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PERMANENT COAL TRUST FUNDS
INVESTMENT POLICY STATEMENT

INTRODUCTION

The purpose of this investment policy statement is to outline the account objectives, permissible investments, and
constraints that will guide the management of the overall permanent fund portfolio. The policy is designed to
meet the various objectives of the permanent trust funds within the context of prudent investment principles
while complying with state law. This policy is intended to apply to the original and all of the various sub-funds
comprising the permanent coal trust.

BACKGROUND INFORMATION

Article IX, Section 5 of the state Constitution requires that 50 percent of all coal severance tax revenues be
deposited in a permanent trust fund (Trust), in which the principal "shall forever remain inviolate unless
appropriated by a three-fourths vote of each house" of the legislature. The Board is encouraged to invest 25
percent of the Trust in Montana businesses.

The legislature has partitioned the Trust into several sub-funds. The Permanent Fund was initially established
when the Trust was created, while the Severance Tax Bond Fund, created later, provides debt service guarantees
and is invested solely in STIP. The Treasure State Endowment Fund was created July 1, 1993, with a $10.0
million transfer from the Permanent Fund. From July 1, 1993 through June 30, 1999 one-half of the coal
severance tax earmarked for the Trust was deposited in the Permanent Fund and the remaining 50 percent was
deposited in the Treasure State Endowment Fund.

Effective July 1, 1999, a new Treasure State Endowment Regional Water Fund sub-fund was created and 25
percent of Trust revenues were dedicated to that account. The Permanent Fund received 25 percent and the
Treasure State Endowment received 50 percent.

Effective July 1, 2005, a new Big Sky Economic Development Fund sub-fund was created and 25 percent of
Trust revenues were dedicated to that account through June 30, 2025. Trust revenues are allocated 50 percent to
the Treasure State Endowment Fund, 25 percent to the Treasure State Endowment Regional Water Fund and 25
percent to the Big Sky Economic Development Fund. There will be no allocation to the Permanent Fund
through June 30, 2016.

Effective July 1, 2016, no Trust revenues will be dedicated to the Treasure State Endowment Fund or the
Treasure State Endowment Regional Water Fund. Coal tax revenue will then be allocated 75 percent to the
Permanent Fund and 25 percent to the Big Sky Economic Development Fund.

Income from the Permanent Fund and the Bond Fund is deposited in the Permanent Fund Income Fund where it
is swept periodically to the state general fund. All sub-funds, except the income fund, are protected by the
Constitution and may be appropriated only by a three-fourths vote of each house of the legislature. Income from
the Treasure State Endowment Fund is appropriated by the legislature for local government infrastructure
projects. Treasure State Endowment Regional Water Fund income is appropriated by the legislature for local
government water projects. Big Sky Economic Development Fund income is appropriated by the legislature for
economic development projects.

OBJECTIVES

The primary investment objective of the fund is to generate income and to fund Montana loans for various
economic development purposes. Income from the fund offsets a portion of the State’s general expenditures. To
meet this income objective requires a return in excess of the assumed risk free rate which entails some risk of
loss of principal. This fund is being managed as a long-term permanent fund, and as such there is little risk that
the corpus will need to be liquidated under normal circumstances. Therefore, the fund has an above average
ability to assume risk. Accordingly, a large allocation to the Trust Fund Investment Pool (TFIP) will be made to
obtain exposure to a diversified fixed income portfolio return while reducing idiosyncratic risk. A large allocation
to Montana loans and investments will be made to comply with legislative expectations.
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PERMITTED INVESTMENTS AND LIMITATIONS

e Trust Fund Investment Pool: a broad allocation range is appropriate to allow for increased return,
diversification and as an offset for other asset types.

e Short Term Investment Pool (STIP): a small allocation is appropriate to provide for liquidity, facilitate
transactions, and allow for temporary timing differences in other allocations.

e Montana Commercial Loans: A broad allocation range is appropriate in contemplation of economic
conditions and to comply with MCA 17-6-305. The code partially states “(1) Subject to the provisions of
17-6-201(1), the board shall endeavor to invest 25% of the permanent coal tax trust fund established in
17-6-203(6) in the Montana economy, with special emphasis on investments in new or expanding locally
owned enterprises. Investments made pursuant to this section do not include investments made pursuant
to 17-6-309(2). For purposes of calculating the 25% of the permanent coal tax trust fund, the board shall
include all funds listed in 17-5-703(1). This subsection does not prohibit the board from investing more
than 25% of the permanent coal tax trust fund in the Montana economy if it is prudent to do so and the
investments will benefit the Montana economy. (2) In determining the probable income to be derived
from investment of this revenue, the long-term benefit to the Montana economy must be considered.”

e Montana Value Added Loans: A moderate allocation range is appropriate to comply with MCA 17-6-317
with a maximum of $70 million.

e Montana Infrastructure Loans: A moderate allocation range is appropriate to comply with MCA 17-6-316
with a maximum of $80 million.

e Intermediary Relending Loans: A very small allocation is appropriate to comply with MCA 17-6-345
with a maximum of $5 million.

e Montana Facility Finance Loans: A small allocation is appropriate in contemplation of economic
conditions and to comply with MCA 17-6-308(4) with a maximum of $15 million.

e Montana Science and Technology Loans: A small allocation is appropriate to comply with MCA 17-6-
308(3) and the run off of the canceled program.

e Montana Veterans’ Home Loan Mortgages: A small allocation range is appropriate to comply with MCA
90-6-603 with a maximum of $40 million.

e Principal and Interest guarantees for Montana Health Facility Finance Authority: No stated range. An
amount equal to one year’s principal and interest should be added to the upper end of the Montana
Commercial Loans range to allow for the contingent liability. This investment is to comply with MBOI
resolution 219.

e Implied Contracts to allow Montana Intercap bond holders to put bonds on the Permanent Fund: No
stated range. An amount equal to outstanding Intercap Bonds should be added to the upper end of the
Montana Commercial Loans range to allow for the contingent liability. This investment is to comply
with MBOI resolution 219.

e Coal Severance Tax Bonds: A small allocation is appropriate to assist the Department of Natural
Resources and Conservation in placing small bonds.

The investment and legal considerations of the fund suggest the permitted investments and expected allocation
ranges shown on the following page. These ranges are intended to apply to the consolidated funds making up the
permanent coal trust.

Cash Investments

Cash investments held at the pool level, any managed account within it, or any separate account entail an element
of credit risk. Thus, only approved cash investment vehicles are permitted. These include the custodian’s STIF
vehicle, STIP, or any SEC-registered money market fund, all of which specifically address credit risk in their
respective investment guidelines.


http://data.opi.mt.gov/bills/mca/17/6/17-6-201.htm
http://data.opi.mt.gov/bills/mca/17/6/17-6-203.htm
http://data.opi.mt.gov/bills/mca/17/6/17-6-309.htm
http://data.opi.mt.gov/bills/mca/17/5/17-5-703.htm
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ASSET ALLOCATION
(At Market)

12/31/2014 Ranges
Trust Funds Investment Pool 83.9% 37% - 93%
Commercial Loans 8.6% 7% - 36%
Value Added Loans 0.1% % - 7%
Infrastructure Loans 2.6% 0% - 8%
Intermediary Relending Loans 0.3% 0% - 1%
Facility Finance Loans 0.3% 0% - 2%
Science and Technology Loans 0.2% 0% - 0%
Veterans' Mortgage Loans 2.6% 0% - 4%
Short Term Investment Pool 1.8% 0% - 5%
Coal Severance Tax Bonds 0% 0% - 1%
100%




