Group 140,324,506      4.4% 4.4%

TOTAL LARGE CAP DOMESTIC EQUITY 708,399,941      22.2% 22.0%

SMALL CAP DOMESTIC EQUITY

Research Affiliates 86,309,721        2.7% 4.0%

Clifton 176,833,203      5.5% 4.0%

TOTAL SMALL CAP DOMESTIC EQUITY 263,142,924      8.2% 8.0%

INTERNATIONAL EQUITY
Capital Group 254,045,516      8.0% 8.0%
LSV 256,497,055      8.0% 8.0%
DFA 64,291,680        2.0% 2.0%
Vanguard 65,735,413        2.1% 2.0%

TOTAL INTERNATIONAL EQUITY 640,569,665      20.1% 20.0%

52.6%

FIXED INCOME 52.6%

Western Asset 349,582,566      10.9% 11.4%

Prudential 86,860,421        2.7% 2.8%

PIMCO (DiSCO) 40,878,015        1.3% 1.3%

PIMCO (BRAVO II) 15,141,639        0.5% 0.5%

Declaration (Total Return) 86,638,228        2.7% 2.7%

State Street 148,512,691      4.6% 4.9%

Wells Capital 347,530,745      10.9% 11.4%

TOTAL FIXED INCOME 1,075,144,306   33.7% 35.0%

Allocation 3/31/2015

Market Value Actual Policy

DIVERSIFIED REAL ASSETS

Western Global TIPS 231,391,136      7.2% 7.6%

Grosvenor CIS II 1,968,559          0.1% 0.1%

JP Morgan (Infrastructure) 75,000,000        2.3% 2.3%

TOTAL DIVERSIFIED REAL ASSETS 308,359,695      9.7% 10.0%

REAL ESTATE 58.34572%

JP Morgan 84,506,477        2.6% 2.5%

Invesco 74,554,166        2.3% 2.5%

TOTAL REAL ESTATE 159,060,643      5.0% 5.0%

CASH EQUIVALENTS 28.055%

Northern Trust (1) 39,796,990        

TOTAL CASH EQUIVALENTS 39,796,990        1.2% 0.0%

90 Day T-Bill 0.0%

SHORT TERM FIXED INCOME

Babson Capital 295,646             0.0% 0.0%

TOTAL SHORT TERM FIXED INCOME 295,646             0.0% 0.0%

NOTE: Monthly returns and market values are preliminary and subject to change.

Allocation



Legacy Fund  
Schedule of Investment Fees 
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 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

Investment managers' fees:

Domestic large cap equity managers 221,898,125    502,317      0.23% 0.03% -                   -                 0.00% 0.00%

Domestic small cap equity managers 80,140,583      350,670      0.44% 0.02% -                   -                 0.00% 0.00%

International equity managers 208,777,033    884,793      0.42% 0.05% -                   -                 0.00% 0.00%

Domestic fixed income managers 341,169,338    1,199,773   0.35% 0.07% -                   -                 0.00% 0.00%

Diversified real assets managers 8,725,730        33,040        0.38% 0.00% -                   -                 0.00% 0.00%

Real estate managers 48,719,775      490,567      1.01% 0.03% -                   -                 0.00% 0.00%

Short-term fixed income managers 854,086,155    1,053,958   0.12% 0.06% 847,626,340    881,957         0.10% 0.10%

Cash & equivalents managers 57,174,100      60,350        0.11% 0.00% 49,301             -                 0.00% 0.00%

Total investment managers' fees 1,820,690,839 4,575,468   0.25% 847,675,641    881,957         0.10%

Custodian fees 216,970      0.01% 0.01% 84,539           0.01% 0.01%

Investment consultant fees 68,630        0.00% 0.00% 104,210         0.01% 0.01%

Total investment expenses 4,861,068   0.27% 1,070,706      0.13%

Performance Fees Paid

Clifton 177,470      -                 

PIMCO DiSCO 609,117      -                 

Grosvenor (formerly Credit Suisse) (3,076)         -                 

Total Performance Fees Paid 783,511      0.04% -                 0.00%

Actual Investment Performance (Net of Fees) 6.64% 1.17%

Policy Benchmark 5.54% 0.34%

Outperformance 1.10% 0.83%

FY 2014 FY 2013

Note:  Investment fees approximated 0.27% in the prior fiscal year ended June 30, 2014.   



Legacy & Budget Stabilization Fund  
Investment Manager Performance Links 

20 

Dear Legacy and Budget Stabilization Fund Advisory Board Members: 

  

Per our advisory board meeting yesterday morning, I am forwarding RIO website links relating to investment manager performance 

for the Legacy Fund and Budget Stabilization Fund. 

  

I am forwarding links for the two most recent month ends which are available at this time.  We intend to include these 2-page 

summaries for each fund in future meetings. 

  

I sincerely appreciate your continued support and look forward to addressing any questions or comments on the attached materials 

or any other related items. 

  

Legacy Fund Performance – March 31, 2015 

  

http://www.nd.gov/rio/RIO_ref/performance/Legacy/201503.pdf  

  

Legacy Fund Performance – April 30, 2015 

  

http://www.nd.gov/rio/RIO_ref/performance/Legacy/201504.pdf  

  

Budget Stabilization Fund Performance – March 31, 2015 

  

http://www.nd.gov/rio/RIO_ref/performance/budget/201503.pdf  

  

Budget Stabilization Fund Performance – April 30, 2015 

  

http://www.nd.gov/rio/RIO_ref/performance/budget/201504.pdf 

  

As noted in our meeting yesterday, the Legacy Fund and Budget Stabilization Fund are performing significantly better than our 

underlying performance benchmarks.  The Legacy Fund generated a net investment return of 5.72% for the one-year period ended 

March 31, 2015, which exceeds its benchmark index by 1/3 of 1% (or 0.33%).  The Budget Stabilization Fund is also performing well and 

generated a net investment return of 2.04% for the year ended March 31, 2015, which also exceeded its performance benchmark by a 

significant margin. 

Advisory Board Follow-Up Request: 

This email was sent to the Advisory Board 

on the morning after our June 15, 2015 

meeting to address underlying investment 

manager performance for each fund. 

http://www.nd.gov/rio/RIO_ref/performance/Legacy/201503.pdf
http://www.nd.gov/rio/RIO_ref/performance/Legacy/201504.pdf
http://www.nd.gov/rio/RIO_ref/performance/budget/201503.pdf
http://www.nd.gov/rio/RIO_ref/performance/budget/201504.pdf


LEGACY FUND

INVESTMENT PERFORMANCE REPORT AS OF MARCH 31, 2015

Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Gross
(1)

Net Gross
(1)

Net

TOTAL LEGACY FUND 3,194,769,809       100.0% 100.0% 2.89% 2.83% 2,900,880,837 100.0% 100.0% 2.12% 2.07% 2,516,568,041 100.0% 100.0% -1.71% -1.77% 3.27% 3.10% 6.83% 6.64%

POLICY TARGET BENCHMARK 2.38% 2.38% 1.80% 1.80% -1.60% -1.60% 2.56% 2.56% 5.54% 5.54%

ATTRIBUTION ANALYSIS

Asset Allocation -0.08% -0.08% 0.00% 0.00% 0.00% 0.00% -0.08% -0.08% -0.01% -0.01%

Manager Selection 0.58% 0.52% 0.32% 0.27% -0.12% -0.17% 0.79% 0.63% 1.30% 1.11%

TOTAL RELATIVE RETURN 0.50% 0.44% 0.32% 0.27% -0.12% -0.17% 0.71% 0.54% 1.29% 1.10%

LARGE CAP DOMESTIC EQUITY 75.47% 73.99% 71.61%

Los Angeles Capital 215,038,068          6.7% 6.6% 4.73% 4.68% 191,045,943    6.6% 6.6% 5.47% 5.42% 166,097,064    6.6% 6.6% 1.58% 1.54% 12.20% 12.05% N/A N/A

Russell 1000 Growth 3.84% 3.84% 4.78% 4.78% 1.49% 1.49% 10.42% 10.42%

LSV 211,420,771          6.6% 6.6% 1.00% 0.92% 193,231,379    6.7% 6.6% 5.54% 5.46% 165,327,913    6.6% 6.6% -0.46% -0.52% 6.10% 5.89% N/A N/A

Russell 1000 Value -0.72% -0.72% 4.98% 4.98% -0.19% -0.19% 4.02% 4.02%

Los Angeles Capital 141,616,596          4.4% 4.4% 2.44% 2.41% 128,032,469    4.4% 4.4% 5.25% 5.22% 110,457,407    4.4% 4.4% 0.86% 0.83% 8.75% 8.65% N/A N/A

Russell 1000 1.59% 1.59% 4.88% 4.88% 0.65% 0.65% 7.25% 7.25%

Clifton Group 140,324,506          4.4% 4.4% 1.15% 1.15% 128,045,122    4.4% 4.4% 5.15% 5.15% 111,649,309    4.4% 4.4% 1.18% 1.11% 7.61% 7.54% N/A N/A

S&P 500 0.95% 0.95% 4.93% 4.93% 1.13% 1.13% 7.13% 7.13%

TOTAL LARGE CAP DOMESTIC EQUITY 708,399,941          22.2% 22.0% 2.37% 2.33% 640,354,913    22.1% 22.0% 5.50% 5.46% 553,531,693    22.0% 22.0% 0.62% 0.57% 8.67% 8.52% N/A N/A
Russell 1000 35.5% 1.59% 1.59% 4.88% 4.88% 0.65% 0.65% 7.25% 7.25%

SMALL CAP DOMESTIC EQUITY 75.14% 71.68%

Research Affiliates 86,309,721            2.7% 4.0% 2.64% 2.56% 70,004,841      2.4% 4.0% 10.52% 10.44% 60,470,490      2.4% 3.8% -7.00% -7.07% 5.50% 5.25% N/A N/A

Clifton 176,833,203          5.5% 4.0% 4.99% 4.99% 168,529,618    5.8% 4.0% 10.44% 10.44% 129,761,488    5.2% 3.8% -7.23% -7.41% 7.57% 7.36% N/A N/A

TOTAL SMALL CAP DOMESTIC EQUITY 263,142,924          8.2% 8.0% 4.27% 4.25% 238,534,459    8.2% 8.0% 10.46% 10.44% 190,231,978    7.6% 7.6% -7.15% -7.29% 6.95% 6.74% N/A N/A

Russell 2000 12.9% 4.32% 4.32% 9.73% 9.73% -7.36% -7.36% 6.04% 6.04%

INTERNATIONAL EQUITY 78.15% 75.26%

Capital Group 254,045,516          8.0% 8.0% 3.84% 3.74% 227,657,125    7.8% 8.0% -1.43% -1.52% 196,357,964    7.8% 7.7% -5.78% -5.86% -3.56% -3.82% N/A N/A

LSV 256,497,055          8.0% 8.0% 5.28% 5.17% 225,288,693    7.8% 8.0% -3.60% -3.70% 194,250,108    7.7% 7.7% -6.45% -6.53% -5.04% -5.33% N/A N/A

MSCI EAFE 4.88% 4.88% -3.57% -3.57% -5.88% -5.88% -4.81% -4.81%

DFA 64,291,680            2.0% 2.0% 4.68% 4.68% 56,897,869      2.0% 2.0% -3.97% -3.97% 48,150,927      1.9% 1.9% -8.53% -8.53% -8.04% -8.04% N/A N/A

Vanguard (1) 65,735,413            2.1% 2.0% 7.29% 7.29% 57,035,986      2.0% 2.0% -3.50% -3.50% 48,775,291      1.9% 1.9% -5.84% -5.84% -2.52% -2.52% N/A N/A

S&P/Citigroup BMI EPAC < $2BN 6.19% 6.19% -4.44% -4.44% -5.94% -5.94% -4.55% -4.55%

TOTAL INTERNATIONAL EQUITY 640,569,665          20.1% 20.0% 4.89% 4.80% 566,879,673    19.5% 20.0% -2.73% -2.81% 487,534,290    19.4% 19.4% -6.41% -6.48% -4.52% -4.74% N/A N/A

MSCI EAFE 4.88% 4.88% -3.57% -3.57% -5.88% -5.88% -4.81% -4.81%

52.6%

FIXED INCOME 52.6% 51.5% 42.7%

Western Asset 349,582,566          10.9% 11.4% 2.26% 2.23% 327,529,166    11.3% 11.3% 1.63% 1.60% 224,061,194    8.9% 8.9% 0.36% 0.32% 4.30% 4.20% N/A N/A

Prudential 86,860,421            2.7% 2.8% 2.50% 2.42% 81,921,935      2.8% 2.8% 1.97% 1.90% 56,647,412      2.3% 2.2% -0.31% -0.38% 4.19% 3.97% N/A N/A

PIMCO (DiSCO) (1) 40,878,015            1.3% 1.3% 1.55% 1.55% 39,412,622      1.4% 1.4% -0.35% -0.35% 32,793,038      1.3% 1.3% 1.43% 1.43% 2.65% 2.65% N/A N/A

PIMCO (BRAVO II) (1) 15,141,639            0.5% 0.5% 1.43% 1.43% 12,071,168      0.4% 0.4% 3.49% 3.49% 7,566,995        0.3% 0.3% 0.00% 0.00% 4.96% 4.96% N/A N/A

BC Aggregate 1.61% 1.61% 1.78% 1.78% 0.17% 0.17% 3.59% 3.59%

Returns

September-14

Allocation Quarter Returns

FY14

Prior YearCurrent

FYTDDecember-14

Allocation Quarter

March-15

Allocation Quarter



LEGACY FUND

INVESTMENT PERFORMANCE REPORT AS OF MARCH 31, 2015

Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Gross
(1)

Net Gross
(1)

Net

Returns

September-14

Allocation Quarter Returns

FY14

Prior YearCurrent

FYTDDecember-14

Allocation Quarter

March-15

Allocation Quarter

Declaration (Total Return) (1) 86,638,228            2.7% 2.7% 1.77% 1.77% 77,893,283      2.7% 2.7% 0.99% 0.99% 58,399,014      2.3% 2.3% 0.65% 0.65% 3.45% 3.45% N/A N/A

3m LIBOR 0.07% 0.07% 0.06% 0.06% 0.06% 0.06% 0.18% 0.18%

State Street 148,512,691          4.6% 4.9% 1.85% 1.84% 143,035,239    4.9% 4.9% 1.83% 1.82% 99,390,152      3.9% 3.9% 0.16% 0.15% 3.88% 3.86% N/A N/A

BC Gov/Credit 1.84% 1.84% 1.80% 1.80% 0.17% 0.17% 3.85% 3.85%

Wells Capital 347,530,745          10.9% 11.4% 2.56% 2.51% 327,940,491    11.3% 11.3% 1.59% 1.55% 224,945,343    8.9% 8.9% -0.12% -0.17% 4.06% 3.92% N/A N/A

BC Credit Baa 2.32% 2.32% 1.26% 1.26% -1.60% -1.60% 1.95% 1.95%

TOTAL FIXED INCOME 1,075,144,306       33.7% 35.0% 2.24% 2.21% 1,009,803,904 34.8% 34.8% 1.55% 1.52% 703,803,147    28.0% 28.0% 0.20% 0.16% 4.03% 3.93% N/A N/A

BC Aggregate 56.5% 1.61% 1.61% 1.78% 1.78% 0.17% 0.17% 3.59% 3.59%

DIVERSIFIED REAL ASSETS 68.63585% 59.33853%

Western 231,391,136          7.2% 7.6% 0.21% 0.18% 211,717,138    7.3% 7.3% -0.43% -0.46% 141,601,650    5.6% 5.6% -2.09% -2.13% -2.31% -2.41% N/A N/A

BC Global Inflation Linked Index 12.2% -1.53% -1.53% -0.14% -0.14% -2.76% -2.76% -4.38% -4.38%

Grosvenor CIS II 1,968,559              0.1% 0.1% N/A N/A -                   0.0% 0.0% N/A NA -                   0.0% 0.0% N/A N/A N/A N/A N/A N/A

JP Morgan (Infrastructure) 75,000,000            2.3% 2.3% N/A N/A -                   0.0% 0.0% N/A NA -                   0.0% 0.0% N/A N/A N/A N/A N/A N/A

CPI

TOTAL DIVERSIFIED REAL ASSETS 308,359,695          9.7% 10.0% 0.39% 0.37% 211,717,138    7.3% 7.3% -0.43% -0.46% 141,601,651    5.6% 5.6% -2.10% -2.11% -2.14% -2.21% N/A N/A

Benchmark -1.10% -1.10% -0.14% -0.14% -2.76% -2.76% -3.96% -3.96%

REAL ESTATE 58.34572% 57.19946% 54.41922%

JP Morgan 84,506,477            2.6% 2.5% 5.97% 5.40% 78,672,478      2.7% 2.5% 3.84% 3.57% 72,301,896      2.9% 2.5% 0.00% 0.04% 10.04% 9.21% N/A N/A

Invesco 74,554,166            2.3% 2.5% 3.28% 3.19% 66,827,989      2.3% 2.5% 3.50% 3.40% 53,323,533      2.1% 2.5% 3.44% 3.35% 10.57% 10.27% N/A N/A

TOTAL REAL ESTATE 159,060,643          5.0% 5.0% 4.69% 4.35% 145,500,467    5.0% 5.0% 3.69% 3.50% 125,625,429    5.0% 5.0% 1.43% 1.41% 10.10% 9.53% N/A N/A

NCREIF Total Index 8.1% 3.57% 3.57% 3.04% 3.04% 2.63% 2.63% 9.54% 9.54%

CASH EQUIVALENTS 28.055% 12.934% 3.442%

Northern Trust (1) 39,796,990            0.00% 0.00% 11,440,987      0.00% 0.00% 2,572,819        0.00% 0.00% 0.01% 0.01% 0.01% 0.01%

TOTAL CASH EQUIVALENTS 39,796,990            1.2% 0.0% 0.00% 0.00% 11,440,987      0.4% 0.0% 0.00% 0.00% 2,572,819        0.1% 0.0% 0.00% 0.00% 0.01% 0.01% 0.01% 0.01%

90 Day T-Bill 0.0% 0.01% 0.01% 0.00% 0.00% 0.01% 0.01% 0.02% 0.02% 0.06% 0.06%

SHORT TERM FIXED INCOME

Babson Capital 295,646                 0.0% 0.0% N/A N/A 43,642,546      1.5% 1.4% 0.45% 0.38% 172,382,049    6.8% 6.2% 0.28% 0.23% N/A N/A 2.82% 2.65%

BC 1-3 Year US Gov't Index 0.19% 0.19% 0.03% 0.03% 0.77% 0.77%

JP Morgan -                         0.0% 0.0% N/A N/A 33,006,749      1.1% 1.4% 0.04% 0.04% 139,284,985    5.5% 6.2% 0.04% -0.04% N/A N/A 1.36% 1.24%

BC 1-3 Year Gov/Credit Index 0.17% 0.17% 0.04% 0.04% 1.14% 1.14%

TOTAL SHORT TERM FIXED INCOME 295,646                 0.0% 0.0% N/A N/A 76,649,296      2.6% 2.9% 0.25% 0.21% 311,667,035    12.4% 12.5% 0.16% 0.10% N/A N/A 2.10% 1.95%

BC 1-3 Year US Gov't Index 0.0% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77%

Initial funding September 7, 2011.

NOTE: Monthly returns and market values are preliminary and subject to change.

(1) All limited partnership-type (and mutual funds as of 7/1/14) investment returns will only be reported net of fees, which is standard practice by the investment consultant.

Effective July 1, 2013, net of fee returns are calculated on a cash basis in the month paid. Prior years were accrual based and split evenly over the 12 months of the fiscal year.



LEGACY FUND

INVESTMENT PERFORMANCE REPORT AS OF APRIL 30, 2015

Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Gross
(1)

Net Gross
(1)

Net

TOTAL LEGACY FUND 3,259,054,191       100.0% 100.0% 0.79% 0.77% 3,194,769,809     100.0% 100.0% 2.87% 2.81% 2,900,880,837 100.0% 100.0% 2.12% 2.07% 2,516,568,041 100.0% 100.0% -1.71% -1.77% 4.07% 3.88% 6.83% 6.64%

POLICY TARGET BENCHMARK 0.87% 0.87% 2.38% 2.38% 1.80% 1.80% -1.60% -1.60% 3.45% 3.45% 5.54% 5.54%

ATTRIBUTION ANALYSIS

Asset Allocation 0.00% 0.00% -0.10% -0.10% 0.00% 0.00% 0.00% 0.00% -0.10% -0.10% -0.01% -0.01%

Manager Selection -0.07% -0.09% 0.57% 0.52% 0.32% 0.27% -0.12% -0.17% 0.78% 0.62% 1.30% 1.11%

TOTAL RELATIVE RETURN -0.08% -0.09% 0.48% 0.42% 0.32% 0.27% -0.12% -0.17% 0.61% 0.43% 1.29% 1.10%

LARGE CAP DOMESTIC EQUITY 75.47% 75.47% 73.99% 71.61%

Los Angeles Capital 213,162,713          6.5% 6.6% -0.87% -0.87% 215,038,068          6.7% 6.6% 4.73% 4.68% 191,045,943      6.6% 6.6% 5.47% 5.42% 166,097,064      6.6% 6.6% 1.58% 1.54% 11.22% 11.07% N/A N/A

Russell 1000 Growth 0.50% 0.50% 3.84% 3.84% 4.78% 4.78% 1.49% 1.49% 10.98% 10.98%

LSV 212,906,547          6.5% 6.6% 0.77% 0.70% 211,420,771          6.6% 6.6% 1.00% 0.92% 193,231,379      6.7% 6.6% 5.54% 5.46% 165,327,913      6.6% 6.6% -0.46% -0.52% 6.92% 6.63% N/A N/A

Russell 1000 Value 0.94% 0.94% -0.72% -0.72% 4.98% 4.98% -0.19% -0.19% 4.99% 4.99%

Los Angeles Capital 140,739,823          4.3% 4.4% -0.62% -0.62% 141,616,596          4.4% 4.4% 2.44% 2.41% 128,032,469      4.4% 4.4% 5.25% 5.22% 110,457,407      4.4% 4.4% 0.86% 0.83% 8.08% 7.97% N/A N/A

Russell 1000 0.71% 0.71% 1.59% 1.59% 4.88% 4.88% 0.65% 0.65% 8.01% 8.01%

Clifton Group 141,860,563          4.4% 4.4% 1.10% 1.10% 140,324,506          4.4% 4.4% 1.15% 1.15% 128,045,122      4.4% 4.4% 5.15% 5.15% 111,649,309      4.4% 4.4% 1.18% 1.11% 8.79% 8.72% N/A N/A

S&P 500 0.96% 0.96% 0.95% 0.95% 4.93% 4.93% 1.13% 1.13% 8.15% 8.15%

TOTAL LARGE CAP DOMESTIC EQUITY 708,669,646         21.7% 22.0% 0.06% 0.04% 708,399,941         22.2% 22.0% 2.37% 2.33% 640,354,913     22.1% 22.0% 5.50% 5.46% 553,531,693     22.0% 22.0% 0.62% 0.57% 8.73% 8.56% N/A N/A
Russell 1000 92.7% 0.71% 0.71% 35.5% 1.59% 1.59% 4.88% 4.88% 0.65% 0.65% 8.01% 8.01%

SMALL CAP DOMESTIC EQUITY 75.14% 71.68%

Research Affiliates 84,739,990            2.6% 4.0% -1.81% -1.81% 86,309,721            2.7% 4.0% 2.36% 2.28% 70,004,841        2.4% 4.0% 10.52% 10.44% 60,470,490        2.4% 3.8% -7.00% -7.07% 3.31% 3.07% N/A N/A

Clifton 172,284,665          5.3% 4.0% -2.57% -2.57% 176,833,203          5.5% 4.0% 5.08% 5.08% 168,529,618      5.8% 4.0% 10.44% 10.44% 129,761,488      5.2% 3.8% -7.23% -7.41% 4.89% 4.69% N/A N/A

TOTAL SMALL CAP DOMESTIC EQUITY 257,024,655         7.9% 8.0% -2.32% -2.32% 263,142,924         8.2% 8.0% 4.25% 4.23% 238,534,459     8.2% 8.0% 10.46% 10.44% 190,231,978     7.6% 7.6% -7.15% -7.29% 4.45% 4.24% N/A N/A

Russell 2000 33.7% -2.55% -2.55% 12.9% 4.32% 4.32% 9.73% 9.73% -7.36% -7.36% 3.34% 3.34%

INTERNATIONAL EQUITY 78.15% 75.26%

Capital Group 266,755,369          8.2% 8.0% 5.00% 5.00% 254,045,516          8.0% 8.0% 3.96% 3.86% 227,657,125      7.8% 8.0% -1.43% -1.52% 196,357,964      7.8% 7.7% -5.78% -5.86% 1.39% 1.11% N/A N/A

LSV 267,331,052          8.2% 8.0% 4.33% 4.22% 256,497,055          8.0% 8.0% 5.22% 5.10% 225,288,693      7.8% 8.0% -3.60% -3.70% 194,250,108      7.7% 7.7% -6.45% -6.53% -0.99% -1.40% N/A N/A

MSCI EAFE 4.08% 4.08% 4.88% 4.88% -3.57% -3.57% -5.88% -5.88% -0.92% -0.92%

DFA 67,527,728            2.1% 2.0% 5.03% 5.03% 64,291,680            2.0% 2.0% 4.68% 4.68% 56,897,869        2.0% 2.0% -3.97% -3.97% 48,150,927        1.9% 1.9% -8.53% -8.53% -3.42% -3.42% N/A N/A

Vanguard (1) 68,004,714            2.1% 2.0% 3.45% 3.45% 65,735,413            2.1% 2.0% 7.29% 7.29% 57,035,986        2.0% 2.0% -3.50% -3.50% 48,775,291        1.9% 1.9% -5.84% -5.84% 0.85% 0.85% N/A N/A

S&P/Citigroup BMI EPAC < $2BN 5.71% 5.71% 6.19% 6.19% -4.44% -4.44% -5.94% -5.94% 0.89% 0.89%

TOTAL INTERNATIONAL EQUITY 669,618,863         20.5% 20.0% 4.58% 4.53% 640,569,665         20.1% 20.0% 4.87% 4.78% 566,879,673     19.5% 20.0% -2.73% -2.81% 487,534,290     19.4% 19.4% -6.41% -6.48% -0.16% -0.44% N/A N/A

MSCI EAFE 4.08% 4.08% 4.88% 4.88% -3.57% -3.57% -5.88% -5.88% -0.92% -0.92%

52.6% 52.6%

FIXED INCOME 52.6% 51.5% 42.7%

Western Asset 352,652,316          10.8% 11.5% -0.24% -0.24% 349,582,566          10.9% 11.4% 2.26% 2.23% 327,529,166      11.3% 11.3% 1.63% 1.60% 224,061,194      8.9% 8.9% 0.36% 0.32% 4.05% 3.95% N/A N/A

Prudential 123,901,590          3.8% 2.8% -0.44% -0.49% 86,860,421            2.7% 2.8% 2.50% 2.42% 81,921,935        2.8% 2.8% 1.97% 1.90% 56,647,412        2.3% 2.2% -0.31% -0.38% 3.73% 3.46% N/A N/A

PIMCO (DiSCO) (1) 41,080,681            1.3% 1.3% 0.50% 0.50% 40,878,015            1.3% 1.3% 1.55% 1.55% 39,412,622        1.4% 1.4% -0.35% -0.35% 32,793,038        1.3% 1.3% 1.43% 1.43% 3.16% 3.16% N/A N/A

PIMCO (BRAVO II) (1) 15,554,001            0.5% 0.5% 2.72% 2.72% 15,141,639            0.5% 0.5% 1.43% 1.43% 12,071,168        0.4% 0.4% 3.49% 3.49% 7,566,995          0.3% 0.3% 0.00% 0.00% 7.82% 7.82% N/A N/A

BC Aggregate -0.36% -0.36% 1.61% 1.61% 1.78% 1.78% 0.17% 0.17% 3.22% 3.22%

March-15

Allocation Quarter ReturnsReturns

FY14

Prior YearCurrent

FYTDSeptember-14

Allocation Quarter

April-15

Allocation Month

December-14

Allocation Quarter



LEGACY FUND

INVESTMENT PERFORMANCE REPORT AS OF APRIL 30, 2015

Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross
(1)

Net Gross
(1)

Net Gross
(1)

Net

March-15

Allocation Quarter ReturnsReturns

FY14

Prior YearCurrent

FYTDSeptember-14

Allocation Quarter

April-15

Allocation Month

December-14

Allocation Quarter

Declaration (Total Return) (1) 86,749,626            2.7% 2.7% 0.13% 0.13% 86,638,228            2.7% 2.7% 1.77% 1.77% 77,893,283        2.7% 2.7% 0.99% 0.99% 58,399,014        2.3% 2.3% 0.65% 0.65% 3.59% 3.59% N/A N/A

3m LIBOR 0.02% 0.02% 0.07% 0.07% 0.06% 0.06% 0.06% 0.06% 0.21% 0.21%

State Street 157,613,697          4.8% 4.9% -0.54% -0.54% 148,512,691          4.6% 4.9% 1.85% 1.84% 143,035,239      4.9% 4.9% 1.83% 1.82% 99,390,152        3.9% 3.9% 0.16% 0.15% 3.32% 3.29% N/A N/A

BC Gov/Credit -0.53% -0.53% 1.84% 1.84% 1.80% 1.80% 0.17% 0.17% 3.30% 3.30%

Wells Capital 349,880,406          10.7% 11.5% -0.59% -0.59% 347,530,745          10.9% 11.4% 2.56% 2.51% 327,940,491      11.3% 11.3% 1.59% 1.55% 224,945,343      8.9% 8.9% -0.12% -0.17% 3.44% 3.30% N/A N/A

BC Credit Baa -0.54% -0.54% 2.32% 2.32% 1.26% 1.26% -1.60% -1.60% 1.40% 1.40%

TOTAL FIXED INCOME 1,127,432,317      34.6% 35.0% -0.33% -0.34% 1,075,144,306      33.7% 35.0% 2.24% 2.21% 1,009,803,904  34.8% 34.8% 1.55% 1.52% 703,803,147     28.0% 28.0% 0.20% 0.16% 3.69% 3.58% N/A N/A

BC Aggregate 7.3% -0.36% -0.36% 56.5% 1.61% 1.61% 1.78% 1.78% 0.17% 0.17% 3.22% 3.22%

DIVERSIFIED REAL ASSETS 68.63585% 59.33853%

Western 247,888,077          7.6% 7.6% 1.92% 1.92% 231,391,136          7.2% 7.6% 0.24% 0.21% 211,717,138      7.3% 7.3% -0.43% -0.46% 141,601,650      5.6% 5.6% -2.09% -2.13% -0.40% -0.51% N/A N/A

BC Global Inflation Linked Index 32.2% 2.14% 2.14% 12.2% -1.53% -1.53% -0.14% -0.14% -2.76% -2.76% -2.33% -2.33%

Grosvenor CIS II 1,968,559             0.1% 0.1% 0.00% 0.00% 1,968,559             0.1% 0.1% N/A N/A -                    0.0% 0.0% N/A NA -                    0.0% 0.0% N/A N/A N/A N/A N/A N/A

JP Morgan (Infrastructure) 75,000,000            2.3% 2.3% 0.00% 0.00% 75,000,000            2.3% 2.3% N/A N/A -                    0.0% 0.0% N/A NA -                    0.0% 0.0% N/A N/A N/A N/A N/A N/A

CPI 0.20% 0.20%

TOTAL DIVERSIFIED REAL ASSETS 324,856,636         10.0% 10.0% 1.44% 1.44% 308,359,695         9.7% 10.0% 0.39% 0.37% 211,717,138     7.3% 7.3% -0.43% -0.46% 141,601,651     5.6% 5.6% -2.10% -2.11% -0.73% -0.80% N/A N/A

Benchmark 1.68% 1.68% -1.10% -1.10% -0.14% -0.14% -2.76% -2.76% -2.35% -2.35%

REAL ESTATE 58.34572% 57.19946% 54.41922%

JP Morgan 85,399,094            2.6% 2.5% 1.06% 1.06% 84,506,477            2.6% 2.5% 5.97% 5.40% 78,672,478        2.7% 2.5% 3.84% 3.57% 72,301,896        2.9% 2.5% 0.00% 0.04% 11.20% 10.36% N/A N/A

Invesco 81,553,843            2.5% 2.5% 0.08% 0.00% 74,554,166            2.3% 2.5% 3.28% 3.19% 66,827,989        2.3% 2.5% 3.50% 3.40% 53,323,533        2.1% 2.5% 3.44% 3.35% 10.66% 10.27% N/A N/A

TOTAL REAL ESTATE 166,952,937         5.1% 5.0% 0.58% 0.54% 159,060,643         5.0% 5.0% 4.69% 4.35% 145,500,467     5.0% 5.0% 3.69% 3.50% 125,625,429     5.0% 5.0% 1.43% 1.41% 10.74% 10.12% N/A N/A

NCREIF Total Index 21.1% 1.18% 1.18% 8.1% 3.57% 3.57% 3.04% 3.04% 2.63% 2.63% 10.83% 10.83%

CASH EQUIVALENTS 4.005% 28.055% 12.934% 3.442%

Northern Trust (1) 4,302,864             0.00% 0.00% 39,796,990            0.00% 0.00% 11,440,987        0.00% 0.00% 2,572,819          0.00% 0.00% 0.01% 0.01% 0.01% 0.01%

TOTAL CASH EQUIVALENTS 4,302,864             0.1% 0.0% 0.00% 0.00% 39,796,990           1.2% 0.0% 0.00% 0.00% 11,440,987       0.4% 0.0% 0.00% 0.00% 2,572,819         0.1% 0.0% 0.00% 0.00% 0.01% 0.01% 0.01% 0.01%

90 Day T-Bill 0.0% 0.00% 0.00% 0.0% 0.01% 0.01% 0.00% 0.00% 0.01% 0.01% 0.02% 0.02% 0.06% 0.06%

SHORT TERM FIXED INCOME

Babson Capital 196,273                0.0% 0.0% N/A N/A 295,646                0.0% 0.0% N/A N/A 43,642,546        1.5% 1.4% 0.45% 0.38% 172,382,049      6.8% 6.2% 0.28% 0.23% N/A N/A 2.82% 2.65%

BC 1-3 Year US Gov't Index 0.19% 0.19% 0.03% 0.03% 0.77% 0.77%

JP Morgan -                        0.0% 0.0% N/A N/A -                        0.0% 0.0% N/A N/A 33,006,749        1.1% 1.4% 0.04% 0.04% 139,284,985      5.5% 6.2% 0.04% -0.04% N/A N/A 1.36% 1.24%

BC 1-3 Year Gov/Credit Index 0.17% 0.17% 0.04% 0.04% 1.14% 1.14%

TOTAL SHORT TERM FIXED INCOME 196,273                0.0% 0.0% N/A N/A 295,646                0.0% 0.0% N/A N/A 76,649,296       2.6% 2.9% 0.25% 0.21% 311,667,035     12.4% 12.5% 0.16% 0.10% N/A N/A 2.10% 1.95%

BC 1-3 Year US Gov't Index 0.0% 0.0% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77%

Initial funding September 7, 2011.

NOTE: Monthly returns and market values are preliminary and subject to change.

(1) All limited partnership-type (and mutual funds as of 7/1/14) investment returns will only be reported net of fees, which is standard practice by the investment consultant.

Effective July 1, 2013, net of fee returns are calculated on a cash basis in the month paid. Prior years were accrual based and split evenly over the 12 months of the fiscal year.



BUDGET STABILIZATION FUND

INVESTMENT PERFORMANCE REPORT AS OF MARCH 31, 2015

Market Value Actual Policy Gross Net Market Value Actual Policy Gross Net Market Value Actual Policy Gross Net Gross Net Gross Net Gross Net Gross Net

TOTAL BUDGET STABILIZATION FUND 595,135,717   100.0% 100.0% 0.96% 0.93% 589,598,047   100.0% 100.0% 0.45% 0.44% 587,073,431   100.0% 100.0% 0.14% 0.11% 1.57% 1.48% 2.04% 1.94% 2.03% 1.95% 3.45% 3.37%

POLICY TARGET BENCHMARK 0.44% 0.44% 0.16% 0.16% 0.03% 0.03% 0.63% 0.63% 0.61% 0.61% 0.40% 0.40% 0.30% 0.30%

Bank of ND CD'S 102,767,901   17.3% 17.3% 0.65% 0.65% 102,973,885   17.5% 17.5% 0.67% 0.67% 104,153,995   17.7% 17.7% 0.67% 0.67% 2.01% 2.01% 2.81% 2.81% 3.63% 3.63% 3.91% 3.91%

CASH EQUIVALENTS 0.051720172 0.07203679 0.112324436

Northern Trust (1) 7,336,677      0.00% 0.00% 6,372,078      0.00% 0.00% 8,396,369      0.00% 0.00% 0.01% 0.01% 0.01% 0.01% N/A N/A N/A N/A

TOTAL CASH EQUIVALENTS 7,336,677      1.2% 1.2% 0.00% 0.00% 6,372,078      1.1% 1.1% 0.00% 0.00% 8,396,369      1.4% 1.4% 0.00% 0.00% 0.01% 0.01% 0.01% 0.01% 0.17% 0.17% 0.24% 0.24%
90 Day T-Bill 0.01% 0.01% 0.00% 0.00% 0.01% 0.01% 0.02% 0.02% 0.06% 0.06% 0.08% 0.08% 0.11% 0.11%

SHORT TERM FIXED INCOME 0.997091165 0.997126836 0.997422772

Babson Capital 244,224,152   41.0% 40.7% 1.38% 1.33% 241,033,843   40.9% 40.7% 0.61% 0.57% 238,251,495   40.6% 40.4% 0.00% -0.03% 2.01% 1.87% 2.39% 2.26% N/A N/A N/A N/A

BC 1-3 Year US Gov't Index 0.54% 0.54% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77% 0.77% 0.77%

JP Morgan 240,806,986   40.5% 40.7% 0.72% 0.67% 239,218,241   40.6% 40.7% 0.22% 0.22% 236,271,573   40.2% 40.4% 0.05% 0.00% 0.99% 0.90% 1.44% 1.31% N/A N/A N/A N/A

BC 1-3 Year Gov/Credit Index 1.28% 1.28% 0.17% 0.17% 0.04% 0.04% 1.49% 1.49% 1.14% 1.14%

TOTAL SHORT TERM FIXED INCOME 485,031,138  81.5% 81.5% 1.05% 1.00% 480,252,084  81.5% 81.5% 0.42% 0.40% 474,523,067  80.8% 80.8% 0.03% -0.02% 1.49% 1.38% 1.91% 1.79% 1.44% 1.33% 3.94% 3.85%

BC 1-3 Year US Gov't Index (1) 0.54% 0.54% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77% 0.77% 0.77%

NOTE: Monthly returns and market values are preliminary and subject to change.

5 Years

Ended

6/30/2014

3 Years

Ended

6/30/2014

Prior Year

FY14

Returns

Current

FYTD

Returns

Effective July 1, 2013, net of fee returns are calculated on a cash basis in the month paid. Prior years were accrual based and split evenly over the 12 months of the fiscal year.

September-14

Allocation Quarter

December-14

Allocation Quarter

March-15

Allocation Quarter



BUDGET STABILIZATION FUND

INVESTMENT PERFORMANCE REPORT AS OF APRIL 30, 2015

Market Value Actual Policy Gross
(1)

Net Market Value Actual Policy Gross Net Market Value Actual Policy Gross Net Market Value Actual Policy Gross Net Gross Net Gross Net Gross Net Gross Net

TOTAL BUDGET STABILIZATION FUND 596,019,653   100.0% 100.0% 0.15% 0.15% 595,135,717 100.0% 100.0% 0.96% 0.93% 589,598,047 100.0% 100.0% 0.45% 0.44% 587,073,431 100.0% 100.0% 0.14% 0.11% 1.57% 1.48% 2.04% 1.94% 2.03% 1.95% 3.45% 3.37%

POLICY TARGET BENCHMARK 0.04% 0.04% 0.44% 0.44% 0.16% 0.16% 0.03% 0.03% 0.63% 0.63% 0.61% 0.61% 0.40% 0.40% 0.30% 0.30%

Bank of ND CD'S 97,862,702     16.4% 16.4% 0.21% 0.21% 102,767,901 17.3% 17.3% 0.65% 0.65% 102,973,885 17.5% 17.5% 0.67% 0.67% 104,153,995 17.7% 17.7% 0.67% 0.67% 2.01% 2.01% 2.81% 2.81% 3.63% 3.63% 3.91% 3.91%

CASH EQUIVALENTS 0.115941572 0.051720172 0.07203679 0.112324436

Northern Trust (1) 12,456,547     0.00% 0.00% 7,336,677     0.00% 0.00% 6,372,078     0.00% 0.00% 8,396,369     0.00% 0.00% 0.01% 0.01% 0.01% 0.01% N/A N/A N/A N/A

TOTAL CASH EQUIVALENTS 12,456,547    2.1% 2.1% 0.00% 0.00% 7,336,677    1.2% 1.2% 0.00% 0.00% 6,372,078    1.1% 1.1% 0.00% 0.00% 8,396,369    1.4% 1.4% 0.00% 0.00% 0.01% 0.01% 0.01% 0.01% 0.17% 0.17% 0.24% 0.24%
90 Day T-Bill 0.00% 0.00% 0.01% 0.01% 0.00% 0.00% 0.01% 0.01% 0.02% 0.02% 0.06% 0.06% 0.08% 0.08% 0.11% 0.11%

SHORT TERM FIXED INCOME 0.997095271 0.997091165 0.997126836 0.997422772

Babson Capital 244,717,015   41.1% 40.7% 0.19% 0.20% 244,224,152 41.0% 40.7% 1.38% 1.33% 241,033,843 40.9% 40.7% 0.61% 0.57% 238,251,495 40.6% 40.4% 0.00% -0.03% 2.01% 1.87% 2.39% 2.26% N/A N/A N/A N/A

BC 1-3 Year US Gov't Index 0.05% 0.05% 0.54% 0.54% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77% 0.77% 0.77%

JP Morgan 240,983,389   40.4% 40.7% 0.07% 0.07% 240,806,986 40.5% 40.7% 0.72% 0.67% 239,218,241 40.6% 40.7% 0.22% 0.22% 236,271,573 40.2% 40.4% 0.05% 0.00% 0.99% 0.90% 1.44% 1.31% N/A N/A N/A N/A

BC 1-3 Year Gov/Credit Index 0.08% 0.08% 1.28% 1.28% 0.17% 0.17% 0.04% 0.04% 1.49% 1.49% 1.14% 1.14%

TOTAL SHORT TERM FIXED INCOME 485,700,404  81.5% 81.5% 0.14% 0.14% 485,031,138 81.5% 81.5% 1.05% 1.00% 480,252,084 81.5% 81.5% 0.42% 0.40% 474,523,067 80.8% 80.8% 0.03% -0.02% 1.49% 1.38% 1.91% 1.79% 1.44% 1.33% 3.94% 3.85%

BC 1-3 Year US Gov't Index (1) 0.05% 0.05% 0.54% 0.54% 0.19% 0.19% 0.03% 0.03% 0.77% 0.77% 0.77% 0.77%

NOTE: Monthly returns and market values are preliminary and subject to change.

March-15

Allocation Quarter

December-14

Allocation Quarter

Effective July 1, 2013, net of fee returns are calculated on a cash basis in the month paid. Prior years were accrual based and split evenly over the 12 months of the fiscal year.

September-14

Allocation Quarter

Prior Year

FY14

Returns

Current

FYTD

Returns

April-15

Allocation Month

5 Years

Ended

6/30/2014

3 Years

Ended

6/30/2014





 

 

AGENDA ITEM III. B.  

BOARD ACTION REQUESTED 
 

 

To: State Investment Board 
 

From: Dave Hunter, Executive Director / CIO 
 

Date: June 19, 2015 
 

RE: Tobacco Prevention & Control (“TPC”) Trust Fund - Investment Policy 

______________________________________________________________________ 

 
 

TPC Request: 
 

In late-2014, TPC expressed interested in contracting for investment services with 

the SIB as allowed under NDCC 21-10-06 and as recommended in a recent TPC 

audit.  The TPC trust fund has a current market value of $47 million and is projected to 

exceed $53 million over the next three years prior to declining by approximately $8 million 

per year between 2018 and 2024. TPC funds are currently invested in short-term cash with 

the Bank of North Dakota and earning approximately 6 to 10 bps per annum.   
 

RIO has met with TPC representatives to discuss their investment objectives and risk 

tolerance, the benefits of developing a formal investment policy statement, and the stated 

desire to engage with the SIB for investment services. Based on extensive discussions, 

internal staff administrative capacity would not be materially affected by the establishment 

of this new fund which would be similar to the PERS Retiree Health Insurance Credit Fund 

if set-up as a standalone entity. 

 

 

Recent SIB Actions: 
 

At the SIB meeting on January 23, 2015, RIO staff presented the TPC request to the 

SIB.  During this presentation it was noted that this fund had a non-tobacco investment 

requirement and that this requirement does not fit within the existing Insurance Trust 

structure.  As a result, Board members requested further guidance regarding the SIB’s 

ability to provide investment services for this fund because of this restriction.   On February 

20, 2015, legal counsel provided the attached memo which supports a conclusion that the 

SIB may not decline to provide investment management services for the TPC fund. On 

March 27, 2015, the SIB approved RIO’s recommendation to work towards securing 

an investment services contract with the TPC. 

 



 

 

Recent RIO Actions: 
 

In accordance with SIB Governance Policy E-13 on “Accepting New Clients”, RIO 

developed an investment policy statement for the TPC after assessing their investment 

criteria and risk tolerance, completing an asset liability study, and reviewing the investment 

services contract.   

 

The attached investment policy statement was approved by the TPC Executive Committee 

on June 10, 2015.  RIO intends to submit this investment policy statement along with all 

other required documentation to the Industrial Commission and request their approval on 

June 30, 2015.   

 

 

Recommendation: 
 

RIO recommends the SIB approve the attached TPC investment policy statement 

based on the following summary of our due diligence procedures. 
 

1. Based on forecasted cash flows provided by the TPC, RIO worked with BlackRock 

to complete an asset liability review.   

2. These results were shared with our investment consultant (Callan) without issue.   

3. Based on our review procedures, RIO recommends TPC adopt a target asset 

allocation of 10% equities and 90% to fixed income/cash.   

4. Although higher equity allocations were considered, RIO recommends a 10% equity 

allocation given that the Fund will commence a seven-year liquidation period in 

2018. 

5. The proposed 10% equity and 90% fixed income allocation did not experience a 

loss in any year during the past decade (and even posted a +2.4% return in 2008).   

6. RIO’s recommendation was discussed with TPC Executive Director, Jeanne Prom, 

on June 17, 2015, without any exceptions other than emphasizing that all 

investments must be intended to be “tobacco free”.   

7. Based on the above recommended asset allocation, the Fund will have an 

expected long-term rate of return of approximately 2% with strong downside 

risk protection so as to preserve capital and benefit from higher return 

expectations, which are estimated to be 20 times higher than prior years (e.g. 

the expected 2.0% return is 20 times higher than the sub 0.1% return earned 

during the last four years).   

8. Future investment income is expected to increase by approximately $5 million as a 

result of this policy change. 

9. RIO will provide the SIB with specific investment strategies to implement the above 

overall asset allocation recommendation at a future meeting.  

















Tobacco Prevention and Control Trust 
 

New SIB Client Status Update 

June 18, 2015 
 

 

 

Dave Hunter, Executive Director / CIO 

Darren Schulz, Deputy Chief Investment Officer 

ND Retirement & Investment Office (RIO) 

State Investment Board (SIB)  

 

 

 

 

 

 

 



Presentation Agenda 
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 Review of New Client Acceptance Procedures 

 Projected Cash Flows, Liquidity Needs and Risk Tolerances 

 Proposed Investment Management Framework 

 State Investment Board Overview and Process 

 Assets under management 

 Next Steps (State Treasurer, BND and Lt. Governor pre-advised) 

 Legal Counsel and Tobacco Prevention & Control Board Approval 



Accepting New Clients – ND Century Code 
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NDCC 21-10-06 states “The state investment board may 
provide investment services to, and manage the money of, 
any agency, institution, or political subdivision of the state, 
subject to agreement with the industrial commission. The 
scope of services to be provided by the state investment 
board to the agency, institution, or political subdivision 
must be specified in a written contract. The state 
investment board may charge a fee for providing 
investment services and any revenue collected must be 
deposited in the state retirement and investment fund.” 

  

 



Accepting New Client Policies and Procedures 
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When a request is received by RIO from a potential new client requesting investment services from the State Investment 

(SIB), the following steps shall be followed. 

1. Staff will conduct initial discussions with the potential client regarding type of fund, risk tolerance, size of fund, services 

to be provided, costs, etc. - Completed 

2. Staff will recommend an asset liability study be conducted by the potential client if one has not been done recently. This 

discussion will include a description of the asset classes available for investment with the SIB to be included in their 

study. – Completed 

3. If the potential client is still interested in participating in the SIB program, staff will bring the preliminary request to the 

SIB for acceptance. It shall be the policy of the SIB to take the following into consideration when determining if a new 

investor request will be accepted.  a) Internal staff administrative capacity; b) Compatibility of new investor’s goals and risk 

tolerances with the existing SIB program structure; and c) Other factors the SIB determines to be appropriate to the decision. - 

Completed 

4. If the SIB chooses to accept the preliminary request, staff will provide the necessary template documents to the 

potential client for review and completion. These documents include a contract for services and investment guidelines. - 

Completed 

5. Once documentation is completed, staff will request to have the issue included on the Industrial Commission’s agenda 

for their approval. Copies of all documentation will be provided for their review. The Industrial Commission next two 

meetings are scheduled for June 30 and July 28, 2015 

6. If approved by the Industrial Commission, final documentation will be presented to the SIB for final acceptance.  The 

next two SIB meeting dates are scheduled for July 24 and August 28, 2015. 

7. If accepted, staff will work with the new client to set up transfer of funds and implementation of asset allocation as 

directed. New clients are generally brought in on the last day of a month or quarter.  July 31 or August 31, 2015 

8. Fees will be charged with the intention of covering all associated costs as described in RIO Fiscal Management 

procedure “Investment Fee Allocations”. 

 



Key Assumptions 
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 Legal, BND and Office of the Treasurer Contact 

 Projected Cash Flows 

 Liquidity Needs 

 Risk Tolerances 

 Estimated Costs and Return Expectations 

 Proposed Timeline (July, August or September of 2015) 
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Tobacco Prevention and Control Trust Fund (“TPCT Fund” or “Fund”): 
 

 Since 2009, the Fund has grown from zero to over $43 million. 
 

 The Fund is expected to peak at over $53 million during the fiscal year ended June 30, 2017. 
 

 The Fund is expected to decline by approximately $8 million per year for seven consecutive years 
(between 2018 and 2024) and decline to zero in the fiscal year ended June 30, 2024. 

Historical and Projected Cash Flows (2009 to 2024) 
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Fiscal Year
Deposit 80%

2009 14.1 2.3 14.1

2010 12.2 9.3 1.1 2.1 3.5 22.8

2011 11.2 9.3 1.1 1.9 4.6 29.4

2012 11.4 9.3 1.1 2 5.7 35.1

2013 11.4 9.3 1.1 2 6.8 39.7

2014 11.4 12.2 1 1.6 7.9 43.2

2015 11.4 12.8 0.6 1.6 7.9 46.7

2016 11.4 10.9 0.6 1.6 8 50.1

2017 11.4 11.3 0.6 1.6 8 53.5

2018 0 11.3 0.6 1.6 8 45.5

2019 0 11.3 0.6 1.6 8 37.5

2020 0 11.3 0.6 1.6 8 29.5

2021 0 11.3 0.6 1.6 8 21.5

2022 0 11.3 0.6 1.6 8 13.5

2023 0 11.3 0.6 1.6 8 5.5

2024 0



Actual and Budgeted Investment Income (5.6 to 10 bps) 
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 During the last biennium, investment income as a % of assets was less than  0.10% per year. 

 For 2013-15, investment income was appropriated at 0.085% (or 8.5 basis points) per annum. 

 For 2015-17, investment income was budgeted at 0.056% (or 5.6 basis points) per year. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
A basis point is equal to one one-hundredth of one percent (or 0.01%) such that 100 basis points is equivalent to 1%. 
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State Investment Board Process 



State Investment Board Process 
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Client Responsibilities: (Per NDCC 21-10-02.1) The governing body of each fund (client) 
shall establish policies on investment goals and objectives and asset allocation that must 
include: 

 Acceptable rates of return, liquidity and levels of risk 

 Long-range asset allocation goals 

  

State Investment Board Responsibilities: (Per NDCC 21-10):  
 Implement client asset allocations 

 Apply Prudent Investor Rule when investing for fund under its supervision 

 Approve general types of securities for investment 

 Set policies and procedures regulating securities transactions on behalf of the 
clients 

 Select custodian servicer 

 Select investment director and/or investment consulting service 

 Create investment pools 



State Investment Board Process 
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Retirement and Investment Office Staff Responsibilities (on behalf of SIB): 
 Administer overall investment strategy 

 Advise SIB on ways to maximize risk/return opportunities within each asset class 

 Act as liaison between SIB and managers, consultant and custodian 

 Monitor individual clients’ investment guidelines and asset allocations 

 Maintain separate accounting for client accounts 
 

Custodian Bank Responsibilities: 
 Safe-keep assets 
 Settle trades 
 Record-keeper 

 
Investment Manager Responsibilities: 

 Implement specific mandates or “investment missions” 

 Make buy/sell decisions based on investment guidelines 

 Report to RIO Staff on regular basis 
 Provide education to SIB 



State Investment Board Process 
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Investment Consultant Responsibilities: 
 Performance measurement of investment managers 
 Manager search assistance 

 Provide education to SIB 

 Special projects 
 

SIB Members (as of June 17, 2015): 
 - Lt. Governor Drew Wrigley, Chair - Mike Sandal, Vice Chair (PERS) 
 - State Treasurer Kelly Schmidt   - Adam Hamm, Insurance  
 - Cindy Ternes (WSI Designee)   - Rob Lech, Parliamentarian (TFFR) 
 - Mike Gessner (TFFR)    - Yvonne Smth (PERS) 
 - Lance Gaebe, University & School Land   - Tom Trenbeath (PERS)  
 - Mel Oslen (TFFR) 



State Investment Board – Client Assets Under Management 
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 SIB Client Assets Under Management 
grew by approximately 19% or $1.66 
billion in the last year.   

 The Pension Trust posted a net return of 
over 6.5%, while the Insurance Trust 
generated a 5.4% net return in the last 
year.  Investments were responsible for 
gains of $293 million for the Pension 
Trust and $233 million for the Insurance 
Trust. 

 Legacy assets increased by 66% (or $1.3 
billion) primarily due to tax collections, 
although net returns were 5.7% for the 
year ended March 31, 2015. 

 SIB client assets exceeded $10.5 billion 
based on unaudited valuations as of 
March 31, 2015. 

 Market Values  Market Values  Market Values 

Fund Name  as of 3/31/15 (1)  as of 6/30/14 (2)  as of 3/31/14  (1)

Pension Trust Fund 

Public Employees Retirement System (PERS) 2,401,309,136 2,332,744,037 2,243,514,709

Teachers' Fund for Retirement (TFFR) 2,090,299,471 2,061,684,912 1,995,969,373

Job Service of North Dakota Pension 98,026,580 97,825,769 95,949,225

City of Bismarck Employees Pension 81,230,926 78,804,326 76,180,588

City of Grand Forks Employees Pension 56,504,623 57,896,611 53,425,887

City of Bismarck Police Pension 35,631,338 34,643,204 33,473,553

Grand Forks Park District 6,033,693 5,938,993 5,744,021

City of Fargo Employees Pension 1,489 9,702 36,523

Subtotal Pension Trust Fund 4,769,037,256 4,669,547,555 4,504,293,878

Insurance Trust Fund  

Legacy Fund 3,194,769,809 2,215,941,142 1,930,191,282

Workforce Safety & Insurance (WSI) 1,770,406,238 1,703,987,980 1,660,256,351

Budget Stabilization Fund 595,135,717 586,199,881 589,665,298

City of Fargo FargoDome Permanent Fund 41,752,458 41,775,992 39,463,100

PERS Group Insurance Account 41,205,242 37,425,567 39,225,538

State Fire and Tornado Fund 25,431,804 29,223,707 28,883,451

Petroleum Tank Release Compensation Fund 7,232,124 7,092,998 6,993,990

State Risk Management Fund 6,929,517 6,948,162 6,738,970

State Risk Management Workers Comp Fund 6,290,439 5,965,322 5,777,405

ND Association of Counties (NDACo) Fund 3,562,951 3,445,373 3,352,331

State Bonding Fund 3,339,532 3,268,991 3,219,350

ND Board of Medical Examiners 2,168,964 1,889,897

Bismarck Deferred Sick Leave Account 881,132 849,818 825,231

Insurance Regulatory Trust Fund 658,357 1,146,038 1,122,648

Cultural Endowment Fund 383,865 364,979 366,130

Subtotal Insurance Trust Fund 5,700,148,149 4,645,525,847 4,316,081,075

PERS Retiree Insurance Credit Fund 96,499,236 90,360,366 85,940,208

Total Assets Under SIB Management 10,565,684,641 9,405,433,768 8,906,315,161

(1)  3/31/15 and 3/31/14 market values are unaudited and subject to change.
(2)  6/30/14 market values as stated in the Comprehensive Annual Financial Report.



TPCT Fund Investment Allocation 

13 

RIO Recommendation:   
 

 Based on forecasted cash flows provided by the TPCT Fund, RIO worked with 

BlackRock to complete an asset liability review.   

 These results were then shared with our investment consultant (Callan) without issue.   

 Based on our review procedures, RIO recommends the TPCT Fund adopt a target 

asset allocation of 10% equities and 90% to fixed income/cash.   

 Although higher equity allocations were considered, RIO recommends a 10% equity 

allocation given that the Fund will commence a seven-year liquidation period in 2018. 

 The proposed 10% equity and 90% fixed income allocation did not experience a loss 

in any year during the past decade (and even posted a +2.4% return in 2008).   

 RIO’s recommendation was discussed with TPCT Executive Director, Jeanne Prom, 

on June 17, 2015, without any exceptions other than emphasizing that all investments 

must be intended to be “tobacco free”.   

 Based on this asset allocation, the Fund will have an expected long-term rate of 

return of approximately 2% with strong downside risk protection so as to preserve 

capital and benefit from higher return expectations, which are estimated to be 20 

times higher than prior years (e.g. the expected 2.0% return is 20 times higher than 

the sub 0.1% return earned during the last four years).   

 Future investment income is expected to increase by approximately $5 million 

as a result of this policy change. 



Review of Prior Discussions & Next Steps 
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 In compliance with NDSIB Governance Policy E-13, RIO provided the TPCT Fund with information about 
becoming a new SIB investment client. Staff was contacted by Jeanne Prom, Executive Director, and Samantha 
Doll, Business Manager, of the Tobacco Control and Prevention Trust regarding its investment fund.  They 
currently are invested in short-term cash funds with the Bank of North Dakota and earning approximately 6 to 
10 bps per annum.  They are interested in contracting for investment services with the SIB as allowed under 
NDCC 21-10-06 and as recommended in a recent audit. 

 The fund has a market value of approximately $47 million as of December 31, 2014 and is projected to exceed 
$50 million over the next two years prior to declining by approximately $8 million per year between 2018 and 
2023. Darren, Connie and I met with Ms. Prom and Ms. Doll on December 3, 2014 and Ms. Doll and Mr. Robert 
Yost on January 8, 2015 to discuss their investment objectives and risk tolerance and the possible benefits of 
conducting an asset liability study. Staff has provided additional information as follow-up.  

 Based on the initial discussions, internal staff administrative capacity would not be affected by this small fund 
and the client’s goals and risk tolerances although the non-tobacco investment requirement does not fit within 
the existing Insurance Trust structure.   

 RIO Recommendation as of June 19, 2015:  As required by Governance Policy E-13, RIO will request approval 
from the Industrial Commission to allow the SIB to enter into a contract for investment services with the 
Tobacco Control and Prevention Trust Fund on or before September 30, 2015. 



Institutional iShares 
June 2015 

Linh Pham, Vice President, Institutional Client Business 

Martha Shear, Vice President, Institutional iShares 

Sunil Shah, CFA, Director, Multi-Asset Portfolio & Investment Consulting 

Bart Sikora, CFA, Vice President, Multi-Asset Portfolio & Investment Consulting 
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Linh Pham, Vice President, is a member of the US and Canada Institutional team within BlackRock's Institutional Client Business. She is responsible for 

developing and maintaining relationships with institutional investors, including public and private pension plans, foundations and endowments. 

 

Ms. Pham's service with the firm dates back to 1999, including her years with Barclays Global Investors (BGI), which merged with BlackRock in 2009. At BGI, 

she was a client relationship officer in the Americas Institutional Business group, working with defined benefit and defined contribution plans, foundations and 

endowments. Prior to joining BGI, she was a consulting associate at Callan Associates working with clients on manager searches and performance evaluation 

for their plans. 

 

Ms. Pham earned her BA degree in economics from the University of California at Los Angeles. 

 

Martha Shear, Vice President, is a member of the iShares Institutional Sales team, based in San Francisco, responsible for managing relationships with 

foundation and endowment clients across the United States. Ms. Shear advises clients on portfolio construction utilizing passive instruments, with a focus on 

ETFs, and develops custom solutions addressing the complete range of investment objectives across all asset classes. 

 

Prior to joining BlackRock in 2010, Ms. Shear was a member of the Investment Industry Finance corporate banking group at ING Capital in New York, providing 

clients with structured finance solutions. Ms. Shear was also previously a member of the loan syndications team at ING Capital. She began her career at 

Advent International. 

 

Ms. Shear earned a BA in both International Relations and History from Roanoke College. 

 

Sunil B. Shah, Director, is a member of BlackRock's Global Client Group. He works within the iShares group as part of the Product Services and Analytics 

team. 

 

Mr. Shah's service with the firm dates back to 2009, including his time with Barclays Global Investors (BGI), which merged with BlackRock in late 2009. Prior to 

joining BGI in 2009, Mr. Shah worked in Fixed Income at Delaware Investments, managing portfolios of insurance assets for multiple clients. Prior to that, he 

worked at Cambridge Associates developing customized hedge fund-of-fund programs for a variety of endowments and foundations. 

 

Mr. Shah earned an MBA degree from The Anderson School at UCLA and a BBA degree in Actuarial Science from Georgia State University. Mr. Shah is a 

Chartered Financial Analyst and an Associate of the Society of Actuaries. 

 

Bart Sikora, Vice President, is a member of the Multi-Asset Portfolio & Investment Consulting team (MAPIC) within the Multi-Asset Strategies Group, working 

with RIA, Pensions/Foundations & Endowments, and Insurance clients. 

 

Before joining the group in 2011, Bart was a Senior Portfolio Manager in the Global Asset Allocation team at Mellon Capital Management, managing long/short 

portfolios and relative value hedge funds. Prior to that, Bart spent five years at Barclays Global Investors, most recently as a Portfolio Manager in the Global 

Equity group, managing and helping to launch international equity iShares portfolios. 

 

Bart holds a BS degree in Business Administration from the University of California at Berkeley and MBA in Finance and Accounting from UCLA. Bart also 

holds the CFA designation. 
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I. Institutional Uses of ETFs 



BlackRock at a glance 

*   As of 31 March 2015 

**  As of 31 December 2014 

 Established in 1988  

 NYSE: BLK 

 $4.77 trillion assets under management 

 More than 12,000 employees 

 More than 1,800 investment professionals  ** 

 Offices in over 30 countries  

 28 primary investment centers ** 

 Clients in over 100 countries 

 Over 700 iShares® ETFs 

 Through BlackRock Solutions, the Firm provides risk 
management and enterprise investment services for over 200 
clients  

 Financial Markets Advisory business managed or advised on 
over $8 trillion in asset and derivative portfolios 

 Transition Management team partners with clients to save costs 

and reduce risks when changing investment exposures 

BlackRock facts *  $4.77 trillion managed across asset classes 

Create a better financial future for our clients by building  

the most respected investment and risk manager in the world  

BlackRock Mission Statement 

Assets as of 31 March 2015 
1 Includes commodity and currency mandates 

Active Equity 
298 bn 

Passive 
Equity 
2.23 tn 

Alternatives1 
113 bn 

Active  
Fixed Income 

720 bn 

Passive  
Fixed Income 

708 bn 

Multi-Asset 
395 bn 

Cash 
Management 

292 bn 

Advisory 
18 bn 
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iShares ETFs development rooted in over 40 years of index 
leadership 

Sole focus on asset management 

• Pure play asset manager with independent ownership  
and governance 

• Clear fiduciary objective with clients 

• Focus on best execution across trading platforms 

• Leading “voice” in institutional asset management industry 
 

Experience and innovation 

• 40+ years of indexing experience, innovation and index advocacy 

• Integrated/customized solutions to help meet client objectives 

• Risk-managed index solutions is a core BlackRock business 

The BlackRock difference – helping to deliver on client objectives 

Scale and scope of indexing business 

• Uniquely positioned as the world’s largest asset manager 

• Leveraging scale into reduced fund management costs 

• Client access to depth of research, portfolio management  
and trading resources and experience 
 

Unique dedication of research and technology resources 

• Dedicated team focused on index methodology and research 

• State of the art portfolio management system and transaction cost 
model a key differentiator 

• Implementation of industry’s most respected enterprise  
risk system 

1971 1981 1991 1996 1997 2000 2002 2003 2005 2007 2008 2009 

Index 
pioneer and 

innovator 

 EAFE 
Equity 
Index 
Funds 

Emerging 
Market 
Equity 
Index 
Funds 

World 
Equity 

Benchmark 
Shares 
(WEBS)  

Russell 
Index 
Funds 

WEBS 
become 
iShares 
ETFs 

iShares 
Russell 

2000 ETF 

iShares TIPS 
Bond ETF 

iShares 
MSCI 

Emerging 
Markets ETF 

iShares 
Micro-Cap 

ETF 

iShares 
Emerging 
Markets 

Small-Cap 
ETF 

Emerging 
Markets IMI 

iShares 
launches 
first fixed 
income 
ETFs 

iShares MSCI 
EAFE Small-

Cap ETF  

iShares High 
Yield Corp 
Bond ETF  

2011 

iShares High 
Dividend 

Equity 

iShares 
Minimum 
Volatility 

ETFs 

2010 

Fundamental 
Index Funds 

2012 

iShares 
MSCI 

Frontier 
Markets 

Index ETF 

1989 

 Defined 
Contribution 
Capabilities 

Developed IMI 
Strategies 

1999 

U.S. 
Equity 

Index Plus 

1990 

Transition 
Services 

2013 

iSharesBondsTM 

Term Maturity 
Bonds 
ETFs 
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Notable statistics3 

 US ETP AUM has risen from $70.6 billion in 2000 to $1.9 trillion YTD in 2014. US ETPs had ~$124 billion of inflows in 2014 

 iShares is the largest ETP provider in the US, with $660 billion of the $1.7 trillion in 2013, representing a 39% market share 

 ETFs represented ~25% of US daily equity trading volume in 20133 

 $-

 $250

 $500

 $750

 $1,000

 $1,250

 $1,500

 $1,750

 $2,000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 Q3 2014

A
U

M
 (

$
B

) 

Equity Fixed Income Other

Increasing adoption of exchange traded products (ETPs)1  

Growth of exchange traded funds in the US 

1."ETP" (or exchange traded product) as referred to above means any portfolio exposure security that trades intraday on a US exchange.  ETPs include exchange traded funds (ETFs) 

registered with the SEC under the Investment Company Act of 1940 (open-end funds and unit investment trusts or UITs) and certain trusts, commodity pools and exchange traded notes 

(ETNs) registered with the SEC under the Securities Act of 1933. Statistics as of 9/30/14 unless otherwise noted.  

2.Data is as of September 30th, 2014. ETP flows and assets are sourced using shares outstanding and net asset values from Bloomberg. Inflows for years prior to 2010 are sourced from 

Strategic Insights Simfund. Asset classifications are assigned by the BlackRock based on product definitions from provider websites and product prospectuses. Other static product 

information is obtained from provider websites , product prospectuses, provider press.  The 10-year CAGR for Equity and Fixed Income ETPs are calculated by BlackRock. CAGR, or 

Compound Annual Growth Rate, is the year over year growth rate over a specified period of time. 

3.Source: BlackRock ETP Research, Bloomberg, NYSE Arca. 

Source: BlackRock, Bloomberg, ICI  as of  9/30/14.  “Other” category includes alternatives, commodities, currency, target date, asset allocation, and fund of funds. 

$70 $87 $106 

$236 
$311 

$433 

$619 

$157 

$542 

$789 

$1,012 
$1,061 

$1,350 

$1,701 

10-year CAGR for US ETP assets is 23%2 

• 21% for Equity ETPs2 

• 42% for Fixed Income ETPs2 

$1,864 
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ETF applications: pensions, foundations, endowments 

While institutional funds continue to extend holding periods, the most commonly cited use of ETFs is to obtain core 

portfolio exposures. 

 Longer holding periods: 47% reported typically holding  ETFs for over two years, up from 36% in 2013 

 Increased citation of strategic use, with “core allocation” as the most common application 

Source: Greenwich Associates. “ETFs: An Evolving Toolset for U.S. Institutions.” Report is based on interviews with 49  “institutional funds” (defined as U.S. corporate and public pension 

funds, endowments, and foundations) conducted between February and April 2014.  

Institutional funds  are  continuing to apply ETFs to a broad mix 

of portfolio functions 

49% of institutional funds surveyed reported average ETF holding 

periods of two years or longer, up from 39% in 2013 

ETFs Usage Trends 

12% 

35% 

41% 

45% 

51% 

55% 

57% 

65% 

69% 

0% 20% 40% 60% 80%

Long & lend

Risk management

Cash equitization

Tactical adjustments

Interim beta

Liquidity management

Transitions

Rebalancing

Core allocation

Institutional Fund ETF Holding Periods 

7% 

24% 

19% 

15% 

36% 

0% 

20% 

19% 

25% 

36% 

4% 

10% 

18% 

10% 

47% 
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Access to dedicated iShares ETF expertise and resources 

Product Development 
• Engine of innovation to deliver relevant client  
  solutions 
• Responsive to client needs and current trends 

Equity/Fixed Income Trading 
• Real-time, "on the ground” market insight 
• Technology implementation 
• Seeking best execution 

Dedicated Institutional Team 
• Experienced market professionals 
• Product-specific knowledge 
• Solutions provider 

Portfolio Management 
• Index research 
• Portfolio construction insight 
• In-depth product knowledge 

Capital Markets 
• Liquidity sourcing 
• iShares transaction cost analysis 
• iShares execution strategies 

 

Institutional Client  Access 

 

Multi-Asset Portfolio &  

Investment Consulting Group 
• Deliver consulting across asset classes and  
  product structures 
• Help clients with portfolio structure decisions and  
  product selection 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Capital Markets can help you achieve a positive trading experience 

Market Insights 
 

Analyse the effect of global markets on trading & liquidity  

Trade Guidance 
 

What is the expected impact for this trade? 

Broker Resources 
 

Which broker dealers have been active in this name? 

Trade Strategy 
 

What alternatives are available to help minimize the 

impact?  

 

We use proprietary Pre-Trade 

Analytics to deliver customized 

trade guidance  

 

We sit in the center of the ETF 

ecosystem with continuous live 

market updates from our partners 

We will direct you to one of our 

broker dealer partners given our 

knowledge of their inventory and 

capabilities 
 

We provide customized trading 

strategies (VWAP, block trade) 

depending on implementation 

timeline and investment objectives 
 

iShares  

Capital Markets 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Displayed 

Liquidity  

Non-Displayed 

Liquidity  

Underlying Basket 

Liquidity 

Layers of liquidity 

There can be no assurance that an active trading market for shares of an ETF will develop or be maintained. 

The iShares Capital Markets Team generates Transaction Cost Analyses (TCA) to enable clients to 

receive best execution and find the most cost efficient source of liquidity 

Non-displayed liquidity (i.e. dark pools and 

market maker indications) allow for excess ETF 

liquidity to be accessed through more  

sophisticated trading strategies 

If the ETF liquidity is insufficient, 

the liquidity of the underlying  

securities can be accessed via  

the creation/redemption  

process  

Represents the displayed ETF liquidity readily visible and 

available to trade 
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iShares ETFs offer low-cost, market access 

iShares ETFs generally offer price improvement, making the ETF less expensive to trade than the underlying securities 

of the respective index 

*Market Bid/Offer spread refers to the underlying securities of the respective index 

**20-day average daily volume, as of 12/31/14. 

For illustrative purposes only. Source: BlackRock, Bloomberg, Barclays, NYSE Arca, as of 12/31/14. 

iShares ETF Name 
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Emerging 
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25 
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Investment 
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Year 

Treasury 

iShares JP 

Morgan USD 

EM Bond 

ETF 

iShares ADV($M)** 4,365  1,402  2,207 775  772  48 252  782  840  137  

iShares AUM ($M) 26,233  52,223 32,189       3,996         5,988 10,967  19,310  14,380  6,446  4,401 
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II. Responsible Investing Solutions 

Multi-Asset Portfolio and Investment Consulting 
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Multi-Asset Portfolio & Investment Consulting 

The Multi-Asset Portfolio and Investment Consulting (MAPIC) Group is a dedicated team of BlackRock consultants who 

provide clients with premium access to comprehensive, objective, institutional-caliber portfolio and investment expertise.  

We help clients think through their most pressing investment-related issues and construct customized portfolio solutions 

tailored to their unique circumstances.  

© 2014 BlackRock. All rights reserved. iSHARES and BLACKROCK are registered trademarks of BlackRock.  All other marks are the property of their respective owners. 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Overview of Responsible Investing Solution Approach  

The following was provided to BlackRock by North Dakota Retirement & Investment Office (NDRIO) on behalf of the fund: 

Objective: Diversify current allocation of cash to equities and bonds in the hopes of achieving an increased return compared to recent 

annual returns of approximately 5.6 bps. 

Restriction guidelines: Ex-tobacco, low risk tolerance given projected cash outflows (table below). 

 

Based on this objective and the guidelines provided, the following analysis includes two potential asset allocation solutions which are 

then compared from a forward-looking (ex-ante) perspective: 

• Solution 1: Equity/Fixed Income Allocation Proposal -  An equity and fixed income portfolio with a low volatility target, analysed from 

both a historical perspective and using a Monte-Carlo simulation with cash flows built into the analysis 

• Solution 2: Fixed Income Allocation Proposal - A fixed income portfolio with specified investment fixed income allocations with explicit 

investment end-dates for further reduction of uncertainties 

 

  

 

 
Fiscal Year         ($ in millions) 

July 1 to Beginning Fiscal Year Cash Flows Ending 

30-Jun Balance Inflows Outflows Net Flows Balance 

2009 $0.00  $14.10  $0.00  $14.10  $14.10  

2010 $14.10  $12.20  ($3.50) $8.70  $22.80  

2011 $22.80  $11.20  ($4.60) $6.60  $29.40  

2012 $29.40  $11.40  ($5.70) $5.70  $35.10  

2013 $35.10  $11.40  ($6.80) $4.60  $39.70  

2014 $39.70  $11.40  ($7.90) $3.50  $43.20  

2015 $43.20  $11.40  ($7.90) $3.50  $46.70  

2016 $46.70  $11.40  ($7.90) $3.50  $50.20  

2017 $50.20  $11.40  ($7.90) $3.50  $53.70  

2018 $53.70  $0.00  ($7.90) ($7.90) $45.80  

2019 $45.80  $0.00  ($7.90) ($7.90) $37.90  

2020 $37.90  $0.00  ($7.90) ($7.90) $30.00  

2021 $30.00  $0.00  ($7.90) ($7.90) $22.10  

2022 $22.10  $0.00  ($7.90) ($7.90) $14.20  

2023 $14.20  $0.00  ($7.90) ($7.90) $6.30  

2024 $6.30  $0.00  ($6.30) ($6.30) $0.00  

Source: NDRIO 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Outline 
Solution 1: Equity/Fixed Income Allocation  

Solution 1: Equity/Fixed Income Allocation Proposal displays allocation combinations of an ex-tobacco equity fund and a low duration 

U.S. Treasury fund for a potentially low relative volatility level with the objective of reduced risk of missing future cash flow payments.  

 

Funds1: 

iShares MSCI USA ESG Select ETF (ticker: KLD)  

Benchmark: MSCI USA ESG Select Index 

Fund expense ratio: 50 bps 

Inception date: 1/24/2005 

Net assets: $313M 

 

iShares 1-3 Year Treasury Bond ETF (ticker: SHY) 

Benchmark: Barclays U.S. 1-3 Year Treasury Bond Index 

Fund expense ratio: 15 bps 

Inception date:  7/22/2002 

Net assets: $8.167B 

1 Fund data as of 1/13/15. Source: Bloomberg 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Outline 

Solution 2: Fixed Income Allocation Option displays ladder allocation combinations using iBonds®, a suite of specified investment end-

date “bullet” funds, which may be used to help manage interest rate risk if held to maturity. In turn, the laddered allocation could minimize 

the shortfall risks of fulfilling future cash outflow obligations. Similar to individual bonds held to maturity, the risk of default remains. 

However, unlike individual bonds, the extent of default risk may be mitigated by the diversified holdings of the fund. Re-investment risk 

does not apply as the portfolio will be fully liquidated. 

 

Funds:  

iBonds® Mar 2016 Corporate ETF (ticker: IBDA) 

iBonds® Mar 2018 Corporate ETF (ticker: IBDB) 

iBonds® Mar 2020 Corporate ETF (ticker: IBDC) 

iBonds® Mar 2023 Corporate ETF (ticker: IBDD) 

 

Solution 2: Fixed Income Allocation – Corporate iBonds 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Outline 

Solution 3: Fixed Income Allocation Option displays ladder allocation combinations using iBonds®, a suite of specified investment end-

date “bullet” funds, which may be used to help manage interest rate risk if held to maturity. In turn, the laddered allocation could help 

minimize the shortfall risks of fulfilling future cash outflow obligations. Similar to individual bonds held to maturity, the risk of default 

remains. However, unlike individual bonds, the extent of default risk may be mitigated by the diversified holdings of the fund. Re-

investment risk does not apply as the portfolio will be fully liquidated. 

 

Funds:  

iBonds® Sep 2017 AMT-Free Muni Bond ETF (ticker: IBMF)  

iBonds® Sep 2018 AMT-Free Muni Bond ETF (ticker: IBMG) 

iBonds® Sep 2019 AMT-Free Muni Bond ETF (ticker: IBMH) 

iBonds® Sep 2020 AMT-Free Muni Bond ETF (ticker: IBMI) 

Solution 3: Fixed Income Allocation – Municipal iBonds 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Next Steps 

 

• Identification of the most attractive allocation 

 

 

• Further allocation adjustment on weights and tickers, if needed 

 

 

• Additional metrics and analysis, if needed 
 

 

 

iS-15915 Created for North Dakota Retirement & Investment Office's Use 
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Carefully consider the Funds' investment objectives, risk factors, and charges and expenses before 

investing. This and other information can be found in the Funds' prospectuses or, if available, the 

summary prospectuses which may be obtained by visiting www.iShares.com or www.blackrock.com. 

Read the prospectus carefully before investing.  

Investing involves risk, including possible loss of principal. 

Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in 

bond values. Credit risk refers to the possibility that the bond issuer will not be able to make principal and interest payments. 

Non-investment-grade debt securities (high-yield/junk bonds) may be subject to greater market fluctuations, risk of default or 

loss of income and principal than higher-rated securities. An investment in the Fund is not insured or guaranteed by the Federal 

Deposit Insurance Corporation or any other government agency and its return and yield will fluctuate with market conditions. 

Securities with floating or variable interest rates may decline in value if their coupon rates do not keep pace with comparable 

market interest rates. A fund’s income may decline when interest rates fall if most of the debt instruments held by the fund have 

floating or variable rates. There is no guarantee that dividends will be paid. 

When comparing stocks or bonds and iShares Funds, it should be remembered that management fees associated with fund 

investments, like iShares Funds, are not borne by investors in individual stocks or bonds. The annual management fees of 

iShares Funds may be substantially less than those of most mutual funds. Buying and selling shares of iShares Funds will result 

in brokerage commissions.  

International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation and 

the possibility of substantial volatility due to adverse political, economic or other developments. These risks often are 

heightened for investments in emerging/developing markets, in concentrations of single countries or smaller capital markets.. 

Narrowly focused investments, including REIT, mining, preferred stock, factor and floating rate note funds may be subject to 

higher volatility and risks specific to those sectors. The iShares Minimum Volatility ETFs may experience more than minimum 

volatility as there is no guarantee that the underlying index's strategy of seeking to lower volatility will be successful.  

Investment in a fund of funds is subject to the risks and expenses of the underlying funds. 

Actively managed funds do not seek to replicate the performance of a specified index and may have higher portfolio turnover 

than index funds. 

 

 

 

 

Important information regarding iShares ETFs 
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A fund's use of derivatives may reduce a fund's returns and/or increase volatility and subject the fund to counterparty risk, 

which is the risk that the other party in the transaction will not fulfill its contractual obligation. A fund could suffer losses related 

to its derivative positions because of a possible lack of liquidity in the secondary market and as a result of unanticipated 

market movements, which losses are potentially unlimited.  There can be no assurance that any fund's  hedging transactions 

will be effective. The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”). 

The iShares Funds are not sponsored, endorsed, issued, sold or promoted by FTSE International Limited (“FTSE”), India 

Index Services & Products Limited, JPMorgan Chase & Co., MSCI Inc., Markit Indices Limited or S&P Dow Jones Indices 

LLC. None of these companies make any representation regarding the advisability of investing in the Funds.  BlackRock is not 

affiliated with the companies listed above.  

©2015 BlackRock. All rights reserved. iSHARES and BLACKROCK are registered trademarks of BlackRock.  All other marks 

are the property of their respective owners.  

 

 Not FDIC Insured  •  No Bank Guarantee  •  May Lose Value 

Important information regarding iShares ETFs 
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Important information regarding iBonds® ETFs 

The iShares® iBonds® ETFs (“iBonds”) will terminate within the month and year in each Fund’s name. An investment in the 

iBonds is not guaranteed, and an investor may experience losses and/or adverse tax consequences, including near or at the 

termination date. In the final months of each iBond’s operation, its portfolio will transition to cash and cash-like instruments. As 

a result, its yield will tend to move toward prevailing money market rates, and may be lower than the yields of the bonds 

previously held by the Fund and lower than prevailing yields in the bond market. The iBond’s distributions and liquidation 

proceeds are not predictable at the time of investment and the iBonds do not seek to return any predetermined amount. 

Investment in a fund of funds is subject to the risks and expenses of the underlying funds.  

iS-15915 Created for North Dakota Retirement & Investment Office's Use 



  AGENDA ITEM III.C. 
 

INFORMATIONAL – NO BOARD ACTION REQUESTED 
 
TO:    State Investment Board    
 

FROM:   Dave Hunter      
 

DATE:   June 19, 2015  
 

SUBJECT:  North Dakota Bankers Association (“NDBA”) Meeting Update 
 

 

Background: 
 

Rick Clayburgh, NDBA President and CEO, arranged a meeting with RIO to improve our mutual 
understanding of the investment services offered by our North Dakota based firms and review the 
search process and selection criteria utilized by the SIB and RIO.  RIO’s CIO & Deputy CIO attended 
this meeting on April 13, 2015, along with Paul Erlendson of Callan and 10 North Dakota based 
investment professionals. 
 
Overall Observations: 
 

1) The vast majority of our North Dakota based investment firms specialize in providing multi-
asset class solutions; 

2) Bell State Bank has the ability to provide single and multi-asset class solutions; 
3) SIB clients have historically utilized single asset class investment strategies over multi-asset 

class solutions; 
4) All attendees expressed a strong desire to improve their ability to work together; 
5) There was a general concern about the appropriateness of the Callan manager database due 

to a perceived or actual “poor fit”; 
6) There was a favorable response to the NDSIB Due Diligence Questionnaire; and 
7) RIO gained a better understanding of the concerns raised by the group attending this meeting. 

 
Prior Actions: 
 

Based on the favorable response to # 6, RIO supplied the NDSIB Due Diligence Questionnaire to Rick 
Clayburgh on April 13, 2015, who subsequently distributed the document to interested firms.  RIO 
noted this nine-page questionnaire is generally required to be completed by all SIB investment 
managers at least once a year.   
 
Recent Actions: 
 

During the past two months, RIO has received a completed Due Diligence Questionnaire (and other 
supporting documentation) from the following five firms:   
 

     1) First Western Bank and Trust - Chris Lamoureux, SVP; 
     2) First International Bank and Trust - Cal Perleberg, Wealth Management Officer (John Stibbe); 
     3) Alerus Financial - Paul Dadlez, Director Wealth Advisory Services - Twin Cities (Ann McCoon); 
     4) Bell Wealth Management - Patrick Chaffee, EVP - Managing Director; and 
     5) American Trust Center - Joseph Heringer, J.D. - Personal Trust Manager (Bob Willer). 
 
RIO intends to review the responses of these five firms over the next month, share the data 
with Callan shortly thereafter, and provide a further update to the SIB in a subsequent meeting.   



  AGENDA ITEM III. D. 
 
 

INFORMATIONAL ONLY 
 
 
TO:    State Investment Board    
 
FROM:   Dave Hunter, Executive Director/CIO     
 
DATE:   June 19, 2015  
 
SUBJECT:  Timber Investment Resources (“TIR”) - Springbank Update 

 

 
Background: 
 

The Pension Trust currently has a $116 million timber investment in Springbank, which is 
managed by TIR.  
 

 In our March meeting, the SIB approved RIO’s recommendation to engage Callan to 

conduct an in-depth evaluation of this investment and the investment manager (TIR).   

 In April, the SIB approved a three month extension to the existing management agreement 

(to 9/30/15) so as to allow additional time to negotiate a long-term contract extension.   

 In May, the SIB accepted Callan’s recommendation to extend and revise the terms of the 

Springbank agreement and authorized RIO to finalize the revised terms to extend the 

Springbank agreement through 2022. 

 
Update: 
 

On June 18, 2015, RIO and TIR mutually agreed to reasonable business terms to extend the 
Springbank agreement through 2022 along with the following key provisions: 
 

1. TIR’s ability to serve notice to resign as manager was extended from 60 days to 120 days; 

2. Investors gained the right to select an independent appraisal firm in the event of a 

contested property valuation; 

3. Investors no longer waive the right to initiate legal action to seek dissolution; 

4. The asset management fee has been significantly reduced versus TIR’s original proposal; 

5. An earned incentive fee will be paid, however, the “holdback portion” of the incentive fee 

will be eliminated; 

6. Interim incentive fee payments will be eliminated after the above “account adjustment”; and  

7. The final incentive fee will be based on the Investors “waterfall” method, not the method 

previously used to derive the “holdback portion” of the incentive fee referenced in point 5. 
 

NOTE:  All terms are subject to approval by the Houston Firefighters’ Retirement and Relief Fund (which 
maintains a 24% interest, while the SIB retains its 76% interest) and satisfactory legal documentation. 



  AGENDA ITEM IV.A. 
 
 
TO:    State Investment Board    
 
FROM:   Dave Hunter, Executive Director/CIO     
 
DATE:   June 26, 2015 
 
SUBJECT:  SIB Governance Manual Review – BOARD ACTION 

 
 

 

As directed by SIB Governance Manual Policy B-7 Section 4.C, the SIB conducted an annual 
review of the governance manual on September 26, 2014. Based on Board member discussion 
during this annual review, the Executive Director proposed a section by section review of the 
governance manual during the first half of 2015 which will culminate in a “Governance Day 
Offsite” scheduled for July 24, 2015.  The Governance Day Offsite is intended to take the place 
of a regularly scheduled SIB meeting, but is expected to be expanded in length to allow for a 
deeper and more holistic discussion of overall Board governance policies.   
 
 January 2015  Governance Process – Accepted 2-27-2015 
 February   Executive Limitations – Accepted 3-27-2015 
 March   Board Staff Relationship – Accepted 4-24-2015 
 April    Ends – Board Acceptance – Accepted 5-22-2015 
 May   Investments – “Second Reading” (Board Action) 
 June   By-Laws – “First Reading” (Informational) 
 July   Governance Day Offsite 
 
RIO will conduct a “second reading” of the “Investments” section of the Governance Manual at 
this meeting and then request SIB acceptance.  RIO will then seek to review the “By-Laws” 
section of the Governance (“first reading”) with the SIB. 
 
NOTE:  If the “By-Laws” section can be read in advance of our meeting, we may be able to 
reduce our combined review time. 
 
Sections E. and H. of the SIB Governance Manual on “Investments” and “By-Laws” follow.   
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POLICY TYPE: INVESTMENTS 
 

                                                                                                                   POLICY TITLE: FIDUCIARY DUTIES 

 
By virtue of the responsibilities assigned to the SIB by North Dakota Century Code Chapter 21-10, the members of 

the SIB are fiduciaries for twelve statutory funds.  Through contractual obligations, fiduciary responsibility extends 

to eleven additional funds. 

 
A fiduciary is a person who has discretionary authority or management responsibility for assets held in trust to 

which another has beneficial title or interest.  The fiduciary is responsible for knowing the "prudent requirements" 

for the investment of trust assets.  Remedial actions may be assessed against fiduciaries for violations of fiduciary 

duty. 

 
North Dakota state law provides broad fiduciary guidelines for the SIB members.  NDCC 21-10-07 specifies that 

"the state investment board shall apply the prudent investor rule in investing for funds under its supervision.  The 

"prudent investor rule" means that in making investments, the fiduciaries shall exercise the judgment and care, 

under the circumstances then prevailing, that an institutional investor of ordinary prudence, discretion, and 

intelligence exercises in the management of large investments entrusted to it, not in regard to speculation but in 

regard to the permanent disposition of funds, considering probable safety of capital as well as probable income." 

 
Procedural prudence is a term that has evolved to describe the appropriate activities of a person (or persons) who act 

in a fiduciary role.  Court decisions to date indicate that procedural prudence is more important in assessing 

fiduciary activities than actual portfolio performance.  A fiduciary cannot be faulted for making the "wrong" 

decision provided that proper due diligence was performed. 

 
The key to successfully discharging the SIB's fiduciary duties is the establishment of and adherence to proper due 

diligence procedures.  While not bound by ERISA (Employee Retirement and Income Security Act of 1974), the 

SIB will use the procedural prudence outlined by ERISA as guidance in developing its procedures: 

 
1. An investment policy must be established for each fund and must be in writing. 

 
2. Plan assets must be diversified, unless under the circumstances it would be prudent not to do so. 

 
3. Investment decisions must be made with the skill and care of a prudent expert. 

 
4. Investment performance must be monitored. 

 
5. Investment expenses must be controlled. 

 
6. Prohibited transactions must be avoided. 

 
Policy Implemented: September 20, 1995. 

Amended: May 30, 1997; January 22, 1999; February 27, 2009 
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POLICY TYPE: INVESTMENTS 

 
                                                                                                             POLICY TITLE: INVESTMENT PROCESS 

 
The SIB believes that an investment program must be built and managed like any good business, with a clear 

statement of mission, overall objectives, roles and responsibilities, and policies and guidelines.  Major issues to be 

faced by the SIB will revolve around: 

 
Asset allocation targets: 

 
• Setting appropriate benchmarks. 

• Finding the right managers. 

• Monitoring the program. 

• Searching for appropriate new opportunities. 

 
To ensure rigorous attention to all aspects of the investment program, the SIB follows an established investment 

process. This process, described by the diagram on the following page, involves three phases: 

 
• Investment policy development/modification. 

• Implementation/monitoring. 

• Evaluation. 

 
The first column of boxes describes the policy development phase, the middle column implementation/monitoring, 

and the last box on right evaluation.  Activities associated with internal entities are shown along the top.  Those 

associated with external entities are shown along the bottom.  The middle shows activities that internal and external 

entities work on together. 

 
Policy Implemented: September 20, 1995. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

2.1 

INTERNAL ENTITIES 

 

  
 

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

  

        

  

         

  

EXTERNAL ENTITIES 

   

  Liability Projections 

  Capital Market 

  Expectations 

  Asset Allocation 

  and Asset/Liability 

  Optimizations 

   

  Development of 

  Asset Allocation 

  and Investment 
  Policy 

   

  Specification of 

  Investment 

  Objectives, 

  Constraints, and 

  Preferences 

   

  Accounting 

  Auditing 

  Performance and 

  Asset Allocation 

  Reporting 

  Proxy Voting 

   

  Selection of 

  Managers 

  Portfolio 
  Rebalancing 

   

  Accounting 

  Auditing 

  Performance 

  Measurement and 

  Financial Trends 

  Tracking 
   Proxy Voting 

   

  Evaluation of 

  Managers 

  Evaluation of 
  Costs 



POLICY TYPE: INVESTMENTS 

  POLICY TITLE: KEY PROGRAM ENTITIES AND RESPONSIBILITIES 

E-3 

 

 

 
The key responsibilities of the entities involved in the investment program are: 

 
Fund Governing Bodies 

 
1.  Establish policy on investment goals and objectives. 

 
2.  Establish asset allocation. 

3.  Hire actuary when required. 

SIB 
 

1.   Invest funds entrusted by statute and contracted entities. 

 
2.   Set policies on appropriate investments and investment practices for entrusted funds. 

 
3.   Approve asset allocation and investment policies of participating trust funds. 

 
4.   Report the investment performance of the funds to each fund’s governing authority. 

5.   Hire and terminate money managers, custodians, and consultants. 

Investment Officer and RIO Staff 
 

1.   Implement investment policies approved by the SIB. 

 
2.   Provide research and administrative support for SIB projects. 

 
3.   Recommend investment regulations appropriate for governing the investment of entrusted funds. 

 
4.   Assist fund governing bodies in developing asset allocation and investment policies. 

 
5.   Evaluate money manager adherence to investment objectives. 

 
6.   Provide performance reports to the SIB and boards of participating funds. 

 
7.   Recommend hiring or terminating money managers, custodians, consultants, and other outside services 

needed to effectively manage the investment funds. 

 
8.   Develop and maintain appropriate accounting policies and systems for the funds entrusted to the SIB. 



POLICY TYPE: INVESTMENTS 

  POLICY TITLE: KEY PROGRAM ENTITIES AND RESPONSIBILITIES 

E-3.1 

 

 

 

Investment Consultant 
 

1.  Measure money manager performance and monitor adherence to investment goals, objectives, and policies. 

 
2.  Conduct annual evaluation of program policies and results, and assist in development of annual work plan. 

 
3.  Assist in implementation of annual work plan. 

 
4.  Conduct asset allocation or asset/liability studies. 

 
5.  Conduct requested money manager searches. 

 
6.  Assist in development of investment policies and manager structure and rebalancing guidelines. 

7.  Extension of staff for special projects. 

Actuary 
 

1.  Assist fund governing bodies in developing benefit and funding policies. 

 
2.  Measure actuarial soundness of plan. 

 
3.  Perform experience studies as requested by plan sponsor. 

 
4.  Provide liability projections as needed. 

 
5.  Conduct annual evaluation of program policies and results, and assist in developmental of annual work plan. 

6.  Assist in implementation of annual work plan. 

Auditor 
 

1.  Measure, validate, and offer an opinion on agency financial statements and management. 

 
2.  Assist in developing appropriate accounting policies and procedures. 

 
3.  Bring technical competence, sound business judgment, integrity, and objectivity to the financial reporting 

process. 
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Master Custodian 
 

1.  Provide safekeeping of all securities purchased by managers on behalf of the SIB. 

 
2.  Provide global custody services. 

 
3.  Collect interest, dividend, and principal payments in a timely manner. 

 
4.  Provide for timely settlement of securities. 

 
5.  Price all securities and post transactions daily. 

 
6.  Maintain short-term investment vehicles for investment of cash not invested by SIB managers. Sweep all 

manager accounts daily to ensure all available cash is invested. 

 
7.  Provide monthly, quarterly, and annual accounting reports for posting to RIO’s general ledger. 

 
8.  May manage a securities lending program to enhance income. 

 
9.  Provide electronic access to accounting reports. 

10. Provide other services that assist with the monitoring of managers and investments. 

Portfolio Managers 
 

1.  Manage portfolios as assigned by the SIB. 

 
2.  Provide liquidity, as required, in a timely and cost-efficient manner. 

 
3.  Vote proxies. 

 
4.  Provide educational assistance to board. 

 

 
 

Policy Implemented: September 20, 1995. 

Amended: February 27, 2009 
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All funds under SIB management must have a written investment policy.  Investment policy forms the cornerstone 

of the management of any investment program. A sound investment policy ensures that fund assets are managed in 

a disciplined process, based on long-term fundamental investment principles. 

 
For the larger, more complex trust funds, consultants are used to assist in policy and asset allocation development. 

Their specialized skills are needed to model and analyze the many variables that go into determining a proper asset 

allocation. 

 
Policy development starts with the specification of investment objectives, constraints, and preferences.  Fund 

trustees must address a number of factors: 

 
• What is the fund's objective(s)? 

 
• What is the board's tolerance for risk or threshold for under-performance? 

 
• What are the fund's liquidity needs and cash flow characteristics? 

 
• What are the board's asset class preferences and constraints? 

 
• What is the actuarial earnings assumption? 

 
• What are the legal or political considerations? 

 
• What is the investment time horizon? 

 
Since the ultimate objective of fund investments is to provide for the payment of future capital needs, claims, or 

other monetary requirements, it is essential that the investment policy be developed within the context of fund 

liabilities or spending policy. The development of investment policy, therefore, is always unique to the 

circumstances of each fund. 

 
Complex actuarial models are used to quantify the liabilities of the pension plans and Workforce Safety and 

Insurance.  Internal entities develop cash flow forecasts for the smaller funds based on past claims or anticipated 

expenditures. 

 
Asset  allocation  optimizations  are  used  to  quantify  the  range  of  future  investment  outcomes.    Investment 

consultants contribute needed expertise on capital market expectations and in identifying the risks associated with a 

particular asset allocation. 

 
For some funds, the risk/return tradeoffs of alternative portfolios are not well represented by expected returns and 

standard deviation. More important are the expected results for required sponsor and participant contributions and 

funded ratios over time. Asset/liability modeling is the tool that allows the governing boards to examine and assess 

the tradeoffs leading to an appropriate investment policy. 

 
The results of the optimizations are a description of the range of financial results that might realistically be expected 

to occur. These results provide the basis for determining an asset allocation. 
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In accordance with NDCC 21-10-02.1, RIO staff works with each fund's governing authority, and consultants as 

needed, to develop an investment policy, which includes an appropriate asset allocation, for each of the statutory 

funds. Contracted entities are responsible for their own policy development. 

 
Each policy, as a minimum, will include the following information: 

 
1.  Fund characteristics and constraints. 

 
a. An explanation as to the purpose of the portfolio and its legal structure. 

 
b. Size of portfolio and the likelihood and amount of future contributions and disbursements 

c. Participant demographics when applicable. 

d. Fiscal health of fund. 

e. Constraints. 

f. Unique circumstances. 

 
2.  Responsibilities of SIB. 

 
3.  Investment objectives. 

 
4.  Standards of investment performance. 

 
5.  Asset allocation policy and guidelines. 

 
6.  Evaluation and review. 

 

 
 

Policy Implemented: September 20, 1995. 

Amended: February 27, 2009 
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                                          POLICY TITLE: INVESTMENT POLICY DEVELOPMENT – INVESTMENT POOLS 

 
The SIB does no in-house investment of funds.  All investment activity is delegated to outside money managers. 

Within each asset class there are numerous manager styles (i.e. market sector specializations) that may be employed 

by the SIB to affect exposure to the various asset classes. 

 
SIB investment pool policy statements will define the following for each asset class: 

 
1.   Strategic objectives. 

 
2.   Performance objectives. 

 
a.   Appropriate capital market benchmarks. 

 
b.   Excess return targets, after payment of investment management fees. 

c.   Peer-group ranking. 

d.   Risk characteristics. 

e.   Termination factors. 

3.   Portfolio constraints. 

 
a.   Quality of securities/portfolio (security – BAA/portfolio – AA). 

b.   Quality held (maximum in company/industry/economic sector). 

c.   Other specific restrictions if applicable (ADRs, 144A securities, prohibited transactions, etc.). 

 
4.   Investment structure. 

 
a.   Percent of assets per manager cycle. 

b.   Ranges for rebalancing. 

5.   Control Procedures 

 

a.   Duties and responsibilities of the SIB 

 
b.   Duties and responsibilities of money managers. 

c.   Reporting requirements. 

 
Policy Implemented: September 20, 1995. 

Amended: February 27, 2009 
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  POLICY TITLE: MONITORING 

 
The SIB will ensure that appropriate monitoring mechanisms are in place at all times.  The three basic mechanisms 

are: 

• Accounting 

• Auditing 

• Performance Measurement 

 
The primary objective of these functions is to provide useful information to decision makers (fiduciaries and 

legislators).  These monitoring functions are needed to keep track of assets and manager activity and to control the 

asset mix.   Different aspects of these activities will be conducted internally by RIO staff and externally by the 

master custodian, auditors, and investment consultants. 

 
Accounting 

 
The master custodian will provide RIO staff with such accounting detail and at such frequency as the staff deems 

necessary to fulfill the SIB's reporting requirements. 

 
From this information, RIO accounting staff will generate monthly and annual financial statements for each of the 

trust funds managed by the SIB. 

 
RIO management is responsible to ensure the proper valuation of all assets. Formal valuation policies must be 

developed and implemented utilizing industry best practices and GAAP accounting requirements. 

 
Compliance 

 
RIO management is responsible for developing and implementing compliance procedures utilizing industry best 
practices. A summary of compliance procedures and results will be presented to the SIB annually. 

 
Auditing 

 
The North Dakota State Auditor is responsible for the external audit of RIO.  They may assign this responsibility to 

an outside firm which they select by way of the RFP process.   The SIB Audit Committee may make 

recommendations to the State Auditor concerning the selection, evaluation, and termination of this firm.  This firm 

conducts an extensive financial and management audit for each fiscal year.  The audited financial statements are 

filed with the Legislative Audit and Fiscal Review Committee. 

 
RIO has a dedicated internal audit function that reports to the SIB Audit Committee.  The internal audit function 

encompasses both the investment and retirement divisions of RIO. The SIB Audit Committee has oversight 

responsibilities as outlined in the SIB Audit Committee charter. 

 
Performance Measurement and Reporting 

 
The third element of monitoring entails measuring the performance of the individual investment managers and the 

total fund performance of each of the funds under the SIB.  The SIB will retain reputable investment consultants or 

performance measurement services to provide comprehensive quarterly performance measurement information. 

This information will include data on the capital markets, other plan sponsors, and other investment managers. 

Performance results for SIB accounts will be calculated from data provided by the master custodian and compared 

to relevant capital market benchmarks, other public funds, manager peer groups, and investment goals specified in 

the asset class investment policy. Time periods covered by the report may vary but generally will include the most 

recent quarter, last 12 months, last three years, five years, and longer time periods (as data is available). 
 

E-6 
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POLICY TYPE: INVESTMENTS 

 
  POLICY TITLE: MONITORING 

 
RIO staff will use appropriate sources to compile monthly performance reports for each of the funds under the SIB 

that show recent performance and asset mix. 

 
Policy Implemented: September 20, 1995. 

Amended: February 27, 2009, February 25, 2011. 
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STATEMENT OF POLICY 

 
It shall be the policy of the State Investment Board (SIB) to vote all proxies appurtenant to shares held in the 

various plans administered by the Board, and to vote said shares in a manner that best serves the system's interests. 

Specifically, all shares are to be voted with the interest of preserving or enhancing share value. The Board endorses 

the Department of Labor opinion that proxies have economic power which shareholders are obligated to exercise to 

improve corporate performance.  The Board further recognized that proxy issues are frequently complex, requiring 

expert guidance; accordingly, it has adopted procedures that employ such experts. 

 
The objectives of these policies are as follows: 

 
1. Exercise the value empowered in proxies. 

 
2. Maintain or improve share value for the exclusive benefit of the participants. 

 
3. Achieve changes for the common good whenever these do not conflict with the exclusive benefit 

objective. 

PROCEDURES 

DISTINCTION OF RESPONSIBILITIES 
 

Master Custodian 
 

The system's master custodian shall be responsible for timely receipt and distribution of proxy ballots to 

the appropriate investment management institutions. 

 
Managers 

 
The managers shall be responsible for promptly voting all proxies pursuant to the Board's policies, and 

in keeping with the managers' best judgments. 

 
Staff 

 
Staff, in concert with the master custodian and the managers, shall be responsible for monitoring the 

receipt and voting of all proxies. 

 
Board 

 
The Board shall administer and enforce its policies.   This administration and enforcement requires 

reporting from responsible persons, as discussed in the following. 



POLICY TYPE: INVESTMENTS 

  POLICY TITLE: PROXY VOTING 

E-7.1 

 

 

 

REPORTING 
 

Master Custodian 
 

The master custodian shall report quarterly in writing on all pertinent proxy issues, including (1) receipt 

of proxy material; (2) nature of issues; (3) due date; (4) names of managers and dates forwarded; and 

(5) deficiency reports covering proxies that should have been received but were not. 

 
Managers 

 
Managers shall report quarterly in writing on how proxies have been voted, with explanations given 

whenever the Board's guidelines have not been followed. 

 
Staff 

 
Internal audit staff shall report annually on the efficiency of the process, the portion of total proxies that 

have actually been voted, and compliance with Board directives. 

 
GUIDELINES 

 
The Board believes that good corporate investment decisions require good corporate governance, and that social 

responsibilities cannot be ignored in these decision processes.  Accordingly, the practice of faithfully voting with 

management will not be tolerated, nor will the "Wall Street Rule" which advocates the sale of shares if there is 

disagreement with management. 

 
In keeping with the Board's philosophy, the managers are encouraged to vote for proposals that increase or enhance 

the following, and against those that decrease or diminish the same: 

 
• Health of the population 

 
• Environmental conditions 

 
• Management and Board accountability 

 
• Abolition of management entrenchment 

 
• Control of executive compensation 

 
• Shareholder rights and ownership 

 
• Fair labor practices 

Guidelines may be altered periodically by the Board as situations warrant. 

 
Policy Implemented: September 20, 1995. 

Amended: February 27, 2009 
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The SIB hires investment managers with the intention of maintaining long-standing relationships.  Care is taken to 

select managers for defined roles based on their strengths in designated areas.  The hiring process is done in 

accordance with all applicable state and federal laws. 

 
Some manager selections are conducted by the consultant while others may be directed by the staff in coordination 

with the SIB. Ultimately, the selection process is often a team effort involving the investment consultants, SIB 

members, and RIO staff. A consultant may be invaluable in this activity due to the large volume of data that needs 

to be collected, verified, and summarized. Also, their ongoing dialogue with money management firms provides 

useful qualitative input. 

 
The investment management business has rapidly evolved since the 1990’s. It is recognized that many viable firms 

have been formed as the result of spin-offs or start-ups and may not have a traditional long-term investment 

performance history in accordance with the following guidelines.  There has also been a tremendous increase in the 

types of strategies available to institutional investors resulting in the need for flexibility in the establishment of 

investment criteria.  Subject to the case-by-case acceptance of deviation by the SIB members, money managers 

must meet the following minimum selection criteria for inclusion in a manager search: 

 
• Must be a registered investment adviser, bank, insurance company, or investment company (mutual 

fund).  Should provide ADV Part II (registered investment adviser) prospectus (investment company) 

or comparable information (bank or insurance company). 

 
• Provide at least five years of actual quarterly performance data that is time weighted a representative 

composite of accounts, and meets Global Investment Performance Standards (GIPS). 

 
• Provide information that illustrates the key investment personnel have been together for at least five 

years and the capabilities of the firm can handle the current level of investment activity. 

 
• Able to articulate the firm's investment strategies and philosophy in a manner understandable by the 

Board, and provide a statement that the strategy has been followed for at least five years. 

 
• Disclose any pending or past litigation or censure. 

 
• Be willing to acknowledge their fiduciary status in writing (mutual funds are exempted from this 

requirement). 

 
The following steps will be followed in the selection process, subject to modification relative to investment strategy 

and manager search circumstances: 

 
•   Develop a profile of the type of manager needed.   This is based on the investment goals and asset 

allocations. Included in the profile are such things as: 

 
Quantitative characteristics, such as GIPS-compliant composite return data, risk-adjusted rates of 

return and relevant portfolio characteristics. 
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Qualitative characteristics, such as key personnel, investment philosophy, investment strategy, 

research orientation, decision making process, and risk controls. 

 
Organizational  factors,  such  as  type  and  size  of  firm,  ownership  structure,  client  servicing 

capabilities, ability to obtain and retain clients, and fees. 

 
•  The Investment Officer will give a written report to the SIB on the due diligence process conducted by 

the Investment Officer, RIO staff, and the SIB in the manager selection process.  This report will 

include selection steps followed and process steps excluded. 

 
• Consultant and/or staff use the profile to screen their data base for managers that meet SIB criteria. 

 
• Consultant and/or staff reduce the group to the top candidates and prepare a summary report.   The 

report will contain pertinent data on each of the candidates. 

 
• When appropriate, on-site visits may be made by staff and board members to the candidates' home 

offices. Visits by board members to potential manager sites must have board approval. 

 
• When appropriate the Investment Officer will conduct fact-finding pre-interviews.  SIB trustees and 

RIO staff will receive notice of these pre-interviews. 

 
Interviews are conducted with each of the finalists in Bismarck.  All are required to bring the potential 

portfolio manager to the interview.  Particular attention is paid to gaining an understanding of the 

investment process and determining the manager's compatibility with the SIB's guidelines and 

objectives. 

 
The Investment Officer will schedule manager interviews with the SIB. Following these interviews, the 

Investment Officer, with the advice of RIO staff and consultants, will make recommendations to the 

SIB on manager selection. 

 
• The SIB will select the investment manager by majority vote. 

 
• Manager(s) selected by the SIB are notified immediately by RIO staff.  Unsuccessful candidates are 

notified by consultant. 

 
• Investment  management  contracts  are  reviewed  and  finalized,  sent  to  the  Attorney  General  for 

approval, and executed. 

 
• Accounts are set up at the master custodian and on the internal general ledger. 

 
• Consultant is notified when to begin the measurement of the investment performance of the manager(s). 

 
Policy Implemented: September 20, 1995 

Amended: February 27, 2009 
 

 
 

E-8.1 
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Portfolio Rebalancing 
 

The need to rebalance the portfolio can arise due to a new asset allocation or because market activity has driven the 

actual distribution of assets away from the desired mix.  To minimize transaction costs due to rebalancing, RIO 

works with the investment consultants to determine appropriate ranges around the target mix (which are specified in 

the policy statement).  Rigidly adhered to, such a policy is a valuable risk control tool.  By maintaining asset mix 

within reasonably tight ranges, the SIB avoids making unintentional "bets" in the asset mix and avoids market- 

timing decisions. 

 
All of the funds the SIB oversees have an asset allocation with minimum and maximum limits assigned.  RIO's 

rebalancing policy requires the asset mix to be determined at the end of each month. At the end of each quarter, all 

portfolios deviating from the target beyond the acceptable limits are rebalanced to target. 

 
Policy Implemented: September 20, 1995. 
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The SIB will follow an annual evaluation cycle for the investment program to ensure systematic review of 

investment policies and performance results and the development and implementation of corrective action plans. 

Evaluation of the program seeks to answer such questions as: 

 
• Are all investment goals being met? 

 
• What has worked and what has not? 

 
• Have changes occurred in the capital markets, plan design, or board philosophy to warrant changes in 

investment policy? 

 
• Are money managers meeting our expectations? 

 
• Is continued confidence in the money managers warranted? 

 
• Are accounting practices sound and fair to participating funds? 

 
• Is service delivered in the most cost-effective manner? 

 
The SIB's consultants play a key role in helping to answer some of these questions.   The external auditor's report 

provides insight on accounting practices and cost effectiveness. 

 
Evaluation of Money Managers 

 
Achievement of the SIB's performance goals hinges on the success of the investment strategies and money 

managers it employs. Evaluation of each money manager must consider the following: 

 
• Has the manager achieved the SIB's performance objectives? 

 
• Has the firm adhered to the investment philosophy for which it was hired? 

 
• Have  there  been  any  organizational  or  personnel  changes  that  may  negatively  affect  future 

performance? 

 
• Are areas of concern being adequately addressed? 

 
• Can the manager perform well in the future, regardless of whether extraordinary events, long-term 

performance, and/or short-term performance argue for termination? 

 
These criteria are assessed by quantitative and qualitative means: 

 
• Analyses provided by the investment consultant. 

 
• Annual meetings with each manager in Bismarck to discuss performance, investment philosophy, 

organizational changes, economic outlook, and areas of concern. 
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Longer periods of time are better than shorter time periods when assessing a manager's performance.  Ideally, 

performance should be assessed over a market cycle.   Market cycles have varying lengths but have historically 

averaged 5-7 years.  The SIB will use a minimum five-year period to evaluate manager performance against long- 

term performance standards.  Long-term performance standards will be a market index that the manager has 

previously agreed to be measured against. 

 
Shorter-term performance standards will also be established for each money manager.   These standards will 

incorporate a minimum three-year measurement period and measure the manager against a previously agreed-upon 

peer group or style market index. 

 
Long-term performance standards, short-term performance standards, extraordinary events, and termination factors 

will be incorporated in the written asset class investment policies. 

 
Evaluation of Program Costs 

 
Costs will be broken out by internal administration, investment consultants, master custodian, and external manager 

fees. Reports will detail this information by investment pool, managers, and by fund. 

 
These costs will be compared to other funds on an annual basis. The most reliable source of comparison currently 

available is the cost survey prepared by the Canadian consulting firm Cost Effectiveness Measurement, Inc.  The 

information contained in this survey is not available anywhere else.   Staff is encouraged to identify other cost- 

comparison sources. 

 
Policy Implemented: September 20, 1995. 



POLICY TYPE: INVESTMENTS 

  POLICY TITLE: PERFORMANCE RELATED INVESTMENT MANAGER REVIEW 

E-11 

 

 

 
The North Dakota State Investment Board (SIB) recognizes the inherent importance of assessing an investment 

manager because of performance. Thus, the following process of evaluation includes quantitative and qualitative 

input.   This procedure is structured to assist the SIB in recognizing potentially distressed investment managers, 

initiating a formal review process, and providing guidelines for termination if necessary.   Note:  The “Manager 

Review” terminology or concept is not meant to cause the manager to make substantive changes in investment 

philosophy, style, or strategies. Rather, it is intended to define a period of close scrutiny of the manager’s activities, 

circumstances, and investment results. 

 
Factors which may result in a Manager Review: 

Significant changes in organizational structure 

Significant changes in investment philosophy 

Significant deviation in portfolio management from stated philosophy (style drift) 

Substandard investment performance 

Diminished confidence in manager 

 
Manager Review Procedures: 

 
Information is submitted to, or generated by, the Board which initiates consideration of a Manager Review. 

If warranted, the Board takes action to initiate a Manager Review. 

Based on the situation and with input from the Investment Director, the SIB suggests appropriate action to facilitate 

the Review. Action may include telephone conferencing, local or on-site visits with manager, investigation by 

consultants, appearance of manager before a select committee of the SIB, or appearance of the manager before the 

SIB. Investment Director initiates investigation of situation based on direction from SIB. 

 
The Investment Director report’s findings to SIB at a subsequent meeting. 

After considering findings of the Manager Review, SIB may: 

 Remove manager from Review status 

 
 Suggest additional action to facilitate Manager Review 

 
 Relieve manager of duties 
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In the case where continued investigation is warranted, the Investment Director will report new information and/or 

recommendations to the SIB as appropriate.  It will be considered the responsibility of the Investment Director to 

maintain awareness and consideration of the Review until the situation is resolved. 

 
It is important to recognize that situations occasionally arise of such a serious nature that a Manager Review process 

must be immediately initiated.   In such cases, the Investment Director is granted the authority to place an 

investment manager under Review, including the freezing of assets if necessary, and report on such action at the 

next meeting of the State Investment Board. 

 
In every case, the Investment Director is responsible for documenting the Manager Review process including 

recognition of: 

 
 Reason of Manager Review 

 
 Action taken to investigate the situation 

 
 Report on results of investigation 

 
 Report on resultant action taken by SIB 

 
 Notification of investigation and conclusions to manager and consultants 

 
A complete record of Manager Review activities and history shall be maintained at the ND Retirement and 

Investment Office. 

 
Policy Implemented: June 27, 1997. 
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The SIB has a commitment to the Bank of North Dakota Match Loan Program. The purpose of the program is to 

encourage and attract financially strong companies to North Dakota. The program is targeted to manufacturing, 

processing and value-added industries. 

 
The SIB provides capital to the program by purchasing Certificates of Deposit (CD's) from the Bank of North 

Dakota. The CD's are guaranteed by the state, typically have seven to fifteen year maturities and pay interest pegged 

to US Treasury notes. 

 
The source of funding for CD's shall be determined by the Investment Director; that funding to be from the most 

appropriate source consistent with liquidity and relative yield and return objectives and constraints. 

 
Policy Implemented: April 24, 1998. 

Amended: February 27, 2009 
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POLICY TITLE: ACCEPTING NEW CLIENTS 

NDCC 21-10-06 states “The state investment board may provide investment services to, and manage the 

money of, any agency, institution, or political subdivision of the state, subject to agreement with the industrial 

commission. The scope of services to be provided by the state investment board to the agency, institution, or 

political subdivision must be specified in a written contract. The state investment board may charge a fee for 

providing investment services and any revenue collected must be deposited in the state retirement and 

investment fund.” 

 
When a request is received by staff from a potential new investor requesting investment services from the 

State Investment (SIB), the following steps shall be followed. 

 
1.   Staff will conduct initial discussions with the potential client regarding type of fund, risk tolerance, 

size of fund, services to be provided, costs, etc. 

 
2.   Staff will recommend that an Asset/Liability study be conducted by the potential client if one has 

not been done recently. This discussion will include a description of the asset classes available for 

investment with the SIB to be included in their study. 

 
3.  If the potential client is still interested in participating in the SIB program, staff will bring the 

preliminary request to the SIB for acceptance. It shall be the policy of the SIB to take the following 

into consideration when determining if a new investor request will be accepted. 

 
a.   Internal staff administrative capacity. 

b.   Compatibility  of  new  investor’s  goals  and  risk  tolerances  with  the  existing  SIB  program 

structure. 

c.   Whatever other factors the SIB determines to be appropriate to the decision. 

 
4.  If the SIB chooses to accept the preliminary request, staff will provide the necessary template 

documents to the potential client for review and completion. These documents include a contract 

for services and investment guidelines. 

 
5.   Once documentation is completed, staff will request to have the issue included on the Industrial 

Commission’s agenda for their approval. Copies of all documentation will be provided for their 

review. 

 
6.   If approved by the Industrial Commission, final documentation will be presented to the SIB for 

final acceptance. 

 
7.   If accepted, staff will work with the new client to set up transfer of funds and implementation of 

asset allocation as directed. All new clients will be brought in as of the last day of a calendar 

quarter. 

 
8.   Fees will be charged with the intention of covering all associated costs as described in RIO Fiscal 

Management procedure “Investment Fee Allocations”. 

 
Policy Implemented: November 20, 2009 
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EXHIBIT E-I 
 

State Investment Board (SIB) Members 2014-2015: 
 

 
 

Position 

 
Incumbent 

 
Designation 

 
Term Expiration 

 
Lt. Governor 

 
Drew Wrigley 

 
Ex officio 

 
Open 

 
State Treasurer 

 
Kelly Schmidt 

 
Ex officio 

 
Open 

 
State Insurance Commissioner 

 
Adam Hamm 

 
Ex officio 

 
Open 

 
Commissioner 

University & School Lands 

 
 

Lance Gaebe 

 
 

Appointed 

 
 

N/A 

 
Executive Director 

Workforce Safety & Insurance 

 
 

Bryan Klipfel 

 
 

Appointed 

 
 

N/A 
 
 

Trustee, TFFR 

 
    

Mel Olson 

 
 

Appointed by TFFR Board 

 
                     

6/30/18 
 
 

Trustee, TFFR 

 
 

Michael Gessner 

 
 

Appointed by TFFR Board 

 
 

6/30/16 
 
 

Trustee, TFFR 

 
 

Rob Lech 

 
 

Appointed by TFFR Board 

 
 

6/30/20 
 
 

Trustee, PERS 

 
 

Mike Sandal 

 
 

Appointed by PERS Board 

 
 

6/30/17 
 
 

Trustee, PERS 

 
 

Tom Trenbeath 

 
 

Appointed by PERS Board 

 
 

6/30/15 
 
 

Trustee, PERS 

 
 

Yvonne Smith 

 
 

Appointed by PERS Board 

 
 

6/30/19 
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Retirement and Investment Office (RIO) Staff: 
EXHIBIT E-II 

 
 

Position 

 
Incumbent 

 
Education 

Executive Director/ 
Chief Investment Officer 

 
David Hunter 

BS, Accounting, Northern Illinois University 
MBA, Finance, University of Chicago 

 
Deputy Chief Investment Officer 

 
Darren Schulz 

 
BBA, Finance, Georgia State University, CFA 

 
Fiscal and Investment Operations Mgr 

 
Connie Flanagan 

 
BS, Accounting, University of Mary 

  Deputy Executive Director/ 
  Chief Retirement Officer 
Deputy Executive Director/ 
Chief 
 
Deputy Executive Director/ 
 

 
Fay Kopp 

 
  BS,  Business, Valley City State University, CRC, CRA   

 

 
 
 

External 
 
 

Function 

 
Firm 

 
Date Hired 

 
Investment Consultant 

 
Callan Associates Inc. 

 
4/84 

 
Actuary (TFFR) 

 
Segal 

 
7/11 

 
Auditor 

 
CliftonLarsonAllen 

 
4/12 

 
Master/Global Custodian 

 
The Northern Trust Company 

 
12/83 
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FIRST READING



 

 

CHAPTER 1 - AUTHORITY 
 
Section 1-1. The State Investment Board (SIB) has the authority to maintain an administrative office under 

Chapter 54-52.5, North Dakota Century Code. 

 
Section 1-2.     The SIB has the authority and responsibility for providing administrative services to the North 

Dakota Teachers' Fund for Retirement (TFFR) and the North Dakota State Investment Board.  This 

includes organizing, staffing, and maintaining an administrative office. 

Section 1-3. The SIB has the authority and responsibility for developing and monitoring the agency budget. 

Section 1-4. The SIB has the authority and responsibility to maintain office records, an accounting system, and 

data processing support services. 

 
Section 1-5. The SIB has the authority to pay all claims and investment expenses filed with TFFR and the SIB. 

 
Policy Implemented: June 23, 1995. 
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CHAPTER 2 - BOARD 
 

Section 2-1.     Members of the State Investment Board (SIB) are the Governor, State Treasurer, Commissioner of 

University and School Lands, director of Workforce Safety & Insurance, Commissioner of 

Insurance, three members of the Teachers’ Fund for Retirement (TFFR) Board, two of the elected 

members and one member of the Public Employees Retirement System (PERS) Board as selected 

by those boards. The PERS and TFFR Boards may appoint an alternate designee with full voting 

privileges to attend meetings of the SIB when a selected member is unable to attend. The director of 

Workforce Safety and Insurance may appoint a designee, subject to approval by the Workforce 

Safety and Insurance board of directors, to attend the meetings, participate, and vote when the 

director is unable to attend. 

 
Section 2-2.     The SIB will have general charge and management of the business of TFFR and the SIB, subject to 

law, administrative rules and regulations, and governance policies.  The SIB will make such policy 

as necessary to fulfill this obligation. 

 
Section 2-3.     When the statutes allow a Deputy to represent a member of the SIB or an alternate to represent the 

TFFR or PERS Board, the Chair will recognize the individual for the record, and the individual(s) 

will then have the right to vote on matters before the SIB. 

 
Section 2-4.     The SIB will be responsible for the operation of an administrative office that will provide support 

services to TFFR and the SIB. 

 
Policy Implemented: June 23, 1995. 

Amended: July 22, 2011. 
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CHAPTER 3 - OFFICERS AND DUTIES 
 

Section 3-1.     The officers of the SIB are a Chair and Vice Chair, one of which must be an appointed or elected 

member of the TFFR or PERS Board.  The officers will be elected by the SIB to a one-year term at 

the first regularly scheduled meeting following July 1 of each year.  Vacancies will be filled by the 

SIB at the first scheduled meeting following the vacancy. 

 
Section 3-2. Chair. The Chair will preside at all meetings of the SIB. 

 

Section 3-3. Vice Chair. In the absence of the Chair, the Vice Chair will perform the duties of the Chair. 
 

Section 3-4.     Executive Director. An Executive Director will be retained by the SIB. The Executive Director will 

serve at the SIB's pleasure, be responsible for keeping the records of the SIB and TFFR Board 

actions, and perform such duties as the SIB prescribes.  The Executive Director will make out and 

give out all notices required to be given by law, procedures, or rules and regulations of the two 

boards. 

 
Policy Implemented: June 23, 1995. 



 

 

CHAPTER 4 - MEETINGS 
 
Section 4-1.     Regular meetings of the SIB to conduct business are to be held as often as necessary.  The SIB will 

meet at least once each quarter.  Notice of all meetings will be made in accordance with North 

Dakota Century Code, Section 44-04-20. 

 
Section 4-2.     Meetings of the SIB may be called by the Chair or two members of the SIB upon reasonable notice 

in writing to the other members of the Board. (NDCC 21-10-04) 

 
Section 4-3. A quorum will be six (6) members of the SIB. 

 
Section 4-4.     Voting on matters before the SIB will be contained in the minutes which will show the recorded 

vote of each SIB member. 

 
Section 4-5. All meetings of the SIB are open to the public. 

 
Section 4-6.     A record of procedures will be kept by the Executive Director on all meetings of the SIB.   The 

records of these proceedings are public documents, and copies will be distributed to the TFFR, SIB, 

and PERS Boards and upon request. 

Section 4-7. Public participation during meetings of the SIB may be allowed at the discretion of the Chair. 

Section 4-8. SIB members, except elected and appointed officials, will be paid the amount specified in NDCC 

21-10-01 per SIB meeting attended. 

 
Expenses will be paid according to state law and OMB policies. 

 
Policy Implemented: June 23, 1995. 

Amended: July 22, 2011. 
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CHAPTER 5 - COMMITTEES 
 

Section 5-1. The SIB will establish one standing committee: Audit Committee. 

 
Section 5-1-1. Audit Committee. The Audit Committee will consist of five members. They will be selected by the 

SIB.  Three members of the committee will represent the three groups on the SIB (TFFR Board, 

PERS Board, and elected and appointed officials).  The other two members will be selected from 

outside of the SIB and be auditors with at least a Certified Public Accountant (CPA) or Certified 

Internal Auditor (CIA) designation. 

 
The Audit Committee will have responsibility for oversight of financial reporting, auditing, and 

internal control.  The Audit Committee will be responsible for developing a written charter, to be 

approved by the SIB, which puts forth the authority, responsibilities, and structure of the Audit 

Committee. It will also be the responsibility of the Audit Committee to supervise the audit activities 

of the internal audit staff, work with the State Auditor/external auditors, and develop reports for the 

SIB. 

 
The Executive Director shall supervise the administrative activities of the internal/external audit 

programs such as travel, securing contracts, paying fees, maintaining official reports, etc. 

 
The supervisor of the internal audit function will be the staff member directly responsible to the 

Audit Committee. 

 
Membership on the Audit Committee will be for one year or termination of term on the SIB. 

Vacancies will be filled by the SIB at the first scheduled meeting following the vacancy.  There will 

be no limit to the number of terms served on the Audit Committee. 

 
Section 5-2.     No member of the SIB will be paid, other than expenses, for attending seminars, conferences, or 

other such educational meetings. 

 
Policy Implemented: June 23, 1995. 
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CHAPTER 6 - RULES OF ORDER 
 

Section 6-1. All SIB meetings will be conducted in accordance with Robert's Rules of Order Newly Revised 

except as superseded by these by-laws and board governance policies. 

 
Policy Implemented: June 23, 1995. 
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CHAPTER 7 - ADMINISTRATIVE OFFICE 
 
Section 7-1.     For the purpose of carrying out the day-to-day business of TFFR and the SIB, an administrative 

office will be maintained in Bismarck, North Dakota.  This office is called the Retirement and 

Investment Office (RIO). 

 
Section 7-2. The Executive Director will be the administrator of the office. 

 
Policy Implemented: June 23, 1995. 
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CHAPTER 8 - AMENDMENTS 
 
Section 8-1. These by-laws may be amended by a two-thirds vote of SIB members.  All amendments must be 

mailed to SIB members at least thirty (30) days prior to the meeting at which they are considered. 

 
Section 8-2. All amendments must include an effective date. 

 
Policy Implemented: June 23, 1995. 



  AGENDA ITEM V.A. 
 
 
 

 

INFORMATIONAL – NO BOARD ACTION REQUESTED 
 
TO:    State Investment Board    
 
FROM:   Dave Hunter      
 
DATE:   June 19, 2015  
 
SUBJECT:  Legislative Update – Cover Memo 

 

 

Senate Bill 2022: 
 
The 64th Legislative Assembly reconvened on June 16th and approved SB 2022 including the 
biennial appropriation for RIO and PERS.  Prior to this positive development, RIO and PERS 
obtained an Attorney General opinion which stated that RIO and PERS were authorized to make 
expenditures during the 2015-17 biennium. The AG Opinion stated, “it is my opinion that the express 
continuing appropriation authority granted these agencies combined with their independent legal 
obligations as fiduciaries of the plans they administer carry with them the implied authority to expend 
funds for the salaries and associated operating expenses of the individuals needed to effectuate 
those appropriations in order to fulfill their fiduciary obligations, to the extent the implied authority if 
not prohibited under state law.  While I cannot, in a legal opinion, determine the amounts these 
agencies may expend pursuant to this implied authority, I will remind the governing Boards of these 
Agencies that they are and remain fiduciaries, and any expenditure of funds must be done 
prudently.”  It is important to note that SB 2022 included a provision to add two legislators to the 
PERS board. Given that three PERS board members serve on the SIB, the proposal to add 
legislators to the PERS Board could result in one legislator being added to the SIB.  

 
 
Current Status:   
 
RIO is awaiting approval of SB 2022 by Governor Jack Dalrymple on or before July 1, 2015.  
 
 

































 

 
 

NORTH DAKOTA RETIREMENT AND INVESTMENT OFFICE 
 

INTRA-QUARTER MONITORING UPDATE 
 

 As of June 19, 2015 
 

STAFFING UPDATE 
 

 
Michael Dewitt resigned as Data Processing Coordinator for RIO effective May 29, 2015, to 
pursue other opportunities.  We were sad to learn of Michael’s decision to leave given the 
knowledge and experience he brought to our team since joining RIO in April of 2014, but we 
wish him the best in his future endeavors. 
 
Rich Nagel, as Supervisor of Information Systems, will expand his considerable duties and 
responsibilities to fulfill our IT needs while we seek a qualified candidate over the next several 
months.   
 
 

AGENDA ITEM V. B. 























































STATE INVESTMENT BOARD MEMO 

June 26, 2015 

 

 

RE:   Recommendation on ED/CIO Compensation   

 

FROM:  Robert Lech, Chairperson of Executive Review Subcommittee 

 

BOARD FOCUS:  Action 

 

The purpose of this memo is to provide a recommendation from the Executive Review 

Committee regarding the salary increase for Mr. David Hunter, Executive Director/Chief 

Investment Officer (ED/CIO) for the North Dakota Retirement and Investment Office. 

 

Compensation Recommendation 

At the March 27, 2015 meeting of the State Investment Board, the Executive Review Committee 

presented a recommendation of a 5%-7% increase for the ED/CIO position which was approved 

by the SIB Board.   

 

At the June 22, Executive Review Committee meeting, discussion was held on the 5%-7% salary 

increase range and it is the recommendation of the Executive Review Committee to offer Mr. 

David Hunter an increase of 7% for the fiscal year beginning on July 1, 2015.  Based on his 

present salary of $210,000, this would bring his salary to $224,700.   

 

 

Compensation Rationale 

The 7% recommendation is based upon exemplary work as evidenced by the comprehensive 

formal evaluation approved by the State Investment Board on March 27, 2015, a compensation 

study of public fund directors, comparison to other staff classification’s compensation increase 

systems, as well as consideration for the fact that Mr. Hunter has received no other compensation 

increase since his hiring at the North Dakota Retirement and Investment Office.  As the State 

Investment Board members are aware, Mr. Hunter did not receive a probationary increase or an 

annual increase on July 1, 2014.  His salary has remained constant at $210,000 since beginning 

his position as the ED/CIO of NDRIO on December 2, 2013. 

 

The Executive Review Committee studied both the historical increases of ED/CIOs for NDRIO 

as well as the McLagan Study of public fund directors dated September 25, 2012.  Based upon 

the McLagan study, the average compensation for an ED/CIO position was $205,000 for the 

fiscal year beginning on July 1, 2012.  When considering a 3% annual increase to that average 

compensation, which would be $211,150, Mr. Hunter’s initial salary of $210,000 was 

commensurate with average ED/CIOs in the fiscal year beginning on July 1, 2014.  Given this 

same aging of the median salary, however, his present salary would warrant an adjustment to 

maintain an average compensation amongst his peers. As outlined in the table on page 2 of this 

memo, aging this study with the same methodology to the fiscal year beginning on July 1, 2015, 

a comparative salary would be $224,009, which equates to 6.67%.   

 

While the ED/CIO position is not considered a classified position, the Executive Review 

Committee did analyze the classified state employee’s compensation increase process for a 



comparison.  When considering the standard 6-month probationary 5% increase and the annual 

compensation increase ranges of 2%-4%, the recommended salary for Mr. Hunter is reasonable.  

As outlined in the table below, even with an annual increase of 2%, Mr. Hunter would have been 

provided a salary of $229,408 for the fiscal year beginning July 1, 2015.  That would increase to 

$233,928 and $238,492 respectively with a 3% and 4% annual increase comparison.   

  

 
McLagan Compensation Study (September 25, 2012) 

Median Salary for Year Beginning on July 1, 2012  $205,000 

Median Salary for Year Beginning on July 1, 2013 

(Aged by 3%) 

$211,150 

Median Salary for Year Beginning on July 1, 2014 

(Aged by 3%) 

$217,485 

Median Salary for Year Beginning on July 1, 2015 

(Aged by 3%) 

$224,009 

Mr. Hunter’s Salary from December 2, 2013 to 

June 30, 2015 

$210,000 

 

State Employee Compensation Model Comparison 

Beginning Salary Probationary 5% Annual 2% (July 1, 2014) Annual 2% (July 1, 2015) 

$210,000 $220,500 $224,910 $229,408 

Beginning Salary Probationary 5% Annual 3% (July 1, 2014) Annual 3% (July 1, 2015) 

$210,000 $220,500 $227,115 $229,320 

Beginning Salary Probationary 5% Annual 4% (July 1, 2014) Annual 4% (July 1, 2015) 

$210,000 $220,500 $229,320 $238,492 

 

 

Considering the State Investment Board’s approved range of a 5% - 7% increase, it is the 

consensus of the Executive Review Committee that Mr. Hunter’s performance merits the full 7% 

salary increase to $224,700. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Recommended Action: 

Approve a salary increase of 7% to $224,700 for Mr. Hunter beginning on July 1, 2015. 
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