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REGULAR MEETING OF THE 
MONTANA BOARD OF INVESTMENTS 

DEPARTMENT OF COMMERCE 
2401 Colonial Drive, 3rd Floor 

Helena, Montana 
 

August 20 – 21, 2013 
 

AGENDA – DAY 1 
 
COMMITTEE MEETINGS 

A. Audit Committee 9:00 AM 
1. Public Comment – Public Comment on issues with Committee Jurisdiction 
2. FY13 Internal Control Report & Staff Response – Decision 
3. Internal Controls Policy Revisions – Decision 
4. FY13 Legislative Financial Audit – Status 
5. Performance Audit – Status 
6. Pfizer Class Action & Large Investor Law Suit 

  
B. Human Resource Committee 9:30 AM 

1. Public Comment – Public Comment on issues with Committee Jurisdiction 
2. Executive Director Comments 

 
C. Loan Committee 10:00 AM 

1. Public Comment – Public Comment on issues with Committee Jurisdiction 
2. INTERCAP Loan Program Request – Decision 
3. In-State Loan Program Request – Decision 

 
Tab 1 CALL TO ORDER – Mark Noennig, Chairman 10:45 AM 

A. Roll Call 
B. Public Comment – Public Comment on issues with Board Jurisdiction 
C. Approval of the May 2013 Meeting Minutes 
D. Administrative Business 

1. Audit Committee Report 
2. Human Resource Committee Report 
3. Loan Committee Report 

E. Board Education, Highlights from June IFE Conference –  
Kathy Bessette, Marilyn Ryan & Sheena Wilson 

F. Comments from Board Legislative Liaisons 
 
Tab 2 EXECUTIVE DIRECTOR REPORTS – David Ewer 11:15 AM 

A. Member Requests from Prior Meeting  
B. Quarterly Cost Report – Tab 2 
C. October Board Meeting  
D. Pfizer Class Action & Large Investor Law Suit 
E. Custodial Bank Contract 
F. Terminology Commonly Used at the Board 

 
Tab 3 MONTANA LOAN PROGRAM – Herb Kulow 11:30 AM 

A. Commercial and Residential Portfolios Report 
 
Tab 4 BOND PROGRAM – Louise Welsh 11:45 AM 

A. INTERCAP 
1. Activity Report 
2. Staff Approved Loans Report 
3. Loan Committee Approved Loans Report 
4. Annual INTERCAP Loan Detail Report 

 
The Board of Investments makes reasonable accommodations for any known disability that may interfere with a person’s ability to participate in public meetings.  Persons 
needing an accommodation must notify the Board (call 444-0001 or write to P.O. Box 200126, Helena, Montana 59620) no later than three days prior to the meeting to 
allow adequate time to make needed arrangements. 
 



LUNCH SERVED [Chairman acknowledge luncheon and meeting guests] 12:00 PM 
 
Tab 5 GENERAL SESSION WITH NON-PENSION LONG TERM 12:30 PM 
 INVESTMENT CLIENTS – David Ewer  

A. Introductions 
B. Guest Presentations/Attendee List 
C. Fixed Income Presentation for Trust Funds and All Other Funds –  

Cliff Sheets, CFA, Rich Cooley, CFA and John Romasko, CFA, CPA 
  
Tab 6 FIXED INCOME INVESTMENT MANAGEMENT REVIEW –  1:30 PM 
 Cliff Sheets, CFA, Nathan Sax, CFA and Rich Cooley, CFA  
 
BREAK 3:00 PM 
 
Tab 7 BENCHMARKING ANALYSIS – David Ewer 3:15 PM 
 CEM Presentation – Mike Heale 
 
 R.V. KUHNS PRESENTATION – Asset Allocation Introduction 4:15 PM 
 Becky Gratsinger, CFA, Jim Voytko and Mark Higgins, CFA  
    
ADJOURNMENT 4:45 PM 

 
  

 
AGENDA – DAY 2 

 
RECONVENE AND CALL TO ORDER – Mark Noennig, Chairman 8:30 AM 
A. Roll Call 
B. Public Comment – Public Comment on issues with Board Jurisdiction 

 
PERS & TRS BOARD UPDATES – Sheena Wilson and Marilyn Ryan 8:40 AM 
 
Tab 8 FY14 BUDGET – David Ewer 8:50 PM 
 
CONSULTANT REPORT – R.V. Kuhns and Associates 9:35 AM 

A. Fiscal Year End Performance Report 
    
Tab 9 INVESTMENT ACTIVITIES/REPORTS – Cliff Sheets, CFA 10:15 AM 

A. Retirement System Asset Allocation Report 
B. Private Asset Pool Reports – Ethan Hurley, CAIA 

1. Private Equity Pool (MPEP) 
2. Real Estate Pool (MTRP) 

C. Public Equity Pool Reports – Rande Muffick, CFA 
1. Domestic Equity (MDEP) 
2. International Equity (MTIP) 

D. Fixed Income Reports  
1. Bond Pools (RFBP and TFIP) – Nathan Sax, CFA 
2. Below Investment Grade Holdings 
3. Short-term (STIP) and Other Fixed Income Portfolios – Richard Cooley, CFA 
   

RECAP OF STAFF TO DO LIST AND ADJOURNMENT – Mark Noennig, Chairman 12:15 PM 
 

Appendix  
A. Annual Board Meeting Schedule  
B. 24 Month Work Plan  
C. Acronym Index 
D. Terminology List  
E. Public Market Manager Evaluation Policy 
F. Educational Resources 

The Board of Investments makes reasonable accommodations for any known disability that may interfere with a person’s ability to participate in public meetings.  Persons 
needing an accommodation must notify the Board (call 444-0001 or write to P.O. Box 200126, Helena, Montana 59620) no later than three days prior to the meeting to 
allow adequate time to make needed arrangements. 
 

http://www.investmentmt.com/content/Investments/Docs/Performance/2013Q2PerformanceReport.pdf
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MONTANA BOARD OF INVESTMENTS 

DEPARTMENT OF COMMERCE 
The Northern Hotel 

19 North Broadway, 2nd Floor 
Billings, Montana 

 
MINUTES OF THE MEETING 

May 29, 2013 
 

BOARD MEMBERS PRESENT: 
Mark Noennig, Chairman 

Kathy Bessette 
Gary Buchanan 
Sheena Wilson 
Karl Englund 
Jack Prothero 
Marilyn Ryan 

Jon Satre 
 

BOARD MEMBERS ABSENT: 
Quinton Nyman  

 
LEGISLATIVE LIAISONS PRESENT: 

Senator Dave Lewis 
Representative Kelly McCarthy  

 
STAFF PRESENT: 

Geri Burton, Deputy Director 
Dana Chapman, Board Secretary 

Richard Cooley, CFA, Portfolio Manager,  
Fixed Income/STIP 

David Ewer, Executive Director 
Ethan Hurley, CAIA, Portfolio Manager, 

Alternative Equities 
Herb Kulow, MCMB,  

Portfolio Manager, In-State Loan Program 
 

Rande Muffick, CFA, Portfolio Manager,  
Public Equities 

Nathan Sax, CFA, Portfolio Manager,  
Fixed Income 

Clifford A. Sheets, CFA,  
Chief Investment Officer 

Louise Welsh, Senior Bond Program Officer 
Dan Zarling, CFA, Director of Research 

 

GUESTS: 
Jim Voytko, R.V. Kuhns and Associates 

Mark Higgins, R.V. Kuhns and Associates 
John Harrington, Legislative Audit Division 
Ross Johnson, Legislative Audit Division 

Scott Turner, Finance Director, Yellowstone County 
Wayne Dykstra, Board Member, Montana State Fund 

Terry Moore, CFO, First Interstate Bank, Billings  
Matt Brown, Associated Press 

Jim Gransberry, Citizen 
 
CALL TO ORDER 
Board Chairman Mark Noennig called the regular meeting of the Board of Investments (Board) to 
order at 11:47 AM in the Hart Albin Room on the second floor of the Northern Hotel at 19 North 
Broadway, Billings, Montana.  As noted above, a quorum of Board Members was present.  Board 
Member Quinton Nyman was absent.   
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Chairman Noennig introduced newly appointed Legislative Liaisons Senator Dave Lewis and 
Representative Kelly McCarthy.  The Chairman then asked Board and staff members to introduce 
themselves. 
 
Chairman Noennig called for any corrections or revisions to the Board minutes from the April 2, 2013 
meeting.  Member Sheena Wilson noted the omission of her name in the Board Member listing on 
page one.  Board Secretary Dana Chapman advised the correction has been made. 
 

Board Member Gary Buchanan made a Motion to approve the Minutes of the Board 
meeting on April 2, 2013, as corrected.  Member Wilson seconded the Motion. The 
Motion was carried 8-0. 
 

Chairman Noennig asked for public comment.  There was no public comment.  
 

ADMINISTRATIVE BUSINESS 
 
Human Resource Committee Report 
The Human Resource Committee met prior to the Board meeting.  Committee Chair Karl Englund 
reported the Committee discussed two items and approved two motions.  The first item discussed 
was the proposed pay increases, effective July 1, 2013, for exempt staff.   

 
Committee Chair England made a motion to approve the Committee’s recommendation to 
provide pay increases to exempt staff as follows: 
 

Executive Director       8.50% 
Chief Investment Officer      9.75% 
Portfolio Manager Domestic and International Equities  8.50% 
Portfolio Manager Fixed Income/STIP    8.50% 
Portfolio Manager Fixed Income     5.50% 
Portfolio Manager Alternative Investments    5.50% 
Portfolio Manager In-State Loan Program    5.50% 
Director of Research       5.50% 

 
Member Jon Satre seconded the motion.   
 
After a brief discussion, Member Gary Buchanan made a substitute motion to provide a 
blanket 5.50% raise for exempt staff with further Board discussion to be held regarding 
performance and benchmarks upon receiving the final June 30, 2013 performance data.  
Member Jack Prothero seconded the substitute motion.  The motion failed by a vote of 7-1.  
Member Buchanan voted aye. 
 
The Board voted on the original motion to approve the Human Resource Committee’s 
recommended raises for exempt staff.  The motion passed 7-1, Member Buchanan voted nay. 
 

Committee Chair Englund presented the second item discussed by the Human Resource Committee.  
The Committee voted to approve staff recommendations to revise the wording of the Governance 
Manual to reflect in more detail the specific duties being performed by the Chief Investment Officer 
position.  In addition, minor changes are proposed to the Executive Director position clarifying the 
delegation of authority.   
 
Committee Chair England made a motion to approve the proposed changes to the Governance 
Manual.  Member Kathy Bessette seconded the motion.  The motion passed 8-0. 
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Audit Committee Report 
Audit Committee Chair Jon Satre reported on the three items discussed at the Committee Meeting 
held prior to the regular Board Meeting.  The Securities and Exchange Commission (SEC) inquiry of 
State Street Bank seeking information from MBOI on foreign exchange transactions has been 
complied with.  No further action is required at this time.   
 
Galusha, Higgins & Galusha personnel have completed the on-site portion of the FY13 internal 
controls review.  The written report is expected in August. 
 
Mr. John Harrington and Mr. Ross Johnson from the Legislative Audit Division presented an update 
on the upcoming performance audit.  The planning phase has been completed and both Mr. 
Harrington and Mr. Johnson expect to be on-site next week.  They will meet with staff and Board 
members during the on-site phase.    
 
Loan Committee Report 
The Loan Committee met prior to the Board meeting.  Committee Chair Jack Prothero reported that 
Mr. Herb Kulow presented staff recommended changes to four In-State Loan Program policies: 

• Commercial Loan Policy 
• Value Added Loan Policy 
• Infrastructure Loan Policy 
• Veterans’ Home Loan Mortgage Policy 

 
Committee Chairman Jack Prothero made a motion to approve the proposed changes to the 
four In-State Loan Program policies as presented.  Member Marilyn Ryan seconded the 
motion.  The motion passed 8-0. 
 

The Loan Committee also reviewed staff recommended changes to the INTERCAP Loan Program 
Policy and the University System INTERCAP Loan Policy.  Changes proposed for the INTERCAP 
Loan Program Policy incorporate revisions previously approved by the Board as well as a few minor 
technical changes.  The changes to the University System INTERCAP Loan Policy cap the 
outstanding loan balance for both the University of Montana and Montana State University to 19% of 
the total INTERCAP loans outstanding.  The changes help to avoid a concentration in the portfolio of 
university system loans which could affect marketability of the Program’s bonds and addresses 
regulatory reporting requirements which would be required for an outstanding balance by a single 
borrower of 20% or more.  The additional reporting requirements would burden both Board and 
University staff by requiring the collection and dissemination of extensive financial and operating data 
information.   
 

Committee Chairman Prothero made a motion to approve the proposed changes to the 
INTERCAP Loan Program Policy and the University System INTERCAP Loan Policy as 
presented.  Member Marilyn Ryan seconded the motion.  The motion passed 8-0. 
 

The Loan Committee approved three INTERCAP loans: 
• $1,768,000 interim financing loan to the City of Libby for water distribution lines in 

anticipation of USDA Rural Development long term financing; 
• $3,100,00 interim financing loan to DNRC for Water Pollution Control State Revolving 

Fund (SRF) Program in anticipation of GO bond issue; and 
• $1,750,000 interim financing loan to DNRC for Drinking Water State Revolving Fund 

(SRF) Program in anticipation of GO bond issue. 
 
The Loan Committee also reviewed staff recommended changes to the Treasurer’s Fund Investment 
Policy Statement.  The changes made to the policy specifically authorize a Treasurer’s Fund 
investment in an MBOI-Montana Comprehensive Health Association (MCHA) loan. 
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Committee Chair Prothero made a motion to approve the proposed changes to the 
Treasurer’s Fund Investment Policy Statement as presented.  Member Marilyn Ryan 
seconded the motion.  The motion passed 8-0. 
 

The Loan Committee also approved a loan presented by Mr. Herb Kulow for a $2 million single 
advance loan to Montana Comprehensive Health Association, a program which serves Montanans 
not eligible for coverage under traditional insurance.  The loan term is 90 days at an effective 
annualized rate of 2%.   
 

Committee Chair Prothero made a motion to approve the loan to Montana Comprehensive 
Health Association as presented.  Member Gary Buchanan seconded the motion.  The motion 
passed 8-0. 
 

Member Karl Englund introduced and welcomed former Board Chairman Terry Moore to the meeting. 
 

EXECUTIVE DIRECTOR’S REPORT 
 
Overall Comments 
Executive Director Ewer presented his executive director’s memo.  One item regarding member 
requests from prior meetings was reviewed.  Staff will continue to inform the Board of upcoming 
conferences and educational opportunities as soon as possible to allow for adequate time to plan and 
attend any beneficial events.  
 
Asset Allocation will come before the Board at the November Board meeting.   
 
Member Buchanan asked if the upcoming pension fund discussions regarding the 7.75% actuarial 
rate will involve the Board.   
 
Executive Director Ewer advised Montana Public Employees’ Retirement System (PERS) and the 
Teachers’ Retirement System (TRS) are the main drivers in the actuarial rate discussion.  TRS will 
likely determine and recommend what they think the assumed return will be, but they will confer with 
MBOI before the determination is made. 
 
Mr. Jim Voytko commented the assumed rate of return is very important and the assumed rate in 
Montana drives the unfunded liability.  If the assumed rate had a material effect on contributions it 
would be a different picture. 
 
Executive Director Ewer reviewed the Quarterly Cost Report showing the Board fees, custodial fees 
and manager fees.  They fluctuate throughout the year so it is difficult to make quarter-to-quarter 
comparisons.  Responding to a question from Senator Lewis, Mr. Ewer stated the FY 2013 fees so far 
total $30 million and the projected total for the fiscal year is expected to be between $45-50 million.  
He stated private equity fees lag and additionally, when stocks increase in value, fees increase, as 
they are based on a percent of market value of the invested funds. 
 
Member Buchanan noted the cost in fees is approximately 57 basis points.  Mr. Ewer agreed fees are 
between 50-60 basis points and added an analysis of our costs vs. other pension funds is now being 
conducted.  During the past two years, MBOI fees have been slightly lower, while producing slightly 
better performance.   
 
Executive Director Ewer reviewed the 2014 Work Plan briefly stating the lack of scheduled items for 
the October Board meeting may allow skipping the October meeting.  After a brief discussion the 
Board agreed to review the need for the October meeting at the August meeting. 
 
Mr. Ewer advised the Department of Commerce took the necessary steps to repeal Board rules which 
pertained to the now repealed Montana Capital Company Act.  No Board action is needed. 
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Mr. Ewer reviewed staffing and budget items.  The last two FTE’s are in the process of being filled.  
There were initially six vacant FTE’s when Mr. Ewer started as executive director, one position was 
passed on to Commerce.  Accounting is now fully staffed and the two positions currently in the 
process of being filled are an alternative equity analyst and an investment performance analyst which 
is currently filled on a contract basis by Chris Phillips.   
 
The Work Plan calls for the annual budget review in August.  The 2013 Legislative House and Senate 
concurred with the MBOI budget.  Staff will present the budget to the Board showing operation costs, 
overhead and research. 
 
The major bills regarding pensions in the legislature were House Bill 454 and House Bill 377.  The 
changes were substantial and complex.  General fund cash and coal tax allocations in conjunction 
with a reduction in the Guaranteed Annual Benefit Adjustment (GABA) will be implemented on the 
pension funds.  The changes represent a significant benefit to the funded status of the pension plans.   
 
There was a brief discussion regarding a possible legal challenge to the reduction of GABA from 3% 
to 1.5% that was approved by the legislature.  No suit has been filed to date.   Chairman Noennig 
noted this issue may need further Board discussion if a suit is filed. 

 
MONTANA LOAN PROGRAMS 

 
In-State Loan Program 
Mr. Herb Kulow presented an update of the commercial and residential loan program portfolios.  As of 
April 30, 2013 the commercial loan program had 120 outstanding loans totaling $121,633,939; down 
$15,045,721 from a year ago and down approximately $85,000,000 since 2007.  There are five past 
due loans, totaling $920,375, representing 0.75% of the portfolio.   
 
The residential loan program has 369 loans totaling $16,034,337, a decrease of $5,202,233 since 
April 2012.  There are eight loans past due totaling $498,389, or 3.11% of the portfolio.  Seven loans 
totaling $433,646 or 2.70% of the portfolio were past due 90 days or greater, of which 5 loans were 
guaranteed representing $340,345 or 2.12% of the portfolio. 
 
The Veterans’ Home Loan Mortgage Program has grown to 57 loans totaling $9,924,094.  The 
balance of coal tax money remaining for the program, after considering outstanding reservations of 
$3,424,007, is $1,651,899   prior to the additional $15,000,000 allocated in the most recent legislative 
session.  The current portfolio yield is 1.45%.  The BOH bond interest rate is 2.75%, established 
when BOH sold bonds totaling $25 million at market, which became effective May 3, 2013.  The rate 
will not change until BOH sells additional bonds at market.  The current interest rate for veterans 
using the program is 1.75% for a fixed rate 30 year loan and is determined by statute as 1% less than 
the lower of the Board of Housing (BOH) sold bond rate or market interest rate.  Net yield to MBOI is 
1.0% after deducting the BOH service and administration fees of .375 each.  The potential for 
problem loans exists as the borrowers only have to put $2,500 down on an average loan size of 
$175,000; however, there is recourse for overdue loans past 30 days as the bank has to repurchase 
the loan. 
 

BOND PROGRAM REPORTS 
 
Activity Report 
Ms. Louise Welsh reviewed the quarterly Activity Summary report and presented the staff approved 
loans.  Ms. Welsh noted there were two bills in the legislative session which may be relevant to the 
Bond Program.  The governor vetoed House Bill 301 which would have raised the bond debt limit for 
school districts on general obligation bonds from 50% to 100% of the taxable property value.  The 
other bill, Senate Bill 175, which passed and was signed by the governor revises school finance laws 
reducing school district property taxes and redirecting oil and gas tax revenues from the state general 
fund to a new fund in support of school base budgets. 

 5 



 
Pending Approval August 20, 2013 

 
Staff approved loans are listed below: 
 

Borrower: Sweet Grass County 
Purpose: Purchase two new patrol cars 
Staff Approval Date January 11, 2013 
Board Loan Amount: $68,000 
Other Funding Sources: $22,456 
Total Project Cost: $90,456 
Term: 5 years 
  
Borrower: Toole  County 
Purpose: Purchase hospital equipment/software for Marias Medical Center 
Staff Approval Date January 11, 2013 
Board Loan Amount:    $579,394 
Other Funding Sources:    $476,616 
Total Project Cost: $1,056,010 
Term: 5 years 
  
Borrower: City of Libby 
Purpose: Finance preliminary engineering services 
Staff Approval Date January 17, 2013 
Board Loan Amount:    $462,623 
Other Funding Sources: $1,148,377 
Total Project Cost: $1,611,000 
Term: 6 years 
  
Borrower: McCone County 
Purpose: Purchase a pickup for the Road Department 
Staff Approval Date January 18, 2013 
Board Loan Amount: $29,230 
Other Funding Sources:           $0 
Total Project Cost: $29,230 
Term: 5 years 
  
Borrower: Town of Culbertson 
Purpose: Purchase a refuse vehicle 
Staff Approval Date January 28, 2013 
Board Loan Amount: $42,000 
Other Funding Sources:           $0 
Total Project Cost: $42,000 
Term: 7 years 
  
Borrower: City of Red Lodge 
Purpose: Replace 16 blocks of water mains, fire hydrants and valves 
Staff Approval Date February 7, 2013 
Board Loan Amount:    $616,243 
Other Funding Sources: $2,057,715 
Total Project Cost: $2,673,958 
Term: 15 years 
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Borrower: Opportunity Rural Fire District 
Purpose: Purchase a new Fire Tender (Truck) 
Staff Approval Date February 13, 2013 
Board Loan Amount: $180,000 
Other Funding Sources: $100,000 
Total Project Cost: $280,000 
Term: 10 years 

 
Borrower: Lewis and Clark County 
Purpose: Improve Big Sky Subdivision Rural Improvement District (RID) roads 
Staff Approval Date February 28, 2013 
Board Loan Amount: $194,737 
Other Funding Sources:             $0 
Total Project Cost: $194,737 
Term: 15 years 

 
Borrower: Town of Superior 
Purpose: Construct Town offices 
Staff Approval Date March 5, 2013 
Board Loan Amount: $105,000 
Other Funding Sources:   $93,000 
Total Project Cost: $198,000 
Term: 10 years 
  
Borrower: White Sulphur Springs High School District 
Purpose: Replace boiler system 
Staff Approval Date March 11, 2013 
Board Loan Amount: $450,000 
Other Funding Sources: $365,000 
Total Project Cost: $815,000 
Term: 2 years 

 
Borrower: Town of Whitehall 
Purpose: Update a preliminary engineering report 
Staff Approval Date March 12, 2013 
Board Loan Amount: $15,000 
Other Funding Sources:           $0 
Total Project Cost: $15,000 
Term: 3 years 

 
Borrower: Missoula County 
Purpose: Purchase telemetry system for Lolo Water & Sewer District (RSID) 
Staff Approval Date March 15, 2013 
Board Loan Amount: $130,000 
Other Funding Sources:   $20,000 
Total Project Cost: $150,000 
Term: 5 years 
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Borrower: Three Forks School District  
Purpose: Replace boiler system 
Staff Approval Date March 25, 2013 
Board Loan Amount: $132,500 
Other Funding Sources:    $50,505 
Total Project Cost: $183,005 
Term: 3-4 years 

 
Borrower: North Valley Public Library District (Stevensville) 
Purpose: Refinance building mortgage 
Staff Approval Date March 28, 2013 
Board Loan Amount: $68,000 
Other Funding Sources:           $0 
Total Project Cost: $68,000 
Term: 15 years 

 
 
 
 
 
 
 
 
 
 
 

Borrower: Montana State University-Bozeman 
Purpose: Purchase truck for KUSM, public television station 
Staff Approval Date February 15, 2013 
Board Loan Amount: $30,000 
Other Funding Sources:           $0 
Total Project Cost: $30,000 
Term: 5 years 

 
 

BOARD’S REAL ESTATE HOLDINGS IN MONTANA 
 
Deputy Director Geri Burton presented a report on the real estate holdings in Montana.  MBOI owns 
four buildings and one parcel of land and administers them as investments in the retirement system 
portfolio.  The holdings originally were held jointly by the Teachers’ and Public Employees’ 
Retirement Systems, but in 2011 the holdings were moved to the Montana Real Estate Pool to benefit 
all nine pension funds.   
 
The first property was acquired in 1995 when the Board authorized the purchase of the Park Avenue 
building in Helena.  It is well maintained and some major improvements have been made.  The 
second building was the Colonial building in Helena when in 1997 the Board authorized the purchase 
of land to construct a new office building which would house the MBOI offices as well as additional 
tenants.  The building was completed and the MBOI offices moved to the new location in the fall of 
1999.  State agency and private tenants moved into the remaining space.  The building recently had 
new carpet installed and wainscoting added.  A keyless entry system will be installed in the late 
summer or fall.  The land owned by the Board is on California Street directly behind the Red Lion 
Colonial Hotel next to the Colonial building and was purchased in December 1998.  The Bozeman 
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building located at 2273 Boot Hill Court involved the construction of a one story office building on 
school trust land and houses four state agencies.  The building at 1712 9th Avenue was purchased by 
and for PERS in 1968.  The ownership deed was changed in 2000 to reflect Montana Board of 
Investments as the owner.  The building houses two state agencies.   
 
Executive Properties in Billings manages all the properties, including all incoming and outgoing 
payments.  The properties are well maintained, in good locations with long standing tenants.  
Upcoming improvements include electrical work at the Park Avenue building and the keyless entry at 
the Colonial building. 
 
Member Jon Satre asked if a cost benefit analysis had been completed on the properties. 
 
Ms. Burton stated the leases were put in place to acquire an actuarial rate of return for the retirement 
systems.  Executive Director Ewer added sale of the properties has not been considered and as they 
are state buildings housing mostly state agencies, there is no plan at this time to cash out. 
 
Member Gary Buchanan asked if the actuarial rate had been met on the real estate holdings. 
 
Ms. Burton advised the properties were added to the real estate pool in April 2011 which has a line 
item specific to the properties.  There is no long term return information due to the recent inclusion 
into the pool; however, there is a 6.5% to 8% cap rate for the various buildings. 
 
Chairman Noennig asked if sale of the raw land parcel had been considered.  
 
Ms. Burton stated there are no current plans to sell the parcel and no appraisal has been done 
recently. 
 
Chairman Noennig suggested with no income being produced on the land parcel, this may be an item 
for future consideration. 
 
Executive Director David Ewer advised MBOI does not plan to acquire any more properties or land at 
this time.  The properties are occupied with good tenants and provide a good rate of return.  No 
changes are recommended at this time. 
 

CONSULTANT REPORT 
 
RV Kuhns & Associates – Mr. Jim Voytko and Mr. Mark Higgins 
 
In response to a request from the Board several months ago for more educational presentations, Mr. 
Jim Voytko presented four potential topics: 

• Global Tactical Asset Allocation (GTAA) Investments – These are investments that 
tactically allocate capital across multiple asset classes based on relative valuation. 

• RVK Public Fund Survey Results 
• Economic growth globally and how it affects expectations of return and risk 
• Inflation and asset class valuations 

 
Mr. Voytko presented the capital market review and noted 10-year trailing performance has greatly 
improved due to the recent rally across several asset classes (most notably U.S. equity).  Over the 
trailing 10-year period, six asset classes have exceeded the actuarial rate for the period ending 
March 31, 2013.   Mr. Mark Higgins added equity markets have performed well through since the end 
of the quarter due to better than expected economic indicators.  However, he cautioned that 
valuations for fixed income and equities are strained right now.  There is also heightened sensitivity to 
any hint that the Federal Reserve may accelerate the timeline for ending quantitative easing.   
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Mr. Voytko reviewed comparative performance for the retirement plans and noted there are three 
lenses through which to view performance.  First, is the fund earning enough to serve the pension 
expectations?  The answer is yes.  The YTD, 1, 3 and 5 year returns are all positive and the 10 year 
return is climbing as additional years of higher return are incorporated.  Secondly, are returns 
appropriate when you consider benchmarks and fees?  This is mixed as the fund is slightly less than 
the benchmark, although positive over 10 years.  And lastly, how is the plan doing when compared to 
peers?  Peer ranking is the least vital factor as peers are not always invested in the same ways or 
have varying liabilities.  Peer ranking has improved steadily overall; the fund ranked 72nd 10 years 
ago, but has improved to the top quartile for the 3 year period.   
 
Mr. Voytko then discussed a comparison of the Public Employees’ Retirement Plan vs. peer groups 
with assets >$3 billion.  He stated that the hope of investors is to achieve higher returns with 
decreased levels of risk, and that the ideal scenario is to achieve the most return with the least risk.  
He then noted that over a five-year period, the Public Employees’ Retirement Plan has achieved 
returns that are comparable to other plans; however, these returns have been achieved with a lower 
level of risk.  Over a 10 year period, the fund has realized slightly less than average return, but shows 
less risk than peers. 
 
Mr. Mark Higgins followed Mr. Voytko and presented comparative performance for the investment 
pools.  Domestic equity for FYTD, 1 year and 3 years easily exceeded the 7.75 actuarial rate, and 
even the 5 year numbers were reasonably strong.  Mr. Higgins noted that domestic equity was the 
key driver for the recent recovery at the total fund level.  Mr. Higgins also noted that the reduced 
tracking error in the domestic and international equity portfolios was largely attributable to the recent 
restructuring of the two investment pools (namely the move to more passive strategies). 
 
Member Buchanan asked if the significant changes made of reducing managers and moving to 
passive are responsible for the positive returns.  Mr. Higgins responded it’s too early to make a 
conclusive judgment; however, the tracking error shows good progress.   
 
Mr. Voytko added with reduced fees and the move to passive investments, there is less likelihood of 
dipping too far below the benchmark. 
 
Mr. Higgins stated the Retirement Fund Bond Pool (RFPB) has continued to perform above the 
benchmark.  Credit goes to staff management for the timely move to high yield and the quality of 
internal manager performance.  However, Mr. Voytko cautioned that quarter-to-date returns fell below 
the actuarial rate and it will be very difficult to realize strong absolute returns in the current fixed 
income market.   
 
Mr. Higgins reviewed real estate investments.  While the real estate pool continues to lag behind the 
NCREIF Index, the obvious drag is timber which is a very long term investment.  The asset class 
provides a strong diversifier, reducing return, but without added risk. 
 
STIP serves as a cash vehicle and with low interest rates, low returns will continue; however, STIP 
has outperformed the benchmark over the long term. 
 
The private equity pool always reflects a quarter lag behind the benchmark and is a long term asset 
class.  The pool has added 155 basis points over 10 years vs. the benchmark, the S&P 1500 plus a 
premium of 4%, a strong contribution to the total fund as well as serving as a diversifier.   
 
Responding to a question from Member Englund, Mr. Higgins clarified on the comparison chart of 
PERS vs. public funds >$3 billion, the data reflects gross of fee returns as the fees are unknown for 
the funds included.  The CEM report reflected MBOI fees are slightly lower than the assumed rate.  
 
Mr. Cliff Sheets stated with peer comparisons, asset allocation and fees of the public universe peers 
are unknown and also fluctuate from quarter to quarter.  The CEM survey is valuable for data 
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comparison; the results will be presented in depth at the August Board meeting.  The last survey 
assumed a fee cost of 165 basis points for fund-of-funds private equity, which was not accurate as it 
was too high. 
 
Member Prothero asked Mr. Higgins if there were any other noteworthy items to discuss.  Mr. Higgins 
noted Alliance Bernstein and Hansberger continue to struggle and remain on the watch list.  Martin 
Currie has resolved outstanding issues they faced and so concern is diminished.  Post Advisors has 
recovered and has a good team in place now. 
 
Mr. Voytko added that firing a manager for poor short term performance is not always the best 
strategy, unless they are a bad fit or have lost managers that have not been replaced, or perform 
poorly when they should be outperforming. 
 

INVESTMENT ACTIVITIES/REPORTS 
 
Retirement System Asset Allocation Report  
Mr. Cliff Sheets presented the asset allocation report for the nine pension funds for the quarter ending 
March 31, 2013.  Positive returns for the quarter were generated by equities.  The pension funds saw 
an increase in value of $358 million and equities increased to 67.5% due to market growth.  Domestic 
equities increased by 1.3% for the quarter.  Strong absolute returns were realized despite sales of 
$89 million during the quarter.   
 
All other asset class exposures did shrink slightly as a percent of the total with bonds showing the 
most dilution effect from strong equity returns.  There were small private equity sales made to reduce 
liquidity in the pool given ongoing strong distributions. Fixed income allocation decreased, although 
there were no sales, due to weak relative returns compared to the other asset classes.  Real estate 
decreased slightly for the quarter although returns were positive for the quarter and there were $14 
million in real estate purchases.  In total there was a net $94 million in sales out of long term asset 
pools, partly to fund benefits.  Over all, changes in asset allocation were driven mostly by market 
returns this quarter.   
 
Comparison to State Street Public Fund Universe 
Mr. Sheets presented the asset allocation comparison to the State Street Bank pension plan 
universe.  The public fund universe data compiled this quarter by State Street Bank is different from 
previous quarters.  Previous comparisons included all public plans in State Street Bank’s universe 
greater than $1 billion.  This quarter the comparison was limited to public funds valued between $3 
and $20 billion, reflecting a universe more closely aligned with our plan. This excludes the mega 
plans and includes about 40 comparable plans. A comparison of at least 30 funds is needed to get a 
reasonable comparison.  Additionally, plans in the new group have at least 30% public stocks.  Many 
public fund universes have no transparency regarding asset allocation making comparisons difficult; 
therefore, including those with at least 30% public equities provides a more accurate comparison.  
Using the new data, our public equity and fixed income allocations are still very close to the median; 
are near the low end on cash, and in the upper half for real estate and private equity.  Hedge funds 
are not included in the comparison, and only 11 plans in the State Street Bank universe have any 
hedge fund exposure.  This standard will be used going forward as it is a better fit, and is also 
consistent with the R.V. Kuhns universe as far as minimum size. 
   
Member Karl England asked if the data is skewed due to the manner which different funds classify 
alternative equities and real estate. 
 
Mr. Sheets noted while real estate is considered alternative in our holdings, some funds classify it as 
conventional.  Additionally, some funds hold only core real estate, while we have a more diversified 
portfolio, including timberland which is classified as real estate.  Plans that have virtually no holdings 
in real estate are included in figuring the median and this can skew the data.   
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Fiscal year to date market value has increased by $739 million, 76% of which is attributable to stocks, 
mostly domestic, resulting from the stock market rally.  State Street Bank public fund universe return 
comparisons show median numbers that are very close to those from R.V. Kuhns.  We are very close 
to the median for five and seven year periods.  The trailing 10 year returns for the pension funds 
continue to improve and reflect stock prices have appreciated substantially during that time period. 
 
Responding to a question from Member Englund, Mr. Voytko stated that while our alternative 
investments appear to be a larger allocation versus peer groups the data does not show peer 
exposures to alternatives such as hedge funds or opportunistic, so the median representation to 
alternatives here may understated relative to Montana’s.  
 
Member Buchanan asked if our risk is lower with our private equity rather than if those investments 
were in hedge funds instead.  Mr. Voytko responded liquidity and equity risk are higher; however, 
headline and transparency risk are lower.  
  
Fixed Income 
Mr. Nathan Sax presented the Fixed Income overview and strategy.  Investors are nervous about 
ending quantitative easing by the Fed and interest rates are likely to remain low through 2014.  
Economists predict 2% growth for calendar 2013 which is better than the rest of the world.  Combined 
fixed income returns as reflected in the Barclays Aggregate Index for the last quarter was a negative 
12 basis points.  The portfolio is 72% internally managed. 
 
External manager selection has been good; all managers are within the first or second quartile.  
Manager correlation is good with varying styles.  Spreads since 2011 have been getting tighter and 
investors are still going after high yield investments, but taking on more risk. 
 
There have been no changes to the below investment grade holdings held in internally-managed 
portfolios.  Lehman Brothers has been providing some distributions, which should continue for the 
next two years; the current price is 26 cents on the dollar.  Our expected recovery should be 
approximately $1.5 to $2 million above the current book value on these bonds. 
 
Short Term Investment Pool (STIP), State Fund Insurance and Treasurer’s Fund Report 
Mr. Richard Cooley reported credit quality of money markets has improved slightly; rates have 
remained the same providing very little return.  Three month Libor rates are down 2 basis points.  The 
STIP portfolio remains well diversified.  The net daily yield on STIP is 0.20% and the balance remains 
the same as last quarter at $2.65 billion.  The recent purchase of some longer term securities will help 
increase yield slightly. 
 
The Treasurer’s Fund, made up of half general fund money and half other various state operating 
accounts not invested in STIP, had no securities transactions during the quarter. 
 
State Fund Insurance fixed income holdings had a yield to maturity that was 15 basis points above 
the benchmark at the end of the quarter.  The fund total return performed at 158 basis points over its 
benchmark for the last year and has outperformed for the 1, 3, 5 and 10 year periods.  The STIP 
balance, limited to a range of 1-5% by policy, rose slightly above 5% in anticipation of funding for the 
two core real estate purchases approved as a new asset class at the February Board meeting.  The 
two purchases, totaling $35.7 million, settled on April 1, 2013.  One fund is fully funded and the other 
is partially funded.  Equity holdings, limited to 8-12% by client preference, inched up near 12% due to 
the strong equity market, necessitating the sale of $6 million in the S & P Index fund.   
 
In attendance at the meeting, State Fund Board Member Wayne Dykstra, was introduced by Member 
Buchanan. 
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Trust Funds Investment Pool Policy Statement 
Mr. Cliff Sheets presented the proposed revisions to the Trust Funds Investment Pool Policy 
Statement.  The policy statement, which was approved at the last Board meeting, has one 
housekeeping item which revises the policy asset class ranges to match those in the Core Internal 
Bond Portfolio Policy Statement. 
 

Member Sheena Wilson made a motion to approve the proposed policy statement 
changes as presented.  Member Kathy Bessette seconded the motion.  The motion 
passed 8-0. 
 

Montana Domestic Equity Pool (MDEP) 
Mr. Rande Muffick reported on the Montana Domestic Equity Pool (MDEP) for the quarter ending 
March 31, 2013.  The great stock rally has continued bringing the MDEP market value to $3.2 billion 
at quarter end.  Low yields in fixed income and cash drove investors to equities.  The Fed is in better 
shape than the rest of the world, and dividend yields are good.  The strong showing in the S & P 500 
makes a correction this summer likely.  MDEP outperformed the benchmark by 37 basis points over 
the quarter and has outperformed by 76 basis points through the first three quarters of the fiscal year.  
The positive effects of the recent restructuring are apparent.  Active managers and overweight 
allocations in small and midcap have all added value.  The search for additional small and midcap 
managers has been completed and four new managers were added at the end of April.  Two mid cap 
managers received $40 million each and the two small cap managers received $20 and 25 million. 
May 1st was the start date for the new managers and is when their performance measurement will 
start.  Managers were picked according to performance, stability of investment teams and 
strategy/philosophy as well as how they complement the current managers.  The new pool structure 
includes more active small and midcap stocks and more passive/index holdings for large cap.  The 
funding of the new managers completes the MDEP restructure.  
 
Member Buchanan asked what impact the new strategy will have on overall manager fees and what 
the final costs of the transition were. 
 
Mr. Muffick stated the savings will be about $3 million annually in fees.  Previous cost per year of 30 
basis points should be reduced to about 20 basis points for all investments.  The transition was 
handled by State Street Global Markets.  They had a low cost option which they estimated at 21 basis 
points, or $270,000, and they kept costs very close to the estimate. 
 
Responding to a question from Executive Director Ewer, Mr. Muffick advised Factset is the tool 
utilized by research staff each quarter to run data provided by State Street Bank which provides 
attribution and holdings reports.  These reports track the added value provided by each manager. 
 
Montana International Equity Pool (MTIP) 
Mr. Muffick reported international markets also realized good but mixed returns this quarter.  Japan 
was up 70% the last few months, but emerging markets were down in the first quarter and Europe 
was in the middle.  The dollar had a strong quarter which took about 4% from international returns.   
 
Interviews will begin next week for international small cap and emerging market managers, as the 
next phase of the international pool restructure begins.  A lot of good managers are full and not taking 
new clients as investors are seeking out managers with the best returns. 
 
Public Equity External Manager Watch List 
Mr. Muffick stated there was one addition to the watch list this quarter.  Hansberger was added this 
month due to lagging performance versus the benchmark.  They were previously on the watch list 
due to performance.  They were overweight in China and are now pulling back as the big bets have 
not paid off.  We will continue to monitor them closely.  Alliance Bernstein remains on the list since 
being added in August 2012.  A deep value strategy has not worked well; however, performance is 
starting to pick up.   
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PUBLIC EQUITIES MANAGER WATCH LIST 
May 2013 

 

Manager Style Bucket Reason $ Invested       
(mil) Inclusion Date 

Alliance 
Bernstein International – LC Value Performance $101.1 August 2012 

Hansberger International – LC Growth Performance $105.5 May 2013 
 

Private Asset Pool Reviews 
 
Montana Private Equity Pool (MPEP) 
Mr. Ethan Hurley presented the private equity report for the quarter ended March 31, 2013.  Three 
commitments were made since the last Board meeting totaling $50 million.  A commitment of $20 
million was made to Affinity which has been a top performer.  An additional $5 million was committed 
to Dover VIII in a secondary international buyout opportunity.  And $25 million was committed to 
CCMP which focuses on U.S. consumer, industrial and health care industries.  Private equity has had 
a net positive cash flow for the last several quarters.  The total exposure by strategy is broadly 
diversified and within policy ranges.  Exposure geographically is mainly focused on North America.  
Going forward, Asia may increase and Europe is expected to decrease.  As more direct primary 
commitments are made and fund of funds investments decrease, corresponding fees will diminish.  
The portfolio has performed well; since 1988, for every dollar invested, $1.40 has been returned.   
 

Fund Name Vintage Subclass Sector Amount Date 
Affinity Asia Pacific Fund IV, LP 2013 Buyout  Diversified $20M 4/12/13 

Dover Street VIII, LP 2012 Secondaries  Diversified Add’l $5M 4/24/13 

CCMP Capital Investors III, LP 2013 Buyout  Diversified $25M 4/26/13 
 
Montana Real Estate Pool (MTRP) 
Mr. Ethan Hurley presented the real estate report for the quarter ended March 31.  There have been 
no new commitments since the last Board meeting.  There is a negative cash flow with capital calls 
exceeding payouts.  Exposure is diversified and relatively well balanced.  One timber manager is up 
for renewal this year.  Geographically the fund is well diversified.  Over the quarter, value added and 
opportunistic outperformed core investments.   
 
Mr. Sheets added the positive trend experienced since calendar 2010 is expected to continue with 
more emphasis on non-core assets.  Real estate provides an important diversifier.  There should be 
improvement in the next two to three years, real estate lagged with the market on the way down and 
will lag on the way up and closed end funds always have a one quarter lag. 
 
Partnership Focus List 
There were no changes to the MPEP or MTRP Focus lists since the last Board Meeting.   
 
Public Employees’ Retirement System and Teachers’ Retirement System Update 
Member Sheena Wilson reported the Public Employees’ Retirement Board will be very busy in the 
coming months.  Emergency rules will need to be implemented in the interim to address actuarial 
assumptions.  Ms. Wilson stated the PERB is pleased to have the opportunity to make improvements 
to the retirement system.  Member Marilyn Ryan stated the TRS Board is relieved and grateful for the 
legislative action on the retirement systems.  TRS Executive David Senn is retiring and a nationwide 
search will be conducted for his replacement. 
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Recap and To Do List 
R.V. Kuhns will provide the requested fiscal year-to-date private equity return number. 

 
ADJOURNMENT 

 
There being no further business, the meeting was adjourned at 4:39 PM.   
 
Next Meeting 
The next regular meeting of the Board will be Tuesday and Wednesday, August 20 and 21, 2013 in 
Helena, Montana. 
 
Complete copies of all reports presented to the Board are on file with the Board of Investments. 
 
BOARD OF INVESTMENTS 
 
APPROVE:        
  Mark Noennig, Chairman 
 
ATTEST:        
  David Ewer, Executive Director 
       
DATE:            
 
 
MBOI:drc      7/10/13 
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MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
To:  Members of the Board 

  
From:  David Ewer, Executive Director 
   
Date:  August 20, 2013 
   
Subject: Executive Reports under Tab 2 of Agenda 
 
Member Requests from Prior Meeting 
 
RVK will show fiscal year to-date figures for private equity (MPEP) as well as for other asset classes. 
 
Quarterly Cost Report Attached within Tab 2 
 
The quarterly cost report is included under Tab 2.  Additional total fiscal year cost and budget detail will 
be presented under Tab 8. 
 
Board October Meeting 
 
We remain sufficiently on schedule with our systematic work plan to recommend cancelling the one-day 
October meeting. 
 
Pfizer Class Action and Large Investor Law Suit 
 
The Board’s legal counsel for the large investor class action against Pfizer has recommended that the 
Board return to being included in the much larger general class action suit due to an unexpected federal 
appellate ruling (involving a completely different case) ‘sharply’ deviating from longstanding principles 
regarding statute of limitations, as originally set forth by a ‘seminal’ U.S. Supreme court case almost 40 
years ago.   Staff has accepted special counsel’s recommendation. 
 
Custodial Bank Contract 
 
A separate memorandum on this subject is in Tab 2. 
 
Terminology Commonly Used at the Board 
 
Staff has compiled and defined a list of terms as used at our Board meetings; they fall into five broad 
categories:  general investment, accounting, board fiduciary/trustee, banking/municipal lending, and 
state government.  The list is included in the Appendix along with the current list of acronyms. R.V. 
Kuhns also provides a glossary of terms in its quarterly report.   



Q1 Q2 Q3 Q4 FY 2013
Pool 9/30/2012 12/31/2012 3/31/2013 6/30/2013 Change1  to Date

Retirement Funds Bond Pool (RFBP) 111,690$          167,535$          111,690$             167,535$             55,845$          558,450$             
Trust Funds Investment Pool (TFIP) 73,472              110,208            73,472                 110,208               36,736            367,360               
Montana Domestic Equity Pool (MDEP) 97,880              146,820            97,880                 146,820               48,940            489,400               
Montana International Equity Pool (MTIP) 87,758              131,637            87,758                 131,637               43,879            438,790               
Montana Private Equity Pool (MPEP) 133,022            199,533            133,022               199,533               66,511            665,110               
Montana Real Estate Pool (MTRP) 81,580              122,370            81,580                 122,370               40,790            407,900               
Short Term Investment Pool (STIP) 92,286              138,429            92,286                 138,429               46,143            461,430               
All Other Funds (AOF) Investments Managed 135,612            203,418            135,612               203,418               67,806            678,060               

Total 813,300$          1,219,950$       813,300$             1,219,950$          406,650$        4,066,500$          

Q1 Q2 Q3 Q4 FY 2013
Pool 9/30/2012 12/31/2012 3/31/2013 6/30/2013 Change2  to Date

Retirement Funds Bond Pool (RFBP) 56,703$            56,703$            56,703$               56,703$               (0)$                  226,812$             
Trust Funds Investment Pool (TFIP) 39,519              39,519              39,519                 39,519                 (0)                    158,076               
Montana Domestic Equity Pool (MDEP) 133,731            133,731            133,731               133,731               (0)                    534,924               
Montana International Equity Pool (MTIP) 31,317              31,487              31,402                 31,317                 (85)                  125,523               
Montana Private Equity Pool (MPEP) 31,116              32,016              32,016                 33,366                 1,350              128,514               
Montana Real Estate Pool (MTRP) 19,305              19,755              19,754                 20,654                 900                 79,468                 
Short Term Investment Pool (STIP) 52,776              52,776              52,776                 52,776                 (0)                    211,104               
All Other Funds (AOF) Investments Managed 37,983              37,983              37,983                 37,983                 0                     151,932               

Total 402,450$          403,970$          403,884$             406,049$             2,165$            1,616,353$          

2 Custodian Bank Fees: Additional charges to set up new investments in Private Edge.

Total Fiscal Year 2013 Management Fees (Unaudited)

Board Fees

Custodial Bank Fees

1 Board Fees:  To maintain working capital at appropriate levels, no Board fees were charged in July or March. This action resulted in lower fees for Q1 and Q3.



Q1 Q2 Q3 Q4 FY 2013
Pool 9/30/2012 12/31/2012 3/31/2013 6/30/2013 Change3  to Date

Retirement Funds Bond Pool (RFBP) 375,350$          381,932$          391,441$             384,388$             (7,053)$           1,533,111$          
Trust Funds Investment Pool (TFIP) 391,247            265,445            550,301               410,482               (139,819)         1,617,475            
Montana Domestic Equity Pool (MDEP) 1,462,249         1,667,522         1,592,410            1,900,013            307,603          6,622,194            
Montana International Equity Pool (MTIP) 771,879            580,222            877,577               746,176               (131,401)         2,975,854            
Montana Private Equity Pool (MPEP) 3,160,997         4,105,611         4,081,103            4,805,270            724,167          16,152,981          
Montana Real Estate Pool (MTRP) 931,273            1,117,195         3,828,198            3,389,188            (439,010)         9,265,854            
Short Term Investment Pool (STIP) -                        -                        -                           -                           -                      -                           
All Other Funds (AOF) Investments Managed 6,188                6,160                6,380                   49,920                 43,541            68,648                 

Total 7,099,183$       8,124,087$       11,327,410$        11,685,437$        358,027$        38,236,117$        

3 TFIP: Q4 is a normalized quarter.  The decline reflects the fact that there were two quarters of fees for American Reality core fund booked in Q3.

  MDEP: Q4 fees are higher due to the hiring and funding of four new small and mid cap asset managers and a slight rise in the market values.
  MTIP: The decline reflects lower market values due to the negative return in Q4, and an overstatement of $99,947 in Q3 due to their omission in Q2.

  AOF:  Increase in manager fees due to State Fund's addition of core real estate investments in Q4.

Q1 Q2 Q3 Q4 FY 2013
Pool 9/30/2012 12/31/2012 3/31/2013 6/30/2013 Change  to Date

Retirement Funds Bond Pool (RFBP) 543,743$          606,170$          559,834$             608,626$             48,792$          2,318,373$          
Trust Funds Investment Pool (TFIP) 504,238            415,172            663,292               560,209               (103,083)         2,142,911            
Montana Domestic Equity Pool (MDEP) 1,693,860         1,948,073         1,824,021            1,955,437            131,416          7,421,391            
Montana International Equity Pool (MTIP) 890,954            743,346            996,737               909,130               (87,607)           3,540,167            
Montana Private Equity Pool (MPEP) 3,325,135         4,337,160         4,246,141            4,814,255            568,114          16,722,691          
Montana Real Estate Pool (MTRP) 1,032,158         1,259,320         3,929,532            3,532,212            (397,320)         9,753,222            
Short Term Investment Pool (STIP) 145,062            191,205            145,062               191,205               46,143            672,534               
All Other Funds (AOF) Investments Managed 179,783            247,561            179,975               291,321               111,346          898,640               

Total 8,314,933$       9,748,007$       12,544,594$        12,862,395$        317,801$        43,469,929$        

External Manager Fees

Total Fees

  MPEP: Experience indicates fees are higher in Q4 as semi-annual or yearly fees are reported and recorded after calendar year end.  Because reported fees are subject to a lag, quarterly 
fee comparisons are less meaningful.  

  MTRP:  Experience indicates fees are higher in Q3 and Q4 as semi-annual or yearly fees are reported and recorded after calendar year end.  Because reported fees are subject to a lag, quarterly fee comparisons 
are less meaningful.  Increase also reflects higher market values of core funds due to positive returns.



MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
To:  Members of the Board 

  
From:  David Ewer, Executive Director 
   
Date:  August 20, 2013 
   
Subject: Custodial Bank Contract  
 
The custodial bank contract with State Street Bank expires October 31, 2014.  Custodial banking services 
are essential to the Board yet only a handful of banks worldwide are qualified for this relationship. 
 
Custodial services include holding and accounting for essentially all of the Board’s fiduciary assets and 
investments, clearing and recording almost all of the Board’s financial transactions (over $40 billion in 
2012), and calculating numerous return and relative performance numbers (the Board has deemed State 
Street as the official record of investment performance).  The Board manages most of its assets on a 
commingled asset pool basis and State Street tailors its services to this basis.  State Street provides other 
important functions.  These include securities lending, automatically filing class action claims on behalf 
of the Board, and providing investment products such as equitized liquidity funds that we can use to 
maintain a fully-invested status in our equity pools.  The Board’s relationship with the custodial bank is 
very hands-on.  Several Board staff have daily contact.  State Street brings a large team to Helena three 
times a year for intensive feedback sessions. 
 
State law authorizes the State Treasurer (the Director of Administration, ex officio) to contract for 
‘general depository’ (i.e., depository and custodial) banking services.  The selection process for custodial 
banking has been delegated to the Board with close involvement with the Department’s Procurement 
Bureau and Accounting Division.  Currently, U.S. Bank is the ‘depository bank’ and pays the State’s 
warrants (its checks) and accepts the State’s daily deposits.  State Street is the ‘custodial bank’ where 
money is daily swept to and from U.S. Bank.  State law recognizes the importance of continuity for both 
depository and custodial banking by authorizing a statutory (and thus perpetual) appropriation.  
Currently State Street charges the Board $1.5 million per year, retains 20% of the securities lending 
income earned for the Board ($1.25 million in 2012) and receives approximately $115,000 for additional 
processing and accounting work on alternative investment accounts ($1,800 per year per account, on 
any number above 89). 
 
The Board’s investment consultant, R. V. Kuhns and Associates, Inc. has staff dedicated to custodial 
banking issues and has been alerted to State Street’s contract expiration and our need for a request for 
proposal (RFP).  They will be prepared to answer questions at the August meeting and on an on-going 
basis. 
 
Board staff, Department of Administration officials and R. V. Kuhns will begin working on the RFP 
anticipating the review and selection process occurring sometime in the summer of 2014 to provide 
ample transition time before October’s contract expiration. 
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MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 

To:  Board of Directors 
  

From:  Herb Kulow, CMB 
  Senior Portfolio Manager 
   
Date:  August 20, 2013 
   
Subject: Commercial and Residential Portfolios 
 
As of June 30, 2013, the commercial loan portfolio had 122 individual loans totaling $110,397,710 a 
decrease of $24,706,743 from June 30, 2012.  The portfolio is currently yielding 4.90%, compared to 
5.16% one year ago.  In comparison, the portfolio as of June 30, 2007 had a total outstanding of 
$192,959,611 yielding 5.40%. There were 10 reservations as of June 30, 2013, totaling $25,063,704 and 
three committed loans totaling $2,414,217. 
 
There is one problem loan, with a $634,111 outstanding balance, which is currently 112 days past due and 
MBOI is no longer receiving payments.  No other loans are past due as of June 30, 2013. 
 
Residential mortgages were comprised of 347 loans totaling $14,849,085, as of June 30, 2013, a decrease 
of $5,269,216 from June 30, 2012.  There were no outstanding reservations. 
 
There were twelve loans past due totaling $664,438 or 4.47% of the total portfolio.  Seven loans were over 
90 days past due totaling 2.90% of the portfolio, of which five loans were guaranteed, $337,743 or 2.27% 
and two loans were conventional financing, $92,729 or 0.62%. 
 
The Veterans Home Loan Mortgage (VHLM) program continues to grow with 68 loans funded since 
January 2012 totaling $11,782,153, as of June 30, 2013.  There were 21 loans reserved totaling $4,017,701.  
The current portfolio yield is approximately 1.41%.  The current interest rate for new reservations of 
VHLM loans is 2.50%.  After deducting the Montana Board of Housing (MBOH) service fee of 0.375% 
and their administration fee of 0.375%, the net yield to MBOI will be 1.75%.   
 
PROBLEM LOAN REVIEW 
 
On June 27, 2006, MBOI participated (70%) in a real estate secured loan issued by First Interstate Bank 
Missoula to GMP, LLC, a real estate holding company owned by officers of Vann’s, Inc.  The warehouse 
was originally occupied by Vann’s, Inc. as a distribution center for their internet sales.  The face amount of 
the note was $1,140,000, dated February 24, 2006 maturing March 3, 2026, requiring monthly payments.  
At the time of MBOI’s participation, the outstanding loan balance was $1,136,398.04.  MBOI’s 70% 
participation was $795,478.63 and the lender’s 30% was $340,919.41.  Payments were made as agreed 
until the February 2013 payment. As of June 30, 2013, MBOI’s participated amount was $634,111.45 and 
the lender’s 30% was $271,762.05 for a total outstanding of $905,873.50. 
 
It has been determined First Interstate Bank will take a deed-in-lieu of foreclosure and will proceed with 
aggressively marketing the property.  The deed-in-lieu of foreclosure should be completed in the third 
quarter. 
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County Borrower Name Project Term Commitment Fund Date Drawn Remaining Outstanding Maturity
BEAVERHEAD BEAVERHEAD COUNTY Fairgrounds Restroom facility 10 108,000.00          06/02/06 108,000.00          -                       43,697.62            08/15/16
BEAVERHEAD BEAVERHEAD COUNTY Land road easements 10 118,632.00          11/16/07 118,632.00          -                       66,381.23            02/15/18
 BEAVERHEAD  Total 226,632.00          226,632.00          -                       110,078.85          
BLAINE HARLEM Preliminary Engineering Report-WW 3 40,000.00            06/04/10 40,000.00            -                       34,437.95            02/15/16
 BLAINE  Total 40,000.00            40,000.00            -                       34,437.95            
CARBON RED LODGE Fire Truck 10 250,000.00          08/08/03 250,000.00          -                       14,273.49            08/15/13
CARBON RED LODGE Replace water mains, hydrants, valves 15 616,243.00          no draw 0.00 616,243.00          0.00
 CARBON  Total 866,243.00          250,000.00          616,243.00          14,273.49            
CASCADE CASCADE COUNTY Whitetail Lane RID #11346 10 48,990.00            10/28/05 48,990.00            -                       16,673.67            02/15/16
CASCADE CASCADE COUNTY Flood/Gannon RID No. 11347 10 269,342.00          10/28/05 269,342.00          -                       68,689.15            02/15/16
CASCADE CASCADE COUNTY RID Bob Marshall Place 15 100,931.00          11/28/08 100,931.00          -                       79,896.10            02/15/24
CASCADE CASCADE COUNTY Purchase motor graders/loader 7 750,000.00          11/21/08 750,000.00          -                       345,321.22          02/15/16
CASCADE CASCADE COUNTY Remodel Public Works Facility 10 1,250,000.00       01/30/09 1,250,000.00       -                       816,640.92          02/15/19
CASCADE GREAT FALLS Install city street lights-Meadowlark 15 19,371.00            12/02/05 19,371.00            -                       6,591.36              02/15/21
CASCADE GREAT FALLS Meadowlark 4 street lights 10 23,000.00            03/16/07 23,000.00            -                       9,330.93              02/15/22
CASCADE GREAT FALLS Water Tower Addtn Lights 15 20,302.67            11/27/09 20,302.67            -                       13,707.36            02/15/25
CASCADE GREAT FALLS Bootlegger Phase 1 Street Lights 15 33,371.50            04/17/09 33,371.50            -                       17,723.56            02/15/24
CASCADE GREAT FALLS Install Meadowlark Add#5 str lights 15 29,324.84            05/30/08 29,324.84            -                       19,257.68            08/15/23
CASCADE GREAT FALLS Eagles Crossing Phase I street lights 15 56,000.00            01/20/06 56,000.00            -                       23,145.03            02/15/21
CASCADE GREAT FALLS Eagles Crossing II & III install str lights 15 46,149.73            03/28/08 46,149.73            -                       25,650.95            02/15/23
CASCADE GREAT FALLS Public Works Bldg Addtn/Remodel 10 366,650.39          12/10/10 366,650.39          -                       295,552.05          08/15/20
CASCADE SUN PRAIRIE VILLAGE CO W&S DIST Anticip of USDA RD long term financing - water 2 1,399,000.00       no draw 0.00 1,399,000.00       0.00
 CASCADE  Total 4,412,433.13       3,013,433.13       1,399,000.00       1,738,179.98       
CHOUTEAU BIG SANDY Wastewater sludge removal 6 71,000.00            01/25/13 71,000.00            -                       71,000.00            02/15/19
CHOUTEAU BIG SANDY Anticip of USDA RD long-term financing - WW 2 2,314,000.00       no draw 0.00 2,314,000.00       0.00
CHOUTEAU CARTER CHOUTEAU CO W&S DIST Preliminary engineering report - water 3 7,500.00              07/30/10 7,500.00              -                       7,500.00              08/15/13
CHOUTEAU FORT BENTON Digital Radio Equip for Police Dept 5 45,349.81            01/09/09 45,349.81            -                       5,243.34              08/15/13
CHOUTEAU FORT BENTON Road material & patching machine 8 49,700.00            07/13/07 49,700.00            -                       17,353.52            08/15/15
CHOUTEAU FORT BENTON Purchase Pumper Truck 15 180,000.00          07/10/09 180,000.00          -                       138,000.00          08/15/24
CHOUTEAU GERALDINE Used Fire Truck 7 27,900.00            11/25/11 27,900.00            -                       24,142.41            02/15/19
CHOUTEAU GERALDINE Streets and sidewalk project 10 30,000.00            01/04/13 30,000.00            -                       30,000.00            02/15/23
CHOUTEAU MISSOURI RIVER MEDICAL CENTER Purchase Land/Bldg 10 50,000.00            04/18/03 50,000.00            -                       2,854.70              08/15/13
CHOUTEAU MISSOURI RIVER MEDICAL CENTER purchase property and improvement 10 38,000.00            06/15/07 38,000.00            -                       19,574.73            08/15/17
CHOUTEAU MISSOURI RIVER MEDICAL CENTER Purchase equipment 5 31,133.00            05/10/13 31,133.00            -                       31,133.00            08/15/18
CHOUTEAU MISSOURI RIVER MEDICAL CENTER Partial roof replacement, equip/software 4 107,178.00          01/18/13 107,178.00          -                       107,178.00          06/15/16
CHOUTEAU MISSOURI RIVER MEDICAL CENTER Medical Management Software 2 203,900.00          05/31/13 100,000.00          103,900.00          100,000.00          08/15/15
 CHOUTEAU  Total 3,155,660.81       737,760.81          2,417,900.00       553,979.70          
CUSTER CUSTER COUNTY Rock crusher for road repair 10 50,000.00            10/19/07 50,000.00            -                       27,977.80            02/15/18
CUSTER CUSTER COUNTY 2009 Volvo G940 Motor Grader 5 110,000.00          05/01/09 110,000.00          -                       34,892.69            08/15/14
CUSTER CUSTER COUNTY Motor Grader 7 120,000.00          08/20/10 120,000.00          -                       78,976.77            08/15/17
CUSTER CUSTER COUNTY Bridge Project 10 180,000.00          07/09/10 180,000.00          -                       137,863.62          08/15/20
CUSTER CUSTER COUNTY SCHOOL DIST #1 Repairs/expansion of Lincoln Elem 5 1,000,000.00       no draw 0.00 1,000,000.00       0.00 06/15/18
CUSTER MILES CITY To purchase three  police vehicles 3 53,500.00            05/06/11 53,500.00            -                       27,143.17            08/15/14
CUSTER MILES CITY Purchase 3 ambulances 5 127,851.00          07/22/11 127,851.00          -                       90,632.19            08/15/16
CUSTER MILES COMMUNITY COLLEGE New Student Housing 10 300,000.00          05/23/03 300,000.00          -                       17,045.31            08/15/13
 CUSTER  Total 1,941,351.00       941,351.00          1,000,000.00       414,531.55          
DAWSON DAWSON COMMUNITY COLLEGE Phys Ed, Arts Ctr, Library Expansion 10 500,000.00          06/09/06 500,000.00          -                       202,303.66          08/15/16
DAWSON RICHEY ELEM SCHOOL DIST #78J Rehabilitate School Building 10 850,000.00          08/24/12 850,000.00          -                       844,516.64          06/15/22
 DAWSON  Total 1,350,000.00       1,350,000.00       -                       1,046,820.30       
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DEER LODGE ANACONDA-DEER LODGE COUNTY Elevator-Hearst Library 10 175,000.00          08/22/03 175,000.00          -                       9,941.20              08/15/13
DEER LODGE ANACONDA-DEER LODGE COUNTY Courthouse preservation 15 800,000.00          07/15/11 800,000.00          -                       728,779.19          08/15/26
DEER LODGE OPPORTUNITY RURAL FIRE DIST Purchasing a new fire truck 10 180,000.00          no draw 0.00 180,000.00          0.00
 DEER LODGE  Total 1,155,000.00       975,000.00          180,000.00          738,720.39          
FALLON BAKER Purchase new garbage truck and packer 7 92,157.00            02/16/07 92,157.00            -                       13,173.00            02/15/14
FALLON BAKER Purchase John Deere Grader Patrol 7 118,000.00          12/29/06 118,000.00          -                       18,355.00            02/15/14
 FALLON  Total 210,157.00          210,157.00          -                       31,528.00            
FERGUS FERGUS COUNTY Emergency road & bridge repairs 15 615,453.56          09/02/11 615,453.56          -                       575,406.12          08/15/26
FERGUS LEWISTOWN Extend W&S Svcs to city/county airport 10 89,901.71            12/16/11 89,901.71            -                       81,173.17            08/15/21
FERGUS MOORE ELEM SCHOOL DIST #44 New roof on school 10 90,000.00            08/07/09 90,000.00            -                       63,000.00            08/15/19
FERGUS MOORE HIGH SCHOOL DIST #44 Repair/replace roof & site improvements 10 90,000.00            08/07/09 90,000.00            -                       63,000.00            08/15/19
 FERGUS  Total 885,355.27          885,355.27          -                       782,579.29          
FLATHEAD BIGFORK FIRE DISTRICT Refinance ladder truck 10 602,144.99          01/27/12 602,144.99          -                       458,159.27          02/15/22
FLATHEAD COLUMBIA FALLS Purchase Pumper Truck 10 115,365.00          08/31/12 115,365.00          -                       109,872.67          08/15/22
FLATHEAD COLUMBIA FALLS Sewer Cleaner Truck 5 124,625.00          07/06/12 124,625.00          -                       112,343.01          08/15/17
FLATHEAD COLUMBIA FALLS Street Improvements 10 364,449.00          08/26/11 364,449.00          -                       313,996.80          08/15/21
FLATHEAD FLATHEAD COUNTY RID No 142 sewage coll syst improvmnt 10 186,665.73          07/20/07 186,665.73          -                       94,935.73            08/15/17
FLATHEAD FLATHEAD VALLEY COMM COLLEGE Campus expansion 10 3,258,778.74       07/20/07 3,258,778.74       -                       1,573,920.78       02/15/17
FLATHEAD FLATHEAD VALLEY COMM COLLEGE Nursing and Health Sciences Building 10 2,400,000.00       04/12/13 2,400,000.00       -                       2,400,000.00       02/15/23
FLATHEAD KALISPELL Heating/Air Cond/ Fire Safety 10 151,835.70          07/16/04 151,835.70          -                       25,040.05            08/15/14
FLATHEAD KALISPELL Purchase parks equip 5 99,520.24            12/30/10 99,520.24            -                       60,725.74            02/15/16
FLATHEAD KALISPELL Purchase Pumper Truck 10 279,900.00          04/22/05 279,900.00          -                       80,177.78            02/15/15
FLATHEAD KALISPELL Dump Truck & Compactor 5 170,793.00          12/30/11 170,793.00          -                       148,317.30          02/15/17
FLATHEAD KALISPELL Purchase vehicles and equipment 5 375,000.00          02/01/13 239,698.04          135,301.96          239,698.04          02/15/18
FLATHEAD SHEAVERS CREEK LAKE CO W&S DIST Water storage tank/waterline improvemnts 10 25,000.00            02/18/11 25,000.00            -                       19,788.26            02/01/21
FLATHEAD SMITH LAKE VISTA CO W&S DIST Water System Improvements 10 15,400.00            09/05/03 15,400.00            -                       200.00                 08/15/13
FLATHEAD SMITH VALLEY SCHOOL DIST #89 Flooring, Exterior Doors, Cabinetry 15 30,000.00            11/23/12 30,000.00            -                       30,000.00            02/15/28
FLATHEAD SOMERS SCHOOL DIST #29 School Renovations 10 200,000.00          07/30/04 200,000.00          -                       35,039.67            08/15/14
FLATHEAD WAPITI ACRES CO W&S DIST PER for water system upgrades 6 11,000.00            06/06/08 11,000.00            -                       3,014.29              08/15/14
FLATHEAD WEST VALLEY FIRE DIST Purchase a new aerial ladder truck 10 600,000.00          12/11/09 600,000.00          -                       439,825.19          02/15/20
FLATHEAD WEST VALLEY FIRE DIST Construct new fire hall 15 650,000.00          10/16/09 650,000.00          -                       530,209.84          08/15/24
FLATHEAD WHITEFISH Skating Rink Improvements 5 140,000.00          10/12/12 69,599.40            70,400.60            62,697.48            08/15/17
 FLATHEAD  Total 9,800,477.40       9,594,774.84       205,702.56          6,737,961.90       
GALLATIN BELGRADE City Library Improvements 15 72,550.50            02/01/13 67,961.50            4,589.00              67,961.50            02/15/28
GALLATIN BOZEMAN Reconstruction of 8th Avenue 10 1,203,278.75       07/20/12 1,203,278.75       -                       1,198,823.37       08/15/22
GALLATIN BRIDGER CANYON RURAL FIRE DIST Refinance its fire station loan 15 116,470.46          10/21/11 116,470.46          -                       70,207.13            08/15/26
GALLATIN FORT ELLIS FIRE SERVICE AREA new fire rescue vehicle 10 190,000.00          05/25/07 190,000.00          -                       30,570.20            08/15/17
GALLATIN GALLATIN COUNTY Purchase Building 10 999,000.00          02/27/04 999,000.00          -                       111,694.92          02/15/14
GALLATIN GALLATIN COUNTY Fairgrounds improvements 10 500,000.00          04/13/07 500,000.00          -                       163,754.76          08/15/15
GALLATIN GALLATIN COUNTY Re-Entry Facility 10 800,000.00          03/31/06 800,000.00          -                       274,219.57          02/15/16
GALLATIN GALLATIN COUNTY Multiple city libraries improvements 10 999,000.00          06/17/05 999,000.00          -                       284,462.35          08/15/15
GALLATIN GALLATIN COUNTY Courthouse Annex Building 10 999,000.00          07/27/07 999,000.00          -                       505,971.63          08/15/17
GALLATIN GALLATIN COUNTY Construct and Equip 9-1-1 Center 10 1,000,000.00       03/27/09 1,000,000.00       -                       634,173.69          02/15/19
GALLATIN GALLATIN COUNTY Road/Bridge Shop Complex 10 1,300,000.00       06/06/08 1,300,000.00       -                       782,061.31          08/15/18
GALLATIN GALLATIN CO SOLID WASTE DIST Land Purchase - Logan 10 1,250,000.00       06/25/10 1,250,000.00       -                       937,500.00          08/15/20
GALLATIN GALLATIN GATEWAY CO W&S DIST Anticip USDA RD long-term financing - WW 2 1,650,000.00       no draw 0.00 1,650,000.00       0.00
GALLATIN HEBGEN BASIN FIRE DISTRICT Purchase Station 3 & construct Station 4 10 345,000.00          11/30/12 83,298.00            261,702.00          83,298.00            02/15/23
GALLATIN LAMOTTE SCHOOL DISTRICT #43 Purchase & Install Modular 5 135,000.00          09/25/09 135,000.00          -                       43,188.62            08/15/14
GALLATIN MANHATTAN Rescue Truck 10 80,000.00            07/03/03 80,000.00            -                       4,567.52              08/15/13
GALLATIN THREE FORKS Used John Deere Grader 3 25,000.00            09/07/12 25,000.00            -                       20,879.18            08/15/12
GALLATIN THREE FORKS Construction of office/storage building 10 48,000.00            06/17/11 48,000.00            -                       34,053.43            08/15/21
GALLATIN THREE FORKS ELEM SCHOOL DIST J-24 Replace school boiler system 4 88,775.00            06/07/13 65,891.00            22,884.00            65,891.00            06/15/17
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GALLATIN THREE FORKS HIGH SCHOOL DIST J-24 Replace school boiler system 3 43,725.00            06/07/13 32,945.50            10,779.50            32,945.50            06/15/16
GALLATIN WEST YELLOWSTONE Purchase Caterpiller Wheel Loader 10 128,624.00          02/06/09 128,624.00          -                       83,390.85            02/15/19
GALLATIN WEST YELLOWSTONE 911 Dispatch Center Remodel 10 422,499.95          05/29/09 422,499.95          -                       176,214.47          08/15/19
GALLATIN WEST YELLOWSTONE Construct Town Hall 13 1,600,000.00       12/21/12 1,304,725.82       295,274.18          1,304,725.82       12/15/25
 GALLATIN  Total 13,995,923.66     11,750,694.98     2,245,228.68       6,910,554.82       
GOLDEN VALLEY GOLDEN VALLEY COUNTY 2008 Ford F250 Ambulance 10 44,000.00            06/12/09 44,000.00            -                       30,189.95            08/15/19
GOLDEN VALLEY  Total 44,000.00            44,000.00            -                       30,189.95            
GRANITE PHILIPSBURG SCHOOL DISTRICT #1 Biomass Heating System replacement 10 355,000.00          01/14/05 355,000.00          -                       65,686.65            08/15/14
GRANITE  Total 355,000.00          355,000.00          -                       65,686.65            
HILL HAVRE Chiller & cooling Towner for Ice Dome 10 60,000.00            04/01/05 60,000.00            -                       13,493.63            02/15/15
HILL HAVRE Asphalt Reclaiming Machine 10 86,950.00            02/24/10 86,950.00            -                       63,662.46            02/15/20
HILL HAVRE Change city hall roof 10 175,800.00          07/13/07 175,800.00          -                       88,791.01            08/15/17
HILL HAVRE Refuse Truck 7 235,885.00          04/13/12 235,885.00          -                       102,962.90          02/15/19
HILL HAVRE New Street Sweeper 7 141,902.78          03/16/12 141,902.78          -                       122,562.20          02/15/19
HILL HAVRE Change city hall  roof 15 280,000.00          08/03/07 280,000.00          -                       199,092.29          08/15/22
HILL HILL COUNTY Wanke Bridge 10 136,389.81          12/23/04 136,389.81          -                       29,608.31            02/15/15
HILL UNIFIED DISPOSAL DISTRICT Develop facility at new landfill 15 900,000.00          12/10/10 900,000.00          -                       794,957.00          02/15/26
 HILL  Total 2,016,927.59       2,016,927.59       -                       1,415,129.80       
JEFFERSON BOULDER Unexpected costs related to water project 10 50,000.00            04/30/10 50,000.00            -                       38,398.19            08/15/20
JEFFERSON BULL MOUNTAIN RURAL FIRE DIST Construct fire truck garage 10 49,837.00            12/12/08 49,837.00            -                       33,096.03            02/15/19
JEFFERSON CLANCY FIRE SERVICE AREA Fire Station Addition 10 40,000.00            12/24/03 40,000.00            -                       4,425.68              02/15/14
JEFFERSON CLANCY FIRE SERVICE AREA Fire Truck 10 77,058.00            09/24/10 77,058.00            -                       60,758.19            08/15/20
JEFFERSON JEFFERSON CITY FIRE DISTRICT Purchase fire pumper engine 7 11,500.00            10/09/09 11,500.00            -                       6,013.38              08/15/16
JEFFERSON JEFFERSON CITY FIRE DISTRICT New Fire Hall 10 75,000.00            06/11/04 75,000.00            -                       12,672.42            08/15/14
JEFFERSON JEFFERSON COUNTY RID #2506 road improvements 15 75,376.23            09/19/08 75,376.23            -                       57,867.39            08/15/23
JEFFERSON JEFFERSON COUNTY Moonlight Ridge RID #2511 road improvmnts 15 241,096.48          12/24/09 241,096.48          -                       193,548.93          02/15/25
JEFFERSON JEFFERSON COUNTY County Offices Remodel 10 285,259.54          05/15/09 285,259.54          -                       206,112.10          08/15/19
JEFFERSON JEFFERSON COUNTY Martinez Gulch RID #2517 Rd. Improv. 15 262,878.81          11/20/09 262,878.81          -                       215,697.71          08/15/24
JEFFERSON MONTANA CITY SCHOOL DIST #27 Payoff GAN file #1027 8 44,893.49            08/15/05 44,893.49            -                       6,062.49              02/15/14
JEFFERSON MONTANA CITY SCHOOL DIST #27 Energy retrofit using energy perf contracting 15 134,343.00          10/07/11 134,343.00          -                       124,827.66          06/15/26
JEFFERSON MONTANA CITY SCHOOL DIST #27 Repair and replacement of its septic system 15 55,600.00            10/19/12 55,168.24            431.76                 55,168.24            06/15/27
JEFFERSON WHITEHALL Emergency backup generator 10 31,570.00            12/23/11 31,570.00            -                       28,589.42            12/15/22
JEFFERSON WHITEHALL Assume municipal pool debt 10 99,894.00            07/23/10 99,894.00            -                       76,587.38            08/15/20
JEFFERSON WHITEHALL 2008 Fire Engine 10 150,000.00          07/02/09 150,000.00          -                       102,272.97          08/15/19
JEFFERSON WHITEHALL Wastewater Preliminary Engineering Rerpot 3 15,000.00            no draw 0.00 15,000.00            0.00
JEFFERSON WHITEHALL ELEM SCHOOL DIST new natural gas boiler 10 84,484.00            05/18/07 84,484.00            -                       32,081.99            08/15/17
 JEFFERSON  Total 1,783,790.55       1,768,358.79       15,431.76            1,254,180.17       
JUDITH BASIN HOBSON Chip sealing the streets 10 85,000.00            08/03/07 85,000.00            -                       43,151.13            08/15/17
 JUDITH BASIN  Total 85,000.00            85,000.00            -                       43,151.13            
LAKE ARLEE JOINT SCHOOL DIST #8 Legal claim settlement - personnel dispute 5 90,000.00            11/23/12 83,000.00            7,000.00              83,000.00            06/15/17
LAKE LAKE CO SOLID WASTE DIST Solid Waste Transfer Station 10 880,000.00          02/06/04 880,000.00          -                       107,170.00          08/15/13
LAKE MISSION MNT CNTRY CLUB LAKE CO W&S DIST Install water meters/pits, replace main pump 10 60,000.00            11/09/12 48,065.98            11,934.02            48,065.98            02/15/23
LAKE POLSON To purchase a 2008 Case wheel loader 3 47,200.00            05/13/11 47,200.00            -                       23,946.87            08/15/14
LAKE POLSON ELEM SCHOOL DIST #23 Reroofing High School 3 164,000.00          07/20/12 164,000.00          -                       136,962.11          06/15/15
LAKE RONAN Various Used Equipment 7 175,000.00          08/24/12 175,000.00          -                       164,556.03          08/15/19
 LAKE  Total 1,416,200.00       1,397,265.98       18,934.02            563,700.99          
LEWIS & CLARK AUGUSTA RURAL FIRE DISTRICT New Fire Pumper Truck 10 85,000.00            08/17/12 85,000.00            -                       80,993.94            08/15/22
LEWIS & CLARK BAXENDALE FIRE DIST Tanker Fire Truck 10 80,000.00            04/15/05 80,000.00            -                       20,499.42            02/15/15
LEWIS & CLARK BAXENDALE FIRE DIST constructing a fire hall addition 10 50,000.00            07/20/07 50,000.00            -                       25,315.27            08/15/17
LEWIS & CLARK BIRDSEYE RURAL FIRE DISTRICT Purchase intl 4x4 structure engine 9 176,000.00          12/11/09 176,000.00          -                       122,903.08          02/15/19
LEWIS & CLARK EAST HELENA Construction of new shop building 10 177,208.00          06/22/07 177,208.00          -                       89,964.65            08/15/17
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LEWIS & CLARK EAST HELENA Reconstruction of muni. swim. pool 10 692,958.00          09/19/08 692,958.00          -                       416,244.36          08/15/18
LEWIS & CLARK EAST HELENA Anticip of USDA RD long-term financing - WW 2 3,386,000.00       06/21/13 280,994.03          3,105,005.97       280,994.03          08/15/15
LEWIS & CLARK HELENA Mowers & Turf Sweeper 10 56,551.00            10/24/03 56,551.00            -                       6,398.49              02/15/14
LEWIS & CLARK HELENA Golf Pond Improvements 10 62,901.00            12/03/04 62,901.00            -                       13,961.37            02/15/15
LEWIS & CLARK HELENA Chambers Remodel 10 175,974.43          10/01/04 175,974.43          -                       28,747.39            08/15/14
LEWIS & CLARK HELENA Improvements to City's golf course 10 207,000.00          09/25/09 207,000.00          -                       141,197.60          08/15/19
LEWIS & CLARK HELENA Sidewalk, curb, Gut., & driveway/alley apprch 10 326,548.96          02/06/09 326,548.96          -                       215,931.36          02/15/19
LEWIS & CLARK LEWIS & CLARK COUNTY Maynard Road RID 2005-1 10 8,679.68              03/03/06 8,679.68              -                       2,935.64              02/16/16
LEWIS & CLARK LEWIS & CLARK COUNTY Ten Mile Creek Estates RID 97-2 maintenance 7 23,683.92            01/26/07 23,683.92            -                       3,795.82              02/15/14
LEWIS & CLARK LEWIS & CLARK COUNTY Middlemas Road improvements 10 10,475.14            04/13/07 10,475.14            -                       4,695.16              02/15/17
LEWIS & CLARK LEWIS & CLARK COUNTY Bel Air Curb RID No. 2006-6 10 13,685.21            03/20/08 13,685.21            -                       5,128.68              02/15/18
LEWIS & CLARK LEWIS & CLARK COUNTY Fantasy Road RID #2011-1 15 9,278.95              06/22/12 9,278.95              -                       6,379.98              08/15/27
LEWIS & CLARK LEWIS & CLARK COUNTY Fox Crossing RID #2008-6 road imp 15 29,191.05            03/19/10 29,191.05            -                       6,751.10              02/15/25
LEWIS & CLARK LEWIS & CLARK COUNTY Golden Estates RID 2001-1 10 28,754.00            11/18/05 28,754.00            -                       9,786.38              02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Lambkin Road RID No 1989-1 10 29,351.85            03/03/06 29,351.85            -                       9,927.42              02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Oro Fino RID 1994-5 10 30,469.67            03/03/06 30,469.67            -                       10,407.42            02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Green Acres RID #2001-8 Road Improvements 10 26,467.12            03/20/08 26,467.12            -                       10,424.07            02/15/18
LEWIS & CLARK LEWIS & CLARK COUNTY Town View Estates road improvements 10 40,858.49            03/20/08 40,858.49            -                       12,689.99            02/15/18
LEWIS & CLARK LEWIS & CLARK COUNTY Applegate RID 7 43,005.71            03/03/06 43,005.71            -                       14,545.42            02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Sky View RID #2008-9 10 52,995.71            03/19/10 52,995.71            -                       19,523.76            02/15/20
LEWIS & CLARK LEWIS & CLARK COUNTY Lincoln Rd RID 2004-6 10 348,771.53          02/24/06 348,771.53          -                       20,619.39            02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Autumn Wind Court RID road improv 15 40,123.92            08/20/10 40,123.92            -                       29,884.93            08/15/25
LEWIS & CLARK LEWIS & CLARK COUNTY Treasure State Acres RID 90-5 maintenance 7 194,066.46          01/26/07 194,066.46          -                       31,102.89            02/15/14
LEWIS & CLARK LEWIS & CLARK COUNTY Gable Estates RID 10 317,476.01          02/10/06 317,476.01          -                       45,496.69            02/15/16
LEWIS & CLARK LEWIS & CLARK COUNTY Bel Air Addition RID No. 2006-5 10 213,266.12          06/20/08 213,266.12          -                       61,499.74            08/15/18
LEWIS & CLARK LEWIS & CLARK COUNTY Remodel City/County Admin. Bldg 10 505,000.00          06/25/10 505,000.00          -                       386,391.38          08/15/20
LEWIS & CLARK LEWIS & CLARK COUNTY Elevator, air cnd, upgds, roof rpr& remodel 10 999,483.48          03/14/08 999,483.48          -                       573,688.90          02/15/18
LEWIS & CLARK LEWIS & CLARK COUNTY Big Sky Subdivision RID Road Improvements 15 194,737.00          no draw 0.00 194,737.00          0.00
LEWIS & CLARK MONTANA CITY RURAL FIRE DISTRICT New pumper truck 10 345,343.00          05/16/08 345,343.00          -                       134,306.52          08/15/18
LEWIS & CLARK TRI-LAKES VOLUNTEER FIRE DEPT Three Used Apparatuses 10 131,939.44          07/15/11 131,939.44          -                       115,970.51          08/15/21
LEWIS & CLARK TRI-LAKES VOLUNTEER FIRE DEPT Purchase a Sutphen CAFS rescue pumper 10 175,000.00          12/24/09 175,000.00          -                       127,387.04          02/15/20
LEWIS & CLARK WOLF CREEK WATER&SEWER DIST grant writing&adm start up costs 6 20,000.00            02/15/08 20,000.00            -                       3,743.18              02/15/14
LEWIS & CLARK WOLF CREEK/CRAIG FIRE SVC AREA Build a 50' x 80' truck barn 15 139,798.20          10/02/09 139,798.20          -                       114,560.38          08/15/24
LEWIS & CLARK YORK FIRE SERVICE AREA Constructing a fire station 10 70,000.00            11/09/07 70,000.00            -                       40,502.61            02/15/18
 LEWIS AND CLARK  Total 9,518,043.05       6,218,300.08       3,299,742.97       3,245,295.96       
LINCOLN EUREKA ELEMENTARY SCHOOL Central wood-fired heating plant&dist lines 10 283,240.00          09/14/07 283,240.00          -                       146,727.01          08/15/17
LINCOLN EUREKA FIRE SERVICE AREA Purchase water tender 4 100,000.00          no draw 0.00 100,000.00          0.00 08/15/17
LINCOLN FISHER RIVER VALLEY FIRE SERVICE AREA Refi Fire Station Construction Loan 15 136,245.00          06/24/11 136,245.00          -                       123,959.80          08/15/26
LINCOLN FISHER RIVER VALLEY FIRE SERVICE AREA New Fire Engine 10 70,000.00            07/05/13 -                       70,000.00            -                       08/15/23
LINCOLN LIBBY Preliminary Engineering Services-Flower Creek 6 462,623.00          no draw 0.00 462,623.00          0.00
LINCOLN LIBBY Anticip of USDA RD long-term financing - Water 2 1,768,000.00       no draw 0.00 1,768,000.00       0.00
LINCOLN LINCOLN HIGH SCHOOL cent wood-fired heating plant&dist lines 10 283,240.00          09/14/07 283,240.00          -                       146,727.01          08/15/17
LINCOLN TROY PUBLIC SCHOOLS DISTRICT #1 Energy Cost Savings 10 59,000.00            11/24/06 59,000.00            -                       24,895.71            02/15/17
 LINCOLN  Total 3,162,348.00       761,725.00          2,400,623.00       442,309.53          
MADISON MADISON VALLEY RURAL FIRE DIST. Refi Fire Station Loan 10 240,708.06          09/24/10 240,708.06          -                       184,320.36          08/15/20
MADISON SHERIDAN Purchase land for Main St. parking 10 43,000.00            09/09/05 43,000.00            -                       12,171.75            08/15/15
 MADISON  Total 283,708.06          283,708.06          -                       196,492.11          
MCCONE MCCONE COUNTY Purchase 2010 Ford F250 4x4 P.U. 5 26,148.32            10/23/09 26,148.32            -                       10,966.53            02/15/15
MCCONE MCCONE COUNTY Refinance a 2006 Ford Expedition 3 22,877.00            06/03/11 22,877.00            -                       11,606.63            08/15/14
MCCONE MCCONE COUNTY McCone Co Courthouse Updates 10 190,000.00          02/13/04 190,000.00          -                       22,068.14            02/15/14
MCCONE MCCONE COUNTY Road Dept Truck 5 29,230.00            03/08/13 29,230.00            -                       29,230.00            02/15/18
MCCONE MCCONE COUNTY Community Facility at Fairgrounds 10 125,000.00          08/13/10 125,000.00          -                       97,985.16            08/15/20
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 MCCONE  Total 393,255.32          393,255.32          -                       171,856.46          
MEAGHER WHITE SULPHUR SPRINGS HIGH SCHOOL Replace school boiler 2 450,000.00          no draw 0.00 450,000.00          0.00 06/15/15
 MEAGHER  Total 450,000.00          -                       450,000.00          -                       
MINERAL ALBERTON To Purchase a used sanding truck 5 20,000.00            10/12/12 13,500.00            6,500.00              12,284.32            02/15/18
MINERAL MINERAL COUNTY HOSPITAL DISTRICT Design Feasibility Study for New Hospital/Clinic 6 422,362.20          10/07/11 422,362.20          -                       347,158.40          08/15/17
MINERAL SUPERIOR Construct Town Hall 10 105,000.00          05/24/13 9,500.00              95,500.00            9,500.00              08/15/23
 MINERAL  Total 547,362.20          445,362.20          102,000.00          368,942.72          
MISSOULA CLINTON RURAL FIRE DISTRICT Finance a Used Fire Engine 10 125,000.00          04/27/12 125,000.00          -                       119,117.27          08/15/22
MISSOULA FRENCHTOWN RURAL FIRE DISTRICT New Fire Truck 3 34,000.00            no draw 0.00 34,000.00            0.00 08/15/16
MISSOULA MISSOULA Christian Drive SID #530 10 6,706.45              01/13/06 6,706.45              -                       2,016.45              02/15/16
MISSOULA MISSOULA Art Museum Remodel 10 300,000.00          07/09/04 300,000.00          -                       55,126.20            08/15/14
MISSOULA MISSOULA COUNTY Western Montana Fair Equipment 10 158,623.00          04/30/04 158,623.00          -                       26,601.75            08/15/14
MISSOULA MISSOULA COUNTY New Water/Septic Facilities 5 28,464.65            06/07/13 28,464.65            -                       28,464.65            08/15/18
MISSOULA MISSOULA COUNTY Williams Addtn RID -sewer system improvements 15 73,000.00            05/07/10 73,000.00            -                       60,850.00            08/15/25
MISSOULA MISSOULA COUNTY Missoula Aging Services (MAS) renovations 10 250,000.00          02/24/06 250,000.00          -                       86,045.12            02/15/16
MISSOULA MISSOULA COUNTY Grader/Motor Pool/Office Equip 4 995,280.80          05/08/09 995,280.80          -                       131,126.92          08/15/13
MISSOULA MISSOULA COUNTY Purchase Historical Building 10 432,499.89          05/15/09 432,499.89          -                       346,563.37          08/15/24
MISSOULA MISSOULA COUNTY Telemetry system for Lolo W&S RSID meters 5 130,000.00          no draw 0.00 130,000.00          0.00
MISSOULA MISSOULA RURAL FIRE DISTRICT Fire engine, water tender, battalion chief truck 10 475,000.00          10/21/11 475,000.00          -                       430,297.89          02/15/22
MISSOULA SEELEY LAKE RURAL FIRE DIST Purchase land/building to house trucks and equip 15 325,000.00          08/28/09 325,000.00          -                       262,203.02          08/15/24
MISSOULA TARGET RANGE SCHOOL DISTRICT #23 Building Improvements 5 850,000.00          09/14/12 137,866.68          712,133.32          134,770.97          06/15/17
 MISSOULA  Total 4,183,574.79       3,307,441.47       876,133.32          1,683,183.61       
MUSSELSHELL MUSSELSHELL COUNTY Ambulance Barn Construction 10 200,000.00          10/07/05 200,000.00          -                       55,859.29            08/15/15
MUSSELSHELL MUSSELSHELL COUNTY Purchase John Deere 872G grader 8 227,000.00          11/12/10 227,000.00          -                       173,507.76          02/15/19
MUSSELSHELL ROUNDUP UV Disinfection-Sewer Lagoon 10 239,924.22          07/20/12 239,924.22          -                       235,105.89          08/15/27
 MUSSELSHELL  Total 666,924.22          666,924.22          -                       464,472.94          
PARK LIVINGSTON Automate Solid Waste System 10 250,000.00          05/30/03 250,000.00          -                       12,481.60            08/15/13
PARK LIVINGSTON Replace Sewer Mains 10 141,743.00          10/23/09 141,743.00          -                       99,221.00            02/15/20
PARK LIVINGSTON Replace Water Mains 10 152,941.00          10/23/09 152,941.00          -                       107,059.00          02/15/20
PARK LIVINGSTON Street Repair Project 10 400,000.00          01/25/13 400,000.00          -                       400,000.00          02/15/23
PARK PARK COUNTY Gardiner Airport Easement 10 68,350.00            04/27/04 68,350.00            -                       11,462.59            08/15/14
PARK PARK COUNTY Construct search & rescue operations bldg 15 700,000.00          03/01/13 48,744.64            651,255.36          48,744.64            02/15/28
PARK PARK COUNTY RURAL FIRE DISTRICT #1 Fire station building improvements 15 200,000.00          04/12/13 200,000.00          -                       200,000.00          02/15/28
PARK SHIELDS VALLEY ELEM SCHOOL DIST #J12 Replace boiler 5 59,100.00            no draw 0.00 59,100.00            0.00 06/15/18
PARK SHIELDS VALLEY HIGH SCHOOL DIST #5 Replace boiler 5 137,900.00          no draw 0.00 137,900.00          0.00 06/15/18
PARK WILSALL RURAL FIRE DISTRICT New fire truck 3 30,000.00            03/22/13 30,000.00            -                       30,000.00            02/15/16
 PARK  Total 2,140,034.00       1,291,778.64       848,255.36          908,968.83          
PONDERA CONRAD Expand and remodel City Hall 10 384,000.00          07/27/12 384,000.00          -                       370,058.38          08/15/22
PONDERA PONDERA COUNTY Purchase Building for Senior Center 10 89,550.00            07/03/08 89,550.00            -                       53,342.95            08/15/18
PONDERA PONDERA COUNTY Co. Hosp. Heat-Vent-AC Sys Replacement 10 435,000.00          05/28/04 435,000.00          -                       73,194.15            08/15/14
PONDERA PONDERA COUNTY Senior Center Remodel Project 15 113,841.43          08/12/11 113,841.43          -                       106,360.81          08/15/26
PONDERA VALIER ELEM SCHOOL DIST #18 Boiler/Heating System 10 100,000.00          07/29/05 100,000.00          -                       28,195.43            08/15/15
PONDERA VALIER ELEM SCHOOL DIST #18 Swimming Pool Rehab 10 147,739.34          05/20/11 147,739.34          -                       125,593.34          08/15/21
PONDERA VALIER HIGH SCHOOL DISTRICT #18 Swimming Pool Rehab 10 147,739.34          05/20/11 147,739.34          -                       125,593.34          08/15/21
 PONDERA  Total 1,417,870.11       1,417,870.11       -                       882,338.40          



County Borrower Name Project Term Commitment Fund Date Drawn Remaining Outstanding Maturity

Local Government INTERCAP loans* - by County 
As of June 30, 2013

*only loans that have remaining commitment and/or outstanding

POWDER RIVER POWDER RIVER COUNTY Purchase gravel crusher 10 800,000.00          no draw 0.00 800,000.00          0.00
POWDER RIVER POWDER RIVER CO SOLID WASTE DIST Expand landfill 10 220,000.00          11/18/05 220,000.00          -                       66,000.00            02/15/16
 POWDER RIVER  Total 1,020,000.00       220,000.00          800,000.00          66,000.00            
POWELL DEER LODGE ELEMENTARY SD Purch & Install Wood-Fired Heat Plant 10 335,000.00          01/16/09 335,000.00          -                       203,024.32          02/15/19
POWELL ELLISTON RURAL FIRE DISTRICT Construct new fire hall 10 96,470.20            08/19/05 96,470.20            -                       27,906.60            08/15/15
POWELL GARRISON FIRE DISTRICT Construct Fire Hall 10 107,000.00          08/19/05 107,000.00          -                       30,567.72            08/15/15
POWELL POWELL COUNTY Bridge maintenance/replacement 7 250,000.00          11/09/07 250,000.00          -                       65,126.10            08/15/14
 POWELL  Total 788,470.20          788,470.20          -                       326,624.74          
PRAIRIE PRAIRIE COUNTY HOSPITAL DISTRICT Replace hospital & clinic roof 15 168,619.15          12/23/10 168,619.15          -                       147,582.55          08/15/25
 PRAIRIE  Total 168,619.15          168,619.15          -                       147,582.55          
RAVALLI CORVALLIS RURAL FIRE DISTRICT Refinance a fire engine 4 120,360.00          11/30/12 120,360.00          -                       120,360.00          02/15/17
RAVALLI CORVALLIS RURAL FIRE DISTRICT Refinance two fire stations 10 627,648.00          11/30/12 627,648.00          -                       627,648.00          02/15/23
RAVALLI DARBY RURAL FIRE DISTRICT Purchase a new fire engine 10 88,481.00            01/11/13 88,481.00            -                       88,481.00            02/15/23
RAVALLI FLORENCE  RURAL FIRE DISTRICT Purchase of a new type 3 fire truck 10 245,000.00          06/07/13 208,720.00          36,280.00            208,720.00          08/15/23
RAVALLI FLORENCE  RURAL FIRE DISTRICT Construct fire station 15 300,000.00          no draw 0.00 300,000.00          0.00 08/15/28
RAVALLI HAMILTON SCHOOL DISTRICT #3 Boiler Replacement 10 418,988.82          11/12/04 418,988.82          -                       74,286.42            08/15/14
RAVALLI HAMILTON SCHOOL DISTRICT #3 Remodel and Replace boiler at Daly Elem School 15 350,000.00          no draw 0.00 350,000.00          0.00 06/15/28
RAVALLI LONE ROCK ELEM SCHOOL DIST #13 Phone System 10 27,185.33            06/14/13 27,185.33            -                       27,185.33            06/15/23
RAVALLI LONE ROCK ELEM SCHOOL DIST #13 Installing a new septic system 10 40,000.00            01/13/12 40,000.00            -                       36,056.88            06/15/21
RAVALLI NORTH VALLEY PUBLIC LIBRARY DIST Library renovation phase 1 10 40,348.87            10/01/10 40,348.87            -                       32,344.42            08/15/20
RAVALLI NORTH VALLEY PUBLIC LIBRARY DIST Refinance library building mortgage 15 68,000.00            04/26/13 68,000.00            -                       68,000.00            08/15/28
RAVALLI PAINTED ROCKS FIRE DISTRICT Construct Fire Station 10 100,000.00          10/10/03 100,000.00          -                       6,259.71              08/15/13
RAVALLI PINESDALE Pilot study for surface water treatment system 3 38,000.00            04/13/12 38,000.00            -                       38,000.00            02/15/15
RAVALLI RAVALLI COUNTY Camera/Jail Ctrl Panel 10 64,257.19            07/16/04 64,257.19            -                       10,597.00            08/15/14
RAVALLI RAVALLI COUNTY Renovate Existing Courthouse 10 500,000.00          04/18/03 500,000.00          -                       30,173.98            08/15/13
RAVALLI RAVALLI COUNTY Public Saftey Vehicles 5 164,902.59          01/22/10 164,902.59          -                       68,777.58            02/15/15
RAVALLI RAVALLI COUNTY Aggregate Crushing Plant & Excavator 10 535,000.00          03/04/05 535,000.00          -                       117,924.63          02/15/15
RAVALLI RAVALLI COUNTY Roofing courthouse & related improv 10 196,364.00          11/28/08 196,364.00          -                       127,546.57          02/15/19
RAVALLI RAVALLI COUNTY Purchase replacement sherriff vehicles 5 300,000.00          02/24/12 300,000.00          -                       242,158.83          02/15/17
RAVALLI RAVALLI COUNTY Refinance County Parks loan 15 266,050.42          05/10/13 266,050.42          -                       266,050.42          08/15/28
RAVALLI RAVALLI COUNTY Purchase Building for Search & Rescue 10 425,000.00          07/16/10 425,000.00          -                       325,676.55          08/15/20
RAVALLI RAVALLI COUNTY Refi fair trade center 15 560,000.00          09/23/11 560,000.00          -                       509,901.41          08/15/26
RAVALLI RAVALLI COUNTY ECON DEVL AUTHORITY Parking Lot Expansion 10 66,567.05            01/13/12 66,567.05            -                       60,361.19            02/15/22
RAVALLI STEVENSVILLE BAN for RD - water 2 2,173,000.00       04/08/11 842,382.94          1,330,617.06       842,382.94          08/15/13
RAVALLI VICTOR SCHOOL DISTRICT #7 Retrofit Heating System 10 103,918.18          09/24/04 103,918.18          -                       17,740.64            08/15/14
RAVALLI VICTOR SCHOOL DISTRICT #7 Insulation proj. remodel/renovate cafe. 10 75,000.00            12/04/09 75,000.00            -                       54,978.14            02/15/20
 RAVALLI  Total 7,894,071.45       5,877,174.39       2,016,897.06       4,001,611.64       
RICHLAND SAVAGE ELEM SCHOOL DISTRICT #7J Heating/Cooling System and asbestos abatement 10 600,000.00          11/02/12 600,000.00          -                       600,000.00          06/15/22
RICHLAND SIDNEY Replace Wtr Treatment Plant Filters 10 884,307.32          12/17/10 884,307.32          -                       643,447.32          08/15/20
 RICHLAND  Total 1,484,307.32       1,484,307.32       -                       1,243,447.32       
ROOSEVELT BAINVILLE PUBLIC SCHOOL DIST #64D Remodel school building 2nd floor 5 800,000.00          06/14/13 90,240.21            709,759.79          90,240.21            02/15/18
ROOSEVELT CULBERTSON Purchase used refuse truck 7 42,000.00            05/03/13 42,000.00            -                       42,000.00            02/15/20
ROOSEVELT CULBERTSON Street, Curb and Gutter Improvements 15 127,364.19          07/22/11 127,364.19          -                       118,784.65          08/15/26
ROOSEVELT CULBERTSON ELEM SCHOOL DIST #17 Reroofing of school wings 10 124,000.00          11/04/11 124,000.00          -                       111,997.10          06/15/21
ROOSEVELT CULBERTSON ELEM SCHOOL DIST #17 Remodel/Repave & Replace Kitchen Equip. 10 800,000.00          08/06/10 800,000.00          -                       618,942.49          02/15/20
ROOSEVELT CULBERTSON HIGH SCHOOL DIST Reroofing of high school wings 10 122,041.00          11/04/11 122,041.00          -                       110,227.72          06/15/21
ROOSEVELT POPLAR Purchase Land 10 108,374.06          06/20/03 108,374.06          -                       6,187.50              08/15/13
ROOSEVELT WOLF POINT SCHOOL DIST #45 & 45A Boiler Replacement 10 357,045.10          06/18/04 357,045.10          -                       57,968.27            08/15/14
 ROOSEVELT  Total 2,480,824.35       1,771,064.56       709,759.79          1,156,347.94       
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ROSEBUD FORSYTH Refi/repair the municipal pool 10 133,806.71          06/07/13 133,806.71          -                       133,806.71          02/15/23
ROSEBUD LAME DEER ELEM SCHOOL DIST #6 Remodeling projects 10 231,000.00          09/16/05 231,000.00          -                       68,679.31            08/15/15
ROSEBUD LAME DEER HIGH SCHOOL DIST #6 Remodeling projects 10 269,000.00          09/16/05 269,000.00          -                       82,171.31            08/15/15
 ROSEBUD  Total 633,806.71          633,806.71          -                       284,657.33          
SANDERS SANDERS COUNTY Arena/Holding Pens Upgrade 10 140,941.93          07/11/08 140,941.93          -                       84,166.81            08/15/18
SANDERS SANDERS COUNTY Concession stand and fairgrounds improvements 10 140,555.61          07/30/10 140,555.61          -                       107,820.17          08/15/20
SANDERS THOMPSON FALLS Computer server and generator 5 78,563.00            06/25/10 78,563.00            -                       40,017.05            08/15/15
SANDERS THOMPSON FALLS Front end loader 10 82,997.00            03/20/08 82,997.00            -                       45,445.30            02/15/18
 SANDERS  Total 443,057.54          443,057.54          -                       277,449.33          
SHERIDAN MEDICINE LAKE PER for wastewater system 3 40,000.00            no draw 0.00 40,000.00            0.00
SHERIDAN  Total 40,000.00            -                       40,000.00            -                       
SILVER BOW BUTTE-SILVER BOW Two Pumper trucks 7 729,213.00          04/13/07 729,213.00          -                       113,546.10          02/15/14
SILVER BOW BUTTE-SILVER BOW Purchase Rescue Unit for Fire Dept 4 175,613.00          06/14/13 175,613.00          -                       175,613.00          08/15/17
SILVER BOW BUTTE-SILVER BOW Caterpillar PM-201 Cold Planer 10 736,843.00          04/13/07 736,843.00          -                       330,266.75          02/15/17
SILVER BOW BUTTE-SILVER BOW New 100' Super HD Aerial Ladder Truck 10 978,554.00          09/28/07 978,554.00          -                       450,988.00          08/15/17
SILVER BOW BUTTE-SILVER BOW Purchase Crusher for Road Dept 10 710,000.00          06/14/13 623,680.79          86,319.21            623,680.79          08/15/23
 SILVER BOW  Total 3,330,223.00       3,243,903.79       86,319.21            1,694,094.64       
STILLWATER COLUMBUS Constructing of a public works facility 10 300,000.00          01/06/12 300,000.00          -                       271,920.78          02/15/22
STILLWATER COLUMBUS Storm Drain Sewer+street/curb reconstruction 10 1,147,220.34       11/16/07 1,147,220.34       -                       652,230.44          02/15/18
STILLWATER COLUMBUS RURAL FIRE DISTRICT #3 Purchase new fire engine 10 140,000.00          06/21/13 123,710.00          16,290.00            123,710.00          08/15/23
STILLWATER PARK CITY RURAL FIRE DISTRICT Bldg Demolition, Bldg Expansion 10 130,000.00          10/09/09 130,000.00          -                       92,019.30            08/15/19
STILLWATER REED POINT ELEMENTARY SCHOOL Purchase Four Wheeler & Mtce Truck 3 12,800.00            no draw 0.00 12,800.00            0.00
STILLWATER REED POINT HIGH SCHOOL Purchase Four wheeler & Mtce Truck 3 7,200.00              no draw 0.00 7,200.00              0.00
STILLWATER STILLWATER COUNTY dispatch center equipment 6 83,500.00            10/19/07 83,500.00            -                       7,857.55              08/15/13
STILLWATER STILLWATER COUNTY Building for co office space 10 125,000.00          03/24/06 125,000.00          -                       38,647.40            02/15/16
STILLWATER STILLWATER COUNTY constructing a new dispatch center 10 130,500.00          04/27/07 130,500.00          -                       61,986.97            08/15/17
STILLWATER STILLWATER COUNTY Asphalt Grinder 5 152,990.00          07/20/12 152,990.00          -                       137,985.74          08/15/17
STILLWATER STILLWATER COUNTY Purchase two new motor graders 7 299,055.00          01/14/11 299,055.00          -                       217,184.95          02/15/18
STILLWATER STILLWATER CO SOLID WASTE DIST Purchase new roll off truck for it solid waste dept 10 100,472.00          08/05/11 100,472.00          -                       85,400.00            08/15/21
STILLWATER STILLWATER CO SOLID WASTE DIST Purchase a Roll-Off Truck 10 165,000.00          no draw 0.00 165,000.00          0.00
 STILLWATER  Total 2,793,737.34       2,592,447.34       201,290.00          1,688,943.13       
SWEET GRASS SWEET GRASS COUNTY Purchase patrol cars 5 68,000.00            02/15/13 68,000.00            -                       68,000.00            02/15/18
SWEET GRASS SWEET GRASS COUNTY Purchase road equipment 5 200,000.00          03/19/10 200,000.00          -                       81,972.21            02/15/15
 SWEET GRASS  Total 268,000.00          268,000.00          -                       149,972.21          
TETON POWER ELEM SCHOOL DIST #30 Remodel locker rooms, offices & weight room 10 127,500.00          06/19/09 127,500.00          -                       67,653.90            02/15/19
TETON POWER HIGH SCHOOL DIST #30 Remodel locker rooms, offices & weight room 10 122,500.00          02/20/09 122,500.00          -                       64,601.76            02/15/19
TETON TETON COUNTY Law Enforcement Center 10 500,000.00          08/15/03 500,000.00          -                       23,118.84            08/15/13
TETON TETON COUNTY Purchase building 10 75,000.00            12/16/11 75,000.00            -                       68,137.60            02/15/22
TETON TETON COUNTY HOSPITAL DIST Purchase/install fire alarm/nurse call systems 10 213,232.72          01/26/07 213,232.72          -                       96,663.11            02/15/17
 TETON  Total 1,038,232.72       1,038,232.72       -                       320,175.21          
TOOLE KEVIN Purchase refuse truck & household cont 7 45,735.00            04/24/09 45,735.00            -                       22,873.00            08/15/16
TOOLE NORTHERN EXPRESS TRANS AUTH Purchase land 10 100,000.00          12/21/07 100,000.00          -                       50,000.00            08/15/17
TOOLE SHELBY Land Purchase-landfill 10 148,000.00          07/21/06 148,000.00          -                       51,800.00            08/15/16
TOOLE SHELBY Vehicle/Equipment 10 550,878.00          01/21/05 550,878.00          -                       125,671.14          02/15/15
TOOLE SHELBY HIGH SCHOOL DISTRICT Renovate football field and track complex 10 100,000.00          08/20/10 79,461.00            20,539.00            60,990.52            08/15/20
TOOLE SUNBURST Purchase a 1999 Mack MR688P garbage truck 5 28,050.00            02/18/11 28,050.00            -                       17,150.45            02/15/16
TOOLE SUNBURST Street, Curb & Gutter Improvements 9 145,000.00          11/12/10 145,000.00          -                       120,171.09          08/15/19
TOOLE SUNBURST Sunburst SID #4 street, curb, gutter improvemnts 9 499,999.00          11/12/10 499,999.00          -                       407,847.00          08/15/19
TOOLE TOOLE COUNTY Maintenance Pickup Truck 6 18,037.72            01/18/13 18,037.72            -                       18,037.72            02/15/19
TOOLE TOOLE COUNTY New search and rescue boat 10 60,000.00            12/28/07 60,000.00            -                       31,336.39            08/15/17
TOOLE TOOLE COUNTY Purchase 2010 Cat 140M Motor Grader 5 139,466.00          02/11/11 139,466.00          -                       83,663.06            02/15/16



County Borrower Name Project Term Commitment Fund Date Drawn Remaining Outstanding Maturity

Local Government INTERCAP loans* - by County 
As of June 30, 2013

*only loans that have remaining commitment and/or outstanding

TOOLE TOOLE COUNTY Airport Taxiway and hangar 10 145,394.00          01/18/13 145,394.00          -                       145,394.00          02/15/23
TOOLE TOOLE COUNTY 5 Different county projects..see notes 10 486,768.83          07/15/05 486,768.83          -                       149,058.12          08/15/15
TOOLE TOOLE COUNTY Purchase 2010 John Deere 872G Motor Grader 7 226,058.00          12/30/10 226,058.00          -                       163,985.26          02/15/18
TOOLE TOOLE COUNTY Purchase hospital equipment for MMC 5 308,390.00          04/21/11 308,390.00          -                       219,017.48          08/15/16
TOOLE TOOLE COUNTY Energy Retrofit County Buildings 10 425,000.00          07/23/10 425,000.00          -                       325,841.77          08/15/20
TOOLE TOOLE COUNTY Purchase truck/trailer, motor graders 7 447,155.89          01/18/13 447,155.89          -                       447,155.89          02/15/20
TOOLE TOOLE COUNTY Hosptial equipment and software 5 579,394.00          02/01/13 579,394.00          -                       579,394.00          02/15/18
TOOLE TOOLE COUNTY Software for Digitizing County Records 5 277,347.00          01/18/13 145,972.00          131,375.00          145,972.00          02/15/18
TOOLE TRI-CITY INTERLOCAL EQUIP POOL Purchase sewer jet truck 7 244,000.00          03/12/10 244,000.00          -                       143,126.25          02/15/17
 TOOLE  Total 4,974,673.44       4,822,759.44       151,914.00          3,308,485.14       
VALLEY NASHUA Phase I of its water system improvements 10 55,556.50            11/05/10 55,556.50            -                       45,757.30            02/15/21
VALLEY VALLEY COUNTY Emergency road & bridge repairs 10 163,038.20          07/06/12 163,038.20          -                       154,818.62          02/15/22
VALLEY VALLEY COUNTY Construct airport hangar 15 400,000.00          no draw 0.00 400,000.00          0.00
 VALLEY  Total 618,594.70          218,594.70          400,000.00          200,575.92          
YELLOWSTONE BILLINGS Zimmerman SID sewer improvement 15 80,500.00            12/24/09 80,500.00            -                       64,402.00            02/15/25
YELLOWSTONE BILLINGS ELEM SCHOOL DIST #2 Upgrade computer network infra & replace vehicles 7 516,278.00          06/23/06 516,278.00          -                       26,784.88            08/15/13
YELLOWSTONE BILLINGS HIGH SCHOOL DIST #2 Upgrade computer network infrastructure 7 254,286.00          06/23/06 254,286.00          -                       13,192.53            08/15/13
YELLOWSTONE CANYON CREEK SCHOOL Parking Lot Project 10 70,000.00            09/17/10 70,000.00            -                       53,629.18            08/15/20
YELLOWSTONE CRYSTAL SPRINGS YSTONE CO W&S DIST Preliminary Engineering Report - Water 6 37,733.13            05/20/11 37,733.13            -                       28,710.55            08/15/17
YELLOWSTONE CUSTER SCHOOL DISTRICT #15 Roofing project 5 41,556.00            07/29/11 41,556.00            -                       29,489.17            08/15/16
YELLOWSTONE CUSTER SCHOOL DISTRICT #15 roofing project 10 47,304.00            11/19/10 47,304.00            -                       38,562.61            02/15/21
YELLOWSTONE LAUREL Sidewalk, curb and gutter improvements 10 8,808.00              09/30/11 8,808.00              -                       7,571.88              06/15/21
YELLOWSTONE LAUREL New amb veh&used fire tnd-new vac tank 7 160,000.00          02/29/08 160,000.00          -                       50,930.09            02/15/15
YELLOWSTONE LAUREL Purchase 2008 FL-106 Interface 1250CPumper 10 200,000.00          02/27/09 200,000.00          -                       127,393.00          02/15/19
YELLOWSTONE LOCKWOOD RURAL FIRE DISTRICT #8 Purchase ambulance 7 170,000.00          no draw 0.00 170,000.00          0.00
 YELLOWSTONE  Total 1,586,465.13       1,416,465.13       170,000.00          440,665.89          
Local Government Grand Total 96,066,354.21     75,414,979.48     20,651,374.73     46,156,178.46     



Borrower Name Project Description Term Commitment Fund Date  Draws  Remaining Outstanding Maturity
DNRC Anticip of issuing Coal Severance Tax (CST) Bonds - RRGL 3 1,200,000.00        06/17/11 1,200,000.00        -                       400,000.00           05/01/14
DNRC Anticip of issuing GO short-term bond - DWSRF 3 950,000.00           12/21/12 950,000.00           -                       950,000.00           12/15/15
DNRC Anticip of issuing Coal Severance Tax (CST) Bonds - RRGL (taxab 3 1,000,000.00        08/31/12 181,000.00           819,000.00           181,000.00           08/31/15
DNRC Anticip of issuing Coal Severance Tax (CST) Bonds - RRGL 3 2,000,000.00        08/31/12 969,000.00           1,031,000.00        969,000.00           08/31/15
DNRC Anticip of issuing GO short-term bond - WPCSRF 3 3,000,000.00        12/21/12 1,600,000.00        1,400,000.00        1,600,000.00        12/15/15
DNRC Anticip of issuing GO short term bond - DWSRF 2 1,750,000.00        no draw 0.00 1,750,000.00        0.00
DNRC Anticip of issuing GO short term bond - WPCSRF 2 3,100,000.00        no draw 0.00 3,100,000.00        0.00
DNRC Total 13,000,000.00      4,900,000.00        8,100,000.00        4,100,000.00        
JUSTICE InfTechSys-2nd Phase Per HB 261 14 24,000,000.00      06/18/04 18,958,401.00      5,041,599.00        4,055,364.69        06/15/18
JUSTICE Total 24,000,000.00      18,958,401.00      5,041,599.00        4,055,364.69        
TRANSPORTATION Purchase new vehicles for State Motor Pool 7 740,721.00           03/30/12 740,721.00           -                       529,086.42           06/15/18
TRANSPORTATION Motor Pool - various vehicles 7 2,383,057.48        01/22/10 2,383,057.48        -                       772,514.48           06/15/16
TRANSPORTATION Total 3,123,778.48        3,123,778.48        -                       1,301,600.90        
State Agency Grand Total 40,123,778.48      26,982,179.48      13,141,599.00      9,456,965.59        

State Agency INTERCAP loans*
As of June 30, 2013

*only loans that have remaining commitment and/or outstanding



Borrower Name Project Description Term Commitment Fund Date  Draws  Remaining Outstanding Maturity
MSU-BILLINGS Replace indoor tennis bubble 6 148,740.00          04/30/10 148,740.00          -                      88,872.88            08/15/16
MSU-BILLINGS Residence Hall Roof Replacement 10 336,512.00          04/13/12 336,512.00          -                      304,044.84          02/15/22
MSU-BILLINGS Relocate College of Tech soccer field 10 725,000.00          06/20/08 725,000.00          -                      430,571.44          08/15/18
MSU-BILLINGS Bookstore Remodel 10 513,046.00          06/22/12 513,046.00          -                      505,352.05          08/15/22
MSU-BILLINGS Student Union/Rimrock Hall HVAC 15 1,260,881.00       06/22/12 1,260,881.00       -                      1,245,069.55       08/15/27
MSU-BILLINGS Total 2,984,179.00       2,984,179.00       -                      2,573,910.76       
MSU-BOZEMAN IT Infra Replace Program-Network-Fiber Optic OTDR Test Equip 7 33,772.00            02/16/07 33,772.00            -                      5,520.74              02/15/14
MSU-BOZEMAN Leon Johnson Bldg Networking 10 85,000.00            12/31/03 85,000.00            -                      9,229.02              02/15/14
MSU-BOZEMAN IT Infra Replace-Network Equip-Replace/Supplemental/Cable Tray 7 122,487.00          08/25/06 122,487.00          -                      9,953.83              08/15/13
MSU-BOZEMAN IT Infra Replacement Program-Marsh Lab Network 10 36,285.00            03/24/06 36,285.00            -                      12,482.42            02/15/16
MSU-BOZEMAN COBLEIGH HALL WIRING PROJECT 10 117,536.00          03/12/04 117,536.00          -                      12,953.43            02/15/14
MSU-BOZEMAN Roberts Hall Networking 4 78,085.00            06/04/04 78,085.00            -                      13,091.60            08/15/14
MSU-BOZEMAN Design & construct animal containment building 10 39,523.00            02/24/06 39,523.00            -                      14,245.74            02/15/16
MSU-BOZEMAN IT Infra Replace - Elec Code Corr & Cable Removal 10 77,965.00            07/22/05 77,965.00            -                      22,079.65            08/15/15
MSU-BOZEMAN Gaines Hall Networking 10 117,020.00          04/15/05 117,020.00          -                      26,090.83            02/15/15
MSU-BOZEMAN Football Video Server/Software Upgrade 4 80,783.00            06/25/10 80,783.00            -                      30,807.24            08/15/14
MSU-BOZEMAN IT Infra Replace-Networking/Remove copper/add fiber op/add 300 tele cable 10 83,085.00            08/25/06 83,085.00            -                      33,473.51            08/15/16
MSU-BOZEMAN Reid Hall Networking 10 154,223.00          11/26/04 154,223.00          -                      34,230.98            02/15/15
MSU-BOZEMAN recreational sports&fitness equip 7 125,000.00          02/15/08 125,000.00          -                      40,105.89            02/15/15
MSU-BOZEMAN Telecom. Infra Replace - PBX Core, PBX Duel T-1s & Recorded Announcer 10 93,847.00            02/16/07 93,847.00            -                      42,861.74            02/15/17
MSU-BOZEMAN IT Infra. Rep. Plan-IDF Upgrade 10 150,000.00          06/20/08 150,000.00          -                      89,083.74            08/15/18
MSU-BOZEMAN IT Infra, Repl, Plan Network Build. Wiring 10 163,000.00          06/20/08 163,000.00          -                      96,804.32            08/15/18
MSU-BOZEMAN Purchase motion based drive simul 10 280,000.00          10/10/08 280,000.00          -                      173,517.01          08/15/18
MSU-BOZEMAN IT Infra. replacement plan IDF Camp Net work Infra. 7 663,372.00          05/23/08 663,372.00          -                      259,666.09          08/15/15
MSU-BOZEMAN EPS Bldg - Atrium Renovation 10 552,519.41          05/25/07 552,519.41          -                      281,188.52          08/15/17
MSU-BOZEMAN IT Infra Repl Plan - Northern Tier Network 7 567,801.00          06/11/10 567,801.00          -                      373,850.12          08/15/17
MSU-BOZEMAN ADA Accessibility Projects 6 773,000.00          05/06/11 773,000.00          -                      588,163.65          08/15/17
MSU-BOZEMAN VMB Lab/Animal Containment Bldg 10 1,600,477.00       04/18/08 1,600,477.00       -                      962,823.97          08/15/18
MSU-BOZEMAN Bobcat Stadium End Zone Project 15 4,000,000.00       04/29/11 4,000,000.00       -                      3,645,024.27       08/15/26
MSU-BOZEMAN Energy Retro - Multiple Buildings 15 4,350,000.00       11/16/12 4,350,000.00       -                      4,350,000.00       08/15/28
MSU-BOZEMAN Purchase pickup truck for University KUSM 5 30,000.00            no draw 0.00 30,000.00            0.00
MSU-BOZEMAN Cooley Lab Renovation 5 1,300,000.00       12/23/10 506,095.12          793,904.88          475,969.93          02/15/16
MSU-BOZEMAN Total 15,674,780.41     14,850,875.53     823,904.88          11,603,218.24     
MSU-NORTHERN Various Equip Purchase & Install including ATC Bldg Audio/Visual 10 400,000.00          06/27/06 400,000.00          -                      161,842.91          08/15/16
MSU-NORTHERN Campus Improvements-pedestrian campus core renovation, parking, etc. 10 440,000.00          11/10/06 440,000.00          -                      249,594.14          02/15/19
MSU-NORTHERN Total 840,000.00          840,000.00          -                      411,437.05          
Montana State University Total 19,498,959.41     18,675,054.53     823,904.88          14,588,566.05     

As of June 30, 2013
University INTERCAP loans*

*only loans that have remaining commitment and/or outstanding



Borrower Name Project Description Term Commitment Fund Date  Draws  Remaining Outstanding Maturity

As of June 30, 2013
University INTERCAP loans*

*only loans that have remaining commitment and/or outstanding

UOFM-MISSOULA KUFM Fundraising soft/hardware 5 38,061.25            03/25/11 38,061.25            -                      23,198.29            02/15/16
UOFM-MISSOULA Replace Astro Turf at Washington Grizzly Stadium 5 250,000.00          11/21/08 250,000.00          -                      54,272.08            02/15/14
UOFM-MISSOULA Purchase bus 5 276,603.00          02/20/09 276,603.00          -                      58,790.29            02/15/14
UOFM-MISSOULA Remodeling the O'Connor Center 10 75,000.00            11/04/11 75,000.00            -                      68,137.60            02/15/22
UOFM-MISSOULA East Broadway Parking 10 288,722.91          04/21/06 288,722.91          -                      116,819.40          08/15/16
UOFM-MISSOULA Addition to Bldg 24 for bus storage 10 250,000.00          04/16/10 250,000.00          -                      179,180.47          02/15/20
UOFM-MISSOULA Purchase Real Property @820 Arthur 15 640,000.00          10/16/09 640,000.00          -                      212,383.13          08/15/24
UOFM-MISSOULA Info Tech - Storage Nework & Firewall 3 401,625.00          12/21/12 401,625.00          -                      401,625.00          02/15/16
UOFM-MISSOULA Northern Tier Project 7 1,000,000.00       10/23/09 1,000,000.00       -                      598,855.11          02/15/17
UOFM-MISSOULA New Stadium Lights 10 926,804.00          06/22/12 926,804.00          -                      881,477.65          08/15/22
UOFM-MISSOULA Curry Health Center Renovation 15 3,000,000.00       no draw 0.00 3,000,000.00       0.00
UOFM-MISSOULA Total 7,146,816.16       4,146,816.16       3,000,000.00       2,594,739.02       
UOFM-MONTANA TECH Design, Renovate, expand HPER building 15 2,340,000.00       12/23/11 2,340,000.00       -                      2,197,596.58       02/15/27
UOFM-MONTANA TECH Total 2,340,000.00       2,340,000.00       -                      2,197,596.58       
UOFM-WESTERN MT COLLEGE Suburbans to replace motor vans 5 99,078.00            05/20/11 99,078.00            -                      70,364.84            08/15/16
UOFM-WESTERN MT COLLEGE Life Safety Improv. to the PE Complex 15 299,999.61          10/30/09 299,999.61          -                      252,699.21          02/15/25
UOFM-WESTERN MONTANA COLLEGE Total 399,077.61          399,077.61          -                      323,064.05          
University of Montana Total 9,885,893.77       6,885,893.77       3,000,000.00       5,115,399.65       

Montana State University and University of Montana Grand Total 29,384,853.18     25,560,948.30     3,823,904.88       19,703,965.70     
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Montana State University 

Montana Board of Investments 
Relationship Overview 



Investments and Borrowing 
• STIP 

– Over $120 million in short-term investments at our 4 
instructional campuses, 7 agricultural research centers, and 
public service agencies serving all 56 counties 

– Internally, MSU allocates earnings based on pro-rata share 

• TFIP 
– $15 million invested, distributing an average of 4% interest 

• Intercap - $15 million outstanding 
  -$962k BSL research facility  -$588k ADA enhancements

 -$3.6m stadium endzone  -$4.4m energy improvements
-$1.0m internet wiring and 

   computing infrastructure
-$1.2m Billings student union 
  remodel /housing HVAC  

 



August 2013 
 

Richard Cooley, PM, CFA 
John Romasko, CFA, CPA 



 Separate Accounts can generally be segregated into 4 types 
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Permanent  Expendable 
FWP Mitigation Abandoned Mine 

Older Montanans  Montana Pole 

Endowment for Children Streamside Tailings 

Permanent Coal Trust UCFRB Restoration 

Real Property Trust UCFRB Reserve 

Resource Indemnity Zortman Water 

Park Acquisition Clark Fork Site Response 

Wildlife Habitat Butte Area One 

Public School Clark Fork Restoration 

Noxious Weeds Smelter Hill Uplands 

Tobacco Trust Blackfoot Area Response 

Regional Water East Helena Compensation 

Treasure State Endowment Zortman Trust 

Economic Development 

Historical Society Operating 
Treasurers Fund 

Insurance FWP License 

State Fund University of Montana 

Group Benefits Montana Tech 

MT University System Group Insurance Montana State University 



 Investment Policy Depends on Type of Fund 
 
◦ Permanent Funds 
 Large allocation to Trust Funds Investment Pool (TFIP) 
 Small allocation to Short Term Investment Pool (STIP) 
 In-state Investments Legislatively mandated 

 
◦ Insurance Funds 
 Individual securities to match Client needs 
 STIP to provide liquidity 
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 Investment Policy Depends on Type of Fund 
 
◦ Expendable Funds 
 Fund specific allocation to TFIP 
 STIP allocation for liquidity needs 
 Individual investments for liability matching 

 
◦ Operating Funds 
 Mostly STIP 
 Individual Medium Term Securities to add yield 
 TFIP if Client preference 
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Types of Investments and why we use them 
 
o STIP 
 Similar to a short-term money market fund 
 Provides liquidity 
 Modest increase in yield 
 Default fund to all investments not otherwise allocated 
 

o Individual Securities 
 Provide cash flow matching 
 Increase yield 
 Meet client preferences 

 
o TFIP 
 Diversify investments 
 Increase yield 
 Enhance Total Return 
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 Investment Process 
 
◦ Determine client cash flow profile 

 
◦ Determine client risk tolerance 

 
◦ Determine other client preferences or constraints 

 
◦ Invest fund to best meet these needs 
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 Trust Fund Investment Pool Snap Shot 6/30/13 

Treasuries 
13% 

Agencies 
4% 

Asset Backed 
4% 

Mortgage Backed  
25% 

CMBS 
11% 

Corporates 
29% 

STIP 
3% 

External HY 
5% 

External RE 
6% 

TFIP ASSET TYPE 
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Asset Class Minimum Maximum 6/30/13 
Investment grade fixed 
income 0% 100% 89% 

High yield fixed income 0% 10% 5% 
Core real estate 0% 8% 6% 
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INVESTMENT GRADE FIXED INCOME PORTFOLIO 
ASSET ALLOCATION SECTORS & RANGES 

    
(At market)   

    
Sectors Policy Ranges 6/30/13 
    
U.S. Treasury 15-45 15% 
Government Related   5-15 5% 

Total Government 20-60 20% 
    
MBS 20-40 29% 
    
Asset Backed Securities     0-7 5% 
CMBS   0-12 13% 

Total Structured 20-59 47% 
    
Corporate Credit 10-40 33% 
    

Total     100% 



Frequently Asked Questions (FAQ) 
Short Term Investment Pool (STIP) and Trust Funds Investment Pool (TFIP) 

 
1. When were these two pools created?   

• STIP, as a money market mutual fund, was created in July 1974. 
• The TFIP was established in October 1995. 

2. What was the 2013 yield? 
• The average STIP yield for fiscal year 2013 was .248365% 
• The average TFIP yield for fiscal year 2013 was 4.37% 

3. What are the requirements for participation in these two pools?   
• As authorized by Sections 17-6-202 and 204, MCA, STIP shareholders are 

qualifying state agencies and Montana local government units, including 
cities, counties and school districts.  State agencies must have appropriate 
written, statutory, grant, or contract authority to invest their funds and 
receive the investment earnings.  

• TFIP participants must either be an established expendable (SABHRS fund 
08xxx) or non-expendable (SABHRS Fund (090xx) trust.  

4. What are the procedures to buy or sell units in these pools?    
• STIP participants, by using an e-pass account, must submit buy/sell requests 

by 2:00 p.m. for cash settlement the next business day.  
• TFIP participants should contact the Montana Board of Investments (MBOI) 

Investment Officer, at least three business days prior to the first business day 
of each month for buy/sell transactions.  TFIP buy/sell transactions, initiated 
by the Investment Officer, are offset with a STIP transaction input by the 
MBOI Accounting staff.   

5. How do I access the monthly statement for my account?  
• Using the MBOI website at www.investmentmt.com, STIP statements can be 

accessed using the “STIP” tab. 
• TFIP statements, labeled as non STIP Pool Participant Monthly Statements, 

are accessible from the MBOI’s website using the “Investments” tab. 
6. Can the investment earnings be reinvested?   

• STIP earnings are reinvested as indicated on the STIP Participation 
Agreement.  

• TFIP earnings, by agency instruction, can be bought into STIP by the MBOI 
Accounting staff. 

7. How and when are the pool units valued?  
• STIP units are valued at the amortized cost of $1 per share. 
• TFIP units are valued based on the month-end Net Asset Value at Market. 

Annually, the appreciation/depreciation SABHRS accounts are adjusted to 
reflect the change in the current fair value 

8. How are distributions calculated and when do distributions occur?   
• STIP distributions are calculated using a daily income factor applied to the 

daily invested balance.  Distributions occur on the first business day of each 
month. 

• TFIP distributions are determined using an income factor based on the pool’s 
monthly earnings.  TFIP distributions are recorded by the third business day. 

9. Is there a cost to participate in these pools?   
• The MBOI, as an internal service fund, charges an administrative fee for its 

operations and custodial bank services.  These fees are recorded monthly as a 
reduction to the distribution. 

 
 
 

http://www.investmentmt.com/


Frequently Asked Questions (FAQ) 
All Other Funds 

 
1. Are the All Other Funds (AOF) considered a pool?  

• Technically, no.  The AOF group represents approximately 20 state agencies 
ineligible to participate in a long term investment pool.  These agencies have 
direct fixed income, equity, loan, and real estate alternative equity  
investments.  For financial statement purposes, the funds of these agencies 
are combined with the pension and non-pension funds for consolidated 
reporting for the Unified Investment Program. 

2. When is the AOF income recorded?  
• AOF income is recorded as received.  Typically, income is received on the 1st, 

15th and 25th of each month. 
3. What is the AOF investment cost?   

• The MBOI, as an internal service fund, charges an administrative fee for 
operations and custodial bank services.  The AOF internal service charge is 
allocated, monthly, based on the fund’s investment book value. 

4. When are the AOF investments valued and how is the valuation recorded on 
SABHRS?  

• The AOF funds are priced monthly.  Annually, the appreciation/depreciation 
SABHRS accounts are adjusted to reflect the change in the current fair value. 

 



 
SEPARATE ACCOUNT SUMMARIES 

 
TRUST FUNDS   
The Board invests several trust funds, some of which were created and protected by the state 
Constitution.  Other trusts have been created statutorily by the legislature or involve federal 
funds.  Several trust funds were established as a part of settlements between the state and private 
corporations to ensure environmental clean-up of polluted sites.  The trusts are managed for 
income, rather than total rate of return. 
 
COAL TAX TRUST FUND 
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. 
 
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.   
 
Beginning in FY 2017, three-eighths of coal severance tax revenue will be allocated to the coal 
tax permanent fund by eliminating the current revenue allocations to the Treasure State 
Endowment Fund and the Treasure State Endowment Regional Water System Fund (these 
programs will depend on their internal earnings to fund projects).  Over time, this switch will 
increase the amount of interest earnings that are transferred to the state general 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. 
 
TRUST AND LEGACY FUND 
Article X, Sections 2 and 3 of the state Constitution requires that all royalties and other proceeds 
received from school lands granted to the state under federal enabling legislation be deposited in 
the Trust and Legacy Fund, where it shall forever remain inviolate and guaranteed by the state 
against loss or diversion. 
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SEPARATE ACCOUNT SUMMARIES 

 
RESOURCE INDEMNITY TRUST FUND 
Article IX, Section 2 of the state Constitution requires that revenues from the Resource 
Indemnity Tax on minerals be deposited in the Resource Indemnity Trust Fund, the principal of 
which "shall forever remain inviolate" until the principal reaches $100 million.  The fund’s book 
value reached $100.0 million in fiscal 2002. 
 
COAL TAX PARKS/CULTURAL TRUST FUNDS 
A portion of the coal severance tax is dedicated to a statutorily created Parks Trust Fund and a 
Cultural Trust Fund (Trusts).  Investment income generated by the Trusts is appropriated by the 
legislature to acquire/operate state parks and to fund cultural and aesthetics projects.  The 1997 
legislature appropriated $3.9 million of Cultural Trust principal to purchase historical properties.   
 
OTHER TRUST FUNDS 

 
Fish, Wildlife, and Parks (FWP) Mitigation Trust - expendable trust funds fish and wildlife 
mitigation/enhancements. 
 
Abandoned Mine Trust - expendable trust funds abandoned mine reclamation. 
 
FWP Real Property Trust - non-expendable trust funds operations, development, and 
maintenance of FWP real property. 
 
Weed Control Trust - non-expendable $2.5 million trust funds noxious weed control. 
 
Wildlife Habitat Trust - funds acquisition/development/maintenance of wildlife habitat. 
 
Montana Post and Pole Trust - funds environmental cleanup of the former Montana Pole and 
Treatment Plant in Butte. 
 
The UCFRB Funds represent proceeds from state settlements with the Atlantic Richfield 
Company for restoration of the Upper Clark Fork River Basin. 
 
Streamside Tailing Funds are derived from a consent decree between the state and the Atlantic 
Richfield Company for remedial treatment of the Silver Bow Creek/Butte area. 
 
Tobacco Trust - the nation’s largest tobacco companies are required to pay at least $205.0 
billion over the next 25 years to the states.  Forty percent of Montana’s share is deposited in a 
trust fund. 
 
Zortman/Landusky Funds were paid by the Pegasus mining company and its insurer to provide 
long-term water treatment at the closed Zortman and Landusky mines near Malta. 
 
Zortman/Landusky LT H20 Trust - this fund has the same purpose as the existing 
Zortman/Landusky account; however, the source of funds is different.  The legislature requires a 
deposit of $1.2 million a year into this account until there are sufficient funds to generate $19.3 
million by January 1, 2018. 
 

Page 2 of 4 
 



 
SEPARATE ACCOUNT SUMMARIES 

 
Endowment for Children Fund - funds used to support programs and services related to child 
abuse and neglect, primary prevention activities and family resource programs. 
 
Older Montanans Trust Fund - funds used to create new, innovative services or expand 
existing services for Montana residents 60 years of age or older. 
 
Clark Fork Site Response Action Fund - funds derived from the 2008 consent decree between 
the Montana Department of Environmental Quality and Atlantic Richfield Company to 
remediate the Clark Fork River. 
Butte Area One Restoration Fund - funds derived from the 2008 consent decree between the 
Montana Department of Justice and Atlantic Richfield Company for projects that restore, replace 
or acquire the equivalent of injured natural resources or lost services at Butte Area One. 
 
Litigation Cost Recovery Fund - funds derived from the 2008 consent decree between the 
Montana Department of Justice and Atlantic Richfield Company to reimburse the Department of 
Justice for the legal costs associated with the litigation with ARCO over the remediation 
necessary in the Upper Clark Fork River Basin area. 
 
Clark Fork River Restoration Fund - funds derived from the 2008 consent decree between the 
Montana Department of Justice and Atlantic Richfield Company for restoration of the Clark Fork 
River and associated riparian areas from Warm Springs Ponds to Milltown Reservoir and related 
projects. 
 
Smelter Hill Uplands Restoration Fund - funds derived from the 2008 consent decree between 
the Montana Department of Justice and Atlantic Richfield Company for the restoration of the 
environment, vegetation and soils on lands affected by the Anaconda smelter. 
 
Upper Blackfoot Mine Complex Fund - funds derived from the 2008 consent decree between 
the Montana Department of Justice and Atlantic Richfield Company for the cleanup of the 
national forest portion of the Upper Blackfoot Mining Complex Site. 
 
STATE FUND INSURANCE 
The State Compensation Insurance Fund (State Fund) provides workers' compensation and 
occupational disease insurance for claims arising from injuries occurring on or after July 1, 1990.  
Effective on that date, the state's workers' compensation fund was divided into two funds with 
separate liabilities. The "old" fund retained all financial obligations for claims for injuries 
occurring prior to July 1, 1990, while the "new" fund assumed claim obligations for injuries 
occurring after that date.  
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SEPARATE ACCOUNT SUMMARIES 

 
OTHER INSURANCE FUNDS INVESTMENTS 
 
Group Insurance - created in 1981, provides health and life insurance to non-university state 
employees. 
 
Subsequent Injury - provides benefits to workers who are vocationally handicapped and whose 
Workers' Compensation benefits have expired. 
 
 
Montana University Group Insurance - reserve account for the Montana University System’s 
self-insured health plan. 
 
TREASURER’S FUND 
The Treasurer's Fund (Fund) is comprised of surplus cash in all state accounts that do not retain 
their investment earnings.  All earnings are deposited in the state general fund.  State law 
authorizes the Board to determine the amount of surplus cash in the Fund to be invested and the 
type of investments to be made.  Invested balances at book value vary widely due to varying 
levels of excess cash in the state's general fund and other accounts comprising the Fund.  The 
Fund is managed to maximize income, rather than for total rate of return.  This Fund has been a 
major investor in STIP since 1973 when STIP was created. 
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Clifford Sheets, CIO, CFA 
Nathan Sax, PM, CFA 
Richard Cooley, PM, CFA 
Jon Putnam, CFA, FRM 
John Romasko, CFA, CPA 



 Types of Accounts 
o Pension 
o Separate  

 State Fund 
 Treasurer’s Fund 
 Trust/Operating/Insurance 

 
 Fixed Income Investments 

o Retirement Funds Bond Pool (RFBP) 
o Trust Funds Investment Pool (TFIP) 
o Short-Term Investment Pool (STIP) 
o Individual Securities (where appropriate) 
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 A bond is a contractual obligation to pay principal and 
interest over time.  
 

 Commitments may be government or private debt. 
 

 Credit obligations represent a senior claim on assets.  
 

 Coupons are contractually driven and may be fixed or floating 
rate.  
 

 Maturities are predefined and generally range from 1 year to 
30 years.  
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STIP INTERNAL, 
$2.46B 

STIP EXTERNAL, 
$183.23M 

TRUST CORE 
INTERNAL, $1.78B 

RETIREMENT CORE 
INTERNAL, $1.30B 

STATE FUND, 
$1.09B 

EXTERNAL 
MANAGEMENT, 

$603.16M 

OTHER SEPARATE 
FUNDS, $219.45M 
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 Fixed Income Asset Management is a Core 
Competency of MBOI 
 

 Total Fixed Income Assets = $7.64 Billion 
o Internally-managed  89.7 % 
 Core investment grade bonds 
 Money market instruments 

o Externally-managed  10.3% 
 Specialty sub-sectors such as high yield and 

international bonds 
 Institutional MMF’s for liquidity management in STIP 
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 Generate Income 
 

 Total Return 
o Equal to change in price plus income 

 

o Driven by movements in interest rates and risk premiums (for non-Treasury 
sectors and securities) 
 

o Underlying returns a function of 
 Term premium (typically longer maturities yield more) 
 Quality premium (lower quality = higher yields) 
 Structure premium (less certain cash flows = higher yields) 
 

 Diversification  
o Versus the more growth-oriented assets that make up the bulk of the pension 

assets (stocks, private equity, real estate) 
 

 Liquidity 
o Ability to raise cash in times of extreme market stress 
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 Diversification  
o Volatility of returns – lower than other assets 

 
o Correlation of returns vs. stocks – low but positive 

CORRELATION AND ANNUAL VOLATILITY 
  CIBP RFBP S&P 1500 
Correlation to S&P 1500       

10/31/1995 to 6/30/2013   0.05   -      -    
  9/30/2008 to 6/30/2013   0.20  0.40   -    

        
Volatility       

10/31/1995 to 6/30/2013 4.16%  -    15.69% 
  9/30/2008 to 6/30/2013 3.92%  4.01% 19.13% 
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 Barclays U.S. Aggregate Index 
 
o Created in 1986 (Prior to 2009 known as the Lehman Aggregate Index) 

 
o Reflects the investable bond market: USD-denominated, investment grade, fixed rate, 

taxable bond market.   
 Index is cap weighted (based on amount outstanding) 
 Reflects trends in relative issuance by sector 
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U.S. 
Treasury 
25.10% 

Govt 
Related 
13.50% 

Corporate 
17.70% 

Securitized 
43.70% 

June 2008 

U.S. 
Treasury 

36.5% 

Govt 
Related 
10.5% 

Corporate 
21.47% 

Securitized 
31.5% 

June 2013 

Index Composition 



 Definition: Below IG and/or non-US 
 

 Supplement return of the core portfolio 
 

 Higher correlations to equity assets  
◦ HY Fixed Income correlation to Broad U.S. Equity: .62 
◦ IG Fixed Income correlation to Broad U.S. Equity:  .20 
 

 Strategic, but not permanent, sub-sector 
allocations 
◦ Limited policy range 
 HY & Plus Sectors:  0-20% in RFBP, 0-10% in TFIP 
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 Risk Constrained Process 
◦ Deviations from index controlled by policy and tighter self-imposed staff-driven 

constraints based on near term tactical outlook 
◦ Wilshire Analytics measures portfolio characteristics to facilitate policy and strategy 

compliance 
◦ Core Internal Bond Portfolio (CIBP) less volatile in recent years 

10 

* Tracking error is the standard deviation of the difference between the returns of the 
portfolio and the benchmark. 
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CIBP Annualized Tracking Error - 12/08 to 06/13 
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RFBP CIBP TFBP CIBP/TFBP 

Policy Range 
Barclays 

Aggregate 

 Treasuries 15.76 16.95 15.05 15-45 36.53 
 Agencies & Govt Related 4.86 5.45 5.32 5-15 10.47 
 Total Government 20.62 22.40 20.37 20-60 47.00 
          
 Mortgage Backed 23.68 26.88 28.48 20-40 29.35 
 Asset Backed 4.57 5.49 5.44 0-7 0.40 
 CMBS 8.79 9.97 11.61 0-12 1.78 
 Total Securitized 37.04 42.34 45.53 20-59 31.53 
          
 Financial 13.28 12.07 11.36   7.00 
 Industrial 22.22 15.64 14.78   12.10 
 Utility 3.89 4.98 4.94   2.36 
 Total Corporate 39.39 32.69 31.08 10-40 21.47 
          
 Other 0.59 0.00 0.00   0.00 
 Cash 2.36 2.57 3.04 0.00 
 Total 100.00 100.00 100.00 100 100.00 
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Portfolios as of 06/30/13 



 Liquidity is important, particularly in CIBP 
 
◦ Enables more flexibility in pension rebalancing, or making 

strategy shifts within CIBP itself 
 

◦ Critical resource in meeting benefit needs in times of 
market stress 
 

◦ Dealers are unable or unwilling to carry bond inventory       
(not market makers any longer) 
 

12 August 2013 Montana Board of Investments 



 Weekly meetings 
◦ Monthly strategy discussion (FI team, Dan, Cliff) 
◦ Consensus approach 

 
 Expanded role for analysts in portfolio 

management 
◦ Trade within assigned sectors upon PM’s 

approval 
◦ Portfolio structure knowledge 
◦ Market color, advice 
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 Fixed Income Team (Nathan, Rich, Jon, John) 
 

 Portfolio Analytics System (Wilshire Axiom) 
 

 External Managers – a sounding board 
 

 External Credit Research 
◦ Creditsights 
◦ Gimme Credit 
◦ Bloomberg 
◦ S&P, Moodys 
◦ Brokerage contacts 

 Accounting (middle office role) – clear trades 
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 Costs are low relative to other asset classes 
◦ Costs in 2012 for the pension funds: 
 CIBP:  2.5 bps, average AUM of $1.38B 

 External Core-plus:  19.8 bps, average AUM of $346.2M 

 External High Yield:  49.8 bps, average AUM of $165.3M 
 

◦ Low costs are possible in part because of economies of 
scale  
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 STIP has three clearly defined objectives in 
order of importance: 
 
1. Preservation of Principal 

 
2. Liquidity 

 
3. Return 
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 Updated Investment Policy in November 2012 
◦ Liquidity requirements 
 5% total AUM/day, 10% total AUM/week 

◦ Approved credits list 
 Analysts research and recommend additions/deletions 
 CIO/PM/Research Director approve names 

◦ Risk constraints implemented 
 Concentration limits by asset type, company exposure, 

maturity and ratings 
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 Objective   
◦ Cushion in event of realized losses 
◦ Permanent account within STIP 

 
 History 
◦ Initiated Q4’07  
◦ Increased by $1.74 million in 1Q’13 
◦ Increased by $1.76 million in 2Q’13 
◦ Increased by $7.30 million in FY’13 
◦ Current balance = $18.3 million 

 
 Additions from  
◦ Current income = $17,000/day 
◦ Realized gains on any sales of securities 
◦ Income from former SIV-related assets 
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ABCP 
35.1% 

CP/NOTES 
30.3% 

CD 
19.1% 

AGENCY 
7.1% MMF 

6.5% 

SIV 
1.8% 

Asset Type 
NR 

1.8% 

MMF 
6.5% 

Aaa 
7.1% 

Double AA 
28.3% 

Single A 
14.3% 

A1/P1/F1 
31.6% 

A1/P2/F1 
10.4% 

Ratings Distribution 



 Weighted Average Maturity (WAM) currently 42.9 
days vs. policy maximum of 60 days 
 

 Current Liquidity (vs. policy): 
◦ 1 Day - $172M ($129M) 
◦ 1 Week - $348M ($258M) 
◦ 1 Month - $560M 

 
 Participants 
◦ STIP total value - $2.6 Billion (476 Accounts) 
◦ Local Governments - 166 accounts (17.5% of assets) 
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 STIP has consistently returned a competitive yield 
compared to institutional money market funds  

STIP Performance (6/30/13) 
  1 Year 3 Year 5 Year 10 Year 
STIP Net of Fees/Reserve 0.25% 0.29% 0.57% 2.01% 
iMoneynet First Tier Instit. (Gross) 0.27% 0.29% 0.59% 2.05% 
LIBOR 1 Month Index 0.21% 0.23% 0.46% 1.97% 
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◦ Asset-backed CP & Corporate CP purchases initiated on 
Bloomberg 

 
◦ Trades are approved for reasonableness by someone other 

than person initiating the trade 
 
◦ Trades are sent via Bloomberg POMS to the broker, BOI 

accounting and State Street for settlement  
 
◦ Analysts perform credit research and serve as back-ups for 

the daily investment of STIP funds.  
 75 names on the approved list, 5 additions in the past year 
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 The fixed income asset class serves 3 primary objectives 
◦ Unique return profile 
◦ Diversification (key objective within pensions) 
◦ Liquidity (critical in context of pensions and many other account 

types) 
 

 Fixed income management is a core competency at the BOI 
◦ This is an important asset class; many accounts depend on it 
◦ We have the resources to manage it well; we’ve done so, and will 

continue to do so 
 

 We manage fixed income assets in a very efficient manner, in 
part due to the economies of scale we have 
◦ One result is a very low cost of management, which of course 

helps returns 
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* 2012 includes an estimate of data not yet in the database.

This benchmarking report compares your cost and return performance to 
CEM's extensive pension database.

• 167 U.S. pension funds participate. The median 
U.S. fund had assets of $5.8 billion and the 
average U.S. fund had assets of $16.1 billion. 
Total participating U.S. assets were $2.7 trillion.

• 69 Canadian funds participate with assets 
totaling $345 billion.

• 34 European funds participate with aggregate 
assets of $1.4 trillion. Included are funds from the 
Netherlands, Norway, Sweden, Finland, Ireland, 
Denmark and the U.K.

• 4 Asia-Pacific funds participate with aggregate 
assets of $92 billion. Included are funds from 
Australia, China, New Zealand and South Korea.

The most meaningful comparisons for your 
returns and value added are to the U.S. Public 
universe of 58 funds with assets totaling $1.8 
trillion. 0.0
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3.0
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The most valuable comparisons for cost performance are to your custom 
peer group because size impacts costs.

  

To preserve client confidentiality, given potential access to documents as permitted by the Freedom of Information Act, we do not disclose your
peers' names in this document.

Custom Peer Group for
Montana Board of Investments

• 20 U.S. public sponsors from $3.4 billion to $14.4 billion
• Median size of $8.5 billion versus your $7.8 billion

0

2

4

6

8

10

12

14

16

$ 
bi

llio
ns



4

What gets measured gets managed, so it is critical that 
you measure and compare the right things:

Are your costs reasonable? Costs matter and can be 
managed.

How did the impact of your policy mix decision 
compare to other funds?

Are your implementation decisions (i.e., the amount of 
active versus passive management) adding value?

Net implementation value added versus excess cost.  
Does paying more get you more?

2. Value Added

3. Costs

4. Cost 
Effectiveness

1. Policy Return
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Total returns, by themselves, provide little insight
into the reasons behind relative performance.
Therefore, we separate total return into its more
meaningful components: policy return, cost, and
value added.

Your 3-yr
Total Fund Return 10.0%

- Policy Return 9.3%
- Cost 0.7%
= Net Value Added 0.0%

This approach enables you to understand the
contribution from both policy mix decisions
(which tend to be the board's responsibility) and
implementation decisions (which tend to be
management's responsibility).

Your 3-year total return of 10.0% was above the U.S. Public median of 
9.3% and above the peer median of 9.1%.

U.S. Public Total Returns - quartile rankings
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•  Long term capital market expectations
•  Liabilities
•  Appetite for risk

Each of these three factors is different across
funds. Therefore, it is not surprising that policy
returns often vary widely between funds.  

Your 3-year policy return of 9.3% was above the U.S. 
Public median of 8.8% and above the peer median of 8.6%.

U.S. Public Policy Returns - quartile rankingsYour policy return is the return you could have 
earned passively by indexing your investments 
according to your policy mix.

Having a higher or lower relative policy return is 
not necessarily good or bad. Your policy return 
reflects your investment policy, which should 
reflect your:

1. Policy Return
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Differences in policy returns are caused by differences in benchmarks and policy 
mix. 

1.  The private equity and hedge fund benchmark returns reflect the average benchmarks of all U.S. participants. To enable fairer value added comparisons, the 
private equity benchmarks of all U.S. participants were set to equal your benchmarks.

0.0%

2.0%

4.0%
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Equity¹
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TIPS
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World

Barclays 
Aggr. 
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MSCI 
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Market

MSCI 
EAFE

Hedge 
Funds¹

US 3yr 16.8% 12.6% 12.2% 11.9% 11.5% 11.2% 11.1% 11.0% 8.9% 7.4% 6.2% 4.8% 3.7% 3.3%

3-Year Returns for Frequently Used U.S. Benchmark Indices
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Your Peer U.S. Public
Fund Avg. Avg.

U.S. Stock 36% 26% 26%
EAFE/Global/Emerging 18% 28% 25%
Total Stock 54% 54% 52%

U.S. Bonds 22% 21% 20%
High Yield Bonds 3% 2% 2%
Other Fixed Income¹ 1% 5% 6%
Total Fixed Income 26% 28% 28%

Hedge Funds 0% 3% 4%
Real Estate incl. REITS 8% 6% 7%
Other Real Assets² 0% 2% 2%
Private Equity 12% 7% 7%
Total 100% 100% 100%

Your 3-year policy return was slightly above the U.S. Public median. 

3-Year Average Policy Mix

• Your higher weight in Private Equity, one of 
the better performing asset classes of the 
past 3 years, had a positive impact. Your 3-
year average weight of 12% compares to a 
U.S. Public average of 7%.

• The fact that you had no allocation to hedge 
funds versus a 3-year average weight of 4% 
for U.S. Public funds also had a positive 
impact.

1. Other fixed income includes Inflation Indexed bonds, Global 
Bonds and Cash. 

2. Other real assets includes Commodities, Natural Resources and  
Infrastructure.

Your 3-year policy return was slightly above 
the U.S. Public median. Two factors 
contributing to this were:
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Total Policy Net Value
Year Return Return Cost Added
2012 13.9% 13.6% 0.6% (0.3)%
2011 2.8% 1.2% 0.7% 0.9%
2010 13.6% 13.7% 0.7% (0.8)%

3-year 10.0% 9.3% 0.7% 0.0%

Your 3-year net value added of 0.0% compares 
to a median of -0.1% for your peers and -0.2% 
for the U.S. Public universe.

U.S. Public Net Value Added - quartile rankings

Montana Board of Investments

Net value added equals total return minus policy 
return minus costs. 

Net value added is the component of total return from 
active management. Your 3-year net value added was
0.0%.
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You had positive 3-year value added in Fixed Income. Value added is the 
difference between your actual returns and your benchmark returns. For 
the U.S. Public universe it is the difference between their average return 
and their average benchmark return.

1. Private equity value added is net whereas the other asset classes are gross. To enable fairer value added comparisons, the private equity 
benchmarks of all U.S. participants were set to equal your benchmarks. It is also useful to compare total returns. Your 3-year return of 14.3% for 
private equity was above the U.S. average of 12.8%. 
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You had better 3-year returns relative to the U.S. Public average in Fixed 
Income, Real Estate and Private Equity.

3-year Average Return by Major Asset Class
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Your asset management costs in 2012 were $48.0 million 
or 61.5 basis points.

3. Costs 

Your Investment Management Costs ($000s)
Internal External Passive External Active

Passive Active Monitoring Base Perform. Monitoring
Fees & Other Fees Fees & Other Total

U.S. Stock - Large Cap 156 150 4,923 132 5,361
U.S. Stock - Small/Mid Cap 112 13 2,524 45 2,693
Stock - ACWIxU.S. 637 171 2,798 154 3,759
Fixed Income - U.S. 341 686 85 1,112
Fixed Income - High Yield 824 41 865
Cash 12 12
Real Estate 2,089  127 2,216
Real Estate - LPs 6,280  208 6,488
Diversified Private Equity 15,862  437 16,299
Diversified Priv. Eq.- Fund of Funds 7,220  130 7,349
Total investment management costs 59.1bp 46,154

Your Oversight, Custodial and Other Asset Related Costs ($000s)
Oversight of the fund 617 
Trustee & custodial 1,002 
Consulting and performance measurement 226 
Audit 34 
Total oversight, custodial & other costs 2.4bp 1,879 

Total asset management costs 61.5bp 48,033
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Your costs decreased slightly between 2010 and 2012.
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Public Assets 24.3 22.9 17.7
Private Assets 41.8 41.3 41.4
Oversight 2.6 2.4 2.4
Total Cost 68.7 66.6* 61.5
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Your Annual Operating Costs

* 2011 Total Cost has changed from 64.9 bps in last year's report to 66.6 bps this year due to 
a change in Private Equity holdings for 2011 data year. 
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Your total cost of 61.5 bps was close to the peer average of 59.5 bps.

Total Cost - Quartile RankingsDifferences in total cost are often caused by two 
factors that are often outside of management's 
control: 
• asset mix and 
• fund size. 

Therefore, to assess whether your costs are 
reasonable, CEM calculates a benchmark cost for 
your fund. 
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Benchmark cost analysis suggests your fund was normal cost.

$000s basis points
Your actual cost
Your benchmark cost
Your excess cost (2,964) (3.8) bp

Your benchmark cost is an estimate of what your 
cost would be given your actual asset mix and the 
median costs that your peers pay for similar 
services. It represents the cost your peers would 
incur if they had your actual asset mix.

Your total cost of 61.5 bp was close to your 
benchmark cost of 65.3 bp. Your cost saving was 
3.8 bps.

48,033 61.5 bp
50,997 65.3 bp
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$000s bps

1.  Lower cost implementation style (3,350) (4.3)

386 0.5

Total savings in 2012 (2,964) (3.8)

These reasons are examined in detail in the following pages.

Your fund was normal cost because you had a lower cost implementation 
style and paid slightly more for similar mandates. 

Reasons for Your Low Cost Status
Excess Cost/ 

(Savings)

2.  Paying more or (less) than your peers 
for similar services
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•

•

* The graph above does not take into consideration the impact of derivatives.

Within external active holdings, fund of 
funds usage because it is more expensive 
than direct fund investment. You had 
similar amounts in fund of funds. Your 18% 
of hedge funds, real estate and private 
equity in fund of funds compared to 18% 
for your peers.

Differences in cost performance are often caused by differences in 
implementation style.

Implementation style is defined as the way in 
which your fund implements asset allocation.  
It includes internal, external, active, passive 
and fund of funds styles.

The greatest cost impact is usually caused by 
differences in the use of:

External active management because it 
tends to be much more expensive than 
internal or passive management. You used 
less external active management than your 
peers (your 55% versus 69% for your 
peers).
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Your Fund Peers U.S. Public 
Funds

Internal passive 0% 1% 5%
Internal active 19% 2% 8%
External passive 27% 28% 20%
External active 55% 69% 67%

Implementation Style*
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Asset class You
U.S. Stock - Large Cap 2,417 46.7% 39.9% 6.7% 24.2 bp 395
U.S. Stock - Small/Mid Cap 494 77.2% 95.4% (18.2%) 61.5 bp (554)
Stock - ACWIxU.S. 1,289 47.3% 57.9% (10.6%) 37.2 bp (510)
Fixed Income - U.S. 1,728 20.0% 75.1% (55.1%) 19.1 bp (1,817)
Fixed Income - High Yield 165 100.0% 100.0% 0.0% 0
Real Estate ex-REITs 852 100.0% 100.0% 0.0% 0

of w hich Ltd Partnerships represent: 852 72.2% 40.8% 31.4% 17.0 bp 455
Diversified Private Equity 1,569 100.0% 100.0% 0.0% 0

of w hich Fund of Funds represent: 1,569 27.8% 38.9% (11.1%) 76.2 bp (1,324)
Total 54.7% 68.5% (13.9%) (3,355)
Style impact related to fund of funds in bps (1.7) bp
External active style impact in bps (2.6) bp
Impact of differences in the use of lower cost styles³ 0.1 bp
Savings from your lower use of portfolio level overlays (0.1) bp
Total style impact (4.3) bp
1. The cost premium is the additional cost of external active management relative to the average of other lower cost

implementation styles - internal passive, internal active and external passive.
2. A cost premium listed as 'Insufficient' indicates that there was not enough peer data to calculate the premium.
3. The 'Impact of differences in the use of lower cost styles' quantifies the net impact of your relative use of internal passive,

internal active and external passive management.

Differences in implementation style saved you 4.3 bp relative to your 
peers.

Cost Impact of Differences in Implementation Style
Your avg 
holdings 
in $mils

% External Active
Cost1,2 

premium

Cost/ 
(Savings) 
in $000s

Peer
average

More/
(less)



19

Your avg Cost/
holdings Peer More/ (Savings)
in $mils median (Less) in $000s

U.S. Stock - Large Cap - Passive 1,289 2.4 1.3 1.0 133
U.S. Stock - Large Cap - Active 1,128 44.8 25.5 19.3 2,173
U.S. Stock - Small/Mid Cap - Passive 113 11.1 4.2 6.9 77
U.S. Stock - Small/Mid Cap - Active 382 67.3 65.7 1.6 61
Stock - ACWIxU.S. - Passive 679 11.9 4.8 7.1 480
Stock - ACWIxU.S. - Active 610 48.4 42.0 6.4 390
Fixed Income - U.S. - Active 346 22.3 21.3 1.0 34
Fixed Income - High Yield - Active 165 52.3 50.0 2.3 39
Real Estate ex-REITs - Active 237 93.5 81.6 11.8 280
Real Estate ex-REITs - Limited Partnership 615 105.5 98.7 6.8 419
Diversified Private Equity - Active 1,133 143.9 165.0 (21.1) (2,396)
Diversified Private Equity - Fund of Fund* 436 63.7 76.2 (12.5) (544)
Total external investment management impact 1,148

* The cost comparison for fund of fund private equity is only based on the top layer fees.  The underlying fees were excluded
because we could not confirm they were gross partnership costs.

The net impact of differences in external investment management costs 
added 1.5 bps.

Impact of Paying More/(Less) for External Investment Management
Cost in bps

1.5 bp

Your
Fund
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Your avg Cost/
holdings Peer More/ (Savings)
in $mils median (Less) in $000s

Fixed Income - U.S. - Active 1,382 2.5 2.8* (0.4) (49)
Total internal investment management impact (49)

* All U.S. universe median used as peer data was insufficient.

Impact of Paying More/(Less) for Internal Investment Management
Cost in bps

(0.1) bp

The net impact of differences in internal investment management costs 
saved you 0.1 bps.

Your
Fund
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Your avg Cost/
holdings Peer More/ (Savings)
in $mils median (Less) in $000s

Oversight 7,808 0.8 1.6 (0.8) (661)
Custodial / trustee 7,808 1.3 0.5 0.8 650
Consulting / performance measurement 7,808 0.3 1.0 (0.7) (517)
Audit 7,808 0.0 0.1 (0.1) (54)
Other 7,808 0.0 0.2 (0.2) (131)
Total impact (0.9) bp (713)

The net impact of differences in your oversight, custodial & other costs 
saved you 0.9 bps.

Impact of Differences in Oversight, Custodial & Other Costs
Cost in bps

Your
Fund
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$000s bps

1.  Lower cost implementation style
• Lower use of fund of funds (1,324) (1.7)
• 

• Lower use of overlays (81) (0.1)
• Other style differences 86 0.1

(3,350) (4.3)

• External investment management costs 1,148 1.5
• Internal investment management costs (49) (0.1)
• Oversight, custodial & other costs (713) (0.9)

386 0.5

Total savings (2,964) (3.8)

2.  Paying more or (less) than your peers for 
similar services

In summary, your fund was normal cost because you had a lower cost 
implementation style and paid slightly more for similar mandates. 

Reasons for Your Cost Status
Excess Cost/ 

(Savings)

(2,030) (2.6)

Less external active management and 
more lower cost passive and internal 
management
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(Your 3-year: net value added 0.0%, cost savings 2.9 bps*)
3-Year Net Value Added versus Excess Cost

Your fund had 3-year net value added of 0.0% and cost 
savings of 2.9 bps on the cost effectiveness chart.

Your 3-year cost savings of 2.9 basis points is the average of your cost savings for the past 3 years. 
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-1%
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Excess Cost

Global
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Your Results

4. Cost 
Effectiveness
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In summary:

Your fund had 3-year net value added of 0.0% and cost savings of 
2.9 bps on the cost effectiveness chart.

Your 3-year policy return was 9.3%. This was above the U.S. 
Public median of 8.8% and above the peer median of 8.6%.

Your 3-year net value added was 0.0%. This was slightly above 
the U.S. Public median of (0.2)% and close to the peer median of 
(0.1)%.

Your actual cost of 61.5 bps was close to your benchmark cost of 
65.3 bps. This suggests that your fund was normal cost.
Your fund was normal cost because you had a lower cost 
implementation style and paid slightly more for similar mandates. 

1.  Policy Return

2.  Value Added

3. Costs

4. Cost 
Effectiveness
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Costs have been growing over ten years in the U.S.

U.S. fund costs have grown by 21bps
on average over the last 10 years.
Reasons why include:

• An increase in the more expensive
asset classes (hedge funds, real assets
and private equity) from 4.9% to 10.9%
on average

• An increase in the most expensive
implementation style, external active
management, from 66% to 73% on 
average.

¹ Trend analysis is based on 54 U.S. funds with 10 consecutive years of data.

0 bp

10 bp

20 bp

30 bp

40 bp

50 bp

60 bp

70 bp

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Total Costs in bps 39 37 40 44 46 53 59 60 59 60

U.S.¹ Total Costs
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Policy Mix Trends - U.S.

For U.S. plans, real asset, private equity & hedge fund policy weights 
grew from a total of 9.2% in 2003 to 20.9% in 2012.
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Implementation Style Trends - U.S.

For U.S. plans, external active management increased from 66% to 73% 
over the past 10 years.
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Key U.S. pension fund performance results:

U.S. Funds*
(22-year average)

Total Return                      9.85%

- Policy Return 9.21%

=  Gross Value Added           0.64%

- Costs 0.45%

=  Net  Value Added             0.18%

* Number of annual observations:  3,682
Median fund size:  $ 5.3 Billion

 Policy returns (from asset mix) are by far 
the biggest  component of total returns.

 U.S. pension funds in the CEM database 
generated 18 bps of value added from 
active management after costs.  
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Asset mix is the primary driver of total return.  Below are key 22-year 
U.S. benchmark returns.  

* The benchmark for private equity is the compound average return of annual average benchmarks used by all participants.
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Net Value Added by Asset Category 
(U.S. 1991-2012)

In the U.S., the asset class with the highest value added was Foreign
Stock.

1. Hedge Fund gross value added performance reflect data for the 13 year period from 2000 to 2012.
2. Value added analysis is from 3,668 annual fund performance observations from the CEM U.S. universe for the 22-year period ending 2012. Value 

added reflects the asset weighted value added of all mandates in each asset category including indexed holdings. Averages shown above are the simple 
average of the annual averages of all observations of funds with holdings in the asset category for each year.
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Fund characteristics associated with higher net value added:

1. More internal management was better.

2. Large funds did better than small funds.
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More internal management was better.

A 10% increase in internal management was associated with 3.3 bps higher net value added.

 Internal management was better primarily because of lower costs.

 Internal management increases with fund size.  Funds under $10 billion manage 8% of assets internally on 
average.  Funds over $50 billion manage 51% of assets internally on average.

 Fixed income is the most likely asset class to be managed internally followed by public equity and real 
estate.  A few large funds manage some of their private equity program internally.
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Large funds did better than small funds.

For a ten-fold increase in size, net value added increased by 15 bps.  

Larger funds outperform because of:

 Lower total costs from scale economies

 More internal management

 Private market asset classes, especially private equity and real estate:
 higher holdings
 lower costs
 higher returns
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DB plans have outperformed DC plans in the U.S.

DB versus DC Return and Value Added - U.S.

DB DC Difference

Total Return 7.62% 6.11% 1.51%
- Policy Return1 7.04% 5.70% 1.34%
= Gross Value Added 0.58% 0.41% 0.17%
- Costs 0.47% 0.41% 0.06%
= Net Value Added 0.12% 0.00% 0.12%

# of Observations 2,831 1,856

1.  DC policy return = weights of holdings X benchmarks
2.  Returns are the compound average of annual averages. 

16-year average² ending 2012
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Asset mix differences have been the primary reason for the better 
performance of U.S. DB plans.

DB versus DC Asset Mix - U.S.
Asset Class
(Ranked by returns) DB DC DB DC 

Private Equity 3% n/a 12.2% n/a
Real Estate, REITs & Other Real Assets 5% n/a 9.6% n/a
Small Cap Stock 6% 7% 8.2% 8.4%
Employer Stock n/a 21% n/a 8.5%
Fixed Income 31% 10% 7.6% 6.7%
Hedge Funds 2% n/a 8.2% n/a
Stock U.S. Large Cap or Broad 28% 30% 6.4% 6.1%
Stock Non U.S. or Global 24% 7% 6.4% 6.5%
Stable Value/GICs n/a 17% n/a 4.9%
Cash 2% 8% 3.3% 3.2%
Total 100% 100% 7.6% 6.1%

# of Observations 2,831 1,856

1.   16 years ending 2012. Equals simple average of annual asset mix weights.
2.   16 years from 1997 to 2012. Returns are the compound average of the annual averages for each asset class. Hedge funds were not treated as a

separate asset class until 2000, so 60% stock, 40% bond returns were used as a proxy for 1997-1999.

10-year Average 
Returns2

10-year Average 
Asset Mix1
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Public Fund Comparison
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3

MBOI 10-year return of 
7.41% is just shy of the 
7.75% assumed rate of return 
and ranks in the 66th 
percentile.
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MBOI 5-year return of 2.75% 
impaired by financial crisis and 
falls short of 7.75% assumed rate 
of return.  However, relative rank 
has improved, placing MBOI 
above median.



Public Fund Comparison
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Public Fund Comparison

Funds that did not provide data will not appear in the chart.
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Public Fund Comparison
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97.5% of surveyed plans are 
underfunded.
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• Money market 
funds, T-bills, 
commercial paper

• Low risk/return

• Provides stability 
and liquidity to a 
portfolio

• Government or 
corporate credit, 
bond funds

• Moderate 
risk/return

• Provides stability as 
well as capital 
appreciation / 
preservation to a 
portfolio

• Hedge against 
economic slowdown 
or inflation

• Value fluctuates 
inversely with 
interest rate 
movements
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emerging market

• High risk/return

• Aggressive, but can 
be viewed as great 
diversifier from US 
market activity
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equity funds

• Risk/return can 
vary from 
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• More volatile, but 
expected to provide 
greater long-term 
growth potential 

• Hedge funds, 
private equity, 
absolute return

• Historically larger 
investment 
minimums

• Another diversifier 
from traditional 
asset classes

• Less liquid, less 
transparent (hard 
to value), and 
higher associated 
fees

• REITs, REOCs

• Provides additional 
diversification from 
stock and bond 
markets

• Provides inflation 
protection and 
income potential

• Liquidity concerns, 
and severe market 
downturns can pose 
increased risk to a 
portfolio

Spectrum of Asset Classes



Importance of Asset Allocation

 Multiple studies conclude that asset allocation is the most important 
determinant of total fund performance in the long run.

 Studies estimate that 90% of the volatility in annual fund returns is 
attributable to asset allocation (as opposed to individual manager 
selection). 

 Manager selection, while potentially valuable, cannot compensate an 
investor for a poorly diversified or inappropriately allocated 
portfolio.

Source: Ibbotson, Roger G. and Paul D. Kaplan, 2000. “Does Asset Allocation Policy Explain 40%, 90%, or 100% of Performance?”. Financial Analysts Journal.  
January/February 2000, Vol.56, No.1, pp.26-33.
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Importance of Asset Allocation

Illustration

Hypothetical Scenario
$1 billion Fund with a Policy Target Allocation of 50% domestic equities (S&P 500) and 50% domestic 
fixed income (Barclays Aggregate).
Assume that the Fund was overweight equities by 5%; actual portfolio is 55%/45%.
2008 annual returns: -37% (S&P 500) & 5% (Barclays Aggregate).

Result
Additional loss of $21 million due to equity overweight.

Rather than a loss of $179 million (50%/50% Policy), the Fund would have experienced a loss of 
$200 million (55%/45% actual).

In order for the Fund to make up for the additional $21 million loss, the equity managers would have 
needed to outperform the S&P 500 Index by approximately 4% during 2008.

Policy Allocation Actual Allocation

January 1, 2008 Value $1,000,000,000 $1,000,000,000

December 31, 2008 Value $820,597,861 $799,774,897

Investment Loss $179,402,139 $200,225,103

Additional Loss Due to Equity Overweight $20,822,964

11



Strategic vs. Tactical Allocation

Tactical Asset Allocation
Identifies opportunities within a short-term 
time horizon
Allows for deviations from target asset mix in 
order to periodically overweight and 
underweight assets based on short-term 
expectations
Requires greater degree of investment skill 
and analysis in order to justify tactical 
movements

Strategic Asset Allocation
Seeks to establish and adhere to a target asset 
mix for the portfolio 
Target is based on desired risk/return profile 
and long-term expectations for the underlying 
assets
Requires periodic re-balancing, but otherwise 
infrequently changed
May be adjusted over time as priorities 
change, but focus remains on long term results

Sample Allocations: Strategic
Allocation

Tactical 
Allocation

Domestic Equity 35% 25% - 45%

International Equity 15% 5% - 25%

Fixed Income 20% 10% - 30%

Real Estate 10% 5% - 15%

Private Equity 15% 10% - 20%

Cash 5% 0% - 15%

12



Mean Variance Optimization (MVO)

Introduced by Nobel Laureate, Harry Markowitz in 1952.

Places more focus on the allocation aspect of portfolio management, which is 
seen to be the primary source of risk and return.

MVO is used to evaluate potential asset allocations, with the ultimate goal of 
identifying an allocation which seeks to either:
i. Maximize portfolio return for a given level of risk, or… 
ii. Minimize the risk associated with a desired return.

Requires a number of inputs (or assumptions) that best estimate expected 
return, volatility, and correlation for various asset classes.

13



MVO and Risk

Risk is the Probability of Suffering Permanent 
Capital Impairment

Key Concepts

 Investors expect to be compensated with higher returns in exchange for taking greater amounts 
of risk.

 While admittedly imperfect, risk metrics seek to describe investment attributes that may raise 
or lower the probability of capital impairment.  Common descriptions of risk include:

Volatility Describes the expected variation in asset values over time. This is the 
sole focus of MVO.

Equity Beta Measures embedded equity risk (i.e., the extent to which asset values 
move in sync with overall equity markets).

Liquidity Measures the extent to which assets can be bought or sold (and the 
required pricing concessions to execute such transactions) in various 
market conditions.

Valuation Measures the relative attractiveness of asset values based on historical 
parameters and future projections.

Headline Risk Chance that an unexpected loss event could cause reputational damage.

14



Limitations and Shortcomings of MVO

 Views volatility as the sole proxy for risk

 Simplified assumption of risk/return trade-off fails to capture how real world 
investors value gains versus losses

 Ignores non-normal attributes of return distributions, and assumes returns 
are symmetrical

 Correlation is treated as static rather than dynamic

 Reveals high sensitivity to small changes to input values

 Unconstrained output yields highly concentrated portfolios rather than 
intended diversification

 Does not consider liquidity risks and corresponding rebalancing constraints

15



Volatility and Why it Matters

Year Beginning
Value

Return Ending 
Value

Year 1 $100.00 15% $115.00

Year 2 $115.00 (10%) $103.50

Year 3 $103.50 (25%) $77.63

Year 4 $77.63 20% $93.15

Average Return = 0%

Actual Loss = ($6.85)

Effective Annualized = (1.76%)
Return

Figure 1:  Sample Return Stream and Resulting Returns

1. Average returns are not equivalent to compound returns (i.e., geometric return) in the presence of 
return volatility.

2. Difference between arithmetic and compound return stems primarily from the asymmetrical 
impact of negative returns.

3. High arithmetic returns experienced with similarly high arithmetic high losses cause more 
damage than lower returns with similarly lower losses.

Volatility (measured by standard deviation): provides a statistical range of performance relative to average 
expectations. With this measure, we can establish a level of “confidence” about the expected range of 
returns for the portfolios.  Key concepts related to volatility are:
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Impact of Volatility on Compound Returns

Figure 2:  Expected Long-Term Compound Return by 
Level of Volatility
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Higher volatility decreases the 
expected compound return.



Impact of Volatility on Multi-Year Returns

Portfolio 1 Portfolio 2 Portfolio 3 Portfolio 4
(6.0%) (9.2%) (13.4%) (18.0%)

16%

14%

12%

10%

8%

6%

4%

2%

0%

50% of Outcomes
80% of Outcomes
90% of Outcomes
Median (50th Percentile)

Figure 3:  Simulated 10-Year Returns by 
Level of Portfolio Volatility
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Volatility widens the range 
of long run returns.



Correlation and Why it Matters
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4% 6% 8% 10% 12% 14% 16% 18%

Metric Investment
A

Investment 
B

Return 10.00% 7.00%

Standard Deviation 13.20% 8.80%

Portfolio Weight 56% 44%

Metric Portfolio
1

Portfolio
2

Correlation (ρA,B) 1.00 0.10

Return 8.68% 8.68%

Standard Deviation 11.26% 8.70%

Figure 5:  Investment Risk/Return Attributes Figure 6:  Portfolio Risk/Return Attributes

Investment A
Investment B

Standard Deviation

Investment A

Investment B

Portfolio 1

Portfolio 2

Figure 4:  Risk/Return Plot

Portfolio 1 (ρ = 1.0)
Portfolio 2 (ρ = 0.10)

Highlights

 Imperfect investment correlations enable 
investors to reduce portfolio risk without 
sacrificing return.

 Figure 3 illustrates a reduction of 
approximately 2.50%, which is generated 
by a two-asset portfolio with a 0.10 
correlation.
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Key Questions and Decisions to Explore

1. Do we feel that attributes of target allocation ranges match the 
return/risk objectives and constraints of the MBOI plans?  
Considerations include:
o Actuarially required rate of return
o Liquidity needs
o Overall tolerance for risk

2. Should we consider additional asset classes?  

3. Do we want to move to a fixed-weight target allocation?
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MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
To:   Members of the Board 
 
From:   David Ewer, Executive Director 
 
Date:   August 21, 2013 
 
Subject:  Budget for FY 2014 and Expenses for FY 2013  
 
 
Overview 
 
Montana state government operates under a two-year budget cycle.  At the Board’s August 2012 
meeting, staff recommended numbers to be included in the Governor’s budget with assistance from the 
Department of Commerce staff and additional guidance from the Governor’s Budget Office.  The 2013 
Legislature accepted the Governor’s budget figures for the Board in the final version of House Bill 2 
(HB2).  This memorandum reviews the Board’s budget authority, the legislatively-approved charges, and 
the estimated operational expenses for FY 2014.   
 
The Board operates under four different statutory methods to pay costs: 
 
1. Operation costs for the majority of the Board’s daily expenses are paid through an ‘internal service 

fund’, which is a fund allowed to make charges against other state agencies (hence, the name).  For 
the Board, the charges are made against the Board’s seven investment pools and All Other Funds.  
The legislature sets the yearly maximum dollar amount that can be charged in HB2. For FY 2014, this 
amount is $5,109,144, and for FY 2015 the amount is $5,234,796, which must also cover unforeseen 
contingencies.  A 60-day working capital balance is allowed for internal service funds and in deriving 
the maximum allowable charge, the need for working capital is also considered.  Once the 
legislature sets the total annual allowable charge, this amount cannot be exceeded. 

 
2. Custodial bank fees paid to State Street are also paid by charges against the Board's investment 

pools and All Other Funds. There is no fixed maximum charge set by each legislature but through an 
on-going mechanism known as a ‘statutory authority’ (i.e., a perpetual expenditure permission that 
the legislature has granted; it can be repealed by statute as well).  The Board’s custodial bank 
contract will expire October 31, 2014 and it may not be renewed under state procurement law.  A 
request for proposal will need to be issued for this service and will be discussed as a separate 
agenda item.  State Street may rebid for this contract. 
 

3. Bond program INTERCAP bond interest and issuance expenses are paid through another general 
statutory authority.  Bond program staff are paid from the Board's bond program ‘enterprise fund’ 
(different from an internal service fund:  participants in an enterprise fund voluntary choose to use 
the enterprise, e.g. the INTERCAP program, whereas participants in an internal service fund have no 
choice, e.g., participants in the Board’s Trust Funds Bond Pool must pay the operational charges). 



 
4.  External investment management expenses are paid as authorized specifically in 17-6-201 (7) 

M.C.A., the unified investment program, which is one of only three programs specifically authorized 
in the Montana Constitution. 

 
Staff submits a quarterly cost report which covers operational, custodial and external management 
expenses.  These totals do not include INTERCAP or other bond program expenses.  The Board’s annual 
report reflects its costs split out for its internal service and its enterprise funds.  Pension cost 
comparisons to the Board’s peer group is presented quarterly using comparison data from both State 
Street and R. V. Kuhns’ sources.  Annually, the Board receives a detailed cost and relative performance 
report on investment returns from CEM Benchmarking. 
 
The Board’s Budget, Delegated Duties, and Where We are in the Cycle 
 
The Board’s Governance Manual sets out budget and other operational policies and delegates most of 
the budget and other cost-related functions to the Executive Director (see Section II Part 21 and Section 
III Parts 1, 4, and 7), except for the selection of outside investment managers which is under the Chief 
Investment Officer (See Section III Part 6, Investment Management Contracts). 
 
Table I shows the actual operational expenses for FY 2013 and the budget for FY 2014 with footnotes.  
To keep within permissible working capital amounts, the Board made no charges to the investment 
pools in either July 2012 or March 2013.  Table I-A lists the investment research services and their 
related costs.  Table II shows the operational expenses for the enterprise fund and the budget for FY 
2014.  
 
Higher anticipated costs going into FY 2014 are likely due to the Board becoming fully staffed, higher 
compensation and benefit costs, increased legal fees, and an increase in overhead service charge levied 
by the Department of Commerce. 
 



FY13 FY14
Over/Under Over/Under

Category FY12 Actual FY13 Actual FY14 Budget FY12 FY13

Personal Services 2,441,532         2,745,760       2,784,752       304,228      (a) 38,992      (j)
Board Per Diem 7,680                5,160              7,817              (2,520)         (b) 2,657        (k)
Board of Housing Mortgage Services 39,614              39,614            40,000            -              386           
Research Services 705,338            726,603          776,706          21,265        (c) 50,103      (l)
Consulting Services 275,000            299,334          320,000          24,334        (d) 20,666      (m)
Other Contracted Services (1) 196,365            236,930 391,535          40,565        (e) 154,605    (n)
Supplies/Materials (2) 56,205              51,678 50,000            (4,527)         (1,678)       
Communications (3) 48,365              24,502 30,000            (23,863)       (f) 5,498        
In-State Travel 2,314                2,903 3,000              589             97             
Out-of-State Travel 32,386              33,706 35,000            1,320          1,294        
Board Travel & Education 9,003                13,007 13,000            4,004          (g) (7)              
Building Rent 157,388            160,510 164,000          3,122          3,490        
Other Rent (4) 3,218                3,283 3,500              65               217           
Repairs & Maintenance (5) 1,590                686 1,500              (904)            814           
Commerce Department Services (6) 321,786            340,467 409,111          18,681        (h) 68,644      (o)
Micsellaneous (7) 76,331              38,623 40,000            (37,708)       (i) 1,377                      

Total 4,374,116         4,722,766       5,069,921       348,650      347,155    

Personal Services 2,449,212         2,750,920       2,792,569       
Operating Expenses 1,924,905         1,971,846       2,277,352       

4,374,116         4,722,766       5,069,921       

Authorized Fee 4,831,041         4,831,041       5,109,144       
(Under)/Over (456,925)          (108,275)        (39,223)           

(1)  Includes Employee Serv/Legal Serv/Contract Printing/State Computer Network Charges
(2)  Computers Hardware & Software/Office Furniture/Office Supplies
(3)  Phones/Parcel Delivery/Postage
(4)  Copiers/Records Management
(5)  Printer/FAX Repair & Maintenance
(6)  Percentage of Personnel Services
(7)  Training/Education/Subscriptions/Dues/Moving Expenses/Misc State Charges

(a)  Non-budgeted comp absences $121,156 in FY13 & -$35,862 in FY12, Deputy Fin Mgr, Adm Asst, 
      pay disparity increases & Dept of Commerce authorized pay increases
(b)  FY12 had 6 additional HR Committee meetings to address Alternative Inv PM and ED recruitment
(c)  Timing of invoices (Bloomberg & Ratings Direct)
(d)  Increase in Investment Consultant fee
(e)  Increase in legal services
(f)  FY12 included ED recruitment costs
(g)  Market Maker's conference, in-state lodging increase
(h)  This fee is directly related to personal services
(i)   FY12 included PM-Alt Equities Relocation cost
(j)   See non-budgeted comp absences in (a) above, Legislative authorized pay increases for classified staff 
      and Board authorized pay increases for exempt staff
(k)  Standard per diem cost - see (b) above
(l)   Timing of invoices, increase in Credit Sights service & annual increase in Bloomberg, Factset, & S & P Ratings Direct expense
(m)  Increase in Investment Consultant fee
(n)   Increase in legal services for alternative equities
(o)  Increase in Dept of Commerce fee

Table I
Board of Investments
06527 - Investments



FY2011 FY2012 FY2013 FY2014
Service Provider Description of Service Actual Actual Actual Budget

BCA Research Investment Strategy Independent investment research     25,000     18,750     25,000     25,000 

Bloomberg + Portfolio Order 
Management System

Comprehensive market news and 
portfolio trade management   279,043   262,577   303,862 333,145  

Credit Sights Online Research Fixed income news and analysis 30,000   15,000    44,500    53,250    

Egan-Jones Rating Service Fixed income ratings and analysis -         13,875    13,875    -         

Factset
Public equity portfolio information & 
performance analysis   164,357   183,187 174,367  178,215  

Gimme Credit
Fixed Income Investment grade credit 
research 16,250   15,000    15,000    15,000    

Magazine Subscriptions - various Market news 4,505     3,742      5,192      6,153      

Moody's Credit Research Service Fixed income ratings and analysis 84,128   51,014    16,400    16,400    

MSCI, NYSE, Russell, S&P Equity index data 3,023     3,339      3,889      5,178      

Standard & Poors - Ratings Direct Fixed income ratings and analysis 33,300   35,000    18,000    36,540    

Wilshire Axiom Fixed income analytics 99,700   103,854  106,517  107,825  

 TOTAL 739,306 705,338  726,602  776,706  

Fixed Income 263,378 233,743  214,292  229,015  
Equity 167,380 186,525  178,256  183,393  
General 308,548 285,069  334,054  364,298  
Total 739,306 705,337  726,602  776,706  

Table I-A
INVESTMENT RESEARCH SERVICES



FY13 FY14
Over/Under Over/Under

Category FY12 Actual FY13 Actual    FY14 Budget FY12 FY13

Personal Services 273,406          170,855           325,558             (102,551)     (a) 154,703     (d)
Board Per Diem 1,920              1,290               1,834 (630)            544            
Other Contracted Services (1) 31,420            29,513 32,000               (1,907)         2,487         
Supplies/Materials (2) 8,955              8,529 8,000 (426)            (529)           
Communications (3) 8,948              6,435 6,420 (2,513)         (b) (15)             
In-State Travel 519 1,096 1,000 577              (96)             
Out-of-State Travel 826 0 500 (826)            500            
Board Travel & Education 2,488              2,698 2,500 210              (198)           
Building Rent 43,786            44,654 46,000               868              1,346         
Other Rent (4) 682 662 750 (20)              88              
Repairs & Maintenance (5) 266 159 500 (107)            341            
Commerce Department Services (6) 22,813            34,176 47,963               11,363         (c) 13,787       (e
Micsellaneous (7) 4,855              5,523 5,421 668              (102)           

Total 400,884          305,590           478,446             (95,294)       172,856     

Personal Services 275,326          172,145           327,392             
Operating Expenses 125,558          133,445           151,054             

400,884          305,590           478,446             

(1)  Includes Employee Serv/Legal Serv/Contract Printing/State Computer Network Charges
(2)  Computers Hardware & Software/Office Furniture/Office Supplies
(3)  Phones/Parcel Delivery/Postage
(4)  Copiers/Records Management
(5)  Printer/FAX Repair & Maintenance
(6)  Percentage of Personnel Services
(7)  Training/Education/Subscriptions/Dues/Miscellaneous State Charges

(a)  Non-budgeted comp absences -  <$91,761> in FY13 & $99,106 in FY12, Bond Program Officer, 
      Dept of Commerce authorized increases
(b)  FY12 included ED recruitment costs
(c)  This fee is directly related to personal services
(d)  See non-budgeted comp absenses in (a) above, Legislative authorized pay increases for classified staff 
      and Board authorized pay increases for exempt staff
(e)  Increase in Dept of Commerce fee

Table II
Board of Investments 

06014 - Bond Program
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Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 38.1% 16.9% 12.4% 67.4% 22.6% 8.4% 1.6% 4,283,046,807$   
TEACHERS 38.2% 17.0% 12.5% 67.6% 22.7% 8.4% 1.3% 3,148,417,594$   
POLICE 38.1% 16.9% 12.4% 67.5% 22.6% 8.4% 1.4% 257,824,558$      
SHERIFFS 38.0% 16.9% 12.4% 67.2% 22.5% 8.3% 1.9% 241,382,282$      
FIREFIGHTERS 38.1% 16.9% 12.4% 67.5% 22.6% 8.4% 1.5% 258,571,084$      
HIGHWAY PATROL 38.1% 16.9% 12.4% 67.4% 22.6% 8.4% 1.6% 108,952,907$      
GAME WARDENS 37.8% 16.8% 12.4% 67.0% 22.4% 8.3% 2.3% 113,899,023$      
JUDGES 37.9% 16.8% 12.4% 67.1% 22.5% 8.3% 2.0% 72,195,368$        
VOL FIREFIGHTERS 38.4% 17.0% 12.5% 67.8% 22.8% 8.3% 1.1% 27,695,850$        

TOTAL 38.1% 16.9% 12.4% 67.5% 22.6% 8.4% 1.5% 8,511,985,472$   

Approved Range 30 - 50% 15 - 30% 9 - 15% 60 - 70% 22 - 32% 4-10% 1 - 5%

Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 38.3% 16.6% 12.5% 67.4% 22.1% 9.2% 1.3% 4,290,306,086$   
TEACHERS 38.3% 16.6% 12.5% 67.4% 22.2% 9.2% 1.3% 3,153,447,617$   
POLICE 38.3% 16.6% 12.5% 67.5% 22.2% 9.2% 1.1% 257,931,552$      
SHERIFFS 38.1% 16.6% 12.5% 67.1% 22.1% 9.1% 1.7% 243,520,912$      
FIREFIGHTERS 38.3% 16.6% 12.5% 67.5% 22.2% 9.2% 1.2% 258,910,031$      
HIGHWAY PATROL 38.3% 16.6% 12.5% 67.4% 22.2% 9.2% 1.3% 109,363,561$      
GAME WARDENS 38.1% 16.5% 12.5% 67.1% 22.0% 9.2% 1.7% 115,561,406$      
JUDGES 38.2% 16.6% 12.5% 67.3% 22.1% 9.1% 1.5% 72,632,146$        
VOL FIREFIGHTERS 36.2% 15.7% 11.8% 63.7% 20.9% 8.6% 6.8% 29,096,619$        

TOTAL 38.3% 16.6% 12.5% 67.4% 22.1% 9.2% 1.3% 8,530,769,930$   

Approved Range 30 - 50% 15 - 30% 9 - 15% 60 - 70% 22 - 32% 4-10% 1 - 5%

Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 0.2% -0.3% 0.1% 0.0% -0.5% 0.8% -0.3% 7,259,279
TEACHERS 0.1% -0.4% 0.1% -0.2% -0.5% 0.7% 0.0% 5,030,023
POLICE 0.2% -0.3% 0.1% 0.0% -0.4% 0.8% -0.3% 106,994
SHERIFFS 0.1% -0.3% 0.1% -0.1% -0.5% 0.8% -0.2% 2,138,630
FIREFIGHTERS 0.2% -0.3% 0.1% 0.0% -0.5% 0.8% -0.3% 338,948
HIGHWAY PATROL 0.2% -0.3% 0.1% 0.0% -0.4% 0.8% -0.3% 410,654
GAME WARDENS 0.3% -0.2% 0.1% 0.1% -0.4% 0.9% -0.7% 1,662,383
JUDGES 0.3% -0.3% 0.1% 0.1% -0.4% 0.8% -0.5% 436,778
VOL FIREFIGHTERS -2.1% -1.3% -0.7% -4.1% -1.8% 0.2% 5.7% 1,400,770

TOTAL 0.2% -0.3% 0.1% -0.1% -0.5% 0.8% -0.2% 18,784,459

Total Equity RFBP MTRP
($69,000,000) ($89,200,000) $24,400,000 $49,000,000

Net New Investments for Quarter ($15,800,000)

ALLOCATION REPORT

$20,000,000 ($40,200,000)

Allocations During Quarter
MDEP

Retirement Systems Asset Allocations as of 3/31/13

MTIP MPEP

Change From Last Quarter

Retirement Systems Asset Allocations as of 6/30/13
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Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 37.2% 15.9% 13.1% 66.2% 24.9% 8.1% 0.9% 3,912,330,268$   
TEACHERS 37.2% 15.9% 13.1% 66.1% 24.9% 8.0% 1.0% 2,902,903,488$   
POLICE 37.2% 15.9% 13.1% 66.3% 25.0% 8.1% 0.7% 225,865,253$      
SHERIFFS 37.0% 15.8% 13.0% 65.9% 24.8% 8.0% 1.3% 216,137,461$      
FIREFIGHTERS 37.2% 15.9% 13.1% 66.3% 24.9% 8.1% 0.7% 225,395,683$      
HIGHWAY PATROL 37.2% 15.9% 13.1% 66.2% 24.9% 8.0% 0.9% 98,991,746$        
GAME WARDENS 36.9% 15.8% 13.0% 65.8% 24.7% 8.1% 1.5% 99,345,298$        
JUDGES 37.0% 15.8% 13.0% 65.9% 24.8% 8.0% 1.3% 64,631,082$        
VOL FIREFIGHTERS 35.2% 15.0% 12.4% 62.6% 23.5% 7.6% 6.3% 27,063,167$        

TOTAL 37.2% 15.9% 13.1% 66.1% 24.9% 8.0% 0.9% 7,772,663,446$   

Approved Range 30 - 50% 15 - 30% 9 - 15% 60 - 70% 22 - 32% 4-10% 1 - 5%

Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 38.3% 16.6% 12.5% 67.4% 22.1% 9.2% 1.3% 4,290,306,086$   
TEACHERS 38.3% 16.6% 12.5% 67.4% 22.2% 9.2% 1.3% 3,153,447,617$   
POLICE 38.3% 16.6% 12.5% 67.5% 22.2% 9.2% 1.1% 257,931,552$      
SHERIFFS 38.1% 16.6% 12.5% 67.1% 22.1% 9.1% 1.7% 243,520,912$      
FIREFIGHTERS 38.3% 16.6% 12.5% 67.5% 22.2% 9.2% 1.2% 258,910,031$      
HIGHWAY PATROL 38.3% 16.6% 12.5% 67.4% 22.2% 9.2% 1.3% 109,363,561$      
GAME WARDENS 38.1% 16.5% 12.5% 67.1% 22.0% 9.2% 1.7% 115,561,406$      
JUDGES 38.2% 16.6% 12.5% 67.3% 22.1% 9.1% 1.5% 72,632,146$        
VOL FIREFIGHTERS 36.2% 15.7% 11.8% 63.7% 20.9% 8.6% 6.8% 29,096,619$        

TOTAL 38.3% 16.6% 12.5% 67.4% 22.1% 9.2% 1.3% 8,530,769,930$   

Approved Range 30 - 50% 15 - 30% 9 - 15% 60 - 70% 22 - 32% 4-10% 1 - 5%

Total
Pension Fund MDEP MTIP MPEP Equity RFBP MTRP STIP Total Assets

PUBLIC EMPLOYEES 1.1% 0.7% -0.6% 1.2% -2.7% 1.1% 0.4% 377,975,818
TEACHERS 1.1% 0.7% -0.6% 1.3% -2.7% 1.1% 0.3% 250,544,129
POLICE 1.1% 0.7% -0.6% 1.2% -2.8% 1.1% 0.5% 32,066,299
SHERIFFS 1.1% 0.7% -0.6% 1.2% -2.8% 1.1% 0.4% 27,383,451
FIREFIGHTERS 1.1% 0.7% -0.6% 1.2% -2.8% 1.1% 0.5% 33,514,348
HIGHWAY PATROL 1.1% 0.7% -0.6% 1.2% -2.7% 1.1% 0.4% 10,371,815
GAME WARDENS 1.2% 0.7% -0.6% 1.4% -2.6% 1.1% 0.2% 16,216,108
JUDGES 1.2% 0.8% -0.6% 1.4% -2.7% 1.1% 0.2% 8,001,064
VOL FIREFIGHTERS 1.1% 0.6% -0.6% 1.2% -2.6% 1.0% 0.5% 2,033,453

TOTAL 1.1% 0.7% -0.6% 1.2% -2.7% 1.1% 0.4% 758,106,484

Total Equity RFBP MTRP
($223,500,000) ($266,750,000) ($8,400,000) $109,800,000

Net New Investments for Quarter ($165,350,000)

ALLOCATION REPORT

$14,950,000 ($58,200,000)

Allocations During Year
MDEP MTIP MPEP

Change From Last Year

Retirement Systems Asset Allocations as of 6/30/13

Retirement Systems Asset Allocations as of 6/30/12
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Montana Board of Investments
Asset Allocation - Public Funds (DB) $3B to $20B & >30% Equity
Periods Ending June 30, 2013

% Tot Equity % US  Equity % Int'l Equity % Fixed Inc. % Cash Equiv % Real Estate % Pvt. Equity
High 80.33 66.97 73.50 74.05 23.90 11.63 27.13

Median 54.89 37.62 19.10 22.37 3.14 4.93 7.39
Low 30.44 6.83 0.04 7.82 0.77 0.10 0.01

Observations 35.00 35.00 35.00 35.00 33.00 26.00 32.00

PUBLIC EMPLOYEES RET SYS 54.88 38.27 16.61 22.19 1.27 9.17 12.49
TEACHERS RETIREMENT SYS 54.86 38.26 16.60 22.20 1.29 9.16 12.50

Note: all zero allocations to an asset class have been removed.
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1 Qtr 2 Qtrs 3 Qtrs 1 Yr 2 Yrs 3 Yrs 4 Yrs 5 Yrs 7 Yrs 10 Yrs
5th Percentile 1.29 6.91 9.76 15.98 8.13 13.20 13.94 7.05 6.90 8.57
25th Percentile 0.70 6.32 8.35 13.57 7.32 12.36 12.81 5.64 5.68 7.91
50th Percentile 0.05 4.93 7.58 12.39 6.49 11.45 12.20 4.86 5.39 7.56
75th Percentile -0.47 4.23 6.19 11.24 6.22 11.01 11.21 4.38 5.00 7.11
95th Percentile -1.24 2.63 5.26 9.97 4.77 9.74 9.60 3.12 4.08 6.01
Number of Observations 35 35 35 35 35 34 35 35 35 32
PUBLIC EMPLOYEES RET 1.14 6 6.54 18 8.72 18 13.59 24 8.16 4 12.73 19 12.93 16 5.34 35 5.63 28 7.02 79
TEACHERS RETIREMENT 1.14 6 6.56 17 8.74 17 13.61 23 8.17 3 12.75 18 12.94 14 5.36 34 5.62 28 7.03 79

Montana Board of Investments
Public Funds (DB) $3B to $20B & >30% Equity
Jun-30-2013
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MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
 
 
To:  Members of the Board 
 
From:  Ethan Hurley, Portfolio Manager – Alternative Investments 
 
Date:  August 20, 2013 
 
Subject: Montana Private Equity Pool (MPEP) 
 
Following this memo are the items listed below: 
 
(i) Montana Private Equity Pool Review: 
 Comprehensive overview of the private equity portfolio for the quarter ended March 31st. 
 
(ii) New Commitments:   

The table below summarizes the investment decisions made by staff since the last Board 
Meeting.  Commitments of $20M and $15M were made to Trilantic Capital Partners V 
(North America), LP and Southern Capital Fund III, LP, respectively.  Investment briefs 
summarizing these funds and the general partners follow.  
 

Fund Name Vintage Subclass Sector Amount Date 
Trilantic Capital Partners V 
(North America), LP 2013 Buyout Diversified $20M 5/22/13 

Southern Capital Fund III, LP 2013 Buyout Diversified $15M 6/7/13 

  
 
(iii)  Portfolio Index Comparison: 

Table comparing the performance of the private equity portfolio to the State Street 
Private Equity IndexTM. 



Montana Board of Investments 
 

Private Equity Board Report 
 

Q1 2013 
 

Due to, among other things, the lack of a valuation standard in the private equity industry, differences in the pace of 
investment across funds and the understatement of returns in the early years of a fund's life, the internal rate of return 
information may not accurately reflect current or expected future returns, and the internal rates of return and all other 
disclosures with respect to the Partnerships have not been prepared, reviewed or approved by the Partnerships, the 
General Partners, or any other affiliates. 
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MPEP Quarterly Cash Flows 
June 30, 2008 through June 30, 2013 

Net cash flow for the quarter ending 6/30/13 picked up significantly as capital calls slowed dramatically relative to the pace of distributions resulting in 
positive net cash flow from the pool.  Broadly speaking relative to 1Q13, US leveraged buyout activity for the period ending 2Q13 was down nearly 
72% on a dollar volume basis and down 17% based on number of transactions. In terms of the US IPO market, total proceeds raised during 2Q13 
were $13.1 billion, compared to $7.8 billion in 1Q13, representing a substantial sequential increase of 68%. There were a total of 62 IPOs in 2Q13, 
representing an increase of 82% compared to 34 listings in 1Q13, and an increase of 88% compared to 33 listings in 2Q12. 
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Q1 2013 Strategy – Total Exposure 
(Since inception through March 31, 2013) 

 

The portfolio is well diversified by strategy, with the most significant strategy weight consisting of Buyout at 54% of total exposure. When combined with  
Co-Investment and Special Situations, the overall exposure to Buyout strategies is approximately 67%. Strategic allocations are expected to remain 
relatively stable going forward.  That said, the Distressed allocation should continue to decline marginally in the near-term given the ongoing liquidation of 
mature funds in this category.  
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Q1 2013 Industry – Market Value Exposure 
(Since inception through March 31, 2013) 

 
 Industry  Investments, At 

Market Value Percentage

Commercial Services and Supplies 104,174,694.49              10.1%
Consumer Discretionary 108,083,578.46              10.4%
Consumer Staples 35,066,196.87                3.4%
Energy 99,974,011.70                9.7%
Financials 110,198,289.46              10.6%
Health Care 135,661,029.03              13.1%
Industrials 164,275,890.00              15.9%
Information Technology 136,139,731.65              13.1%
Materials 30,531,849.17                2.9%
Real Estate 22,007,567.58                2.1%
Telecommunication Services 17,627,980.51                1.7%
Utilities 20,370,322.50                2.0%
Other 51,448,742.12                5.0%

Total 1,035,559,883.52        100%

The portfolio is broadly diversified by industry with the consumer discretionary, financials, healthcare, industrials and information technology 
sectors representing the five largest industry exposures at approximately 63% of total assets. With the exception of energy and the information 
technology‐related industries, the portfolio’s underlying managers tend to be multi-sector investors. Therefore, composition of the portfolio by 
industry is and will continue to primarily be a function of a manager’s industry expertise and success in sourcing deals rather than a function of 
staff’s desire to over or underweight a specific industry. 
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Q1 2013 Geography – Total Exposure 
(Since inception through March 31, 2013) 

 

The portfolio’s predominate 
geographic exposure is to 
developed North America, 
representing 83.7% of the 
market value and uncalled 
capital domiciled in or 
targeted for the US and 
Canada.  No significant 
divergence from this is 
expected in the near-term.  
Targeted international 
investments will continue to 
be made largely through 
fund-of-funds given existing 
constraints on internal 
resources. 
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Q1 2013 Investment Vehicle – Total Exposure 
(Since inception through March 31, 2013) 

 

The portfolio is invested primarily 
through direct private equity 
commitments. To the extent the 
quality of managers invested with 
directly is comparable to the 
quality of managers available 
through a fund-of-funds, a direct 
strategy should outperform fund-
of-funds due to a reduced fee 
burden. In the medium-term, the 
portfolio is likely to continue to 
depend upon fund-of-funds 
managers for targeted 
international investments as well 
as for maintaining its core 
allocation to domestic venture 
capital. Longer term it is the 
intention of staff to leverage the 
fund-of-funds relationships to 
slowly, but not entirely move away 
from this model in order to access 
more of these specialized 
managers directly and to reduce 
overall costs. Non‐venture 
domestic exposure will be 
accessed directly. 
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Q1 2013 1 – 3 – 5 Year Periodic Return Comparison 
(Since Inception through March 31, 2013) 

1.) Due to, among other things, the lack of a valuation standard in the private equity industry, differences in the pace of investment across funds and the understatement of returns in the early years of a fund's life, 
the internal rate of return information does not accurately reflect current or expected future returns, and the internal rates of return and all other disclosures with respect to the Partnerships have not been prepared,
reviewed or approved by the Partnerships, the General Partners, or any other affiliates.

As of 3/31/13, the portfolio’s since inception net investment multiple and net IRR results were up slightly relative to last quarter to 1.46x and 
12.51%, respectively, from 1.44x and 12.44%.  As of quarter end, all strategy categories performed approximately in-line relative to last 
quarter’s performance.   
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Q1 2013 LPs by Family of Funds 
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Q1 2013 LPs by Family of Funds - Continued 
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Q1 2013 LPs by Family of Funds - Continued 
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Q1 2013 LPs by Family of Funds - Continued 
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Q1 2013 LPs by Family of Funds - Continued 

BDCM Opportunity Fund III experienced a material uplift in performance during 1Q13 with an 18.7% IRR and MOIC of 1.28x relative to the prior quarter’s performance of an 
8.6% IRR and 1.11x MOIC. While very early days, White Deer Energy II is reporting for the first time as of 1Q13.  Virtually all other managers performed in-line with their prior 
quarter. 



IRR Benchmark Comparison (Since 1980)
As of March 31, 2013

By Investment Focus
Description PIC Client DPI Client RVPI Client TVPI Client IRR Client

Buyout 0.80 0.72 0.81 0.77 0.65 0.59 1.46 1.35 12.73 11.53

Venture Capital 0.82 0.70 0.77 0.69 0.58 0.67 1.34 1.36 10.01 15.65

Mezz & Distressed 0.77 0.73 0.80 1.03 0.61 0.46 1.41 1.49 11.40 21.97

Pooled IRR 0.80 0.75 0.80 0.85 0.63 0.61 1.44 1.46 12.14 12.51

By Origin
Description PIC Client DPI Client RVPI Client TVPI Client IRR Client

US 0.80 0.78 0.85 0.87 0.62 0.61 1.46 1.48 12.36 12.84

Non-US 0.78 0.72 0.67 0.64 0.68 0.56 1.35 1.20 11.18 6.45

Pooled IRR 0.80 0.75 0.80 0.85 0.63 0.61 1.44 1.46 12.14 12.51

By Vintage Year
Description PIC Client DPI Client RVPI Client TVPI Client IRR Client

1990 1.01 1.04 2.46 2.41 0.00 0.00 2.46 2.41 18.53 27.63

1991 1.03 1.07 2.83 2.29 0.00 0.00 2.83 2.29 27.07 24.24

1992 0.99 N/A 2.28 N/A 0.00 N/A 2.28 N/A 23.49 N/A

1993 0.98 1.03 2.32 2.22 0.01 0.00 2.32 2.22 25.27 23.25

1994 0.96 N/A 2.50 N/A 0.00 N/A 2.50 N/A 26.10 N/A

1995 0.92 N/A 1.96 N/A 0.01 N/A 1.97 N/A 21.47 N/A

1996 0.98 1.12 1.70 1.65 0.02 0.00 1.72 1.65 13.19 14.80

1997 0.99 1.05 1.59 1.89 0.02 0.00 1.60 1.89 10.74 15.19

1998 0.97 1.11 1.37 1.33 0.03 0.02 1.40 1.35 7.06 6.02

1999 0.97 1.04 1.22 1.85 0.09 0.07 1.30 1.92 5.67 14.79

2000 0.98 1.03 1.36 1.32 0.21 0.22 1.57 1.53 10.46 8.93

2001 0.97 1.00 1.56 1.37 0.23 0.30 1.79 1.67 16.83 14.03

2002 0.98 1.00 1.49 1.36 0.23 0.24 1.72 1.60 19.48 25.56

2003 0.97 0.99 1.42 0.81 0.56 0.55 1.98 1.35 20.67 6.20

2004 0.97 0.91 1.17 1.02 0.48 0.55 1.65 1.57 13.77 12.89

2005 0.96 0.96 0.84 0.70 0.66 0.76 1.50 1.45 9.86 8.76

2006 0.93 0.89 0.46 0.41 0.79 0.83 1.25 1.24 5.54 5.39

2007 0.88 0.90 0.41 0.54 0.86 0.66 1.28 1.20 7.37 5.97

2008 0.75 0.70 0.37 0.40 0.93 0.95 1.30 1.35 10.23 13.04

2009 0.74 0.64 0.27 0.27 1.01 1.05 1.28 1.32 12.99 14.64

2010 0.61 0.48 0.10 0.02 1.05 1.30 1.14 1.32 8.84 21.00

2011 0.39 0.35 0.09 0.03 1.00 1.02 1.09 1.04 9.15 3.98

2012 0.22 0.18 0.07 0.00 0.95 1.04 1.01 1.04 3.04 9.72

2013 0.12 0.01 0.00 0.00 1.01 0.63 1.01 0.63 1.41 -37.49

Pooled IRR 0.80 0.75 0.80 0.85 0.63 0.61 1.44 1.46 12.14 12.51

Based on data compiled from 2,175 Private Equity funds, including fully liquidated partnerships, formed between 1980 to 2013.

IRR: Pooled Average IRR is net of fees, expenses and carried interest. 

State Street Private Equity IndexSM 
State Street Private Equity IndexSM 



MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
 
 
To:  Members of the Board  

  
From:  Ethan Hurley, Portfolio Manager – Alternative Investments 
   
Date:  August 20, 2013 
   
Subject:   Montana Real Estate Pool (MTRP) 
 
The table below summarizes a recent investment decision made by Staff in the real estate 
pool.  A commitment of $40M was made to TIAA-CREF Asset Management Core 
Property Fund, LP.  This is a preexisting investment in both the State Fund and Trust 
Fund.  It is an open-end core fund which we were able to fund immediately. The 
additional investment was attractive because it allowed us to increase the allocation to real 
estate in an established portfolio that we believe has further upside.   
 
 

Fund Name Vintage Subclass Property 
Type 

Amount Date 

TIAA-CREF Asset Management 
Core Property Fund, LP 

N/A Core Diverse $40M 5/1/13 
 

 
 



Montana Board of Investments 
 

Real Estate Board Report 
 

Q1 2013 

Due to, among other things, the lack of a valuation standard in the real estate private equity industry, differences in the 
pace of investment across funds and the understatement of returns in the early years of a fund's life, the internal rate of 
return information may not accurately reflect current or expected future returns, and the internal rates of return and all 
other disclosures with respect to the Partnerships have not been prepared, reviewed or approved by the Partnerships, 
the General Partners, or any other affiliates. 
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Quarterly Cash Flows through June 30, 2013 

Both capital calls and distributions accelerated for the quarter ending 6/30/13 resulting in similar net cash flow relative to the 
quarter ending 3/31/13.  While general market conditions seem to be improving slightly, net cash flow remains negative. 
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Q1 2013 Strategy – Total Exposure 

Core*
28.62%

Timberland
10.72%Value Added

38.15%

Opportunistic
22.50%

Total Exposure

Strategy Remaining                           
Commitments Percentage Net Asset Value Percentage

Total                                
Exposure Percentage

Core* $0 0.00% $273,468,962 37.87% $273,468,962 28.62%
Timberland $38,526,036 16.51% $63,905,734 8.85% $102,431,770 10.72%
Value Added $125,717,911 53.87% $238,841,050 33.08% $364,558,961 38.15%
Opportunistic $69,137,821 29.62% $145,888,375 20.20% $215,026,196 22.50%

Total $233,381,768 100.00% $722,104,121 100.00% $955,485,889 100.00%
* Includes MT Office Portfolio

Note: Total values on this schedule are inclusive of Q1 Liquid Realty cash adjusted NAV, Q1 reporting was not received.
Core real estate dominates assets in the ground at approximately 38% and includes the directly owned Montana office 
buildings. Timberland, being the most recent addition to the real estate portfolio, represents approximately 9% of to the total 
portfolio’s NAV and approximately 11% of the aggregate exposure which includes unfunded commitments.  Value Added and 
Opportunistic account for approximately 33% and 20%  of NAV respectively. 
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Q1 2013 Geography – Total Exposure 

The geographic mix of the real estate portfolio is fairly aligned with NCREIF, although exposure in the West at 27.1% is  7.6% less than the 
index.  10.5% of the portfolio is broadly diversified across the remainder of the US and the portfolio’s international exposure represents 
11.4% of the mix. 
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Q1 2013 Property Type – Market Value Exposure 

The real estate portfolio is well diversified across the major property types and is underweight relative to NCREIF in Office, Retail 
and Industrial and overweight in Apartments and Hotels.  At 17.2%, Other represents the portfolio’s exposure to Timberland, 
Mixed-Use properties, Land, Manufactured Housing, Storage, Parking, Senior Living and Healthcare related properties.  As has 
been noted in the past, composition of the portfolio by property type is and will continue to be primarily a function of a manager’s 
expertise and success in sourcing deals rather than a function of staff’s desire to over or underweight a specific property type. 
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Q1 2013 Time Weighted & Internal Rates of Return 
NAV Net Gross Net Gross Net Gross Net Gross Net Gross Net Gross

         Clarion Lion Properties Fund 35,942,915 1.73% 1.98% 1.73% 1.98% 9.15% 10.22% 15.43% 16.54% 0.83% 1.07% -0.59% 0.45%
         INVESCO Core Real Estate-USA 38,699,192 3.01% 3.24% 3.01% 3.24% 9.22% 10.21% 14.08% 15.10% 1.44% 1.67% -0.70% 0.21%
         JP Morgan Strategic Properties Fund 117,313,409 2.89% 3.15% 2.89% 3.15% 11.49% 12.60% 14.22% 15.36% 0.86% 1.11% 1.22% 2.24%
         UBS-Trumbull Property Fund 63,136,105 1.38% 1.65% 1.38% 1.65% 7.53% 8.67% 12.18% 13.24% - - 12.18% 13.24%
       Core Total 255,091,621 2.37% 2.62% 2.37% 2.62% 9.80% 10.89% 13.76% 14.85% 1.01% 1.25% 1.14% 2.15%

       Montana Office Portfolio 1 18,377,341 0.00% 0.00% 0.00% 0.00% 4.90% 4.90% - - - - 3.92% 3.92%
       Timberland Total 63,905,734 0.38% 0.62% 0.38% 0.62% 0.37% 1.47% - - - - 3.21% 4.11%
       Value Added Total 238,841,050 2.01% 2.53% 2.01% 2.53% 9.48% 12.54% 11.00% 13.49% 0.55% 1.15% 1.50% 4.79%
       Opportunistic Total 145,888,375 3.25% 3.92% 3.25% 3.92% 8.98% 11.88% 17.92% 20.91% -5.17% -3.87% -14.00% -10.35%
       Total Portfolio 722,104,121 2.19% 2.60% 2.19% 2.60% 8.70% 10.75% 13.26% 15.15% -0.30% 0.24% -0.49% 1.78%

       Benchmark
        NCREIF  329,071,622,796 2.57% 2.57% 10.52% 13.30% 2.33% 9.10%
        NFI-ODCE (NET) 93,785,200,000 2.43% 2.43% 9.67% 14.02% -1.75% 7.15%

Internal Rates of Return (Net of Fees)

       Montana Office Portfolio 18,377,341 0.00% 0.00% 4.98% - - 3.72%

         Molpus Woodlands Fund III, LP 38,823,691 0.12% 0.12% 1.58% - - 0.44%
         ORM Timber Fund III, LLC 7,526,993 -0.35% -0.35% - - - -2.04%
         RMS Forest Growth III LP 17,555,050 1.31% 1.31% 0.35% - - 5.36%
       Timberland                             63,905,734 0.38% 0.38% 1.03% - - 2.19%

         ABR Chesapeake Fund III 17,476,929 0.15% 0.15% 5.14% 5.54% 1.69% 2.23%
         ABR Chesapeake Fund IV 8,917,410 2.39% 2.39% 11.66% - - 12.67%
         AG Core Plus Realty Fund II 12,263,236 2.13% 2.13% 15.69% 18.43% 8.37% 7.96%
         AG Core Plus Realty Fund III 15,966,498 3.76% 3.76% 12.09% - - 7.80%
         Apollo Real Estate Finance Corp. 4,929,641 0.19% 0.19% 13.19% 0.03% -3.16% -2.76%
         AREFIN Co-Invest 3,531,664 2.99% 2.99% 57.80% 12.50% - 6.89%
         CBRE Strategic Partners US Value Fund 6 7,258,502 1.15% 1.15% - - - 3.52%
         DRA Growth & Income Fund VI 22,393,793 4.29% 4.29% 5.16% 15.13% 6.13% 6.03%
         DRA Growth & Income Fund VII 17,563,590 4.32% 4.32% 15.55% - - 15.05%
         Five Arrows Securities V, L.P. 29,275,273 1.86% 1.86% 10.86% 10.88% 9.48% 8.88%
         Hudson RE Fund IV Co-Invest 11,124,483 0.90% 0.90% 18.22% 7.90% - 3.76%
         Hudson Realty Capital Fund IV 9,035,562 0.12% 0.12% -13.86% -4.63% -9.79% -8.56%
         Landmark Real Estate Partners VI 12,117,599 6.49% 6.49% 17.33% - - 38.14%
         Realty Associates Fund IX 19,768,482 1.52% 1.52% 8.88% - - 10.05%
         Realty Associates Fund VIII 13,842,705 1.58% 1.58% 2.54% 1.79% -7.02% -5.83%
         Realty Associates Fund X 4,011,427 1.34% 1.34% - - - 0.33%
         Stockbridge Value Fund, LP 13,497,489 2.57% 2.57% - - - 12.34%
         Strategic Partners Value Enhancement Fund 15,866,766 -2.66% -2.66% 4.04% 19.94% -3.24% -1.92%
       Value Added                             238,841,050 2.00% 2.00% 9.36% 10.39% 2.54% 2.81%

         AG Realty Fund VII L.P. 12,832,304 2.26% 2.26% 17.64% 13.70% 11.69% 10.24%
         AG Realty Fund VIII L.P. 7,808,185 3.29% 3.29% 24.34% - - 10.50%
         Beacon Capital Strategic Partners V 8,522,994 1.04% 1.04% 1.14% 10.48% -13.74% -13.29%
         Carlyle Europe Real Estate Partners III 21,797,047 -10.31% -10.31% -9.84% 4.83% -4.49% -5.39%
         CIM Fund III, L.P. 31,292,403 17.76% 17.76% 20.13% 23.65% 15.75% 13.35%
         GEM Realty Fund IV 12,672,921 9.52% 9.52% 21.16% - - 17.90%
         GEM Realty Fund V -129,868 - - - - - -
         JER Real Estate Partners IV 2,482,084 0.15% 0.15% 4.41% 35.81% -6.88% -5.98%
         Liquid Realty IV 12,480,646 2.23% 2.23% 2.63% 10.23% -3.32% -3.09%
         MGP Asia Fund III, LP 21,777,850 1.47% 1.47% 10.18% 37.13% 3.42% 3.16%
         MSREF VI International 7,034,594 2.93% 2.93% 8.55% 12.28% -25.94% -26.24%
         O'Connor North American Property Partners II 7,317,215 -0.17% -0.17% 10.82% 10.89% - -11.32%
       Opportunistic                           145,888,375 3.25% 3.25% 9.15% 16.82% -3.57% -4.02%

       Total                           467,012,500 2.08% 2.08% 8.06% 11.57% 0.03% -0.04%
Note: Total values on this schedule are inclusive of values based on Q4 Estimated Reporting for Liquid Realty because Q1 reporting was not received.
1) The value for the Montana Office Portfolio is provided by the MBOI and is taken "as-is" per their request.

3 - Year
Time Weighted Returns

Current Quarter Inception5 - YearYear to Date 1 - Year

The portfolio turned in another positive quarter as general real estate market conditions continue to stabilize and show some signs of improvement. 
Overall the portfolio outperformed relative to Q4 by 26bps. Core outperformed Q4 by 16bps and continues its positive momentum. Value-Added 
underperformed Q4 by 107bps, but continues its upward trajectory. Opportunistic was essentially flat relative to Q4, but also continues its upward 
trajectory.  
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Q1 2013 Commitment Summary 

Vintage Year Commitment
Capital 

Contributed 1 Contributed %
Remaining 

Commitment
Capital 

Distributed Net Asset Value NAV % Total Exposure Total Exposure%
Investment 

Multiple

       Core                                     238,236,254       238,236,254       100% -                    24,597,130         255,091,621      35.33% 255,091,621 26.70% 1.13             
         Clarion Lion Properties Fund 2006 48,236,254         48,236,254         100% -                    10,187,747         35,942,915        4.98% 35,942,915 3.76% 0.92             
         INVESCO Core Real Estate-USA 2007 45,000,000         45,000,000         100% -                    6,383,314           38,699,192        5.36% 38,699,192 4.05% 0.97             
         JP Morgan Strategic Property Fund 2007 95,000,000         95,000,000         100% -                    1,759,599           117,313,409      16.25% 117,313,409 12.28% 1.21             
         UBS-Trumbull Property Fund 2010 50,000,000         50,000,000         100% -                    6,266,470           63,136,105        8.74% 63,136,105 6.61% 1.35             

       Montana Office Portfolio 2011 17,674,045         17,674,045         100% -                    621,854             18,377,341        2.54% 18,377,341 1.92% 1.07             

       Timberland 105,000,000       66,473,964         63% 38,526,036         4,271,323           63,905,734        8.85% 102,431,770 10.72% 1.03             
        Molpus Woodlands Fund III, LP 2011 50,000,000         38,619,686         77% 11,380,314         -                    38,823,691        5.38% 50,204,005 5.25% 1.01             
        ORM Timber Fund III, LLC 2012 30,000,000         7,611,000           25% 22,389,000         -                    7,526,993          1.04% 29,915,993 3.13% 0.99             
        RMS Forest Growth III LP 2011 25,000,000         20,243,278         81% 4,756,722           4,271,323           17,555,050        2.43% 22,311,772 2.34% 1.08             

       Value Added                              389,200,000       263,482,089       68% 125,717,911       51,578,105         238,841,050      33.08% 364,558,961 38.15% 1.08             
         ABR Chesapeake Fund III 2006 20,000,000         20,000,000         100% -                    4,763,460           17,476,929        2.42% 17,476,929 1.83% 1.11             
         ABR Chesapeake Fund IV 2010 30,000,000         9,000,000           30% 21,000,000         1,637,713           8,917,410          1.23% 29,917,410 3.13% 1.15             
         AG Core Plus Realty Fund II 2007 20,000,000         16,742,334         84% 3,257,666           9,370,011           12,263,236        1.70% 15,520,902 1.62% 1.29             
         AG Core Plus Realty Fund III 2011 35,000,000         14,847,471         42% 20,152,529         59,984               15,966,498        2.21% 36,119,027 3.78% 1.08             
         Apollo Real Estate Finance Corp. 2007 10,000,000         10,000,000         100% -                    4,094,562           4,929,641          0.68% 4,929,641 0.52% 0.90             
         AREFIN Co-Invest 2008 10,000,000         10,000,000         100% -                    8,031,280           3,531,664          0.49% 3,531,664 0.37% 1.16             
         CBRE Strategic Partners US Value Fund 6 2012 20,000,000         6,966,948           35% 13,033,052         116,845             7,258,502          1.01% 20,291,554 2.12% 1.03             
         DRA Growth & Income Fund VI 2007 35,000,000         22,036,000         63% 12,964,000         7,099,917           22,393,793        3.10% 35,357,793 3.70% 1.22             
         DRA Growth & Income Fund VII 2011 30,000,000         16,773,000         56% 13,227,000         1,002,040           17,563,590        2.43% 30,790,590 3.22% 1.08             
         Five Arrows Securities V, L.P. 2007 30,000,000         28,118,677         94% 1,881,323           5,032,816           29,275,273        4.05% 31,156,596 3.26% 1.19             
         Hudson RE Fund IV Co-Invest 2008 10,000,000         10,000,000         100% -                    799,155             11,124,483        1.54% 11,124,483 1.16% 1.19             
         Hudson Realty Capital Fund IV 2007 15,000,000         15,000,000         100% -                    244,542             9,035,562          1.25% 9,035,562 0.95% 0.62             
         Landmark Real Estate Partners VI 2011 20,000,000         9,969,261           50% 10,030,739         2,776,628           12,117,599        1.68% 22,148,338 2.32% 1.49             
         Realty Associates Fund IX 2008 20,000,000         19,200,000         96% 800,000             4,054,367           19,768,482        2.74% 20,568,482 2.15% 1.24             
         Realty Associates Fund VIII 2007 20,000,000         20,000,000         100% -                    899,380             13,842,705        1.92% 13,842,705 1.45% 0.74             
         Realty Associates Fund X 2012 20,000,000         4,000,000           20% 16,000,000         1,805                 4,011,427          0.56% 20,011,427 2.09% 1.00             
         Stockbridge Value Fund, LP 2012 25,000,000         11,628,398         47% 13,371,602         -                    13,497,489        1.87% 26,869,091 2.81% 1.11             
         Strategic Partners Value Enhancement Fund 2007 19,200,000         19,200,000         100% -                    1,593,600           15,866,766        2.20% 15,866,766 1.66% 0.91             

       Opportunistic                            268,008,422       201,370,601       75% 69,137,821         34,531,359         145,888,375      20.20% 215,026,196 22.50% 0.87             
         AG Realty Fund VII L.P. 2007 20,000,000         16,754,000         84% 3,246,000           8,969,430           12,832,304        1.78% 16,078,304 1.68% 1.30             
         AG Realty Fund VIII L.P. 2011 20,000,000         9,400,000           47% 10,600,000         2,648,282           7,808,185          1.08% 18,408,185 1.93% 1.12             
         Beacon Capital Strategic Partners V 2007 25,000,000         20,500,000         82% 4,500,000           2,246,287           8,522,994          1.18% 13,022,994 1.36% 0.53             
         Carlyle Europe Real Estate Partners III 3 2007 30,994,690         25,852,858         83% 5,141,832           167,861             21,797,047        3.02% 26,938,878 2.82% 0.84             
         CIM Fund III, L.P. 2007 25,000,000         21,002,755         84% 3,997,245           457,582             31,292,403        4.33% 35,289,648 3.69% 1.37             
         GEM Realty Fund IV 2009 15,000,000         10,500,000         70% 4,500,000           330,245             12,672,921        1.75% 17,172,921 1.80% 1.23             
         GEM Realty Fund V 2 2013 20,000,000         -                    -                    20,000,000         -                    (129,868)           -0.02% 19,870,132 2.08% -               
         JER Real Estate Partners - Fund IV 2007 20,000,000         17,000,994         85% 2,999,006           10,815,673         2,482,084          0.34% 5,481,090 0.57% 0.78             
         Liquid Realty IV 2007 22,013,732         18,818,202         85% 3,195,530           5,829,013           12,480,646        1.73% 15,676,176 1.64% 0.89             
         MGP Asia Fund III, LP 2007 30,000,000         19,214,374         64% 10,785,626         35,146               21,777,850        3.02% 32,563,476 3.41% 1.12             
         MSREF VI International 4 2007 25,000,000         27,500,000         110% -                    17,313               7,034,594          0.97% 7,034,594 0.74% 0.25             
         O'Connor North American Property Partners II 2008 15,000,000         14,827,417         99% 172,583             3,014,526           7,317,215          1.01% 7,489,798 0.78% 0.68             

       Montana Real Estate  1,018,118,721    787,236,953       77% 233,381,768       115,599,772       722,104,121      955,485,889 1.04

Note: Q1 2013 NAV shown for Liquid Realty IV has been cash adjusted because Q1 reporting was not received.
1)  Capital contributed does not include contributions for expenses outside of the commitment amounts.
2)  As of Q1 2013, this investment has not had its first cash flow and is not subject to performance.  It is presented in this schedule because of its effect on the total portfolio commitment amount.
3)  Carlyle Europe III's Commitment amount is converted to USD by using the EUR exchange rate from 10/9/2007, the date Montana commited to the fund.  The current unfunded capital is based 
on this figure less the cumulative USD activity.
4)  Morgan Stanley has the ability to call a 10% reserve from the investors.  The full reserve, $2.5 million, was called on 5/21/2009.

Since Inception

A new $20M commitment to GEM Realty Fund V, LP was added during Q1 2013. 
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Q1 2013  Leverage 

Q2 2012 Q3 2012 Q4 2012 Q1 2013

Core 22.78% 22.19% 22.34% 22.19%
Timber 0.00% 0.00% 0.00% 0.00%
Non-Core (Total) 57.51% 55.00% 54.87% 54.10%
Total 45.13% 43.45% 43.06% 42.59%

Non-Core Breakout:
Opportunistic 57.50% 51.24% 46.79% 46.58%
Value Add 57.52% 57.11% 59.13% 57.83%

The portfolio remains moderately leveraged and well within all policy constraints. 



MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
 
 
To:  Members of the Board 
 
From:  Ethan Hurley, Portfolio Manager – Alternative Investments 
 
Date:  August 20, 2013 
 
Subject: Private Equity and Private Real Estate Partnership Focus Lists – Quarterly 

update 
 
The Partnership Focus Lists (PFL) for private equity (MPEP) and private real estate 
(MTRP) are shown below.  There have been no changes since the last Board Meeting.   
 
 

MPEP Partnership Focus List 
August 2013 

 
Partnership Strategy Reason Inclusion Date 
J.C. Flowers II, L.P. Buyout Performance August 2010 
Terra Firma Capital Partners III, L.P. Buyout Performance, Risk 

Management 
August 2010 

 
 

MTRP Partnership Focus List 
August 2013 

 
Partnership Strategy Reason Inclusion Date 
JER Real Estate Partners IV, L.P. Opportunistic Risk Management, Staff 

Turnover, Performance 
August 2010 

Liquid Realty Partners IV, L.P. Opportunistic Staff Turnover August 2010 
Morgan Stanley Real Estate Fund VI 
International-TE, L.P. 

Opportunistic Performance, Risk 
Management, Staff Turnover 

August 2010 

Strategic Partners Value 
Enhancement Fund, L.P. 

Value-Added Performance, Platform 
Stability 

November 2010 

Hudson Realty Capital Fund IV, L.P. Value-Added Performance May 2011 
O’Connor North American Property 
Partners II, L.P. 

Opportunistic Performance, Platform 
Stability 

May 2011 

Beacon Capital Strategic Partners V, 
LP 

Opportunistic Performance, Platform 
Stability 

August 2012 

 
 



 
 
Partnership Focus List Background 
 
The purpose of the Partnership Focus Lists (PFL’s) is to detail those MPEP and MTRP 
partnerships for which Staff has concerns regarding their ability to realize appropriate 
relative private investment returns over the life of the partnership.  Factors which may 
trigger such concerns include, but are not limited to, the following: 
 

• Changes in key personnel 
• General Partner misconduct  
• Adverse regulatory, macroeconomic, or capital market developments 
• Financial distress at the partnership’s sponsor or in the Limited Partner base 
• A material departure from partnership strategy 
• Risk management deficiencies (inappropriate use of leverage, investment pace, 

portfolio diversification, etc.) 
• An ineffective sourcing effort 
• Performance relative to benchmarks 
• Performance relative to peers 

 
Staff also considers partnership maturity when deciding which funds to include on the 
PFL.  Unseasoned partnerships are not being included on the list simply because they are 
in the J-curve, and mature partnerships that are substantially realized are excluded from 
PFL consideration. 
 
It is important to understand that unlike public equity managers, our contractual 
commitments to private equity and closed-end private real estate partnerships cannot be 
terminated or transitioned to a different manager except under unique circumstances 
specified in the contract and then usually only with agreement among a super-majority of 
all LP’s.  Therefore, readers of the PFLs should not expect that partnerships listed will 
see their managers replaced, outstanding commitments rescinded, or other action that as a 
legal or practical matter may be difficult to implement. 
 
The PFLs are administered by the MBOI’s Alternative Investments Staff (AIS), who 
meet at least quarterly to review and recommend changes to the lists.  While all AIS are 
responsible for providing input into the composition of the PFLs, final decision making 
authority over which partnerships to include rests with the MBOI’s Chief Investment 
Officer. 
 
 



MONTANA DOMESTIC EQUITY POOL 
Rande R. Muffick, CFA, Portfolio Manager 

August 20, 2013 
 

 
 
 
The table above displays the Montana Domestic Equity Pool (MDEP) allocation at quarter end 
across market cap segments and manager styles.  At this time, all weightings are within the 
approved ranges.  Allocations within mid caps and small caps have increased slightly as a result 
of outperformance versus large caps and as a result of cash outflows from the pool having 
reduced the large cap passive allocation. 
 
Domestic stocks continued their upward move in the quarter as improvement in the U.S. 
economy overshadowed growing economic concerns in China and other emerging market 
countries.  Although investors initially reacted negatively to “tapering” signals from the Federal 
Reserve in the middle of June, they quickly adjusted to the reality of higher interest rates and 
returned to an optimistic mindset regarding economic trends in the second half of the calendar 
year. 
 

Approved
Manager Name Market Value % Range

BLACKROCK EQUITY INDEX FUND 1,858,376,711 57.02%
STATE STREET SPIF ALT INV 5,688,206 0.17%
LARGE CAP PASSIVE Total 1,864,064,917 57.19% 45-70%
ENHANCED INVEST TECHNOLOGIES 97,723,407 3.00%
T ROWE PRICE ASSOCIATES INC 290,520,850 8.91%
WESTERN ASSET US INDX PLUS LLC 1,600,867 0.05%
LARGE CAP ENHANCED Total 389,845,124 11.96% 8-12%
ANALYTIC INVESTORS MU3B 99,063,427 3.04%
JP MORGAN ASSET MGMT MU3E 290,770,455 8.92%
130-30 Total 389,833,882 11.96% 8-12%
COMBINED LARGE CAP Total 2,643,743,923 81.12% 72-91%
ARTISAN MID CAP VALUE 114,693,783 3.52%
BLACKROCK MIDCAP EQUITY IND FD 74,051,105 2.27%
IRIDIAN ASSET MANAGEMENT MU3V 42,235,622 1.30%
NICHOLAS INVESTMENT PARTNERS 42,107,431 1.29%
TIMESSQUARE CAPITAL MGMT 115,193,455 3.53%
MID CAP Total 388,281,396 11.91% 6-17%
ALLIANCE BERNSTEIN SMALL CAP3R 28,666,183 0.88%
DIMENSIONAL FUND ADVISORS INC 74,787,252 2.29%
ING INVESTMENT MGT MU3U 26,765,374 0.82%
ISHARES CORE S+P SMALL CAP ETF 9,681,977 0.30%
MET WEST CAPITAL MGT MU3W 21,289,418 0.65%
VAUGHAN NELSON INV 65,989,782 2.02%
SMALL CAP Total 227,179,985 6.97% 3-11%
MDEP Total 3,259,205,305 100.00%

6/30/2013 Domestic Stock Pool By Manager
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For the quarter, stocks in all cap sizes added to their lofty gains for the fiscal year.  Small caps 
led the way in the quarter despite the heightened concerns about rising interest rates.  Even so 
most cap sizes posted over 20% returns for the fiscal year. 
 
Value stocks posted higher returns than growth stocks for the quarter within large caps and mid 
caps.  Yet small cap growth stocks posted the highest returns of all styles by quite a margin.  For 
the fiscal year, value stocks provided higher returns than growth stocks across the board.  Mid 
cap value stocks were the top performing category, on the whole posting returns of over 30%. 
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Volatility in the markets spiked during June following the Fed’s “tapering” signals, but returned 
to the low levels that have been seen for most of the past year.  Even the spike into the low 20’s 
by the index can be characterized as rather mild and it was short lived. 
 
MDEP outperformed the S&P 1500 Index by 9 basis points for the quarter and by 88 basis points 
for the fiscal year.  The overweight allocations to mid caps and small caps along with the 
actively managed portfolio performances as a whole, led to the success of the pool. 
 
Actively managed portfolio performances for the quarter and fiscal year were quite good and 
demonstrate the rebound of active management within the pool.  For the quarter, active portfolios 
added value within the partial long short 130/30, small cap core, and small cap value styles.  The 
large cap enhanced, mid cap value, mid cap growth, and small cap growth style buckets each 
lagged slightly.  More importantly for the fiscal year, 130/30, mid cap growth, small cap core, 
and small cap value style buckets provided excess returns.  Of the portfolios that were held for 
the entire fiscal year, six portfolios outperformed their respective benchmarks while only three 
underperformed. 
 
The searches for additional mid cap and small cap active managers have been completed.  Four 
new active portfolios were added to MDEP at the end of April and can be seen in the pool 
composition table at the beginning of this report.  These new portfolios are expected to provide 
positive relative returns within the pool and to provide further diversification within the non-
large cap active allocations.  Although it is too early to draw firm conclusions with only a couple 
of months of performance history, at this point the new portfolios are complementing the other 
portfolios as expected. 
 
The strategy going forward is to continue the overweight positions in mid caps and small caps at 
the expense of large caps.  Additional investment in the mid cap and small cap allocations, most 
likely into the new portfolios is expected at some point in the future. 
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DOMESTIC EXPOSURE-MARKET CAP %
June 30, 2013

WTD AVG
MEGA GIANT LARGE MID SMALL MICRO MARKET

MANAGERS $200B+ $100-$200B $50-$100B $20-$50B $10-$20B $2.5-$10B $500MM-$2.5B < $500MM CAP ($B)
Alliance Bernstein -- -- -- -- -- 46.3 50.5 3.2 2,718.2             
Analytic Investors, Inc 13.2 17.2 20.3 17.8 20.7 9.6 -1.8 -- 83,118.3           
Artisan Partners -- -- -- 8.2 33.5 53.7 4.6 -- 9,996.9             
Dimensional Fund Advisors -- -- -- 0.2 -- 12.6 69.6 17.3 1,515.3             
ING Investment Mgmt -- -- -- -- -- 32.1 65.2 2.7 2,201.0             
INTECH Investment Management 16.8 13.0 11.2 24.3 18.4 16.3 0.0 -- 90,609.8           
Iridian Asset Mgmt -- -- -- 12.6 17.2 66.0 4.2 -- 10,006.1           
J.P. Morgan 18.5 15.2 28.4 20.5 8.9 7.8 -0.8 -- 105,043.6         
Met West Capital Mgmt -- -- -- -- -- 53.7 40.4 5.9 2,618.8             
Nicholas Investment Partners -- -- -- 2.7 27.7 64.8 4.8 -- 8,221.1             
T. Rowe Associates 19.0 18.3 15.6 23.0 15.3 8.7 0.0 -- 105,772.1         
TimesSquare Cap Mgmt -- -- -- 2.8 25.1 68.6 3.6 -- 8,614.7             
Vaughan Nelson Mgmt -- -- -- -- -- 60.7 39.0 0.3 2,786.8             
BlackRock S&P 500 Index Fund 18.9 18.0 17.3 23.8 14.4 7.3 0.0 -- 106,690.1         
BlackRock Midcap Equity Index Fund -- -- -- -- 2.8 78.1 19.2 0.0 4,595.9             

ALL DOMESTIC EQUITY PORTFOLIOS 15.8 14.9 15.5 20.1 14.3 14.8 3.7 0.5 90.1                  
Benchmark:  S&P Composite 1500 16.7 15.8 15.2 21.1 13.0 3.5 4.5 0.3 94.2                  
Over/underweight(-) -0.9 -0.9 0.2 -1.1 1.2 11.2 -0.7 0.2



DOMESTIC EXPOSURE-SECTOR %
June 30, 2013

Consumer Consumer Health Telecom
MANAGERS Discretionary Staples Energy Financials Care Industrials  Technology Materials  Services Utilities

Alliance Bernstein 19.8 0.6 5.7 5.3 21.2 20.9 24.7 1.7 -- --
Analytic Investors, Inc 11.4 11.3 10.7 15.2 11.7 11.7 16.7 3.5 2.4 2.3
Artisan Partners 11.4 3.8 11.8 23.3 4.3 16.0 26.1 1.3 -- 2.0
Dimensional Fund Advisors 18.2 5.2 4.4 17.7 9.3 18.2 17.5 5.5 0.6 3.5
Iridian Asset Mgmt 17.5 -- 5.0 -- 20.9 13.4 17.7 25.5 -- --
ING Investment Mgmt 19.6 2.4 6.5 12.7 17.3 15.1 22.7 3.6 -- --
INTECH Investment Management 14.7 11.5 12.0 15.2 10.7 9.2 12.5 4.7 4.7 4.9
Met West Capital Mgmt 18.5 3.6 6.0 23.5 6.0 22.6 12.9 1.8 0.6 1.4
Nicholas Investment Partners 26.2 4.7 5.8 10.3 11.2 18.7 15.9 4.4 2.8 --
J.P. Morgan 18.9 7.1 10.7 15.0 14.3 9.3 20.4 1.6 0.8 0.4
T. Rowe Associates 12.6 10.7 10.5 16.0 12.3 10.1 17.8 4.2 2.8 2.9
TimesSquare Cap Mgmt 17.4 4.0 6.0 12.1 9.7 21.9 21.9 3.4 3.7 --
Vaughan Nelson Mgmt 13.5 2.2 4.6 27.0 5.3 21.7 17.5 6.9 -- 1.3
BlackRock S&P 500 Index Fund 12.1 10.6 10.5 16.6 12.7 10.1 17.8 3.3 2.9 3.3
BlackRock Midcap Equity Index Fund 13.6 4.1 5.3 23.2 9.3 16.6 15.5 7.0 0.5 5.2

All Domestic Equity Portfolios 13.3 9.3 10.0 16.7 12.1 11.4 18.3 3.4 2.4 2.8
Benchmark:  S&P Composite 1500 12.5 9.7 9.9 17.4 12.4 10.9 17.6 3.7 2.6 3.5
Over/underweight(-) 0.8 -0.4 0.1 -0.7 -0.3 0.5 0.7 -0.3 -0.1 -0.7



DOMESTIC PORTFOLIO CHARACTERISTICS
June 30, 2013

3Yr Historical
Market Number of EPS Price/ Price/ Dividend

MANAGERS Value Securities Growth Earnings Book Yield
Alliance Bernstein 28,292,181              100 40.0 27.0 3.4 0.2
Analytic Investors, Inc 101,992,092            189 10.6 13.1 2.4 3.2
Artisan Partners 115,252,096            60 21.0 14.3 1.7 1.7
Dimensional Fund Advisors 74,427,785              2,253 26.6 17.5 1.8 1.2
ING Investment Mgt 26,717,114              147 28.7 23.3 2.5 0.6
INTECH Investment Management 97,816,565              338 14.0 15.8 2.3 2.1
Iridian Asset Mgmt 42,358,987              39 23.8 14.6 3.2 1.2
J.P. Morgan 302,010,647            268 11.0 17.7 2.2 1.6
Met West Capital Mgt 21,170,981              67 41.0 15.0 1.6 1.1
Nicholas Investment Partners 42,185,012              104 35.1 17.5 3.2 0.5
T. Rowe Associates 292,849,177            257 18.2 16.6 2.4 1.9
TimesSquare Cap Mgmt 115,295,455            79 27.6 20.4 2.9 0.8
Vaughan Nelson Mgmt 66,221,295              76 29.3 17.9 1.9 1.3
BlackRock S&P 500 Index Fund 1,891,898,077         502 16.3 16.3 2.3 2.1
BlackRock Midcap Equity Index Fund 73,857,532              401 24.5 19.5 2.2 1.4

All Domestic Equity Portfolios 3,176,912,903         3,174 17.1 16.5 2.3 1.9

BENCHMARKS
S&P Composite 1500 1,500 16.9 16.6 2.3 2.0
S&P/Citigroup 1500 Pure Growth 345 48.1 18.8 2.7 0.8
S&P/Citigroup 1500 Pure Value 362 4.4 13.9 1.1 1.3
S&P 500 500 16.1 16.3 2.3 2.1
Russell 1000 989 16.8 16.3 2.3 2.0
Russell 1000 Growth 575 21.0 18.8 4.3 1.7
Russell 1000 Value 696 12.8 14.5 1.7 2.3
Russell Midcap 795 20.9 17.7 2.3 1.6
Russell Midcap Growth 460 26.0 21.6 4.5 1.1
Russell Midcap Value 563 15.9 15.2 1.6 2.1
Russell 2000 1,934 26.0 18.3 2.0 1.5
Russell 2000 Growth 1,101 25.8 21.9 3.4 0.8
Russell 2000 Value 1,392 26.2 15.8 1.4 2.2



MONTANA INTERNATIONAL EQUITY POOL 
Rande R. Muffick, CFA, Portfolio Manager 

August 20, 2013 

The table above displays the Montana International Equity Pool (MTIP) allocation at quarter end 
across market cap segments and manager styles.  At this time, all weightings are within the 
approved ranges and the ranges reflect the restructure of the pool as approved by the Board last 
August.  The table reflects a $20 million cash flow into the pool during the quarter of which $10 
million was invested in the BlackRock ACWI ex US Index Superfund and $10 million was 
invested in the BlackRock Emerging Markets Index Fund. 

International equity markets struggled in the quarter and although posting nice gains for the 
fiscal year, they lagged the U.S. market.  Emerging markets (EM) struggled much more than the 
developed markets and posted losses for the quarter and only slight gains for the fiscal year. 
Economic growth concerns in Europe and China were the culprits.  

Approved
Manager Name Market Value % Range

BLACKROCK ACWI EX US SUPERFUND 872,671,543 61.58%
BLACKROCK MSCI EM MKT FR FD B 34,616,110 2.44%
EAFE STOCK PERFORMANCE INDEX 15,997,375 1.13% 0-10%
CORE Total 923,285,027 65.15% 50-70%
ACADIAN ACWI EX US VALUE 92,492,916 6.53%
BERNSTEIN ACWI EX 99,338,352 7.01%
VALUE Total 191,831,268 13.54% 10-20%
HANSBERGER INTL EQUITY GROWTH 103,059,743 7.27%
MARTIN CURRIE ACWI X 108,349,347 7.65%
GROWTH Total 211,409,090 14.92% 10-20%
BLACKROCK ACWI EX US SMALL CAP 23,510,254 1.66%
DFA INTERNATIONAL SMALL COMPAN 67,160,784 4.74%
SMALL CAP Total 90,671,037 6.40% 5-15%
MTIP Total 1,417,196,578 100.00%

6/30/2013 International Stock Pool By Manager
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A look at the style performance matrixes shows that returns for international markets were 
dampened largely by the emerging market stocks.  In fact emerging market stocks and value 
stocks within them have lagged those in the developed markets by historic proportions this year.  
Talk of the U.S. Fed “tapering” its bond purchases drove the divergence between developed and 
emerging markets even further than the aforementioned economic concerns as it resulted in 
outflows from emerging market equity funds. 
 
Within developed markets, large cap value stocks posted higher returns than large cap growth 
stocks.  Within the mid and small capitalizations the relative performance between value and 
growth was more mixed.  Within the emerging markets, large cap value stocks had a very 
difficult quarter and year compared to growth stocks and actually posted losses in both periods. 
As one moves down in capitalization however, the results between value and growth are more 
balanced in EM. 
 

Value Neutral Growth Value Neutral Growth

La
rg

e

1.0% -2.7% -0.9% La
rg

e

22.8% 13.5% 20.6%

M
id

-2.4% -0.9% -1.8% M
id

19.7% 19.1% 15.9%

Sm
al

l

-5.8% -0.8% -3.4% Sm
al

l

15.5% 19.6% 17.1%

Value Neutral Growth Value Neutral Growth

La
rg

e

-11.4% -9.4% 0.6% La
rg

e

-2.6% 1.1% 12.6%

M
id

-11.8% -7.0% -7.2% M
id

1.7% 3.4% 4.7%

Sm
al

l

-7.4% -8.6% -6.9% Sm
al

l

8.4% 8.1% 8.2%

Fiscal Year to Date 2013

Fiscal Year to Date 20132Q 2013

Non-US Developed Market Environment

Emerging Market Environment

2Q 2013

2 
 



 
 
The currency effect on international investments fluctuated greatly in the quarter as the U.S. 
dollar had a wild ride.  It initially strengthened versus major foreign currencies, then plummeted 
on the Fed “tapering” signals, only to rally at the end of June as investors became more accepting 
of inevitably higher U.S. interest rates.  All in all for the fiscal year, the dollar detracted slightly 
from international equity returns for U.S. investors as it appreciated about 1.5%. 
 
MTIP outperformed the pool benchmark by 48 basis points for the quarter and by 59 basis points 
for the fiscal year.  All of the outperformance was generated through the actively managed 
portfolios as the small cap overweight in the pool detracted slightly from relative returns. 
 
Performance from the actively managed portfolios picked up substantially in the quarter.  Four 
out of the five active portfolios outperformed their respective benchmarks.  This boosted fiscal 
year returns for the pool as well since four active portfolios outperformed for the fiscal year.  In 
fact all three of the style buckets, large cap growth, large cap value and small cap outperformed 
for the quarter and the fiscal year.  Similar to the domestic pool, active management in the 
international pool demonstrated its worth. 
 
Going forward, further diversification of the active management portion of the small cap 
allocation and the addition of dedicated active management within the emerging markets 
allocation is expected.  Public equity staff is in the midst of manager searches in both areas.  
Selection and hire of the new managers should be completed by this fall.  Also, an incremental 
increase in the emerging markets allocation is anticipated given recent weakness in those 
markets. 
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INTERNATIONAL EXPOSURE-MARKET CAP %
June 30, 2013

WTD AVG
MEGA GIANT LARGE MID SMALL MICRO MARKET

Managers $200B+ $100-$200B $50-$100B $20-$50B $10-$20B $2.5-$10B $500MM-$2.5B < $500MM CAP ($B)
Acadian Asset Management -- 14.0 10.5 23.4 13.7 16.1 15.2 7.1 24.0             
Bernstein Inv Mgt & Research with look throughs 0.5 10.0 12.4 21.9 12.6 19.1 3.7 0.1 38.2             
DFA International Small Cap -- -- -- -- -- 21.9 59.5 18.5 1.4              
Hansberger Global Investors 5.0 7.5 19.7 29.5 10.7 20.9 6.7 0.0 40.1             
Martin Currie 3.6 11.7 18.1 32.8 14.5 17.1 2.1 0.0 43.5             
BlackRock ACWI Ex US Superfund A 2.7 10.1 20.4 25.9 16.6 20.6 2.2 0.0 41.2             
BlackRock Intl Small Cap Index look through -- -- -- -- 0.2 21.0 62.9 14.4 1.3              
BlackRock ACWI Ex US Superfund A 1.8 5.2 10.7 22.8 22.8 28.6 7.4 0.0 19.9             
BlackRock Emerging Market Fund look through 1.0 11.9 19.0 21.7 17.3 21.6 5.7 1.4 37.2             

ALL INTERNATIONAL EQUITY PORTFOLIOS 1.0 11.9 19.0 21.7 17.3 21.6 5.7 1.4 37.2             
International Custom Benchmark 1.3 13.3 21.0 24.4 16.9 20.4 2.6 0.2 -              
Over/underweight(-) -0.2 -1.3 -2.0 -2.8 0.3 1.2 3.0 1.3



INTERNATIONAL EXPOSURE-SECTOR %
June 30, 2013

Consumer Consumer Health Telecom.
MANAGERS  Discretionary Staples Energy Financials Care Industrials  Technology Materials  Services Utilities

Acadian Asset Management 9.4 1.6 18.4 33.9 4.3 11.3 7.2 5.7 5.0 3.2
Bernstein Inv Mgt & Research with look throughs 14.7 6.9 9.9 26.9 7.4 10.2 7.2 8.2 4.9 3.0
DFA International Small Cap 20.4 6.2 5.5 14.3 5.8 24.6 9.0 10.3 1.6 2.2
Hansberger Global Investors 21.1 13.3 2.8 12.3 11.7 11.6 11.8 7.5 6.6 1.2
Martin Currie with look throughs 18.0 18.0 6.1 17.0 9.4 8.9 6.0 12.6 2.7 1.3
BlackRock ACWI Ex US Superfund A 10.3 10.6 9.1 25.8 7.9 10.7 6.3 8.7 5.6 3.5
BlackRock Intl Small Cap Index look through 18.3 6.2 6.0 19.5 5.5 18.8 10.1 10.6 1.0 2.3
BlackRock Emerging Market Fund look through 8.2 9.5 11.3 26.9 1.4 6.3 14.8 9.5 8.0 3.4

All International Equity Portfolios 12.1 10.2 8.9 24.3 7.7 11.4 7.6 8.7 5.1 3.0
International Custom Benchmark 10.6 10.6 9.3 26.4 8.0 10.9 6.5 8.7 5.6 3.5
Over/underweight(-) 1.5 -0.5 -0.4 -2.1 -0.2 0.4 1.1 0.0 -0.4 -0.5



INTERNATIONAL PORTFOLIO CHARACTERISTICS
June 30, 2013

3Yr Hist
Market Number of EPS Price/ Price/ Dividend

Value Securities Growth Earnings Book Yield

International Accounts with look throughs 1,416,969,049 8,434 16.2 13.4 1.5 3.06

International Equity Managers
Acadian Asset Management 92,528,706       383                   18.5 9.0                    1.1                    3.58                  
Bernstein Inv Mgt & Research with look throughs 99,171,957       225                   14.9 12.0                  1.2                    3.30                  
DFA International Small Cap 67,058,757       4,325                18.2 13.9                  1.2                    2.72                  
Hansberger Global Investors 103,212,975     64                     21.2 17.6                  2.3                    1.98                  
Martin Currie with look throughs 108,187,642     61                     19.1 16.9                  2.2                    2.42                  
BlackRock ACWI Ex US Superfund A 872,706,540     1,845                14.9 13.5                  1.5                    3.21                  
BlackRock Intl Small Cap Index look through 23,493,707       4,238                20.3 14.1                  1.3                    2.68                  
BlackRock Emerging Market Fund look through 34,611,765       827                   18.3 11.1                  1.5                    2.94                  

Benchmarks
MSCI All Country World Ex-United States 1,823                15.1 13.5                  1.5                    3.20                  
MSCI All Country World Ex-United States Growth 1,031                18.8 17.5                  2.3                    2.29                  
MSCI All Country World Ex-United States Value 1,029                11.5 11.0                  1.1                    4.11                  
MSCI EAFE Small Cap 2,156                18.4 14.3                  1.3                    2.67                  
MSCI World Ex-United States Small Cap 2,390                19.8 14.3                  1.3                    2.74                  
MSCI All Country Pacific 927                   20.2 14.1                  1.4                    2.62                  
MSCI Europe 436                   9.9 13.5                  1.6                    3.65                  



INTERNATIONAL EQUITY
Region and Market Exposure

Aggregate International 

Int'l Portfolio Custom Benchmark 3 Month FYTD Calendar 1 yr

Weight (%) Weight difference  Return  Return YTD Return  Return

Asia/Pacific 25.0% 25.1% -0.04%
Australia 5.15% 5.66% -15.9% 3.6% -9.6% 3.6%
Hong Kong 2.00% 2.14% -5.6% 15.3% -2.0% 15.3%
Japan 16.41% 16.00% 3.2% 18.8% 14.9% 18.8%
New Zealand 0.11% 0.09% -8.5% 16.3% -1.6% 16.3%
Singapore 1.37% 1.19% -8.1% 8.0% -4.9% 8.0%

European Union 22.3% 22.9% -0.56%
Austria 0.29% 0.19% -4.7% 13.9% -8.1% 13.9%
Belgium 0.88% 0.81% -5.9% 18.1% 1.2% 18.1%
Denmark 0.83% 0.79% -2.5% 18.2% 2.5% 18.2%
Finland 0.51% 0.55% -2.5% 22.0% -0.7% 22.0%
France 6.43% 6.63% 1.1% 20.3% 1.7% 20.3%
Germany 5.83% 6.10% 0.5% 24.3% 0.9% 24.3%
Greece 0.07% 0.03% -8.1% 16.9% -17.0% 16.9%
Ireland 0.39% 0.23% -0.2% 28.1% 13.6% 28.1%
Italy 1.39% 1.41% -0.2% 8.0% -7.7% 8.0%
Netherlands 1.80% 1.84% 1.2% 21.7% 3.0% 21.7%
Portugal 0.15% 0.12% -2.6% 26.2% -0.7% 26.2%
Spain 1.61% 2.01% -1.0% 10.8% -6.9% 10.8%
Sweden 2.16% 2.20% -7.4% 17.2% 1.0% 17.2%

Non-EU Europe 7.2% 7.1% 0.18%
Norway 0.87% 0.59% -7.9% 6.7% -7.1% 6.7%
Switzerland 6.36% 6.46% -1.6% 25.6% 8.3% 25.6%

North America 6.0% 7.3% -1.26%
Canada 5.89% 7.26% -8.5% 0.7% -8.4% 0.7%
USA 0.11% 0.00% 2.2% 18.8% 12.9% 18.8%

United Kingdom 14.8% 15.3% -0.54%
United Kingdom 14.78% 15.32% -3.0% 9.4% -1.2% 9.4%

Other
Other 0.61% 0.36%

DEVELOPED TOTAL 76.01% 77.98% -1.98%

Asia/Pacific 15.1% 13.8% 1.29%
China 4.96% 4.00% -8.5% 4.0% -11.6% 4.0%
India 1.36% 1.49% -6.8% 3.0% -10.7% 3.0%
Indonesia 0.69% 0.71% -8.0% 12.3% 5.6% 12.3%
South Korea 3.73% 3.21% -10.0% -0.1% -12.9% -0.1%
Malaysia 0.94% 0.89% 5.5% 12.2% 4.7% 12.2%
Philippines 0.17% 0.23% -12.6% 19.6% 3.7% 19.6%
Taiwan 2.39% 2.64% 1.7% 11.1% 2.2% 11.1%
Thailand 0.84% 0.62% -12.4% 18.0% -0.8% 18.0%

European Union 0.4% 0.4% -0.01%
Czech Republic 0.05% 0.05% -11.0% -19.1% -23.1% -19.1%
Hungary 0.06% 0.05% 10.0% 11.3% 2.7% 11.3%
Poland 0.32% 0.34% -5.4% 1.3% -16.5% 1.3%

Non-EU Europe 1.4% 1.3% 0.16%
Russia 1.42% 1.26% -11.2% -4.3% -14.0% -4.3%

Latin America/Caribbean 4.2% 4.4% -0.28%
Brazil 2.31% 2.48% -18.6% -13.6% -19.6% -13.6%
Chile 0.37% 0.42% -16.2% -11.7% -12.7% -11.7%
Colombia 0.19% 0.25% -15.1% -10.1% -21.2% -10.1%
Mexico 1.14% 1.19% -12.3% 5.1% -6.7% 5.1%
Peru 0.16% 0.10% -29.2% -25.5% -31.0% -25.5%

Mid East/Africa 2.0% 2.1% -0.11%
Egypt 0.04% 0.05% -12.5% -13.2% -22.2% -13.2%
Morocco 0.01% 0.02% -6.8% -11.5% -9.2% -11.5%
South Africa 1.41% 1.58% -7.8% -6.8% -16.0% -6.8%
Turkey 0.50% 0.43% -1.7% 14.3% -9.7% 14.3%

Frontier 0.05% 0.00% 0.05%

EMERGING & FRONTIER TOTAL 23.1% 22.0% 1.10%

Developed Countries

Emerging & Frontier Market 
Countries

June 30, 2013



MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
 
To:  Members of the Board 

  
From:  Rande R. Muffick, CFA 
  Portfolio Manager – Public Equities 
   
Date:  August 20, 2013  
  
Subject: Public Equity External Managers Watch List - Quarterly Update 
 
 
There were no changes to the Watch List this quarter. 
 

 
PUBLIC EQUITIES 

MANAGER WATCH LIST 
August 2013 

 

Manager Style Bucket Reason $ Invested       
(mil) Inclusion Date 

Alliance Bernstein  International – 
LC Value Performance $99.3 August 2012 

Hansberger International – 
LC Growth Performance $103.0 May 2013 

 
 
 



FIXED INCOME OVERVIEW & STRATEGY 
Nathan Sax, CFA, Portfolio Manager 

August 21, 2013 
 

RETIREMENT & TRUST FUND BOND POOLS 
 
After declining modestly in April, interest rates rose sharply in May and June.  Reacting to 
comments from Fed Chairman Ben Bernanke, market participants feared the end of easy money 
policies.  The Chairman’s remarks concerning a possible tapering of the monthly Fed purchases of 
$85 billion in Treasury and mortgage backed securities sent shock waves through the bond market.  
The Treasury 10-year benchmark, yielding 1.63% on May 2nd, ended the quarter at 2.49%.  The 
Barclays Aggregate Index posted a total return of -2.32% for the quarter ending June 28, 2013.  For 
the past 12 months representing Fiscal Year 2013, the Treasury 10-year note started at 1.59% and 
ended up 90 basis points higher for the year.  The Barclays Aggregate index returned -0.69% for the 
same time period.  
  

2Q13 Historical Yield Curve – Annual and Quarterly Comparison 

 
  
Both economic growth and the rate of inflation in the U.S. have been revised down.  Real GDP in 
the first quarter now appears to have grown at an annual rate of 1.8% based on the government’s 
third estimate.  That is down from 2.5% according to the prior estimate.  Economists are forecasting 
real GDP growth for all of 2013 at a rate of approximately 1.8%.  In 2014, real GDP is predicted to 
grow at an annual rate of 2.7% in the first quarter.  Inflation forecasts are lower with a projected rate 
of 1.5% for all of 2013 based on a year-over-year change in the GDP price index.  That same 1.5% 
rate applies to the Consumer Price Index, according to the Blue Chip Economic Indicators.     
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The following table shows the sector weightings of our internally and externally managed funds.  It 
also shows a comparison to policy constraints: 

 
 

RFBP/TFBP vs. Barclays Aggregate – 06/30/13 

 
 

 
 

 
High Yield spreads widened by 108 basis points between May 10th and June 25th.  They still ended up 
125 basis points tighter for the fiscal year, however.  Investment grade corporate bonds widened as well, 
with OAS going from 130 basis points on May 28th to 155 on June 25th.  Investment grade yield spreads 
tightened 47 basis points in Fiscal Year 2013.  The announcement by the Federal Reserve Board 
referenced earlier spooked the credit markets although investors eventually bought on weakness.   
 
     

  Retirement Fund Bond Pool 
 

   

 RFBP 
Combined 

External Management Internal Management 
 

 

 Reams Artio Post Neuberg 
Berman 

CIBP TFBP CIBP/TFIP 
Policy 
Range 

Barclays 
Aggregate 

Treasuries 15.76 18.69 17.52 0.00 0.00 16.95 15.05 15-45 36.53 
Agencies & Govt 
Related 4.86 0.00 14.76 0.00 0.00 5.45 5.32 5-15 10.47 

Total 
Government 

20.62 18.69 32.28 0.00 0.00 22.40 20.37 20-60 47.00 

          
Mortgage Backed 23.68 22.45 21.63 0.00 0.00 26.88 28.48 20-40 29.35 
Asset Backed 4.57 2.11 5.16 0.00 0.00 5.49 5.44 0-7 0.40 
CMBS 8.79 8.14 8.42 0.00 0.00 9.97 11.61 0-12 1.78 
Total 
Securitized 

37.04 32.70 35.21 0.00 0.00 42.34 45.53 20-59 31.53 

          
Financial 13.28 26.27 8.56 9.84 6.27 12.07 11.36  7.00 
Industrial 22.22 16.19 15.76 82.75 87.97 15.64 14.78  12.10 
Utility 3.89 0.02 1.23 0.00 3.28 4.98 4.94  2.36 
Total Corporate 39.39 42.48 25.55 92.59 97.52 32.69 31.08 10-40 21.47 
          
Other 0.59 0.00 3.61 6.82 0.99 0.00 0.00  0.00 
Cash 2.36 6.13 3.35 0.59 1.49 2.57 3.04  0.00 
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

TFIP Fixed Income Sector 
Policy 
Range 

TFIP on 
06/30/13 

High Yield 0-10% 7.06% 
Core Real Estate 0-8% 6.12% 
Core (U.S. Investment 
Grade) 0-100% 86.82% 

RFBP Fixed Income Sector 
Policy 
Range 

RFBP on 
06/30/13 

U.S. High Yield 0-15% 13.28% 
Non-US (incl. EM) 0-10% 3.93% 
Total "Plus" sectors 0-20% 17.21% 
Core (U.S. Investment 
Grade) 80-100% 82.79% 
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The following table is a summary of relative total return performance for the second quarter and for the 
year: 
 

Fixed Income Gross Returns 2Q13 & Fiscal Year 

  
1Q13 Fiscal 

Year 
1Q13 

Benchmark 
Fiscal Year 
Benchmark 

1Q13 
Difference 

Fiscal Year 
Difference 

Barclays 
Benchmark 

External Portfolios 
Reams Asset Mgmt -1.71% 1.99% -2.37% 0.24% 0.66% 1.75% Universal 
Artio Global -3.09% 1.00% -2.20% -0.19% -0.89% 0.81% Aggregate +50 
Post Advisory -0.33% 12.41% -1.44% 9.50% 1.11% 2.91% US High Yield 
Neuberger Berman -1.43% 9.66% -1.44% 9.50% 0.01% 0.16% US High Yield 

Internal Portfolios 
Core Internal Bond Pool -2.61% 0.59% -2.33% -0.69% -0.28% 1.28% Aggregate 
Trust Fund Bond Pool -2.27% 0.81% -2.33% -0.69% 0.06% 1.50% Aggregate 

Combined Portfolios 
Retirement Fund Bond Pool -2.31% 1.75% -2.32% -0.69% 0.01% 2.44% Aggregate 
Trust Fund Investment Pool -1.86% 1.87% -2.32% -0.69% 0.46% 2.56% Aggregate 

 
 

 
Barclays U.S. High Yield 2% Issuer Cap, Average OAS – 06/30/12 to 07/25/13 
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The bond portfolios as compared to the benchmark are shown below.  The Merrill index shown here 
is used as a proxy for the actual benchmark, the Barclays Capital Aggregate Bond Index.  
 
 

 

 

 
  

Benchmark Comparison Analysis 
CIBP vs. Merrill US Broad Market Index  on 06/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   103.46 3.62 3.52 2.86 5.26 1.07 
Benchmark   106.08 3.51 3.34 2.33 5.27 0.62 
Difference  -2.62 0.11 0.18 0.53 -0.01 0.45 

Benchmark Comparison Analysis 
RFBP vs. Merrill US Broad Market Index  on 06/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   103.04 3.88 3.75 3.10 5.33 1.30 
Benchmark   106.08 3.51 3.34 2.33 5.27 0.62 
Difference  -3.04 0.37 0.41 0.77 0.06 0.68 

Benchmark Comparison Analysis 
TFBP vs. Merrill US Broad Market Index  on 06/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   104.52 4.01 3.90 2.79 5.25 1.05 
Benchmark   106.08 3.51 3.34 2.33 5.27 0.62 
Difference  -1.56 0.50 0.56 0.46 -0.02 0.43 

 4 



The graph below shows the strong reversal in cash flows to Investment Grade ETF’s.  Total outflows in 
June of all investment grade bonds are estimated to have been $43.9B, which exacerbated the selloff. 
  

 
 

Concluding Comments 
 
Fixed income returns were negative in the second quarter following small but positive returns in the 
prior two quarters.  Although economic fundamentals were good for fixed income given weak 
economic growth and declining inflation, investors paid more heed to Fed policy.  Bernanke did make 
several follow-on attempts to calm the capital markets, which helped.  He reiterated that monetary 
policy would remain accommodative pending general improvement in hiring, housing and growth.  For 
the Fiscal Year 2013, the Barclays Aggregate bond index was negative, posting a total return of -0.69% 
despite an average coupon at June 30th of 3.40% and a Yield to Worst of 2.35%. 
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Par Book Market Price Name Coupon % Maturity
Rating 
M/S&P Comments

$4.630 $4.630 $4.914 $106.13 America West Air1999 - 1 7.930 01/02/20 B1/BB+
Well secured pass through certificate. Approximately 50% paid 
down with an average remaining life of about 3 years.

$8.000 $7.991 $8.335 $104.19 Zions Bancorporation 5.650 05/15/14 BA2/BB+

Zions credit quality has been severely stressed but they were able to 
issue debt and equity in 2009 and remain relatively well 
capitalized.  Repaid TARP in 2012. 

$50.000 $50.000 $55.248 $110.50 DOT Headquarters II Lease 6.001 12/07/21 NR/BB+

The bond was insured by XL Capital which has defaulted. 
However, lease payments are guaranteed by the US govt and the 
bond is collateralized by the building. 

$5.000 $4.859 $4.700 $94.00 American Presidents Co 8.000 01/15/04 NR/NR

Downgraded to below investment grade in December of 1997 due 
to high leverage and overall stress in the industry.  The rating was 
dropped in August of 1999 when the company was acquired by 
NOL.  NOL is wholly owned by AAA rated TEMASEK which will 
likely continue support.

$10.000 $0.519 $2.425 $24.25 Lehman Brothers 5.500 05/25/10 NR/NR Currently in default and liquidation
$77.630 $67.999 $75.622

A

None

D = Deletions since 3/31/13
None

$10.000 $0.519 $2.425 $24.250 Lehman Brothers 5.500 05/25/10 NR/NR Currently in default and liquidation

BELOW INVESTMENT GRADE FIXED INCOME HOLDINGS (INTERNALLY MANAGED)

In default 

June 30, 2013
(in millions)

= Additions since 3/31/13



MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 Helena, MT 59601 (406) 444-0001 
 
 
To:  Members of the Board 

  
From:  Nathan Sax, CFA 
  Portfolio Manager – Fixed Income 
   
Date:  August 20, 2013 
   
Subject: Fixed Income External Manager Watch List  
 
 
Post Advisory Group, a High Yield manager that advises funds within both the 
Retirement Funds Bond Pool and the Trust Funds Investment Pool was removed from the 
watch list in February after a year of listing due to concerns over relative performance.  
The performance had improved markedly during 2012 and the manager was removed at 
that time.  We have chosen to add Post back on the watch list at this time.  While 
performance remains quite good, the firm just announced several personnel changes, 
including the retirement of Mr. Post.  Thus, while we remain confident in the manager we 
think the changes merit listing again until we have more time to observe the manager 
after the recent organizational changes. 
 

MANAGER WATCH LIST 
 
 

Manager Strategy Reason 
Amount Invested 
($ millions) as of 

July 31, 2013 
Inclusion Date 

Post Advisory 
Group Public High Yield Organization 

stability 
$59.4 RFBP 
$107.2 TFIP August, 2013 

 
 
 



 
Short Term Investment Pool (STIP) 

Richard Cooley, CFA, Portfolio Manager 
August 20, 2013 

 
During the second quarter money market yields were lower as the Federal Reserve continued its four 
and a half year-old policy of low fed funds rates.  Three month Libor rates decreased by 1.8 basis 
points and one month Libor rates decreased by 1.3 basis points during the quarter.  The improvement 
in Libor rates reflects the continuation of better market tone and funding conditions for the large 
international banks.  Credit spreads finished slightly wider during the quarter, as depicted by the spread 
between three month Treasury bills and three month Libor rates (TED spread).  This spread ended the 
second quarter at about 24 basis points, 3 basis points wider for the quarter. 
 

TED Spread (06/30/12 – 06/30/13) 

 
 

 
The STIP portfolio is currently well diversified and is operating within all the guidelines adopted by 
the Board at the November 2012 meeting.  Daily liquidity is at a minimum of $150 million and weekly 
liquidity is at a minimum of $250 million.  The average days to maturity is 41 days as compared to a 
policy maximum of 60 days. Asset-backed commercial paper is 35% of holdings (40% max) and 
corporate exposure is 32% (40% max).  We currently have approximately 7% in agency paper, 18% in 
Yankee CD’s (30% max) and 6% in four institutional money funds.   
 
During the second quarter we purchased $158 million of floating rate corporate notes.  We also 
purchased $45 million of floating rate Yankee CD’s and $25 million of floating rate agencies.  Lower 
three month Libor rates detracted from the portfolio yield during the quarter. 
 
The net daily yield on STIP is currently 0.18% as compared with the current one-month LIBOR rate of 
0.18% and current fed funds target rate of 0.0%-0.25%.  The portfolio asset size is currently $2.6 
billion, approximately the same as three months ago.  All charts below are as of July 17, 2013. 
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STIP Performance (6/30/13) 
      1 Year 3 Year 5 Year 10 Year 

STIP Net of Fees/Reserve 0.25% 0.29% 0.57% 2.01% 
iMoneynet First Tier Instit. (Gross) 0.27% 0.29% 0.59% 2.05% 
LIBOR 1 Month Index 0.21% 0.23% 0.46% 1.97% 

 
 
 
 

 

 
 
 

ABCP 
35.1% 

CP/NOTES 
31.6% 

CD 
17.8% 

AGENCY 
7.1% 

MMF 
6.5% 

SIV 
1.8% 

Program Type Exposure 
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Financial 
Institution Debt 

Agency Debt 
Corporate Debt  

Repos & Swaps 

Trade Receivables 

Auto Loan/Lease 

Prime Res 
Mortgage 
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CC Receivables 

Sovereign Debt 
Commercial 
Mortgage 

Student Loans 

Other 

Plant & Equip 
Loan/Lease 

Subprime Res 
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Consumer Loans 

Portfolio Composition by Sector 
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Treasurer’s Fund 

Richard Cooley, CFA, Portfolio Manager 

August 20, 2013 

 
The fund totaled $1.27 billion as of June 30, 2013, consisting of approximately one half general fund 
monies and the balance in various other state operating accounts.  There was one security purchased 
in the second quarter.  Current securities holdings total $20 million.  The investment policy for the 
fund limits security holdings to 50% of the projected General Fund FYE balance of the current 
period.  The May projected General Fund FYE balance was $521 million.  



 State Fund Insurance 

Richard Cooley, CFA, Portfolio Manager 
August 20, 2013 

 
 
The table below lays out the basic characteristics of the State Fund fixed income portfolio in 
comparison to a Merrill Lynch index.  The Merrill Lynch index serves as a proxy for the account’s 
actual benchmark, the Barclays Capital Government/Credit Intermediate Index.  
 
 
 

Benchmark Comparison Analysis 
State Fund vs. Merrill US Corp and Govt, 1-10 Yrs  on 06/30/2013 

Summary Characteristics 
     Current Yield to Effective Effective 
  Price Coupon Yield Maturity Duration Spread 
Portfolio   105.63 3.66 3.49 1.79 3.66 0.72 
Benchmark   104.87 2.85 2.75 1.66 4.00 0.53 
Difference  0.76 0.81 0.74 0.13 -0.34 0.19 

 
 
 
The portfolio has an overweight in agencies, asset backed securities (ABS) and corporate bonds and is 
underweighted in Treasuries.  The sector table on the following page provides more detail on the 
differences between the portfolio and the benchmark.  The portfolio has a slightly shorter duration than 
the benchmark.   
 
Spread product ended the second quarter wider as compared to the end of the previous quarter.  
Agencies spreads were 2 basis points wider at 15 basis points and corporate spreads widened by 13 
basis points from 139 basis points to 152 basis points.  During the quarter, the ten year Treasury yield 
increased by 63.5 basis points from 1.85% to 2.485%. 
 
The total fixed income (including STIP) portion of the account underperformed the benchmark by 5 
basis points during the June quarter and outperformed by 119 basis points over the fiscal year.  Longer 
term performance is +100 basis points for the past three years, +110 basis points for the past five years 
and +51 basis points for the past ten years (ended June 30). 
 
As a reminder, the primary investment objective is to maximize investment income consistent with 
safety of principal. 
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During the June quarter, there were purchases of $26 million of corporate bonds in the 5 year part of 
the curve.  We also purchased $5 million of agencies and $10 million of ABS.  We sold $9 million of 
equity fund units during the quarter.  We also had $34.25 million of purchases into two core real estate 
funds after approval of this asset class in February (these purchases settled 7/1/13).  This completes the 
initial allocation of $70 million to core real estate for this account. 
 
The portfolio has a 13 basis point yield advantage over the benchmark.  Client preferences include 
keeping the STIP balance in a 1-5 percent range (3.7% on 6/30, in anticipation of 7/1 real estate 
purchases) and limiting holdings rated lower than A3 or A- to 25 percent of fixed income, at the time 
of purchase, (currently 24.5%).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The following sector breakout is a look at the entire State Fund account including the S&P 500 and 
ACWI ex-U.S. equity holdings.  The policy range for equities is currently 8%-12%.  This is a client 
preference as the maximum allowed by statute is 25% of book value.  
 
The last page is the monthly performance report from State Street.  The custom composite index is an 
asset-weighted index that holds the same weights as the portfolio in each of the underlying 
benchmarks.  The fixed income returns have been over the benchmark due to an overweight in spread 
product versus the benchmark.  
 
 
 

State Fund vs. Merrill US Corp and Govt, 1-10 Yrs  on 06/30/2013 

  
SFBP Portfolio 

(%) 
Benchmark 

(%) Difference 

Treasuries      15.82 57.73 -41.91 

Agencies & Govt Related 21.32 13.56 7.76 

Total Government 37.14 71.29 -34.15 
        

Mortgage Backed 0.93 0.00 0.93 

Asset Backed    4.91 0.00 4.91 

CMBS            0.04 0.00 0.04 

Securitized       5.88 0.00 5.88 
        

Financial         24.72 10.15 14.57 

Industrial 22.64 16.97 5.67 

Utility           5.34 1.59 3.75 

Total Corporates 52.70 28.71 23.99 
        

Other 0.00 0.00 0.00 

Cash              4.28 0.00 4.28 

Total             100.00 100.00   

2 
 



6/30/2013 State Fund By Sector 
        
  Sector Market Value % 
  

      BANKS 116,578,344  8.79% 

   COMMUNICATIONS 21,575,887  1.63% 

   ENERGY 32,405,104  2.44% 

   GAS/PIPELINES 6,088,430  0.46% 

   INSURANCE 67,146,063  5.06% 

   OTHER FINANCE 112,003,723  8.44% 

   RETAIL 17,911,130  1.35% 

   TRANSPORTATION 43,677,332  3.29% 

   UTILITIES 64,718,546  4.88% 

  ENERGY 5,165,176  0.39% 

  INDUSTRIAL 109,562,044  8.26% 

CREDIT   596,831,781  44.98% 
   TITLE XI 882,056  0.07% 

  
 TREASURY 
NOTES/BONDS 179,936,502  13.56% 

  AGENCY 226,957,355  17.11% 

GOVERNMENT   407,775,913  30.73% 
   FHLMC 5,819,226  0.44% 

   FNMA 4,813,971  0.36% 

GOVERNMENT-MORTGAGE 
BACKED   10,633,197  0.80% 

   OTHER STRUCTURED 56,122,700  4.23% 

  CMBS 505,135  0.04% 

STRUCTURED OTHER   56,627,835  4.27% 
   OTHER 15,441,187  1.16% 

YANKEE BONDS   15,441,187  1.16% 
TOTAL FIXED INCOME   1,087,309,913  81.95% 
REAL ESTATE   35,859,566  2.70% 
EQUITY INDEX FUND   154,628,154  11.65% 
CASH EQUIVALENTS   49,043,563  3.70% 
GRAND TOTAL   1,326,841,196  100.00% 
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6/30/2013 State Fund By Sector  

4 
 



MONTANA BOARD OF INVESTMENTS
SUMMARY OF INDIVIDUAL PLAN PERFORMANCE

Periods Ending June 30, 2013
Rates of Returns

MKT VAL
$(000) ALLOC MONTH QTR FYTD 1 Year 3 Years 5 Years 10 Years ITD INCEPT. DATE

18-Jul-2013 7:51:42 AM EDT

Provided by State Street Investment Analytics
Page 3

STATE FUND INSURANCE
TOTAL 1,337,095 100.0 -1.30 -1.23 3.49 3.49 5.57 6.00 5.16 6.03 12/01/1993

EQUITIES 154,628 11.6 -1.67 2.32 19.89 19.89 17.32 6.82 7.22   
Domestic 138,104 10.3 -1.34 3.00 20.70 20.70 18.63 7.56 7.60   
Foreign 16,525 1.2 -4.34 -3.02 13.72 13.72 6.15     

REAL ESTATE

STATE FUND INSURANCE CUSTOM COMPO   -1.20 -1.15 2.40 2.40 4.58 4.88 4.43   

S&P 500   -1.34 2.91 20.60 20.60 18.45 7.01 7.30   

MSCI AC WORLD ex US (NET)   -4.34 -3.11 13.63 13.63 7.99 -0.80 8.62   

Barclays Gov/Credit Intermediate   -1.20 -1.70 0.28 0.28 3.14 4.57 4.03   

LIBOR 1 MONTH INDEX   0.02 0.05 0.21 0.21 0.23 0.46 1.97   

NCREIF ODCE 1 QTR LAG (NET)   2.44 2.44 9.68 9.68 14.03 -1.75 5.81   

3.26 01/01/2001

TOTAL FIXED INCOME                                      1,146,607           100         -1.30         -1.75          1.47          1.47          4.14          5.67           4.54         5.90         
                                                                  49,052            4.3          0.02          0.05          0.25          0.25          0.28          0.57           2.48         3.68                                CASH EQUIVALENTS
                      FIXED INCOME                                                          1,097,555             95.7           -1.36          -1.86             1.45            1.45            4.22            5.79             4.83           6.15    

   35,860  0.06 0.37 0.37      04/01/2013     2.6
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2013 CALENDAR
01 New Year’s Day 
21  M.L. King  Day 

JANUARY 
S M T W Th F S 

1 2 3 4 5 
6 7 8 9 10 11 12 

13 14 15 16 17 18 19 
20 21 22 23 24 25 26 
27 28 29 30 31 

JULY 
S M T W Th F S 

1 2 3 4 5 6 
7 8 9 10 11 12 13 

14 15 16 17 18 19 20 
21 22 23 24 25 26 27 
28 29 30 31 

04 Independence  Day 

18 Presidents Day FEBRUARY 

S M T W Th F S 
1 2 

3 4 5 6 7 8 9 
10 11 12 13 14 15 16 
17 18 19 20 21 22 23 
24 25 26 27 28 

AUGUST 

S M T W Th F S 
1 2 3 

4 5 6 7 8 9 10 
11 12 13 14 15 16 17 
18 19 20 21 22 23 24 
25 26 27 28 29 30 31 

29   Good Friday 
31     Easter  Sunday 

MARCH 

S M T W Th F S 
1 2 

3 4 5 6 7 8 9 
10 11 12 13 14 15 16 
17 18 19 20 21 22 23 
24 25 26 27 28 29 30 
31 

SEPTEMBER 

S M T W Th F S 
1 2 3 4 5 6 7 
8 9 10 11 12 13 14 

15 16 17 18 19 20 21 
22 23 24 25 26 27 28 
29 30 

02   Labor Day 

APRIL 

S M T W Th F S 
1 2 3 4 5 6 

7 8 9 10 11 12 13 
14 15 16 17 18 19 20 
21 22 23 24 25 26 27 
28 29 30 

OCTOBER 

S M T W Th F S 
1 2 3 4 5 

6 7 8 9 10 11 12 
13 14 15 16 17 18 19 
20 21 22 23 24 25 26 
27 28 29 30 31 

14 Columbus Day 
31  Halloween 

12 Mother’s Day 
27 Memorial Day 

Billings Meeting 

MAY 

S M T W Th F S 
1 2 3 4 

5 6 7 8 9 10 11 
12 13 14 15 16 17 18 
19 20 21 22 23 24 25 
26 27 28 29 30 31 

NOVEMBER 

S M T W Th F S 
1 2 

3 4 5 6 7 8 9 
10 11 12 13 14 15 16 
17 18 19 20 21 22 23 
24 25 26 27 28 29 30 

11 Veterans Day 
28 Thanksgiving Day 

16 Father’s Day JUNE 
S M T W Th F S

1
2 3 4 5 6 7 8 
9 10 11 12 13 14 15 

16 17 18 19 20 21 22 
23 24 25 26 27 28 29 
30 

DECEMBER 
S M T W Th F S 
1 2 3 4 5 6 7 
8 9 10 11 12 13 14 

15 16 17 18 19 20 21 
22 23 24 25 26 27 28 
29 30 31 

25 Christmas Day 

Return to Agenda



Montana Board of Investments Meetings  
 
All meetings 

• Are public and duly noticed in advance 
• Require that substantive decision items  be scheduled, identified and publicized 
• Will invite the public for comments at every meeting 
• Have minutes taken and previous ones approved 

 
Quarterly meetings - February, May, August, and November 

• Standard business 
o Performance of prior period or year end 
o Activity of prior period 
o Investment consultant 
o Quarterly cost sheet 
o Board member education and training opportunities 

• Actuarial Status & Asset Allocation implications 
• Loan, Audit and Human Resource and any ad-hoc committees meet 
• Rotation of topics to provide 24 month systematic review 

 
Semi-Annual meetings - April and October 

• In depth coverage on certain (to be determined) topics 
• April - Asset Allocation at a strategic level 
• Additional systematic review of topics to complete 24-month rotation 
• Subcommittees meet only as needed 

 
Additional Board Topics for 24-month Systematic Review, either (A) annually or at least (B) biennially  

• Investment Policy Statements (A) 
• Board’s budget (A) 
• Cost reporting including CEM, Inc. analysis (A) 
• Accounting and internal data systems (A) 
• Annual report and financial statements (A) 
• Staffing levels and compensation (A) 
• Securities Lending (A) 
• Securities Litigation (A) 
• Accounting, GAAP, audits and internal control standards, compliance and execution (A) 
• PERS and TRS relationship (A) 
• Ethics policy – affirmations (A) 
• Resolution 217 update (typically November) (A) 
• Board member training and staying current efforts (A) 
• General operations (e.g. day to day, landlord, disaster recovery, vendor review) (A/B) 
• BOI website (B) 
• Custodial bank relationship, performance, continuity (B) 
• Customer relationships especially large customers such as State Fund (B) 
• Legislative session and interim matters (B) 
• Outreach, especially commercial and municipal missions (B) 
• The Board as a rated investment credit, a bond issuer and a credit enhancer (B) 



Proposed Work Plan 2013 
 
Feb. 26-27 (Pre-Board meeting new member orientation) 

Quarterly Meeting’s standard business and subcommittee meetings 
  Securities Lending 
  Benchmark presentation (from RVK) 
  State Fund-Investment Policy change and State Fund presentation - Decision 
  Annual Report and Financial Statements 

Ethics 
Customer outreach 
INTERCAP Additional Bonds - Decision 

  Legislative Update  
 
April 2  Semi-Annual (non-quarterly) Meeting 

Asset allocation 
All policy review 
Economic development and other BOI loan programs 

  Montana Facility Finance Authority  
Emergency/Disaster preparedness  
Web site 
Legislative update 

 
May 29-30 Quarterly Meeting (Billings) standard business and subcommittee meetings 
  Legislative update   
  INTERCAP finance team follow-up 
  Board’s real estate holdings in Montana 
 
August 20-21 Quarterly Meeting standard business and subcommittee meetings 

Costs (including reviewing CEM Benchmarking Inc. results)  
MBOI Budget 
Accounting and internal control systems 
Fiscal Year performance through June 30th 

  Non-pension investment funds and agency user presence/presentations 
  Custodial bank RFP and selection timetable for Oct. 2014 
  RVK – topic to be determined 
 
October 8 Semi-Annual (non-quarterly) Meeting 
   
Nov. 19-20 Quarterly Meeting standard business and subcommittee meetings 

Actuarial Status & Asset Allocation Implications 
Affirm or Revise Asset Allocation  
Resolution 217 
PERS/TRS annual update 
Securities litigation status 
Exempt Staff Annual Performance 



MONTANA BOARD OF INVESTMENTS 
ACRONYM INDEX 

 
ACH ........................................................................................ Automated Clearing House 
 
ADR ................................................................................... American Depository Receipts 
 
AOF .......................................................................................................... All Other Funds 
 
ARC ............................................................................... Actuarially Required Contribution 
 
BOI .................................................................................................. Board of Investments 
 
CFA ....................................................................................... Chartered Financial Analyst 
 
EM .......................................................................................................... Emerging Market 
 
FOIA ....................................................................................... Freedom of Information Act 
 
FWP .............................................................................................. Fish Wildlife and Parks 
 
FX......................................................................................................... Foreign Exchange 
 
IPS ....................................................................................... Investment Policy Statement 
 
LDI...............................................................................................Liability-Driven Investing 
 
MBOH ..................................................................................... Montana Board of Housing 
 
MBOI ................................................................................. Montana Board of Investments 
 
MDEP ............................................................................... Montana Domestic Equity Pool  
 
MFFA ......................................................................... Montana Facility Finance Authority 
 
MPEP ................................................................................... Montana Private Equity Pool 
 
MPT ............................................................................................. Modern Portfolio Theory 
 
MSTA ............................................................. Montana Science and Technology Alliance 
 
MTIP ........................................................................................ Montana International Pool 
 
MTRP ....................................................................................... Montana Real Estate Pool 
 
MTSBA ..................................................................... Montana School Boards Association 
 
MVO ..................................................................................... Mean-Variance Optimization 
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MONTANA BOARD OF INVESTMENTS 
ACRONYM INDEX 

NAV .......................................................................................................... Net Asset Value 
 
PERS .................................................................... Public Employees’ Retirement System 
 
PFL ................................................................................................. Partnership Focus List 
 
QZAB .............................................................................. Qualified Zone Academy Bonds 
 
QSCB ...................................................................... Qualified School Construction Bonds 
 
RFBP ................................................................................... Retirement Funds Bond Pool 
 
RFP .................................................................................................. Request for Proposal 
 
SABHRS ....................... Statewide Accounting Budgeting and Human Resource System 
 
SLQT ............................................................................... Securities Lending Quality Trust 
 
SSBCI ..................................................................... State Small Business Credit Initiative 
 
STIP ...................................................................................... Short Term Investment Pool 
 
TFBP ............................................................................................. Trust Funds Bond Pool 
 
TFIP ..................................................................................... Trust Funds Investment Pool 
 
TIF .............................................................................................. Tax Increment Financing 
 
TIFD ............................................................................... Tax Increment Financing District 
 
TRS .................................................................................... Teachers’ Retirement System 
 
TUCS ........................................................................ Trust Universe Comparison Service 
 
VIX ............................................................................................................. Volatility Index 
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Terminology Commonly Used and Generally Understood at the Montana Board of Investments 
(And most typical context used at BOI) 

 
Active management (typically with respect to stocks) 
Investment method which involves hiring a manager to research securities and actively make investment 
decisions to buy and sell securities in an effort to outperform an assigned index, rather than purchasing a 
portfolio of securities that would simply replicate the index holdings (‘passive’ investing). 
 
Actuarial assumed rate (pension concept) 
The investment return rate used by actuaries that enables them to project the investment growth of 
retirement system assets into the future (typically perpetual).  
 
Actuarial funding status (pension concept) 
A measurement made by actuaries to measure a pension system’s financial soundness (ratio of actuarial 
liabilities to the actuarial value of the assets available to pay the liabilities). 
  
Alpha (investment term) 
Return on an investment  portfolio in excess of the market return or benchmark return; generally used in 
the context of ‘active’ management (as passive management, by definition, does not seek excess returns, or 
‘alpha’). 
 
Alternative Investments  
A wide range of investments, other than traditional assets such as publically traded stocks and bonds.   The 
most common nontraditional or alternative investments are private equity, real estate, commodities, and 
hedge funds.   
 
Arbitrage (bond program) 
A structural or systematic difference between investment types which may allow profiting from the 
‘difference,’ i.e., arbitrage.  The most common context for the use of ‘arbitrage’ at the BOI is the federal law 
that prevents ‘arbitrage,’ i.e.,  the profiting of investing tax-exempt securities (e.g. INTERCAP) into taxable 
yields investments (such as U.S. Treasuries). 
  
Asset Allocation and Asset Allocation Range (general investment principle) 
The Board’s invested assets are divided or allocated into various asset classes such as stocks and bonds, 
each with its own characteristics, with the objective of attaining an optimal mix of risk and return. The total 
expected return of a portfolio is primarily determined by the mix or allocation to its underlying assets 
classes.  Given the importance of ‘asset allocation,’ the BOI Board sets the asset allocation ‘range’ for each 
broad investment type or asset class.  
 
Average life (fixed income, particularly bonds) 
The average time period the debt is expected to be outstanding.  This is typically the maturity date for a 
traditional bond structure, however it will be shorter for bonds having a sinking fund or amortizing payment 
structure. 
 
Barclay’s Aggregate Index (fixed income) 
A composite of outstanding bond issues, including corporate, structured, and government bonds whose 
overall investment features such as return and investment type are tracked over many years.  This is the 
most common benchmark used for comparing the performance of a portfolio that invests in U.S. investment 
grade fixed income securities.  Formerly known as the Lehman Aggregate bond index. 
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Basis points (investment jargon) 
A basis point is 1 100th of a percentage.  Ten basis points is one tenth of a percent, typically written as 10 
bps. 
 
Benchmark (standard investment concept) 
The concept of employing a particular independent or market investment return as a measurement to judge 
an investment portfolio’s return; typically chosen investment benchmarks have the following attributes:  
they are investible, quantifiable, chosen in advance, easily understandable, and have a long history; 
common examples are the S & P 500 Index and the Barclay’s Aggregate Index. 
  
Beta (investment jargon)  
A measure of the risk (or volatility) of a security or a portfolio in comparison to the market as a whole.  If the 
stock or portfolio moves identically to that market, its beta value is 1; if its price volatility (or movement) is 
greater than that market’s price volatility, it is said to have beta greater than 1.  
 
Cap, as in large ‘cap’ (generally for stocks, i.e., public equities) 
‘Cap’ is short for capitalization, as a reference to the market value of a publically-traded company.  The 
current stock price times the total shares outstanding of the company equals its market capitalization or 
market ‘cap’; often used contextually such as  ‘large-cap,’ ‘mid-cap,’ and ‘small-cap’ for different sized public 
companies. 
 
Core (context varies for equity, fixed income, real estate) 
In equity and fixed income, ‘core’ refers to investments that are generally always found in the portfolio and 
normally expect to hold for a very long time e.g.  ‘core’ holdings of the largest U.S. companies, or U.S. 
treasuries; in real estate, ‘core’ generally refers to the best quality of real estate holdings such as prime 
commercial property in major metropolitan cities that have low leverage and low levels of vacancy. 
 
Correlation (common statistical concept)  
A measure of how two or more investment values or two asset classes move relative to each other during 
the same time period.  A central concept in portfolio construction is to seek investments whose values do 
not move together at the same time, i.e., are uncorrelated.  A correlation of 1 means that two or more 
investments ‘move’ precisely together.  
 
Custom benchmark (or sometimes custom index)   
A way to measure investment performance using a tailor-made measurement versus a generic industry-
standard benchmark.  At the BOI, total pension performance is measured against the Board’s ‘custom index’ 
or ‘custom benchmark’ which is a weighted blend of all the underlying asset class benchmarks used to 
measure the asset class returns. 
 
Derivatives (investment jargon) 
Investment securities whose performance itself depends (or is ‘derived’) from another underlying 
investment return.  Examples include stock options, puts/calls, and forward currency contracts whose 
returns are based on the underlying stock or currency.  
 
Developed markets (equity) 
Countries having a long period of stable industrialization; or are the most economically developed. 
 
Discount (fixed income, generally)  
Used most often with respect to bonds, the price paid that is less than face (or ‘par’) value.  A $1 million 
face-value of a bond purchased for less than a million is bought at a ‘discount.’  Described as the difference 
between a bond’s current market price and its face or redemption value. 
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Diversification (standard investment concept) 
The concept of spreading risk by putting assets in several investment categories, each having different 
attributes with respect to type, expected return, risk, and correlation, to best protect against the risk of loss. 
 
Duration (bonds) 
Almost exclusively used when discussing fixed income bonds, a measurement of how sensitive a bonds’ 
change in price is to a change in general market interest rates, expressed in years (specifically calculated as a 
weighted average term to maturity of the bond’s cash flows).  The greater the duration of a bond, the 
greater the volatility of price for changes in market interest rates. 
 
Efficiency (usually when discussing various stock markets) 
Used to describe markets where it is very difficult to achieve return in excess of that of the overall market 
from individual stock selection.  When information is widely available on a company and its securities are 
traded regularly the market is considered ‘efficient.’ 
 
Emerging Markets (most often for public equities) 
Certain international securities markets that are typically small, new, have low turnover, and are located in 
countries where below-average income prevails and is developing in response to the spread of capitalism.  
 
Enhanced (pertaining to stocks) 
Generally linked with ‘index’ as in enhanced index, an indexed investment management style that has been 
modified to include the portfolio manager’s idea of how to outperform the index by omitting some stocks in 
the index and overweighting others in a limited manner designed to enhance returns but at minimal risk.   
 
Enhancement (bond program)  
At BOI, the term generally refers to credit support or a bond or loan guarantee.  For example the Board’s 
INTERCAP bonds are ‘enhanced’ by the BOI’s performance guarantee bringing down the yearly interest rate.   
 
Excess returns (standard investment concept) 
Returns are ‘excess’ if they are more than the market or more than the benchmark they are measured 
against. 
  
Exempt staff vs. classified staff (specific to Montana state government) 
“Exempt” refers to the Board’s seven employees who, under state law, do not fall under the state’s standard 
employment rules (the ‘classified’ staff). 
 
Fiduciary (from the Latin verb, fidere, to trust) 
The concept of trust and watchfulness; a fiduciary is charged with the responsibility of investing the money 
wisely for the beneficiary’s benefit.  Board members are the ultimate ‘fiduciaries’ for the Board’s assets and 
are obligated to be a good agent. 
 
FTE (state government jargon) 
An acronym in state government: “full time equivalent” as in full time employee.  The concept is a slot or 
position, not the actual individuals.  The BOI is currently authorized for 32 FTE’s. 
 
Fund of funds (private equity) 
A concept used in alternative investments referring to using an investment manager to invest in other 
managers or funds, as opposed to making direct investments in funds. 
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GAAP/GASB (accounting terminology) 
GAAP…Generally Accepted Accounting Principles; Montana state law uses GAAP accounting principles unless 
specifically allowed otherwise.  GASB…Government Accounting Standards Board, the board that sets GAAP 
standards for U.S. governments (FASB…Financial Accounting Standards Board, the entity for commercial and 
business accounting standards). 
 
General obligation (municipal finance term) 
Used to describe the promise that a government makes to bond holders, backed by taxing and further 
borrowing power, it is generally considered the highest level of commitment to bondholders.  At the local 
government level, general obligation bonds typically require a vote of the residents. 
 
General partner vs. limited partner (private equity)  
In private equity, the general partner is responsible for the operations of the partnership and makes the 
actual underlying investment decisions; the limited partner is the investor, and therefore has limited liability 
for investment decisions; the BOI is the ‘limited’ partner in its private equity fund investments (and real 
estate funds as well). 
 
Growth (as to style public equities) 
An investment style that more heavily invests in companies whose earnings are expected to grow at an 
above average rate to the market.  A growth stock usually does not pay a dividend, as the company would 
prefer to reinvest retained earnings in capital projects to grow the company (vs. ‘value,’ which considers 
buying established companies they feel are trading at bargain prices to the fundamental analysis of the 
company’s financial statements and internal competitive factors).  
 
Indenture (bond and loan programs) 
The central document describing the contract between investors and the borrower or user of the proceeds.  
The Board’s INTERCAP program is structured around a bond indenture. 

 
Hedge fund (as defined by Investopedia) 
An aggressively managed portfolio of investments that uses advanced investment strategies such as 
leverage, long, short and derivative positions in both domestic and international markets with the goal of 
generating high returns (either in an absolute sense or over a specified market benchmark). 
 
Index (investment concept) 
Typically a single measure of a broadly-based group of investments that can be used to judge, or be 
compared to the return performance of an individual investment or manager. 
 
Indexing (investment concept) 
Typically refers to investing in a portfolio to match a broad range of investments that are set within a pre-
determined grouping, such as the S&P 500, so as to match its performance; such investing is generally 
labeled ‘passive’ or indexed investing; or buying shares in an Index Fund. 
 
In-state loan program (Montana-specific) 
Programs that are funded by the state’s coal severance tax monies. 
 
Internal service vs. enterprise fund (state accounting concept) 
Within Montana state government: a program whose funding is dependent on mandatory participation by 
another state government program is labeled an ‘internal’ service fund; a program whose funding is 
dependent on voluntary participation is labeled an enterprise fund.  At BOI, the investment program is an 
internal service fund because participation is not voluntary; the Board’s bond and loan programs, because 
their use is voluntary, are accounted for as an enterprise.  
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Investment grade (bonds) 
Bond ratings from Moody’s, Standard and Poor’s, and Fitch high enough to be considered secure enough for 
most investors (bonds rated AAA – BBB). Below investment-grade bonds (below BBB) are generally 
considered to have a more speculative outlook and carry more risk of default. 
 
IRR (private equity) 
A measure of investment performance, short for ‘internal rate of return,’ expressed as a percentage (the 
‘internal rate of return’ number, or discount rate) that mathematically will equalize the total future cash 
flows of an investment to the initial cash outflow of the investment; the concept accounts for the time value 
of money. 
 
Leverage (investment concept)  
As an investment concept, a way to increase a return on an investment through a combination of one’s own 
money and also by borrowing additional money to enhance such an investment; high ‘leverage’ is also 
associated with high risk. 
 
Mean Variance Optimization Model (‘Modern Portfolio Theory’) 
A theory that it is possible to construct a portfolio to maximize the return for the least amount of risk or 
volatility.  This theory is based on various asset types and their level of expected return, risk (volatility) and 
their correlation with each other or how the asset values move with each other.  The central idea of the 
model is to blend investments so that in total, they provide both the best expected return and optimal 
amount of diversification to minimize deep performance swings (volatility); a central tenant is that long term 
historical returns are indicative of  future returns. 
 
Mezzanine finance (private equity) 
Subordinated debt with an equity ‘kicker’ or ability to share in the equity value of the company.  It is 
typically lower quality because it is generally subordinated to debt provided by senior lenders such as banks, 
thus is considered higher risk.  
 
Multiple (as in “multiple” of invested capital, private equity) 
The ratio of total cash returned over the life of the investment plus the investment’s residual value over the 
total cash expended in making the investment.  A multiple of 2 means, regardless of the total investment 
time period, that total cash returned was twice the cash invested. 
 
130/30 Strategy (public equities) 
Also called ‘partial long short,’ this strategy involves the establishment of a short position in select stocks 
while taking the proceeds of those shorts and buying additional long positions in stocks.  The net effect is an 
overall market position that is 100% long, but the active decisions on individual stock selections are 
amplified by this ability to short.  If the stock selections are successful, the strategy enables the portfolio to 
profit more than if a stock had simply not been owned, as with traditional long-only portfolios. 
  
Opportunistic (real estate) 
In real estate, a euphemism for the most risky real estate investments, typically distressed, raw land, newly 
developed buildings or other high risk investments in the real estate sector, (versus, ‘core,’ which are the 
best quality fully leased commercial properties). 
 
Overweight or underweight (investment concept) 
Generally the level of holdings of a certain type of investment that is above or below either a benchmark’s 
weight (portion of total investment), or the percentage held of a particular asset class compared to the 
Board’s asset allocation policy weight.  Also used to describe an external investment manager’s decision to 
have more (or less) of a particular investment than the percentage or weighting found in the benchmark. 

5 
 



Passive management or passive investment (most often in public equities, but not exclusively) 
An investment style where a fund’s portfolio mirrors a market index, such as the S&P 500, with limited 
selection decisions by the manager, resulting in market returns.  Passive management is the opposite of 
active management in which a fund’s manager attempts to beat the market with various investment 
strategies and buy/sell decisions of a portfolio of securities to enhance returns.  
 
P/E ratio (equity) 
The price of a publically traded stock divided by its estimated or actual earnings is the price/earnings or P/E 
ratio.  This can also be calculated for a stock index or portfolio of stocks.  Over the last 100 years, the S&P 
500 has had an overall P/E ratio of about 15, or a total index price of about 15 times the annual earnings of 
its underlying companies. 
 
Pacing study (private equity) 
An analysis of the likely timing and amount of the drawdown of committed but yet uninvested monies and 
the estimated distributions or returns from the funds held in an alternative investment portfolio, generally 
used to judge the future size of the portfolio and its potential liquidity needs, i.e., cash funding demands. 
 
Par (fixed income) 
The initial principal amount designated by the issuer of the bond, or face value of a bond. 
 
Passive 
For investments, generally not materially participating in an investment decision, meaning an investment 
portfolio whose returns follows that of a broad market index, such as an investable stock index, i.e. the S & P 
500. 
 
Passive weight (generally equities)  
The percentage of a stock held in a particular index portfolio, or percentage of an overall asset class that is 
held in passive portfolios. 
 
Policy Portfolio 
A fixed-target asset allocation, as opposed to asset allocation ranges, which theoretically allows gauging 
whether deviations from the target portfolio had a positive or negative impact on overall performance.  
 
Portable alpha (public equities)  
An investment strategy which involves the active selection of securities while neutralizing overall beta or 
market risk.  This often involves the use of derivative investments such as futures to replicate the market 
return, either taking a short or long position, while then selecting securities which are expected to add 
return in an absolute sense or in addition to the market return.  As an example, this strategy can be found 
with certain hedge funds where a market exposure is shorted while individual securities such as specific 
stocks are purchased that are expected to outperform the general market. The concept of portable applies 
when the ability to generate positive alpha can be overlaid or ported onto a portfolio. This is not a strategy 
employed by any of MBOI’s existing managers.   
 
Premium (fixed income) 
Most often the amount paid over the stated face amount (often called ‘par’) of a bond, but also used in 
other contexts, typically paying  more (the premium) than a market price (as in a take-over bid for a 
company). 
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Proxy (publically traded companies) 
An agent legally authorized to act on behalf of another party.  Shareholders not attending a company’s 
annual meeting may choose to vote their shares by proxy by allowing someone else to cast votes on their 
behalf, but the word ‘proxy’ is used more frequently colloquially as a ‘close approximation.’ 
 
Prudent expert, prudent person (a central fiduciary concept) 
These legal terms have long histories of court-determined standards of care, deriving originally under 
English common law.  The BOI is empowered to operate under the ‘prudent expert rule,’ which states that 
the Board shall manage a portfolio:  
a) with the care, skill, prudence, and diligence, under the circumstances then prevailing, that a prudent man 
acting in a like capacity and familiar with such matters would use in the conduct of an enterprise of a like 
character and with like aims;  
b) diversify the holdings of each fund within the unified investment program to minimize the risk of loss and 
to maximize the rate of return unless, under the circumstances, it is clearly prudent not to do so; and  
(c) discharge the duties solely in the interest of and for the benefit of the funds forming the unified 
investment program.  
At an ‘expert’ level; there is more room for accepting risk under the prudent expert rule than the prudent 
person rule.   
 
Rebalancing (general investment term) 
The process of realigning the weightings of the portfolio of assets.  Rebalancing involves periodically buying 
or selling assets in the portfolio to maintain the original desired level of asset allocation and/or to stay 
within predetermined asset category range; it is part of a disciplined investment approach within modern 
portfolio theory. 
 
Resolution (government term) 
Generally a formal and written action by a governmental (or corporate) body that has long term significance 
and requiring a vote of the governing body.  BOI uses ‘resolutions’ generally only for its most significant and 
long term actions and/or policies. 
 
Securities lending (general investment) 
Investments that are temporally borrowed by other investors for a fee; the BOI allows most of its publically 
traded investments to be loaned for additional marginal income. 
 
Standard deviation (common statistical concept) 
A specific statistic that measures the dispersion of returns from the mean over a specific time period to 
determine the “historical volatility” of returns for a stock, or portfolio, or asset class; more specifically a 
single unit (i.e., one standard deviation) of dispersion that accounts for approximately 66% of all data 
around a mean using a ‘normal’ (or ‘uniform’ or ‘bell-shaped’ curve; as opposed to a skewed or 
asymmetrical) distribution.  The standard deviation is used as a gauge for the amount of expected future 
volatility. 
 
SABHRS (accounting jargon) 
Montana state government’s State Accounting, Budgeting and Human Resource System; the State’s central 
information management system.  BOI investment and other financial data must tie and be reported on this 
system, which is the official book of record and includes the state’s financial statements. 
 
Style drift (often in reference to public equity managers, but applicable to other managers, too) 
As the name implies, a divergence from an investor’s professed investment bias or style or objective.  
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Tracking error (statistical concept in investments) 
A measurement of the standard deviation of a portfolio’s return versus the return of the benchmark it was 
attempting to outperform.  The concept is often used when discussing investment managers.  For example 
some styles are expected to have high ‘tracking errors,’ (e.g., deep ‘value’ investors who buy companies that 
may be dogs for years), versus passive managers, whose stock volatility is expected to be very close to their 
benchmark.  Tracking error can either be intentional or unintentional; it can also be regarded as an accepted 
deviation or contrary to the management agreement.  High unexpected tracking error is generally a serious 
concern to be examined and understood. 
 
Underwriter (bond program) 
In investments, the agent who buys investments to be resold to the public; at BOI, the investment firms that 
buy the Board’s bonds to be resold to the public. 
 
Unified Investment Program (Montana Constitution) 
The Program in the State’s constitution requiring a central investment program which the legislature has 
assigned to the BOI. 
 
Value (as to style when discussing public equities) 
An investment style that focuses on buying established companies that investors believe are undervalued 
and trading at bargain prices to the fundamental analysis of the company’s financial statements and internal 
competitive factors.  
 
Venture capital (private equity) 
A higher-risk/high-return type of investing in startup firms and small businesses with perceived long-term 
growth potential.  Sometimes these are already existing business ventures with limited operating history 
that need additional management expertise and access to capital.  (For start-ups, ‘seed capital,’ or ‘angel 
investor’ are terms differentiating this even higher risk type of investment.) 
 
Volatility (investment jargon) 
A statistical measure of the dispersion of returns for a given security or market index.  Volatility is typically 
measured by using the standard deviation of returns from the security or market index.  Commonly, the 
higher the volatility, the riskier the security. 
 
Yield (general investment, but most often within fixed income) 
The amount returned to the investor above the original investment generally expressed as a percentage.  
Yield can be thought of as the expected return from the combination of interest and price accrual or 
amortization to maturity (in the case of a bond trading at a discount or premium to par). 
 
Yield curve (fixed income) 
A line that plots the prevailing interest rates at a given time for bonds ranging in maturity from as short as 
three months out to 30 years.  When plotted across these various maturities (typically 2, 5, 7, 10 and 30 
years), the resultant line is shaped like a curve with generally low interest rates (the yield) for shorter 
maturities and gradually higher interest rates for longer maturities, because generally investors demand 
higher interest rates for longer term investments.  The yield curve for U.S. Treasury debt is the most 
common when referring to the prevailing level of interest rates.   
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MONTANA BOARD OF INVESTMENTS PUBLIC EQUITY MANAGER 
EVALUATION POLICY  

(May 14, 2008) 
 
 
INTRODUCTION 
 
The purpose of this policy is to broadly define the monitoring and evaluation of external 
public equity managers.  This policy also provides a basis for the retention and/or 
termination of managers employed within the Montana Domestic Equity Pool (MDEP) 
and the Montana International Equity Pool (MTIP). 
 
The costs involved in transitioning assets between managed portfolios can be significant 
and have the potential to detract from MDEP and MTIP returns.  Therefore it is important 
that the decision process be based on a thorough assessment of relevant evaluation 
criteria prior to implementing any manager changes.  Staff will consider such costs when 
deciding to add or subtract to manager weights within the pools as well as in deciding to 
retain or terminate managers. 
 
 
MONITORING PROCESS 
 
Periodic Reviews:  Staff will conduct periodic reviews of the external managers and will 
document such periodic   reviews and subsequent conclusions.  Periodic reviews may 
include quarterly conference calls on portfolio performance and organizational issues as 
well as reviews conducted in the offices of the Montana Board of Investments (MBOI) 
and on-site at the offices of the external managers.  Reviews will cover the broad 
manager evaluation criteria indicated in this policy as well as further, more-detailed 
analysis related to the criteria as needed. 
 
Continual Assessment:  Staff will make a continual assessment of the external managers 
by establishing and maintaining manager profiles, monitoring company actions, and 
analyzing the performance of the portfolios managed with the use of in-house data bases 
and sophisticated analytical systems, including systems accessed through the Master 
Custodian and the Investment Consultant.  This process culminates in a judgment which 
takes into account all aspects of the manager’s working relationship with MBOI, 
including portfolio performance. 
 
Staff will actively work with the Investment Consultant in the assessment of managers 
which will include use of database research, conference calls and discussions specific to 
each manager, and in any consideration of actions to be taken with respect to managers.   
 
It is also important to note that our manager contracts are limited to a seven year term.  
While we may choose to issue a RFP at any time as deemed appropriate, this contractual 
provision will eventually force us to issue a RFP to which the manager may respond and 
be subject to re-evaluation against his/her peers. 
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MANAGER EVALUATIONS 
 
The evaluation of managers includes the assessment of the managers with respect to the 
following qualitative and quantitative criteria. 
 
Qualitative Criteria:  
• Firm ownership and/or structure 
• Stability of personnel 
• Client base and/or assets under management 
• Adherence to investment philosophy and style (style drift) 
• Unique macroeconomic and capital market events that affect manager performance 
• Client service, reporting, and reconciliation issues 
• Ethics and regulatory issues 
• Compliance with respect to contract and investment guidelines 
• Asset allocation strategy changes that affect manager funding levels 
 
Quantitative Criteria: 
• Performance versus benchmark – Performance of managers is evaluated on a three-

year rolling period after fees. 
• Performance versus peer group – Performance of managers is evaluated on a three-

year rolling period before fees. 
• Performance attribution versus benchmark – Performance of managers is evaluated 

on a quarterly and annual basis. 
• Other measures of performance, including the following statistical measures: 

o Tracking error  
o Information ratio 
o Sharpe ratio 
o Alpha and Beta 

 
 
PERFORMANCE MEASUREMENT 
 
Performance calculations and relative performance measurement compared to the 
relevant benchmark(s) and peer groups are based on a daily time-weighted rate of return.  
The official book of record for performance measurement is the Master Custodian. 
 
The performance periods relevant to the manager review process will depend in part on 
market conditions and whether any unique circumstances are apparent that may impact a 
manager’s performance strength or weakness.  Generally, however, a measurement 
period should be sufficiently long to enable observation across a variety of different 
market conditions.  This would suggest a normal evaluation period of three to five years. 
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ACTIONS 
 
Watch List Status:  Staff will maintain a “Watch List” of external managers that have 
been noted to have deficiencies in one or more evaluation criteria.  An external manager 
may be put on the “Watch List” for deficiencies in any of the above mentioned criteria or 
for any other reason deemed necessary by the Chief Investment Officer (CIO).  A 
manager may be removed from the “Watch List” if the CIO is satisfied that the concerns 
which led to such status have been remedied and/or no longer apply. 
 
Termination:  The CIO may terminate a manager at any time for any reason deemed to 
be prudent and necessary and consistent with the terms of the appropriate contract. 
 
 
ROLES AND RESPONSIBILITIES 
 
CIO:  The CIO is responsible for the final decision regarding retention of managers, 
placement on and removal of “Watch List” status, and termination of managers. 
 
Staff:  Staff is responsible for monitoring external managers, portfolio allocations and 
recommending allocation changes to the CIO, and recommending retention or 
termination of external managers to the CIO. 
 
Investment Consultant:  The consultant is responsible for assisting staff in monitoring 
and evaluating managers and for reporting independently to the Board on a quarterly 
basis. 
 
External Managers:  The external managers are responsible for all aspects of portfolio 
management as set forth in their respective contracts and investment guidelines.  
Managers also must communicate with staff as needed regarding investment strategies 
and results in a consistent manner.  Managers must cooperate fully with staff regarding 
administrative, accounting, and reconciliation issues as well as any requests from the 
Investment Consultant and the Custodian. 
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Periodicals 
Periodical Cost Link Description 

Pensions & 
Investments $325/Year www.pionline.com 

Pensions and Investments is a bi-weekly publication that covers current 
events impacting defined benefit plans.  The PI Online web site also provides 
a variety of research reports and databases to support the decision-making of 
defined benefit plan staff and board members. 

The Economist $134/Year www.economist.com  

The Economist is perhaps the most respected source of reporting and analysis 
on current events shaping the global economy.  The Economist can help staff 
and board members stay familiar with the key factors and events that impact 
the performance of the portfolio. 

Institutional 
Investor $575/Year https://www.institutionalinvestor.com  

Institutional Investor provides a monthly magazine that serves as both a 
source of news and proprietary research.  A subscription also provides 
varying degrees of access to proprietary data and research online.  
Subscriptions range from $575/year to $1,680/year depending on the desired 
level of access to online resources.  We believe that the online research 
capabilities are most relevant to staff, and therefore would only recommend 
the $575 “silver” package for Board Members. 

 

Books 
Book Cost Link Description 

Pioneering Portfolio 
Management $24 http://tinyurl.com/3sa4c4u  

This book was written by David Swensen, the Chief Investment Officer of the 
Yale Endowment.  The book provides a blue print for Mr. Swensen’s 
investing strategy, which has resulted in superior long term returns for 
decades.  While the book is especially applicable to university endowments, 
many of the insights are relevant to public pension funds. 

The Little Book of  
Behavioral 
Investing 

$16 http://tinyurl.com/3dya98f  

This book was written by a senior investment professional at GMO, a global 
asset management firm led by renowned investor Jeremy Grantham.  The 
book provides a comprehensive overview of common behavioral biases that 
can negatively impact the investment decision-making process.  The lessons 
are easily comprehensible to both expert and novice investors. 

  

http://www.pionline.com/
http://www.economist.com/
https://www.institutionalinvestor.com/Orders/SelectPackage.html
http://tinyurl.com/3sa4c4u
http://tinyurl.com/3dya98f
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This Time is Different:  Eight 
Centuries of Financial Folly $15 http://tinyurl.com/3nfft6x  

This book represents the most comprehensive overview of financial crises 
ever written.  Time and again, insights from this book are cited by asset 
managers, economists, and politicians.  Understanding some of the key 
insights helps put the global credit and sovereign debt crises into perspective. 

End Game:  The End of the Debt 
Supercycle and How it Changes 

Everything 
$20 http://tinyurl.com/3mepfcw  

This book builds on the lessons of “This Time is Different” and in fact cites 
many passages and tables throughout the book.  In addition to putting the 
global credit crisis into perspective, it offers interesting forecasts of potential 
future outcomes and solutions. 

 

Electronic Newsletters 
Newsletter Cost Link Description 

CFA Financial Briefs Free https://www.smartbrief.co
m/cfa/index.jsp  

Each day, this newsletter compiles the most notable headlines relating to 
economics, investment management, and major geopolitical events.  Each 
headline has a link to the underlying article.  This email serves as the daily 
newspaper for many in the investing community. 

Thoughts from the Frontline Free https://www.mauldinecono
mics.com/subscribe  

John Mauldin releases a daily newsletter that includes, as an attachment, his 
own analysis on major economic events and/or the analysis of other 
investment experts.  The newsletter typically has a bearish bias, but provides 
invaluable perspective on macroeconomic events and emerging research in 
the investment profession. 

JPMorgan Eye on the Market Free 
Send Email Request to 

Thomas.j.fisher@jpmorgan
.com  

Eye on the Market is released 2-3 times per week and provides in depth 
analysis on events shaping the global economy.  The content is typically more 
balanced than John Mauldin’s letter, but should be viewed with some 
skepticism given the role of JPMorgan as an asset manager. 

 

http://tinyurl.com/3nfft6x
http://tinyurl.com/3mepfcw
https://www.smartbrief.com/cfa/index.jsp
https://www.smartbrief.com/cfa/index.jsp
https://www.mauldineconomics.com/subscribe
https://www.mauldineconomics.com/subscribe
mailto:Thomas.j.fisher@jpmorgan.com
mailto:Thomas.j.fisher@jpmorgan.com
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