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Name & Title Email Phone
MBOI David Ewer, Executive Director Dec-11 dewer@mt.gov 406/444-1285
MBOI Clifford A. Sheets, Chief Investment Officer Nov-07 csheets@mt.gov 406/444-0058
MBOI Nathan Sax, Portfolio Manager May-08 nsax@mt.gov 406/444-0049
MBOI Richard Cooley, Portfolio Manager Nov-07 rcooley@mt.gov 406/444-1213
MBOI John Romasko, Investment Analyst Nov-07 jromasko@mt.gov 406/444-0258
MBOI Jon Putnam, Investment Analyst Nov-07 jputnam@mt.gov 406/444-0568
MBOI Geri Burton, Deputy Director Nov-07 gburton@mt.gov 406/444-1365

B/D Barclays Capital, Inc. Apr-09
B/D Bank of America Merrill Lynch Aug-09
B/D CRT Capital Group, LLC Dec-10
B/D Cantor Fitzgerald Apr-09
B/D Citigroup Global Markets May-08
B/D Credit Suisse (CSFB) Apr-09
B/D D.A. Davidson & Co. Jun-08
B/D FTN Financial Jun-08
B/D Goldman Sachs & Co. May-08
B/D Jefferies & Co., Inc. Jun-08
B/D J.P. Morgan Securities, Inc. May-08
B/D KeyBanc Capital Markets May-08
B/D Morgan Keegan Aug-08
B/D Morgan Stanley May-08
B/D RBC Capital Markets, LLC Jun-08
B/D Raymond James Financial, Inc. Dec-08
B/D State Street Capital Jun-08

Name & Title Email Phone
MBOI David Ewer, Executive Director Dec-11 dewer@mt.gov 406/444-1285
MBOI Clifford A. Sheets, Chief Investment Officer Jul-10 csheets@mt.gov 406/444-0058
MBOI Rande Muffick, Portfolio Manager Jul-10 ramuffick@mt.gov 406/444-0586
MBOI Daniel Zarling, Research Director Jul-10 dzarling@mt.gov 406/444-0086
MBOI Richard Cooley, Portfolio Manager Nov-07 rcooley@mt.gov 406/444-1213
MBOI Geri Burton, Deputy Director Jul-10 gburton@mt.gov 406/444-1365

B/D State Street Global Markets Jul-10
B/D Morgan Stanley Capital Markets Jun-12

RESOLUTION 217 - APPENDIX A -  UPDATED 11/1/13

                                                   Brokers                                                      

Designated/Authorized MBOI Staff - Fixed Income

Designated/Authorized MBOI Staff - Public Equity

Approved Public Equity Brokers

Approved Fixed Income Brokers

mailto:dewer@mt.gov
mailto:csheets@mt.gov
mailto:nsax@mt.gov
mailto:rcooley@mt.gov
mailto:jromasko@mt.gov
mailto:jputnam@mt.gov
mailto:gburton@mt.gov
mailto:dewer@mt.gov
mailto:csheets@mt.gov
mailto:ramuffick@mt.gov
mailto:dzarling@mt.gov
mailto:rcooley@mt.gov
mailto:gburton@mt.gov


Name & Title Email Phone
MBOI David Ewer, Executive Director dewer@mt.gov 406/444-1285
MBOI Clifford A. Sheets, Chief Investment Officer csheets@mt.gov 406/444-0058
MBOI Rande R. Muffick, Portfolio Manager ramuffick@mt.gov 406/444-0586
MBOI Daniel Zarling, Research Director dzarling@mt.gov 406/444-0086
MBOI Nathan Sax, Portfolio Manager nsax@mt.gov 406/444-0049
MBOI Richard Cooley, Portfolio Manager rcooley@mt.gov 406/444-1213
MBOI Geri Burton, Deputy Director gburton@mt.gov 406/444-1365

Equity Sep-06
Equity Sep-06
Equity Feb-08
Equity Jan-07
Equity Jan-07
Equity Dec-05
Equity Aug-08
Equity ING Investment Management Co. LLC May-13
Equity Aug-09
Equity Iridian Asset Management LLC May-13
Equity Feb-08
Equity Sep-06
Equity Metropolitan West Capital Management, LLC May-13
Equity Nicholas Investment Partners May-13
Equity Jun-07
Equity Jan-07
Equity May-06
Equity Jan-07

FI Aug-08
FI Jan-09
FI Jun-08
FI Jan-09
FI Aug-08
FI Aug-08
FI Jun-08

Blackrock

Acadian Asset Management, Inc.
AllianceBernstein LP

Approved Public Equity Managers

RESOLUTION 217 - APPENDIX A -  UPDATED 9/10/13

                                                               Public Asset Managers

Designated/Authorized MBOI Staff

Analytic Investors, Inc.
Artisan Partners Limited Partnership

Dimensional Fund Advisors

State Street Global Advisors

Hansberger Global Investors, Inc.

J.P. Morgan Investment Management, Inc.
Martin Currie Inc.

INTECH

Post Advisory Group, LLC.

Approved Fixed Income Managers

TimeSquare Capital Management, LLC

Reams Asset Management Company, LLC.
State Street Global Advisors

Aberdeen Asset Management, Inc. (fka Artio Global)
Blackrock

T. Rowe Price Associates, Inc.
Vaughan Nelson Investment Management, LP

Fidelity Investments
Neuberger Berman, LLC

mailto:dewer@mt.gov
mailto:csheets@mt.gov
mailto:ramuffick@mt.gov
mailto:dzarling@mt.gov
mailto:nsax@mt.gov
mailto:rcooley@mt.gov
mailto:gburton@mt.gov


Name & Title Email Phone
MBOI David Ewer, Executive Director Dec-11 dewer@mt.gov 406/444-1285
MBOI Clifford A. Sheets, Chief Investment Officer Nov-07 csheets@mt.gov 406/444-0058
MBOI Daniel Zarling, Research Director Apr-09 dzarling@mt.gov 406/444-0086
MBOI Ethan Hurley, Portfolio Manager-Alternative Inv Oct-11 ehurley@mt.gov 406/444-0250
MBOI Geri Burton, Deputy Director Nov-07 gburton@mt.gov 406/444-1365

PE  Oct-02
PE Jan-07
PE American Securities LLC May-11
PE Sep-04
PE Sep-12
PE Aug-09
PE Nov-09
PE Apr-10
PE Apr-12
PE Jun-09
PE Aug-06
PE Sep-10
PE Jan-05
PE Apr-10
PE Aug-09
PE Dec-11
PE GTCR Partners Dec-10
PE Apr-07
PE HCI Equity Partners (formerly Thayer Hidden Creek Management) Sep-10
PE Apr-09
PE Mar-07
PE Oct-09
PE Jul-06
PE Nov-05
PE Oct-02
PE Mar-09
PE Oct-02
PE Apr-07
PE Apr-07
PE Montlake Capital (formerly Buerk Dale Victor) Mar-07
PE May-09
PE Northgate Capital, LLC Mar-11
PE Feb-08
PE Jul-09
PE Dec-04
PE Mar-10
PE May-08
PE Sep-13
PE May-06
PE Mar-07
PE Aug-07
PE Jun-13
PE Sep-12
PE Summit  Partners Jul-11
PE May-09
PE Mar-12
PE Jun-12
PE Jan-07
PE Jun-12
PE May-09
PE Veritas Capital Management, LLC May-10
PE Welsh Carson Anderson Stowe Oct-02
PE Feb-13

Gridiron Capital

Cartesian Capital Group, LLC

Audax Management Company, LLC

Sterling Capital Partners

Tenaya Capital, LLC 

CIVC Partners

Avenue Capital Group

CCMP Capital Advisors, LLC
Centerbridge Capital Partners

Axiom Asia Private Capital
Black Diamond Capital Management L.L.C.

JLL Partners
KKR
Lexington Capital Partners
Madison Dearborn Partners
Matlin Patterson

Designated/Authorized MBOI Staff

Private Equity Managers

RESOLUTION 217 - APPENDIX A -  UPDATED 9/18/13

                                                                          Private Equity Managers

Terra Firma Capital Partners

Trilantic Capital Partners LLC (formerly Lehman Brothers)

White Deer Management LLC

NB Alternatives Advisors LLC (formerly Lehman Brothers)

Oak Hill Capital Partners
Oaktree Capital Management
Odyssey Investment Partners

Performance Equity Management

Portfolio Advisors

Opus Capital Group, L.L.C.

TA Associates

Siguler Guff Advisers LLC

Tenex Capital Management

The Catalyst Capital Group, Inc.

Southern Capital Group Pte. Ltd. 

Pine Brook Road Partners, LLC

MHR Institutional Partners

Quintana Energy

Carlyle Group (The)

First Reserve Corporation

HarbourVest Partners

Hellman & Friedman
Highway 12 Ventures

JC Flowers

EIF Management, L.L.C.

Industry Ventures

Adams Street Partners
Affinity Equity Partners/Affinity Asia

Arclight Capital Partners

mailto:dewer@mt.gov
mailto:csheets@mt.gov
mailto:dzarling@mt.gov
mailto:ehurley@mt.gov
mailto:gburton@mt.gov


Name & Title Email Phone
MBOI David Ewer, Executive Director Dec-11 dewer@mt.gov 406/444-1285
MBOI Clifford A. Sheets, Chief Investment Officer Nov-07 csheets@mt.gov 406/444-0058
MBOI Daniel Zarling, Research Director Apr-09 dzarling@mt.gov 406/444-0086
MBOI Ethan Hurley, Portfolio Manager-Alternative Inv Oct-11 ehurley@mt.gov 406/444-0250
MBOI Geri Burton, Deputy Director Nov-07 gburton@mt.gov 406/444-1365

RE Sep-06
RE Nov-09
RE Aug-06
RE Dec-06
RE Mar-07
RE Jul-07
RE Oct-12
RE Mar-07
RE Oct-06
RE Aug-07
RE Sep-13
RE GEM Realty Capital, Inc. Jun-10
RE Feb-08
RE Sep-06
RE Nov-06
RE Oct-06
RE Landmark Partners Mar-11
RE Mar-07
RE Aug-07
RE Molpus Woodlands Group, LLC Feb-11
RE Nov-06
RE May-08
RE Jun-12
RE Resource Management Service LLC Mar-11
RE Mar-07
RE Jun-12
RE Nov-06
RE Oct-09
RE Sep-06
RE Nov-09

CIM Group

Alex Brown Realty Chesapeake Investors

Angelo Gordon Company

Private Real Estate Managers

CBRE Global Investors

Clarion Partners (formerly ING Clarion)
DRA Advisors, LLC

Hudson Realty Capital

Macquarie Global Property Advisors, Ltd.

Morgan Stanley - Real Estate Fund International

INVESCO Core Real Estate - USA, LLC

Equus Capital Partners, Ltd.  

RESOLUTION 217 - APPENDIX A -  UPDATED 10/3/2013

                                                                                    Private Real Estate Managers

Designated/Authorized MBOI Staff

The Carlyle Group

AREA Property Partners (formerly Apollo Real Estate)

American Realty Advisors

Beacon Capital Partners

UBS Realty Investors LLC - Trumbull Property Fund

TIAA CREF Asset Management - Core Property Fund

Almanac Realty Investors, LLC, (fka Rothschild Realty Managers)

Strategic Capital Partners

JER Partners
J.P. Morgan  Asset Management, Strategic Property Fund

TA Associates Realty

Liquid Realty Partners

O'Connor Capital Partners
Olympic Resource Management, LLC

Stockbridge Capital Group, LLC

mailto:dewer@mt.gov
mailto:csheets@mt.gov
mailto:dzarling@mt.gov
mailto:ehurley@mt.gov
mailto:gburton@mt.gov


RESOLUTION 218  
 

WHEREAS, the Montana Board of Investments (Board) has delegated certain critical authority and duties 

to its Executive Director that must be exercised and performed in the absence of the Executive Director; 

and 

 

 WHEREAS, the Executive Director may be incapacitated or temporarily absent from the office 

under circumstances that render the Executive Director unavailable to exercise such authority and perform 

such duties, 

 

 NOW, THEREFORE: 

 

 RESOLVED, that the Executive Director or the Deputy Director shall notify the Board 

Chairperson immediately at any time the Executive Director, due to incapacity or a temporary absence 

from the office, is unable to perform his/her duties; and 

 

 FURTHER RESOLVED, that “incapacity” means the occurrence of a mental or physical disability 

rendering the Executive Director incapable of exercising his/her authority and carrying out his/her duties; 

and 

 

 FURTHER RESOLVED, that during an incapacity of the Executive Director, the Deputy Director 

is hereby designated Acting Executive Director; and 

 

 FURTHER RESOLVED, that the Executive Director may, after notifying the Board Chairperson, 

delegate his/her executive authority to the Deputy Director to serve as Acting Executive Director during 

periods of official travel or authorized leave away from the Board’s office, if in the judgment of the 

Executive Director, such delegation would be in the best interest of the Board; and 

 

 FURTHER RESOLVED,  that during any period that the Deputy Director is not available to 

assume the role of Acting Executive Director pursuant to the provisions of this Resolution, the Chief 

Investment Officer shall serve as Acting Executive Director; and 

 

 FURTHER RESOLVED, that the Acting Executive Director shall operate only within the authority 

and parameters established in the Board’s Governance Policy. 

 

 Dated and approved this 6
th
 day of November 2007. 

 
ATTEST 

 

 

      By:       

             Chairman 

 



2014 CALENDAR 
Potential Board Dates  Board Packet Mailing  

01 New Year’s Day 
20 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 
 

     
17  President’s 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       

 

 

     
 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     

 

1 Labor Day 

     
18 Good Friday 
20 Easter Sunday 

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  

 

13 Columbus Day  
31 Halloween 

     
11 Mother’s Day 
26 Memorial Day 
 

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       

 

04 Election Day 
11 Veterans Day 
27 Thanksgiving Day 
 

     
15 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 
 



Proposed Work Plan 2014 
 
 
Feb. 25-26 Quarterly Meeting’s standard business and subcommittee meetings 
  Annual Report and Financial Statements 
  Financial Audit 
  Performance Audit 

Ethics 
Domestic equities 
Real estate and timberland - staff 
Real estate - RVK 

 
April 8  Semi-Annual (non-quarterly) Meeting 

All policy review 
International equities 
Emergency/Disaster preparedness 
Intercap program  
Custodial bank RFP 
Web site 
Look-back on terminated managers (RVK) 
Board education and possible conferences (IFE usually in June) 

 
May 20-21 Quarterly Meeting standard business and subcommittee meetings 
  Private equity 
  Proxy voting public equities 
  Cash management 
  Internal controls 
  Staffing level review 
   
August 19-20 Quarterly Meeting standard business and subcommittee meetings 

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

   
October 7  Semi-Annual (non-quarterly) Meeting 
(Or earlier) TBD 
  Custodial bank recommendation (sometime between August and late Sept) 
   
Nov. 18-19 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 review 
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2012 2013 2014 
tent.

X X X Annual report and financial statements 
X X X Asset Allocation Range Approval (Board must review/approve annually as per policy)
X X Capital Market/Asset Allocation
X X X Audit (Financial)

X Board as a rated investment credit, a bond issuer and a credit enhancer 
X X X Board member education 
X X X Board’s budget 

X Board as landlord/tenant holdings
X Board’s website 

X X Cash Management of state monies
X X X Cost reporting including CEM, Inc. analysis

X Custodial bank relationship, performance, continuity
X Customer relationships (State government)
X X Disaster Recovery and other emergency preparedness

X X X Exempt staff performance and raises (HR policy requires annual consideration)
X X X Ethics policy – (Board policy requires annual affirmations)
X X Fixed Income

X In-state Loan program
X X INTERCAP program
X X X Internal controls
X X X Investment Policy Statements Review (Governance policy requires annual review)
X X X Legislative session and interim matters

X X Outreach efforts for Board - loan and municipal programs
X X X PERS and TRS relationship
X X Private Equities

X Proxy voting public equities
X X Public Domestic Equities
X X Public International Equities
X X Real Estate and timber
X X X Resolution 217 update of  current Investment Firms (Board policy requires annual update)
X X X Resolution 218, role of deputy director to serve as acting executive if necessary

X Securities Lending
X X Securities Litigation

X Staffing levels (required biannually in board policy)
X State Fund as major client

Work Plan - 2012 through 2014
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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: November 19, 2013 

Subject: Commercial and Residential Portfolios 

As of October 31, 2013 the commercial loan portfolio had 122 individual loans totaling 
$105,227,226.  The portfolio is currently yielding 4.85%.  There were 6 reservations as of 
October 31, 2013, totaling $34,585,175 and two committed loans totaling $3,758,000. 

There is one loan, with a $97,048 outstanding balance, which is currently 31 days past due and 
guaranteed by the SBA.  One loan will be placed into other real estate owned and has a MBOI 
balance of $634,111 and currently appears on the past due report. 

Residential mortgages were comprised of 325 loans totaling $14,063,523, as of October 31, 
2013.  There were no outstanding reservations. 

There were ten loans past due totaling $595,857 or 4.247% of the total portfolio.  Five loans 
were over 90 days past due totaling 2.85% of the portfolio, of which four loans were guaranteed, 
$280,088 or 1.99%, and one loan was conventional financing, $82,575 or 0.59%. 

The Veterans Home Loan Mortgage (VHLM) program continues to grow with 96 loans funded 
since January 2012 totaling $17,005,110, as of October 31, 2013.  There were 18 loans reserved 
totaling $3,449,670.  Staff has negotiated the service fee to the Board of Housing from 75 basis 
points down to 50 basis points for all VA loans funded in the future under this program. 

I have been asked by representatives of the U.S. Treasury to be a co-chairman of a national 
committee for the State Small Business Credit Initiative (SSBCI) dealing with the use of the 
SSBCI programs to increase access to capital for underserved communities.  I have accepted. 

Page 1 of 1 
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L:\INTERCAP\BOARD\ACTIVITY SUMMARY1.xlsx

Total Bonds Issued
Total Loan Commitments

Total Loans Funded

Total Bonds Outstanding
Total Loans Outstanding

Loan Commitments Pending

Month

July-13 950,000$        2,786,539$     
August 3,801,900       1,813,528       
September 795,067          2,230,551       
October -                   -                   
November -                   -                   
December -                   -                   
January -                   -                   
February -                   -                   
March -                   -                   
April -                   -                   
May -                   -                   
June-14 -                   -                   

To Date 5,546,967$    6,830,618$     

Note:  Commitments include withdrawn and expired loans.

4.75%
February 16, 2007 - February 15, 2008 4.85%
February 16, 2008 - February 15, 2009 4.25%
February 16, 2009 - February 15, 2010 3.25%

Commitments Fundings

Variable Loan Rate History February 16, 2006 - February 15, 2014

Fundings FY10-FY14

   INTERCAP Loan Program
Activity Summary
As of September 30, 2013

FY2014 To Date

Since Inception 1987 - September 2013

148,000,000    
439,665,089    
407,764,736    

106,615,000    
71,298,751      

 February 16, 2006 - February 15, 2007

February 16, 2012 - February 15, 2013

February 16, 2010 - February 15, 2011
February 16, 2011 - February 15, 2012 1.95%

31,900,353      

Commitments FY10-FY14

1.25%

1.95%

February 16, 2013 - February 15, 2014 1.00%
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MEMORANDUM Montana Board of Investments 
 Department of Commerce 
 2401 Colonial Drive, 3rd Floor 
 (406) 444-0001 
 
To:  Members of the Board 
 
From:  Louise Welsh, Sr. Bond Program Officer 
 
Date:  November 19, 2013 
 
Subject: INTERCAP Staff Approved Loans Committed 
 
Staff approved the following loans between July 1, 2013 and September 30, 2013. 
 
 
 
 
 
 
 
       
 
 
 
 
 
 
 
 
 

Borrower: Lewistown Rural Fire District 
Purpose: Purchase a new rescue/pumper fire engine 
Staff Approval Date: July 8, 2013 
Board Loan Amount: $ 175,000 
Other Funding Sources: $ 78,425 
Total Project Cost: $ 253,425 
Term: 10 years 

 
Borrower: Town of Valier 

Purpose: 
Interim loan in anticipation of Rural Development (RD) long-term 
financing for wastewater treatment facility improvements 

Staff Approval Date: July 31, 2013 
Board Loan Amount: $   775,000 
Other Funding Sources: $1,289,000 
Total Project Cost: $2,064,000 
Term: 1 year 

Staff Approved Loans - 1 



 
 
 

Borrower: North Havre County Water District 

Purpose: 
Interim loan in anticipation of Rural Development (RD) long-term 
financing for water system improvements project 

Staff Approval Date: August 6, 2013 
Board Loan Amount: $ 783,000 
Other Funding Sources: $1,162,000 
Total Project Cost: $1,945,000 
Term: 2 years 

 
Borrower: Vaughn Cascade County Water & Sewer District 
Purpose: Finance a service truck 
Staff Approval Date: August 6, 2013 
Board Loan Amount: $18,900 
Other Funding Sources: $ 0 
Total Project Cost: $18,900 
Term: 7 years 

 
Borrower: Town of Kevin 
Purpose: Repair and improve a portion of the water system 
Staff Approval Date: September 6, 2013 
Board Loan Amount: $65,000 
Other Funding Sources: $ 0 
Total Project Cost: $65,000 
Term: 15 years 

 
Borrower: Lewis & Clark County 

Purpose: 
Road improvements within the Crestwood Green Estates Rural 
Improvement District (RID) 

Staff Approval Date: September 18, 2013 
Board Loan Amount: $ 130,067 
Other Funding Sources: $ 0 
Total Project Cost: $ 130,067 
Term: 10 years 

 
Borrower: City of Helena 
Purpose: Upgrade municipal golf course irrigation system  
Staff Approval Date: September 20, 2013 
Board Loan Amount: $ 600,000 
Other Funding Sources: $ 0 
Total Project Cost: $ 600,000 
Term: 15 years 

  

 Staff Approved Loans - 2 



 
 
 

Borrower: City of Livingston 
Purpose: Repair the City/County Building 
Staff Approval Date: September 27, 2013 
Board Loan Amount: $ 125,000 
Other Funding Sources: $ 0  
Total Project Cost: $ 125,000 
Term: 3 years 

 
 
 

 Staff Approved Loans - 3 
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Asset Allocation Discussion 

Montana Board of Investments 

November 19, 2013  
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Asset Class
Return 

(Arithmetic)
Standard
Deviation

Return
(Compound)

Return 
(Arithmetic)

Standard
Deviation

Return
(Compound)

Return 
(Arithmetic)

Standard
Deviation

Return
(Compound)

Large/Mid Cap US Equity 8.00% 17.75% 6.57% 7.75% 17.75% 6.32% 7.75% 17.75% 6.32%
Small Cap US Equity 8.75% 21.75% 6.64% 8.50% 21.25% 6.48% 8.50% 21.25% 6.48%
Broad US Equity 8.15% 18.10% 6.67% 7.90% 17.95% 6.44% 7.90% 17.95% 6.44%
Dev'd Large/Mid Cap Int'l Equity 8.00% 18.75% 6.41% 8.00% 19.00% 6.37% 8.00% 19.00% 6.37%
Dev'd Small Cap Int'l Equity 8.75% 22.75% 6.45% 8.75% 23.00% 6.40% 8.75% 23.00% 6.40%
Emerging Markets Equity 10.50% 28.50% 7.00% 10.50% 29.00% 6.88% 10.50% 29.00% 6.88%
Broad International Equity 8.65% 20.10% 6.84% 8.65% 20.80% 6.71% 8.65% 20.80% 6.71%
Intermediate Duration Fixed Income 4.50% 5.50% 4.36% 4.25% 5.75% 4.09% 3.50% 5.75% 3.34%
Non-US Dev'd Sovereign Fixed Income UH 4.25% 9.75% 3.80% 4.00% 10.00% 3.52% 3.25% 10.25% 2.74%
High Yield Fixed Income 6.75% 14.50% 5.78% 7.25% 15.00% 6.22% 6.25% 15.00% 5.21%
Core Real Estate 7.00% 12.50% 6.28% 7.00% 12.50% 6.28% 7.00% 12.50% 6.28%
Non-Core Real Estate 10.00% 21.50% 7.96% 10.00% 22.50% 7.77% 10.00% 22.50% 7.77%
Private Equity 12.25% 30.25% 8.38% 11.75% 30.25% 7.87% 11.75% 30.25% 7.87%
Timber 8.25% 14.50% 7.29% 8.00% 14.50% 7.04% 7.75% 14.50% 6.79%
Cash Equivalents 2.25% 3.00% 2.21% 2.25% 3.00% 2.21% 2.25% 3.00% 2.21%
US Inflation 2.50% 3.00% 2.46% 2.50% 3.00% 2.46% 2.50% 3.00% 2.46%

2012 20132011

3 

RVK Capital Market Assumptions 

Figure 1:  Historical Asset Allocation Assumptions 
(2011-2013) 

Sharp reduction in expected  Fixed Income 
returns was by far the largest change in RVK 
assumptions over the past two years 
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RVK Capital Market Assumptions 

Figure 2:  Correlation Matrix 
(2013) 



MVO Analysis 

5 
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Efficient Portfolios – Current Ranges 
Figure 3:  Asset Allocation Analysis – Current Ranges 

(Current Allocation as of September 30, 2013) 

Min Max 9.30.2013
Allocation Conservative Aggressive

Large/Mid Cap US Equity 24.5 50 35.0 34.0 27.0
Small Cap US Equity 0 10 2.8 0.0 7.0
Dev'd Large/Mid Int'l Equity 7 30 12.5 12.0 15.0
Dev'd Small Int'l Equity 0 5 1.2 0.0 1.0
Emerging Markets Equity 0 7 4.0 3.0 6.0
Int. Duration Fixed Income 14 32 18.4 28.0 17.0
Non-US Dev'd Sov'n Fixed UH 0 3 0.9 1.0 1.5
High Yield Fixed Income 0 5 2.4 1.0 3.5
Core Real Estate 1.5 6.5 3.4 3.5 1.5
Non-Core Real Estate 1 7.5 5.0 3.0 5.0
Private Equity 9 15 12.0 9.0 14.0
Timber 0 2 0.7 0.5 0.5
Cash Equivalents 1 5 1.7 5.0 1.0
Total . . 100 100 100
. . . . . .
Capital Appreciation . . 75 62 79
Capital Preservation . . 21 34 20
Alpha . . 0 0 0
Inflation . . 4 4 2
. . . . . .
Expected Return . . 7.54 6.74 7.78
Risk (Standard Deviation) . . 13.85 11.66 14.66
. . . . . .
Return (Compound) . . 6.66 6.11 6.80
Return/Risk Ratio . . 0.54 0.58 0.53
RVK Expected Eq Beta (LC US Eq = 1) . . 0.74 0.63 0.78
RVK Liquidity Metric (T-Bills = 100) . . 72 77 70
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Efficient Frontier – Current Ranges 
Figure 4:  Portfolio Efficient Frontier – Current Ranges 

(Current Allocation as of September 30, 2013) 
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Current (9/30/13) portfolio provides relatively aggressive return 
and risk attributes that are appropriate given the objectives and 
constraints of the pension plans. 
 
Aggressive portfolio may provide modestly higher returns, but at 
the price of lower liquidity and higher volatility. 
 
Conservative portfolio reduces volatility but materially increases 
funded status risk, as the expected return falls well below the 
actuarially required return.  
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Efficient Portfolios – Broad Ranges 
Figure 5:  Asset Allocation Analysis – Broad Ranges 

(Current Allocation as of September 30, 2013) 

Min Max 9.30.2013
Allocation* Conservative* Aggressive*

Broad US Equity 10 50 37.8 15.0 10.0
Broad International Equity 10 50 17.7 15.0 23.0
Int. Duration Fixed Income 15 75 18.4 55.0 15.0
Non-US Dev'd Sov'n Fixed UH 0 10 0.9 0.0 0.0
High Yield Fixed Income 0 10 2.4 0.0 1.0
Core Real Estate 0 10 3.4 5.0 0.0
Non-Core Real Estate 0 25 5.0 0.0 25.0
Private Equity 0 25 12.0 0.0 25.0
Timber 0 5 0.7 5.0 0.0
Cash Equivalents 1 5 1.7 5.0 1.0
Total . . 100 100 100
. . . . . .
Capital Appreciation . . 75 30 84
Capital Preservation . . 21 60 16
Alpha . . 0 0 0
Inflation . . 4 10 0
. . . . . .
Expected Return . . 7.58 5.26 8.83
Risk (Standard Deviation) . . 13.96 6.93 16.04
. . . . . .
Return (Compound) . . 6.69 5.03 7.67
Return/Risk Ratio . . 0.54 0.76 0.55
RVK Expected Eq Beta (LC US Eq = 1) . . 0.74 0.35 0.72
RVK Liquidity Metric (T-Bills = 100) . . 73 81 47
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Efficient Frontier – Broad Ranges 
Figure 6:  Portfolio Efficient Frontier – Broad Ranges 

(Current Allocation as of September 30, 2013) 
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Broadening the allowable asset class ranges enables MBOI to: 
(1) Create more extreme portfolios at the conservative and aggressive 

end of the frontier. 
(2) Create a higher expected return at current risk levels (primarily by 

allowing greater allocations to illiquid asset classes). 

Aggressive portfolio provides higher potential 
return, but is obtained at the cost of: 
a. Higher expected volatility 
b. Significantly lower liquidity 
c. Considerably higher fees 

Conservative portfolio provides much lower volatility 
but at the expense of much higher funding risk, as the 
expected return is considerably lower than the 
actuarially required return. 



Monte Carlo Analysis 
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Monte Carlo Simulation Results – Current Ranges 
1 Year 9.30.2013

Allocation Conservative Aggressive

Target 0% 73 74 72
Target 2% 67 68 67
Target 4% 62 61 62
Target 6% 56 54 56
Target 7.75% 50 47 51
Target 10% 44 40 45

3 Years 9.30.2013
Allocation Conservative Aggressive

Target 0% 81 83 80
Target 2% 74 75 74
Target 4% 66 65 66
Target 6% 56 53 57
Target 7.75% 47 43 49
Target 10% 37 31 38

5 Years 9.30.2013
Allocation Conservative Aggressive

Target 0% 85 87 84
Target 2% 78 78 77
Target 4% 68 67 68
Target 6% 57 53 57
Target 7.75% 45 40 47
Target 10% 32 25 34

10 Years 9.30.2013
Allocation Conservative Aggressive

Target 0% 91 92 90
Target 2% 83 85 83
Target 4% 72 71 72
Target 6% 57 52 57
Target 7.75% 42 35 43
Target 10% 25 17 27
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Monte Carlo Simulation – Current Ranges 

Metric Probability of  
≥ 0% Return 

Probability of  
≥ 7.75% 
Return 

Conservative 74% 47% 

Current (9/30/2013) 73% 50% 

Aggressive 72% 51% 

Figure 7:  1-Year Return 

Metric Probability of  
≥ 0% Return 

Probability of  
≥ 7.75% 
Return 

Conservative 92% 35% 

Current (9/30/2013) 91% 42% 

Aggressive 90% 43% 

Figure 8:  10-Year Annualized Return 

Highlights 
 

 Each portfolio presents minimal trade-
offs due to relatively narrow constraints. 

 All portfolios provide a reasonable 
probability of achieving a 7.75% annual 
return over 10 years. 
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Monte Carlo Simulation Results – Broad Ranges 
1 Year 9.30.2013

Allocation Conservative* Aggressive*

Target 0% 73 81 75
Target 2% 67 72 70
Target 4% 62 60 65
Target 6% 56 48 60
Target 7.75% 50 37 55
Target 10% 44 25 48

3 Years 9.30.2013
Allocation Conservative* Aggressive*

Target 0% 81 90 84
Target 2% 74 80 78
Target 4% 66 64 71
Target 6% 56 44 62
Target 7.75% 47 27 54
Target 10% 37 11 43

5 Years 9.30.2013
Allocation Conservative* Aggressive*

Target 0% 85 93 88
Target 2% 78 83 82
Target 4% 68 66 74
Target 6% 57 41 64
Target 7.75% 45 21 54
Target 10% 32 6 40

10 Years 9.30.2013
Allocation Conservative* Aggressive*

Target 0% 91 97 93
Target 2% 83 90 87
Target 4% 72 69 79
Target 6% 57 36 66
Target 7.75% 42 12 53
Target 10% 25 1 35
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Monte Carlo Simulation – Broad Ranges 

Metric Probability of  
≥ 0% Return 

Probability of  
≥ 7.75% 
Return 

Conservative* 81% 37% 

Current (9/30/2013) 73% 50% 

Aggressive* 75% 55% 

Figure 9:  1-Year Return 

Metric Probability of  
≥ 0% Return 

Probability of  
≥ 7.75% 
Return 

Conservative* 97% 12% 

Current (9/30/2013) 91% 42% 

Aggressive* 93% 53% 

Figure 10:  10-Year Annualized Return 

Highlights 
 

 Each portfolio presents significant trade 
offs (particularly over a 10-year horizon) 

 A more aggressive risk profile creates a 
higher likelihood of meeting the 7.75% 
return objective, but at the cost of lower 
liquidity and reduced diversification. 

 A more conservative risk profile 
provides less risk over the short term, 
but renders it highly unlikely that the 
plan will achieve a long-term return 
exceeding 7.75%. 
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MVO Analysis – Monte Carlo Simulation 

Figure 11:  Cumulative Probability Distribution for Achieving  
7.75% Return over 10 Years – Current Ranges 
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Conservative Allocation -12.31% 
Current Allocation -15.01% 
Aggressive Allocation -15.85% 

RVK Assessment of Liquidity 
(100=Highest; 0=Lowest) 

 
Conservative Allocation 77 
Current Allocation 72 
Aggressive Allocation 70 
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35% 

43% 
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MVO Analysis – Monte Carlo Simulation 

Figure 12:  Cumulative Probability Distribution for Achieving  
7.75% Return over 10 Years – Broad Ranges 
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Conservative* Allocation -6.17% 
Current Allocation -14.39% 
Aggressive* Allocation -14.96% 

RVK Assessment of Liquidity 
(100=Highest; 0=Lowest) 

 
Conservative* Allocation 81 
Current Allocation 73 
Aggressive* Allocation 47 

53% 

42% 
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Appendix 
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What is Risk? 

Risk is the Probability of Incurring a Permanent 
Impairment of Capital 

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.  

   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. 
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Risk, Return, and Mean Variance Optimization (MVO) 

 Introduced by Nobel Laureate, Harry Markowitz in 1952. 
 

 MVO uses return VOLATILITY as the primary proxy for investment risk. 
 

 Using inputs of expected return, volatility, and correlation for various 
asset classes, MVO enables investors to identify combinations of asset class 
allocations that maximize portfolio return for a given level of risk. 
 

 By incorporating multiple assets with less than perfect correlation, 
investors can increase the expected long-term returns of the portfolio. 
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Why Does Volatility Matter? 

Key Concepts 
 

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

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

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 A-1:  Sample Return Stream and Resulting Returns 
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Volatility Reduces Expected Compound Returns 

Figure A-2:  Expected Long-Term Compound Return by  
Level of Volatility 
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Volatility Also Widens the Distribution of Returns 

  Portfolio 1    Portfolio 2   Portfolio 3   Portfolio 4 
    (6.0%)     (9.2%)     (13.4%)     (18.0%) 
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Figure A-3:  Simulated 10-Year Returns by  
Level of Portfolio Volatility 
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How Do Asset Class Correlations Impact Returns? 
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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 A-5:  Investment Risk/Return Attributes Figure A-6:  Portfolio Risk/Return Attributes 

Investment A 
Investment B 
 

Standard Deviation 

Investment A 

Investment B 

Portfolio 1 

Portfolio 2 

Figure A-4:  Risk/Return Plot 

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

Highlights 
 

 Correlations of less than 1.0 enable 
investors to reduce portfolio risk without 
sacrificing return. 

 Figure 4 illustrates a risk reduction of 
approximately 2.56%, which is generated 
by a two-asset portfolio with a 0.10 
correlation. 
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1. Views volatility as the sole proxy for risk 

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

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

4. Treats correlation as a constant rather than a variable 

5. Shows high sensitivity to small changes to input values 

6. Unconstrained output yields highly concentrated portfolios rather than 
intended diversification 

7. Ignores liquidity risks and corresponding rebalancing constraints 

MVO Shortcomings 
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 Monte Carlo simulation uses random sampling of asset class returns, based on 
the probability of distribution implied by the asset class assumptions, to create 
several thousand estimates of portfolio performance. 
 

 A Monte Carlo simulation procedure involves generating a large number of 
potential return scenarios and then measuring and evaluating the distribution of 
portfolio returns implied by these scenarios. 
 

 The results of this model indicate the probability of meeting or exceeding a 
target geometric (compound) return as used in asset allocation analysis.  

• The geometric return of a portfolio will always be less than or equal to its 
arithmetic return, either assumed or realized, because geometric return accounts 
for the dampening effect of volatility on portfolio compound returns. 

 

Monte Carlo Simulation 

25 



Importance of Asset Allocation 
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Asset Allocation is the Primary Driver of Portfolio Returns 

 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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Theory is Confirmed in Practice 

28 

Figure A-7:  Total Portfolio Return Attribution 
(July 1, 2010 – June 30, 2011) 

+ 2.17% 

Target 
Allocation 

Manager 
Selection 

- 0.32% + 0.38% + 19.36% 
+ 21.60% 

Asset Class 
Style Biases 

Deviation 
from Target 
Allocation 

Total Fund 
Performance 

Highlights 
 

 Each quarter, RVK completes an 
analysis of total portfolio return 
attribution for an  endowment with 
~$400 million in assets. 

 Analysis decomposes return into: 

• Target Allocation (i.e., return of 
underlying benchmarks) 

• Deviation from Target Allocation 
• Style biases within each asset class 

(e.g., small cap U.S. equity overweight) 
• Manager selection (i.e., excess return) 

 For the one-year period of analysis, 
90% of portfolio performance is 
determined by the portfolio asset 
allocation. 

 



Summary of Insights on Risk, MVO & Asset Allocation 

 Risk is best defined as the probability of suffering permanent capital 
impairment (i.e., losses that cannot be reversed with reference to target 
returns). 
 

 Asset allocation is the most critical driver of long-term returns and return 
volatility (a key metric of risk). 
 

 While admittedly imperfect, MVO is a powerful tool that can help the Board 
create a portfolio that is well-diversified and optimizes the expected risk/return 
trade-off. 

 
 The Board has several additional tools available to manage other forms of risk 

1. Valuation Risk – Measured tactical allocation provides flexibility to alter allocations 
to asset classes during periods of misvaluation. 

2. Liquidity Risk – Private equity and real estate pacing tools help maintain desired 
exposure to illiquid asset classes. 

3. Manager Risk – Monitoring by staff and third-party consultant reduces risk of and 
ensures timely response to manager underperformance. 
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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:  Clifford A. Sheets, CFA, Chief Investment Officer 
   
Date:  November 19, 2013 
   
Subject: Pension Asset Allocation Recommendation 
 
 
According to the retirement plans investment policy, the Board must, at least annually, review 
the asset allocation and ranges and address the need for any potential changes.  That is the 
purpose for this memo.   
 
Cash Flow Analysis 
In preparation for this review, Staff did an extensive analysis of the cash flow status of the two 
large plans, PERS and TRS.  The negative cash flow status (benefit distributions higher than 
contributions) of these plans has generally been known for years, but this status became 
noticeably worse over the past couple of years.  This is the first time an in-depth examination of 
the cash flow history and the creation of a model to forecast the outlook has been done by Staff.  
Understanding the cash flow needs of the plans is important given the implications this can have 
on asset allocation.  This analysis focused on the two largest of the nine plans because they 
represent 87% of total pension assets and therefore dominate any actions taken with respect to 
asset management.  Staff did review the forecasted contributions and distributions for the other 
seven plans, but did not find any material impact on the dollar amount of assets or percentage of 
assets in this analysis.  
 
This cash flow analysis is also important given recent pension legislation which changed the 
contributions and benefits for the PERS and TRS plans.  The inputs into the five year forecast 
included contributions from all sources – general fund or coal tax-related items, as well as 
employee and employer contributions.  To be conservative, the existing GABA rates were left 
unchanged given the uncertainty posed by pending lawsuits on this issue.  Staff received five 
year forecasts from both PERS and TRS on contributions and benefits and hope to continue to 
involve PERS and TRS staff in future years when the cash forecast is refreshed.  It is Staff’s 
intention that the cash flow history and five year forecast be updated each year going forward 
based on the information available at the time.  This will be important given the changing 
dynamics that can impact the actual cash flow and the forecast each year.  These variables 
include: 
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• Actual plan returns earned 
• GABA changes 
• Portfolio income levels 
• Actual growth in contributions and distributions (benefits) 

In addition, potential future legislative changes must be considered should they have an impact 
on benefits or contributions.  
 
The cash flow forecast model shows a notable improvement in the negative cash flow status of 
the two large plans.  The improvement begins this fiscal year in connection with the legislated 
increase in contribution amounts in both plans.  However, both plans remain cash flow negative 
and over the next few fiscal years the negative cash flow returns to similar levels seen in fiscal 
2013.  There are two charts attached for reference which show the history and forecasted 
outlook.  The first chart shows the negative cash flow in dollar amounts by plan for the last three 
fiscal years and for the five year forecast period, fiscal 2014-2018.  The right axis shows the 
sales needed to pay benefits as a percent of invested assets for the prior three fiscal years and 
forecasted sales for the next five years. 
 
The second graph looks at this same concept for three different scenarios in the forecast period.  
The base case shown is the same as on the first graph.  It reflects Staff’s best estimate of what the 
implied sales will be each year over the next five years to source the cash needed to pay benefits.  
In addition to the base case there are two other lines – a best case and worst case scenario.  The 
five-year cumulative percent of assets sold is also noted for each forecasted scenario.  The 
material changes made to the base case assumptions for the best case and worst case were not 
symmetrical.  The changes reflect alternative assumed asset growth rates, portfolio yield levels, 
and distribution (benefit) growth rates.  The worst case is especially bad in that it incorporates 
large negative returns early in the period, followed by improvement, similar to the plan returns 
experienced in fiscal 2008 – 2012, during the Great Recession, and the extreme bear market in 
all risk assets.  The probability of this extreme scenario is very low in my judgment, but not 
impossible.  
 
In summary, with respect to the forecasted cash flow status of the plans, at this time I do not see 
a change meaningful enough to suggest we need to alter our risk appetite or liquidity preferences 
in terms of the allocation to illiquid private assets.  Nevertheless, some changes to the existing 
asset allocation ranges are recommended, for the reasons discussed below. 
 
Asset Allocation Ranges 
In reviewing the current asset allocation ranges it is important to consider several aspects, 
remembering that asset allocation is the principal driver of returns.  Thus, a primary 
consideration is to assess the returns that are available to us given the expected long term returns 
for each asset class, and consider these in the context of the returns needed by the plans.  There is 
a tradeoff, however, in that higher returning assets typically present more risk, and so we must 
balance our risk appetite along with our return appetite.  Risk here can be thought of in terms of 
the volatility of returns, though we know there are other definitions of risk which are perhaps 
less quantitative in nature but still real.  In addition to the balancing issues of risk and return, 
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there are liquidity considerations given the need to source cash to pay plan benefits each month.  
Liquidity is an issue that pertains not just to the most obvious aspect, whether an asset is publicly 
traded, but also the overall exposure to volatility and the risk of being forced into selling volatile 
assets at the worst possible time, after falling significantly in value.  
 
In considering the ranges for each individual asset class, one objective is to provide a range that 
will accommodate the inherent volatility of that particular asset class.  In addition we need to 
consider the fact that an asset class weighting can be impacted significantly at any time by the 
movement of other asset classes, even when the asset class itself changes very little.  This can be 
thought of as the denominator effect, and is mostly driven by public equity volatility, in both 
directions.  The individual ranges should also be sufficiently wide to allow for preferences across 
asset classes given market circumstances, while respecting the longer term minimum and 
maximum exposure constraints.  In addition, there is a broader range consideration in terms of 
“total equities” which sums the exposure of both public and private equity.  This is designed to 
maintain a discipline around our total exposure to equities which is generally the most volatile 
component of the overall portfolio.  
 
Below is a table which shows the current allocation ranges and the proposed ranges by asset 
class, identified by their pool acronyms.  Also shown is the actual allocation as of the most 
recent quarter end.  

    
Total 

   
 

MDEP MTIP MPEP Equity RFBP MTRP STIP 
Current Approved 
Range 30-50% 15-30% 9-15% 60-70% 22-32% 4-10% 1-5% 
Mid point 40% 23% 12% 65% 27% 7% 3% 
As of 9/30/13 37.8% 17.7% 12.0% 67.4% 21.7% 9.2% 1.7% 

        Proposed Range 28-44% 14-22% 9-15% 58-72% 22-30% 6-10% 1-5% 
Mid point 36% 18% 12% 65% 26% 8% 3% 

 
The recommended changes reflect more of an adjustment than a fundamental change in the status 
quo.  The changes at the individual asset class level reflect a narrowing, although at the total 
equity level the range has been expanded slightly.   
 
The two public equity ranges were each narrowed, and the relationship to each other reflects a 
two-to-one preference for domestic vs. international equities based on their respective mid-
points.  The prior ranges were artificially broad to accommodate a contemplated move to a mix 
that would reflect a global market weighting in which case the allocation to domestic stocks 
would fall to around half of total public equities.  That objective was never really clarified or 
rationalized, and, in my view, no longer exists.  The new ranges reflect a mix of domestic vs. 
international stocks that is not unusual in our peer group, though our actual weights at quarter 
end reflect an exposure that is more tilted to domestic stocks than the average exposure of our 
peers at this time.  
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Prior to a revision to the asset allocation ranges in August 2006, the range for domestic equities 
was 40-50% and for international equities was 12-18%.  Now both ranges reflect a variance vs. 
mid-point of 22%, or a little over a one standard deviation move for each asset class.  Thus, the 
objective of accommodating the inherent volatility of the asset class under most instances is met.   
 
There is no change being recommended in the allocation range for private equity.  It remains at a 
12% mid-point and the variance, +/- 3%, represents a 25% move vs. the mid-point.  The range 
for the total of all three equity categories is set at 58% to 72%, or slightly wider than the current 
range.  The 7% variance from the mid-point of the total equities range represents only an 11% 
variance.  This recognizes that while the underlying equity asset classes by themselves are highly 
volatile, they do not always move in tandem or in the same magnitude, so there is some 
diversification benefit.  However, the range is primarily designed to reflect an overall risk 
appetite for equities and force the discipline of maintaining this overall exposure by rebalancing 
as needed to stay within a reasonable band while acknowledging the inherent volatility of equity-
related assets.  
 
The narrower fixed income range reflects an inherently less volatile asset class with a variance 
vs. mid-point of 15%.  It also recognizes the importance of keeping a minimum exposure of 22% 
to fixed income given the need to hold bonds as a diversifier to the dominant equity exposure in 
the total portfolio.  Bonds can also serve as a liquidity resource under most market conditions. 
 
The real estate allocation range was narrowed to 6-10%, with a mid-point of 8%.  The narrower 
range reflects the fact this asset class is now a larger portion of the portfolio than it was a few 
years ago, with a primary objective of providing diversification, and the likelihood its weight 
will be maintained at 6% or higher.  The range still reflects a variance vs. mid-point of 25%, 
similar to that for private equity.  While this variance vs. mid-point may seem high for real estate 
itself given its lower volatility in comparison to public equities, both real estate and private 
equity are two asset class weightings that are difficult to adjust quickly, given their low liquidity. 
Thus we should have a broader range to accommodate moves in the denominator that are not as 
easy to adjust for in the short run with these two asset classes. 
 
Summary 
The recommended modifications to the asset allocation ranges reflect an allocation framework 
that balances risk with the return objectives of the pension plans.  They also reflect the expected 
cash flows for the plans and their impact on asset management.  The changes are a recognition of 
the current realities of the portfolio composition and do not reflect any material change in the 
risk profile of the portfolio.  They also allow for the potential volatility that is inherent in these 
asset classes while providing some flexibility for tilting allocation preferences in light of market 
conditions and expectations.   
 
Following this memo is a marked copy of the allocation ranges that are part of our pension 
policy statement.  Staff recommends that the Board approve the changes to the asset allocation 
ranges that are discussed above by approving this revised policy.   
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PERS/TRS Cash flow forecast 
  Negative Cash Flow $ millions – 

Asset Sales 
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LEGAL AND CONSTITUTIONAL AUTHORITY 
The Montana Constitution, Article VIII, Section 13, requires that the Legislature provide for a Unified 
Investment Program for public funds.  Section 17-6-201, MCA established the Unified Investment 
Program, created the Montana Board of Investments (the “Board”) and gave the Board sole authority 
to invest state funds, including the public retirement plans (Plans) in accordance with state law and the 
state constitution.  The Board finds that it is in the best interest of the state’s nine retirement Plans to 
set out investment policies for the Plans in one comprehensive document utilizing the same asset 
allocation.  In the future, individual Plan requirements may vary and this common approach could 
change. The Board intends to keep this policy updated as it modifies or amends underlying investment 
related policies.  Click on the links below to view the Board’s Governing Law/Constitution and its 
Governance Policy. 
 
Governing Law/Constitution 

Governance Policy 

INTRODUCTION 
The purpose of this policy statement is to provide a broad strategic framework for the Plans’ 
investments under the guidance of the Board.  The Board manages the assets under the prudent expert 
principle (Section 17-6-201 MCA), which provides: 
 

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. 

 
Plan assets are commingled for investment purposes into six investment pools created by the Board.  
The pools are shared, that is co-mingled funds, which operate similar to mutual funds.  The use of 
pools allows for simplified investing and accounting, broader diversification and thus less risk than 
would otherwise be available for the smaller Plans and provides additional opportunities for fee 
savings.  Each investment pool has an underlying governing investment policy statement providing 
additional investment guidelines.  Each of the nine Plans forming a part of the investment pools are 
separately identified for accounting and record keeping purposes.  Click on the links below to view 
the Investment Policy Statement for each pool. 
 
Montana Domestic Equity Pool (MDEP) 

Montana International Equity Pool (MTIP) 

Montana Retirement Funds Bond Pool (RFBP) 

Montana Real Estate Pool (MTRP) 

Montana Private Equity Pool (MPEP) 

Short-Term Investment Pool (STIP) 

http://www.investmentmt.com/TheBoard/content/TheBoard/Docs/BoardLaws.pdf
http://www.investmentmt.com/TheBoard/content/TheBoard/Docs/GovernancePolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MDEPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MTIPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/RFBPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MTRPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MPEPPolicy.pdf
http://www.investmentmt.com/content/STIP/Docs/STIPupdate111412.pdf
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Investment Objective 
 
The Board’s overall objective is to achieve the highest level of investment performance that is 
compatible with its risk tolerance and prudent investment practices. Because of the long-term nature of 
the state’s various pension liabilities, the Board maintains a long-term perspective in formulating and 
implementing its investment policies, and in evaluating its investment performance. Investment 
performance is measured by three integrated long-term return objectives:  

• The actuarial target rate of return is the key actuarial assumption affecting future 
funding rates and liabilities. Investment performance that exceeds or underperforms 
the target rate may materially impact future funding rates and liabilities. The Board 
seeks to generate long term investment performance that will exceed the actuarial 
annual target rate of return of 7.75%, net of all investment and administrative 
expenses. There may be years, or a period of years, when the Plans do not achieve 
this goal followed by years when the goal is exceeded. But over a long period of 
time, the Board seeks to achieve an average net rate of return of 7.75% at risk levels 
(measured by expected volatility) broadly consistent with other public fund peers. 

• The investment policy benchmark is calculated by applying the investment 
performance of the asset class benchmarks to the Plans’ actual asset allocation 
during the measurement period.  The investment policy benchmark represents the 
return that would be achieved if the Plan implemented a passively managed 
portfolio.   Deviations from the policy benchmark measure the contribution of active 
investment management throughout the fund, rebalancing policy and its execution, 
and investment implementation generally.  

• The Board also compares each Plan’s total performance, before all fees, to 
appropriate public plan sponsor universes. This process permits the Board to 
compare its total performance to other public pension plans. While the Board seeks 
to rank consistently in the top half of comparable public pension plans, the Board 
recognizes that other plans may have investment objectives and risk tolerances that 
differ substantially from the Board’s. 
 

The Board expects to meet or exceed these objectives over a long-term investment horizon. Over 
shorter periods, the anticipated market volatility and specific actions, including risk mitigation efforts 
of the Board relative to other pension plans may lead to unfavorable, but expected, deviation from 
these objectives. 
 
Asset Allocation 
The Board, as the investment fiduciary of the Plans, is responsible for establishing the investment 
parameters for the Plans. The Board has the authority to allocate portfolios to any previously board-
approved asset class in the proportions it considers prudent, under the prudent expert rule.  There are 
currently no statutory or constitutional restrictions on the investment of the Plans.  Asset allocation 
decisions made by the Board must be made in a public meeting. 
 
The current asset allocation ranges for the Plans are attached as exhibit A.  The asset allocation ranges 
are subject to change as modifications are adopted by the Board, at which time the attached exhibit A 
will be revised to reflect these changes. The Board will formally affirm or revise the asset allocation 
ranges for the Plans at least annually. 
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Rebalancing 
The actual asset allocation mix may deviate from time to time from the approved asset allocation 
ranges due to financial market performance, cash flows, and manager performance. Material 
deviations from the asset allocation ranges can alter the expected return and risk of the Plans. 
Rebalancing the Plans’ assets to remain within the Board-approved allocation ranges is delegated to 
the Chief Investment Officer (CIO), in consultation with the Executive Director.  Any necessary 
rebalancing will be made in a timely manner and will take into consideration associated costs and 
current market conditions.  In addition to maintaining actual allocations within the ranges, the CIO 
will also consider contractual investment commitments to private equity and real estate partnerships, 
the liquidity necessary to meet benefit payments and administrative costs for the Plans, and current 
market conditions.  This may prompt asset rebalancing when asset allocations fall within the 
established ranges.  The CIO shall inform the Board of rebalancing activity at the Board's next 
regularly scheduled meeting. 
 
Exercise of Shareholder Rights 
The Board recognizes that publicly traded securities and other assets of the Plans include certain 
ancillary rights, such as the right to vote on shareholder resolutions at companies’ annual shareholders’ 
meetings, and the right to assert claims in securities class action lawsuits or other litigation. The Board 
will prudently manage these assets of the Plans for the exclusive purpose of enhancing the value of the 
Plans for its participating systems’ members and beneficiaries through such means as adopting and 
implementing a proxy voting policy and undertaking productive, cost-effective action to exercise its 
rights as shareholders or claimants in litigation.  The Board will participate in all class action securities 
litigation to which it is entitled and may, pursuant to its securities litigation policy, serve as lead or co-
lead plaintiff for the benefit of the Plans.  These policies are further described in the underlying 
investment policy statements appropriate for the respective investment pools and in the governance 
policy. 
 
Securities Lending 
Section 17-1-113, MCA, authorizes the Board to lend securities held by the state. The Board may lend 
its publicly traded securities held in the investment pools, through an agent, to other market 
participants in return for compensation. Currently, State Street Bank and Trust, the state's custodial 
bank, manages the state's securities lending program. The Board seeks to assess the risks, such as 
counterparty and reinvestment risk, associated with each aspect of its securities lending program. In 
addition, the Board requires that the risks assumed and the administrative resources committed to 
monitor those risks are commensurate with the program’s income potential.   The Board requires 
borrowers to maintain collateral at 102 percent for domestic securities and 105 percent for 
international securities.  To ensure that the collateral ratio is maintained, securities on loan are marked 
to market daily and the borrower must provide additional collateral if the value of the securities on 
loan increases.  The Board’s participation in securities lending may change over time given Plan 
activity, market conditions and the agent agreement. 
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Exhibit A 

Investment Type Range Investment Type Range
Large Cap Core (passive) 45% - 70% Core/Timberland * 35% - 65%
Large Cap Enhanced  8% - 12% 2830% - 4450% 64% - 10% Value Added 20% - 45%
Partial Long/Short (130/30)  8% - 12% Opportunistic 10% - 30%
Total Large Cap 72% - 91%
Mid Cap   6% - 17%
Small Cap  3% - 11%

Investment Type Range Investment Type Range
Large Cap Passive 42% - 66% 1415% - 2230% 9% - 15% Buyouts 40% - 75%
Large Cap Active 22% - 32% Venture Capital 10% - 25%
Small Cap  10% - 16% Debt Related     0% - 25%
Dedicated Emerging Markets   2% - 10%

Investment Type Range
Domestic High Yield 0% - 15% 22% - 3032% 1% - 5%
International 0% - 10%
Total High Yield/International 0% - 20%
Domestic Core(investment grade) 80% - 100%

High-quality Investments
24 Hour Liquidity for Participants

5860 -7270% Equities Range

 of total pension assets

International Equity Pool Private Equity Pool

Retirement Funds Bond Pool Short Term Investment Pool

Short-term liquid investments

Domestic Equity Pool Real Estate Pool

* Timberland may not exceed 2%

 
 
All nine Public Retirement Plans currently share the same asset allocation ranges but this may change 
in the future as conditions and liquidity requirements for each of the individual plans change. 

 
Nine Public Retirement Plans 
Public Employees Retirement System  Highway Patrol Retirement 
Teachers Retirement System    Game Wardens Retirement 
Police Officers Retirement    Judges Retirement 
Firefighters Retirement    Volunteer Firefighters Retirement 
Sheriffs Retirement 
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LEGAL AND CONSTITUTIONAL AUTHORITY 
The Montana Constitution, Article VIII, Section 13, requires that the Legislature provide for a Unified 
Investment Program for public funds.  Section 17-6-201, MCA established the Unified Investment 
Program, created the Montana Board of Investments (the “Board”) and gave the Board sole authority to 
invest state funds, including the public retirement plans (Plans) in accordance with state law and the 
state constitution.  The Board finds that it is in the best interest of the state’s nine retirement Plans to set 
out investment policies for the Plans in one comprehensive document utilizing the same asset allocation.  
In the future, individual Plan requirements may vary and this common approach could change. The 
Board intends to keep this policy updated as it modifies or amends underlying investment related 
policies.  Click on the links below to view the Board’s Governing Law/Constitution and its 
Governance Policy. 
 
Governing Law/Constitution 

Governance Policy 

INTRODUCTION 
The purpose of this policy statement is to provide a broad strategic framework for the Plans’ investments 
under the guidance of the Board.  The Board manages the assets under the prudent expert principle 
(Section 17-6-201 MCA), which provides: 
 

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. 

 
Plan assets are commingled for investment purposes into six investment pools created by the Board.  
The pools are shared, that is co-mingled funds, which operate similar to mutual funds.  The use of pools 
allows for simplified investing and accounting, broader diversification and thus less risk than would 
otherwise be available for the smaller Plans and provides additional opportunities for fee savings.  Each 
investment pool has an underlying governing investment policy statement providing additional 
investment guidelines.  Each of the nine Plans forming a part of the investment pools are separately 
identified for accounting and record keeping purposes.  Click on the links below to view the 
Investment Policy Statement for each pool. 
 
Montana Domestic Equity Pool (MDEP) 

Montana International Equity Pool (MTIP) 

Montana Retirement Funds Bond Pool (RFBP) 

Montana Real Estate Pool (MTRP) 

Montana Private Equity Pool (MPEP) 

Short-Term Investment Pool (STIP) 

http://www.investmentmt.com/TheBoard/content/TheBoard/Docs/BoardLaws.pdf
http://www.investmentmt.com/TheBoard/content/TheBoard/Docs/GovernancePolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MDEPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MTIPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/RFBPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MTRPPolicy.pdf
http://www.investmentmt.com/content/Investments/Docs/Policies/MPEPPolicy.pdf
http://www.investmentmt.com/content/STIP/Docs/STIPupdate111412.pdf
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Investment Objective 
 
The Board’s overall objective is to achieve the highest level of investment performance that is 
compatible with its risk tolerance and prudent investment practices. Because of the long-term nature of 
the state’s various pension liabilities, the Board maintains a long-term perspective in formulating and 
implementing its investment policies, and in evaluating its investment performance. Investment 
performance is measured by three integrated long-term return objectives:  

• The actuarial target rate of return is the key actuarial assumption affecting future 
funding rates and liabilities. Investment performance that exceeds or underperforms 
the target rate may materially impact future funding rates and liabilities. The Board 
seeks to generate long term investment performance that will exceed the actuarial 
annual target rate of return of 7.75%, net of all investment and administrative 
expenses. There may be years, or a period of years, when the Plans do not achieve this 
goal followed by years when the goal is exceeded. But over a long period of time, the 
Board seeks to achieve an average net rate of return of 7.75% at risk levels (measured 
by expected volatility) broadly consistent with other public fund peers. 

• The investment policy benchmark is calculated by applying the investment 
performance of the asset class benchmarks to the Plans’ actual asset allocation during 
the measurement period.  The investment policy benchmark represents the return that 
would be achieved if the Plan implemented a passively managed portfolio.   
Deviations from the policy benchmark measure the contribution of active investment 
management throughout the fund, rebalancing policy and its execution, and investment 
implementation generally.  

• The Board also compares each Plan’s total performance, before all fees, to appropriate 
public plan sponsor universes. This process permits the Board to compare its total 
performance to other public pension plans. While the Board seeks to rank consistently 
in the top half of comparable public pension plans, the Board recognizes that other 
plans may have investment objectives and risk tolerances that differ substantially from 
the Board’s. 
 

The Board expects to meet or exceed these objectives over a long-term investment horizon. Over shorter 
periods, the anticipated market volatility and specific actions, including risk mitigation efforts of the 
Board relative to other pension plans may lead to unfavorable, but expected, deviation from these 
objectives. 
 
Asset Allocation 
The Board, as the investment fiduciary of the Plans, is responsible for establishing the investment 
parameters for the Plans. The Board has the authority to allocate portfolios to any previously board-
approved asset class in the proportions it considers prudent, under the prudent expert rule.  There are 
currently no statutory or constitutional restrictions on the investment of the Plans.  Asset allocation 
decisions made by the Board must be made in a public meeting. 
 
The current asset allocation ranges for the Plans are attached as exhibit A.  The asset allocation ranges 
are subject to change as modifications are adopted by the Board, at which time the attached exhibit A 
will be revised to reflect these changes. The Board will formally affirm or revise the asset allocation 
ranges for the Plans at least annually. 
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Rebalancing 
The actual asset allocation mix may deviate from time to time from the approved asset allocation ranges 
due to financial market performance, cash flows, and manager performance. Material deviations from 
the asset allocation ranges can alter the expected return and risk of the Plans. Rebalancing the Plans’ 
assets to remain within the Board-approved allocation ranges is delegated to the Chief Investment 
Officer (CIO), in consultation with the Executive Director.  Any necessary rebalancing will be made in a 
timely manner and will take into consideration associated costs and current market conditions.  In 
addition to maintaining actual allocations within the ranges, the CIO will also consider contractual 
investment commitments to private equity and real estate partnerships, the liquidity necessary to meet 
benefit payments and administrative costs for the Plans, and current market conditions.  This may 
prompt asset rebalancing when asset allocations fall within the established ranges.  The CIO shall inform 
the Board of rebalancing activity at the Board's next regularly scheduled meeting. 
 
Exercise of Shareholder Rights 
The Board recognizes that publicly traded securities and other assets of the Plans include certain 
ancillary rights, such as the right to vote on shareholder resolutions at companies’ annual shareholders’ 
meetings, and the right to assert claims in securities class action lawsuits or other litigation. The Board 
will prudently manage these assets of the Plans for the exclusive purpose of enhancing the value of the 
Plans for its participating systems’ members and beneficiaries through such means as adopting and 
implementing a proxy voting policy and undertaking productive, cost-effective action to exercise its 
rights as shareholders or claimants in litigation.  The Board will participate in all class action securities 
litigation to which it is entitled and may, pursuant to its securities litigation policy, serve as lead or co-
lead plaintiff for the benefit of the Plans.  These policies are further described in the underlying 
investment policy statements appropriate for the respective investment pools and in the governance 
policy. 
 
Securities Lending 
Section 17-1-113, MCA, authorizes the Board to lend securities held by the state. The Board may lend 
its publicly traded securities held in the investment pools, through an agent, to other market participants 
in return for compensation. Currently, State Street Bank and Trust, the state's custodial bank, manages 
the state's securities lending program. The Board seeks to assess the risks, such as counterparty and 
reinvestment risk, associated with each aspect of its securities lending program. In addition, the Board 
requires that the risks assumed and the administrative resources committed to monitor those risks are 
commensurate with the program’s income potential.   The Board requires borrowers to maintain 
collateral at 102 percent for domestic securities and 105 percent for international securities.  To ensure 
that the collateral ratio is maintained, securities on loan are marked to market daily and the borrower 
must provide additional collateral if the value of the securities on loan increases.  The Board’s 
participation in securities lending may change over time given Plan activity, market conditions and the 
agent agreement. 
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Exhibit A 

Investment Type Range Investment Type Range
Large Cap Core (passive) 45% - 70% Core/Timberland * 35% - 65%
Large Cap Enhanced  8% - 12% 28% - 44% 6% - 10% Value Added 20% - 45%
Partial Long/Short (130/30)  8% - 12% Opportunistic 10% - 30%
Total Large Cap 72% - 91%
Mid Cap   6% - 17%
Small Cap  3% - 11%

Investment Type Range Investment Type Range
Large Cap Passive 42% - 66% 14% - 22% 9% - 15% Buyouts 40% - 75%
Large Cap Active 22% - 32% Venture Capital 10% - 25%
Small Cap  10% - 16% Debt Related     0% - 25%
Dedicated Emerging Markets   2% - 10%

Investment Type Range
Domestic High Yield 0% - 15% 22% - 30% 1% - 5%
International 0% - 10%
Total High Yield/International 0% - 20%
Domestic Core(investment grade) 80% - 100%

High-quality Investments
24 Hour Liquidity for Participants

58 -72% Equities Range

 of total pension assets

International Equity Pool Private Equity Pool

Retirement Funds Bond Pool Short Term Investment Pool

Short-term liquid investments

Domestic Equity Pool Real Estate Pool

* Timberland may not exceed 2%

 
 
All nine Public Retirement Plans currently share the same asset allocation ranges but this may change in 
the future as conditions and liquidity requirements for each of the individual plans change. 

 
Nine Public Retirement Plans 
Public Employees Retirement System  Highway Patrol Retirement 
Teachers Retirement System    Game Wardens Retirement 
Police Officers Retirement    Judges Retirement 
Firefighters Retirement    Volunteer Firefighters Retirement 
Sheriffs Retirement 
 



Return to Agenda



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 37.8% 17.7% 12.0% 67.5% 21.7% 9.2% 1.6% 4,465,997,227$   
TEACHERS 38.0% 17.7% 12.1% 67.8% 21.8% 9.2% 1.1% 3,296,956,518$   
POLICE 36.2% 16.9% 11.5% 64.6% 20.8% 8.8% 5.8% 280,012,677$      
SHERIFFS 37.7% 17.6% 12.0% 67.3% 21.7% 9.1% 1.9% 254,652,954$      
FIREFIGHTERS 36.2% 16.9% 11.5% 64.6% 20.8% 8.8% 5.8% 281,297,045$      
HIGHWAY PATROL 37.8% 17.7% 12.0% 67.5% 21.7% 9.2% 1.6% 113,932,943$      
GAME WARDENS 37.7% 17.5% 12.0% 67.2% 21.6% 9.1% 2.1% 121,832,772$      
JUDGES 37.7% 17.6% 12.0% 67.3% 21.7% 9.2% 1.9% 75,846,539$        
VOL FIREFIGHTERS 38.0% 17.8% 12.1% 67.9% 21.7% 9.1% 1.4% 29,788,678$        

TOTAL 37.8% 17.7% 12.0% 67.4% 21.7% 9.2% 1.7% 8,920,317,354$   

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 -0.5% 1.1% -0.5% 0.1% -0.4% 0.0% 0.3% 175,691,141
TEACHERS -0.3% 1.1% -0.4% 0.4% -0.3% 0.1% -0.1% 143,508,901
POLICE -2.2% 0.3% -1.0% -2.9% -1.4% -0.4% 4.7% 22,081,125
SHERIFFS -0.4% 1.1% -0.5% 0.2% -0.4% 0.0% 0.2% 11,132,043
FIREFIGHTERS -2.1% 0.3% -1.0% -2.8% -1.3% -0.4% 4.6% 22,387,014
HIGHWAY PATROL -0.5% 1.1% -0.5% 0.1% -0.4% 0.0% 0.3% 4,569,382
GAME WARDENS -0.5% 1.0% -0.5% 0.1% -0.5% -0.1% 0.5% 6,271,367
JUDGES -0.5% 1.1% -0.5% 0.0% -0.4% 0.0% 0.3% 3,214,394
VOL FIREFIGHTERS 1.8% 2.1% 0.3% 4.1% 0.8% 0.5% -5.4% 692,058

TOTAL -0.5% 1.0% -0.5% 0.0% -0.4% 0.0% 0.4% 389,547,424

Total Equity RFBP MTRP
($91,000,000) ($91,500,000) $50,000,000 $18,300,000

Net New Investments for Quarter ($23,200,000)

ALLOCATION REPORT

$15,000,000 ($15,500,000)

Allocations During Quarter
MDEP

Retirement Systems Asset Allocations as of 6/30/13

MTIP MPEP

Change From Last Quarter

Retirement Systems Asset Allocations as of 9/30/13



37.8% 

17.7% 

12.0% 

21.7% 9.2% 
1.7% 

Asset Allocation as of 9/30/13 MDEP

MTIP

MPEP

RFBP

MTRP

STIP

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

MDEP MTIP MPEP RFBP MTRP STIP

Change in Asset Allocation from Prior Quarter 

0%

2%

4%

6%

8%

10%

12%

MDEP MTIP MPEP RFBP MTRP STIP

Pool Performance for the Quarter Ending 9/30/13 



Montana Board of Investments
Asset Allocation - Public Funds (DB) $3B to $20B & >30% Equity
Periods Ending September 30, 2013

% Tot Equity % US  Equity % Int'l Equity % Fixed Inc. % Cash Equiv % Real Estate % Pvt. Equity
High 82.28 67.50 75.40 32.25 34.75 11.39 26.14

Median 57.79 35.40 20.80 21.75 4.73 4.74 7.95
Low 34.14 6.86 0.41 8.23 0.79 0.10 0.08

Observations 28 28 28 28 26 21 25

PUBLIC EMPLOYEES RET SYS 55.43 37.77 17.66 21.75 1.59 9.16 12.01
TEACHERS RETIREMENT SYS 55.65 37.93 17.72 21.85 1.14 9.22 12.06

Note: all zero allocations to an asset class have been removed.



1 Qtr 2 Qtrs 3 Qtrs 1 Yr 2 Yrs 3 Yrs 4 Yrs 5 Yrs 7 Yrs 10 Yrs

5th Percentile 7.56  7.42  15.38  18.78  19.12  12.41  12.57  10.62  7.15  8.77  

25th Percentile 5.86  6.75  12.16  14.73  16.51  11.22  11.21  8.94  5.88  8.13  

50th Percentile 5.09  5.29  10.66  13.28  14.46  10.54  10.59  8.22  5.64  7.65  

75th Percentile 4.41  4.57  9.57  11.76  13.70  9.61  9.99  7.32  5.37  7.50  

95th Percentile 2.88  2.68  6.59  9.35  11.01  7.49  8.03  6.41  4.40  6.33  

No. of Obs 30  30  30  30  31  31  30  30  30  26  

U PUBLIC EMPLOYEES RE 4.78 62 5.97 31 11.63 36 13.92 39 15.50 35 11.59 19 11.33 20 8.34 34 5.67 47 7.32 78

Ú TEACHERS RETIREMEN 4.75 63 5.94 36 11.61 37 13.90 40 15.50 35 11.59 19 11.33 20 8.35 33 5.67 49 7.32 78

Montana Board of Investments
Public Funds (DB) $3B to $20B & >30% Equity (SSE)
PERIOD ENDING September 30, 2013

Page 1
Provided by State Street Investment Analytics
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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 $50 million of cash outflows from the pool 
having reduced the large cap passive allocation.  Of the $50 million outflow, the BlackRock 500 
Index Fund was reduced by $40 million.  The BlackRock Mid Cap Index Fund was reduced by 
$5 million, and the BlackRock Small Cap iShares was reduced by $5 million. 
 
Domestic stocks continued their upward move in the third quarter, largely shrugging off a 
looming federal government shutdown and the typical dysfunction in the national political 
system.  A general sense that the Federal Reserve will be on hold with its “tapering” plans until 
next spring encouraged investors to purchase stocks. 
 
 

Approved
Manager Name Market Value % Range
BLACKROCK EQUITY INDEX FUND 1,872,625,466 56.06%
STATE STREET SPIF ALT INV 7,452,022 0.22%

LARGE CAP PASSIVE Total 1,880,077,488 56.28% 45-70%
ENHANCED INVEST TECHNOLOGIES 102,495,756 3.07%
T ROWE PRICE ASSOCIATES INC 296,235,881 8.87%
LARGE CAP ENHANCED Total 398,731,637 11.94% 8-12%
ANALYTIC INVESTORS MU3B 102,485,705 3.07%
JP MORGAN ASSET MGMT MU3E 299,412,446 8.96%
130-30 Total 401,898,151 12.03% 8-12%
COMBINED LARGE CAP Total 2,680,707,276 80.25% 72-91%
ARTISAN MID CAP VALUE 123,887,380 3.71%
BLACKROCK MIDCAP EQUITY IND FD 74,445,332 2.23%
IRIDIAN ASSET MANAGEMENT MU3V 45,762,857 1.37%
NICHOLAS INVESTMENT PARTNERS 47,241,685 1.41%
TIMESSQUARE CAPITAL MGMT 122,640,524 3.67%
MID CAP Total 413,977,777 12.39% 6-17%
ALLIANCE BERNSTEIN SMALL CAP3R 32,917,218 0.99%
DIMENSIONAL FUND ADVISORS INC 82,521,564 2.47%
ING INVESTMENT MGT MU3U 29,996,631 0.90%
ISHARES CORE S+P SMALL CAP ETF 5,427,488 0.16%
MET WEST CAPITAL MGT MU3W 23,161,358 0.69%
VAUGHAN NELSON INV 71,936,078 2.15%
SMALL CAP Total 245,960,338 7.36% 3-11%
MDEP Total 3,340,645,391 100.00%

9/30/2013 Domestic Stock Pool By Manager
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For the quarter, stocks in all cap sizes posted strong gains.  Small caps led the way by a 
significant margin with a return of 10.2%.  Mid caps gained 7.7% and large caps added 6.4%.  
Returns for the twelve months ended in September were sizeable.  Small caps and mid caps 
returned around 28%, with large caps returning 21.6%. 
 
Looking at returns by style, growth stocks bested value stocks within all three cap sizes in the 
quarter.  However, the last twelve months displayed a more even performance between growth 
and value.  The exception was small cap growth which returned 33.1%, far outdistancing small 
cap value as well as the other style categories.  
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Volatility in the domestic equity market remained subdued as indicated by the VIX measure 
spending most of the quarter in the teens, touching a low of 11.8 in early August.  It seems as 
long as the Fed refrains from “tapering,” the equity markets have no worries, even though they 
are at much loftier levels than just a year ago. 
 
MDEP outperformed the S&P 1500 Index by 49 basis points for the quarter and by 140 basis 
points for the past twelve months.  The overweight allocations to mid caps and small caps along 
with the actively managed portfolio performances, led to the success of the pool. 
 
Actively managed portfolio performances for the quarter were quite good as 10 of 13 actively 
managed portfolios outperformed their respective benchmarks.  The enhanced index, 130/30, 
mid cap value, small cap growth, and small cap value style buckets all outperformed.  Only the 
mid cap growth bucket underperformed and even so underperformed only slightly. 
 
The strategy going forward is to continue the overweight positions in mid caps and small caps at 
the expense of large caps.  Rebalancings have reduced the large cap allocation during the past 
few quarters, adding to the overweights in mid caps and small caps. 
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DOMESTIC EXPOSURE-MARKET CAP %
September 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 -- -- -- -- 0.4 56.6 41.2 1.7 3,062.8             
Analytic Investors, Inc 17.0 16.8 18.8 17.6 19.1 8.9 -0.7 -- 94,992.3           
Artisan Partners -- -- -- 12.3 32.8 50.6 4.3 -- 10,590.9           
Dimensional Fund Advisors -- -- -- -- -- 15.8 68.5 15.8 1,547.0             
ING Investment Mgt -- -- -- -- -- 39.9 58.7 1.4 2,451.7             
INTECH Investment Management 11.1 9.4 16.5 25.0 23.5 14.5 -- -- 73,316.3           
Iridian Asset Mgmt -- -- -- 10.2 19.6 66.5 3.6 -- 10,111.5           
J.P. Morgan 20.6 18.7 27.5 20.1 8.9 2.3 -0.3 -- 114,647.3         
Met West Capital Mgt -- -- -- -- -- 52.3 43.0 4.7 2,717.9             
Nicholas Investment Partners -- -- -- 8.2 18.1 67.2 6.4 -- 8,742.0             
T. Rowe Associates 17.8 17.9 19.0 21.2 14.9 9.2 0.0 -- 104,244.7         
TimesSquare Cap Mgmt -- -- -- 2.6 34.7 60.6 2.2 -- 9,261.8             
Vaughan Nelson Mgmt -- -- -- -- -- 58.2 41.0 0.8 2,981.5             
BlackRock S&P 500 Index Fund 18.4 17.8 20.9 21.3 14.8 6.8 -- -- 106,635.5         
BlackRock Midcap Equity Index Fund -- -- -- -- 1.4 80.0 16.0 0.0 4,727.4             

ALL DOMESTIC EQUITY PORTFOLIOS 15.3 14.8 17.8 18.4 14.9 14.2 3.8 0.5 89.8                   
Benchmark:  S&P Composite 1500 16.2 15.7 18.3 18.7 13.1 3.4 4.2 0.2 94.2                   
Over/underweight(-) -0.8 -0.9 -0.5 -0.4 1.8 10.8 -0.4 0.3



DOMESTIC EXPOSURE-SECTOR %
September 30, 2013

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

Alliance Bernstein 16.4 1.0 5.3 5.2 22.3 21.0 27.0 1.8 -- --
Analytic Investors, Inc 13.6 12.6 11.0 14.2 11.3 10.4 17.3 3.8 1.0 2.4
Artisan Partners 12.6 3.1 13.0 22.8 4.1 15.6 25.9 1.3 -- 1.8
Dimensional Fund Advisors 18.1 5.3 4.2 17.8 9.2 18.7 17.5 5.5 0.6 3.2
Iridian Asset Mgmt 15.4 -- 5.2 -- 18.0 17.2 18.3 26.0 -- --
ING Investment Mgt 18.7 2.4 5.7 11.7 17.4 15.3 24.5 4.4 -- --
INTECH Investment Management 15.8 13.3 8.0 17.6 13.3 7.5 12.0 5.5 2.5 4.6
Met West Capital Mgt 16.7 4.8 4.9 23.6 5.8 23.3 14.4 1.8 0.6 1.3
Nicholas Investment Partners 22.3 3.8 6.6 11.0 12.8 20.4 19.6 2.8 0.8 --
J.P. Morgan 15.8 5.3 11.2 15.3 13.9 9.1 23.0 2.6 0.8 0.9
T. Rowe Associates 13.5 9.9 9.9 15.5 12.9 10.4 18.4 4.3 2.3 2.8
TimesSquare Cap Mgmt 18.6 3.9 6.4 9.6 9.7 23.1 20.9 3.7 4.1 --
Vaughan Nelson Mgmt 13.7 2.9 5.6 27.7 5.3 18.3 17.9 7.4 -- 1.2
BlackRock S&P 500 Index Fund 12.5 10.0 10.5 16.2 13.0 10.7 17.9 3.5 2.4 3.2
BlackRock Midcap Equity Index Fund 13.7 3.7 5.6 21.9 8.7 15.8 15.9 6.8 0.5 4.8

All Domestic Equity Portfolios 13.5 8.7 9.9 16.4 12.3 11.7 18.7 3.7 2.0 2.7
Benchmark:  S&P Composite 1500 12.7 9.3 9.9 17.0 12.6 11.4 17.8 3.9 2.2 3.3
Over/underweight(-) 0.8 -0.6 0.1 -0.6 -0.3 0.3 0.9 -0.2 -0.2 -0.6



DOMESTIC PORTFOLIO CHARACTERISTICS
September 30, 2013

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

MANAGERS Value Securities Growth Earnings Book Yield
Alliance Bernstein 32,692,186              104 29.2 31.1 3.9 0.2
Analytic Investors, Inc 105,246,837            175 19.0 14.2 2.6 2.8
Artisan Partners 127,328,166            58 20.5 15.1 1.9 1.6
Dimensional Fund Advisors 82,507,427              2,214 26.8 19.1 2.0 1.2
ING Investment Mgt 30,036,776              149 29.1 26.1 2.8 0.7
INTECH Investment Management 102,588,718            351 16.5 17.1 2.5 1.9
Iridian Asset Mgmt 45,825,574              37 21.6 19.7 3.5 1.2
J.P. Morgan 306,634,782            258 14.4 17.3 2.2 1.6
Met West Capital Mgt 23,007,266              69 41.3 14.2 1.8 1.4
Nicholas Investment Partners 47,211,855              98 37.1 19.3 3.5 0.3
T. Rowe Associates 296,520,418            255 18.9 17.5 2.5 1.8
TimesSquare Cap Mgmt 123,576,706            78 33.0 22.3 3.3 1.0
Vaughan Nelson Mgmt 72,608,278              79 33.9 19.2 2.0 1.3
BlackRock S&P 500 Index Fund 1,872,640,256         502 17.7 17.0 2.4 2.0
BlackRock Midcap Equity Index Fund 74,447,373              403 24.7 20.7 2.3 1.4

All Domestic Equity Portfolios 3,209,670,142         3,133 18.9 17.3 2.4 1.9

BENCHMARKS
S&P Composite 1500 1,500 18.4 17.4 2.4 1.9
S&P/Citigroup 1500 Pure Growth 347 49.7 20.8 2.9 0.8
S&P/Citigroup 1500 Pure Value 359 4.5 14.9 1.2 1.2
S&P 500 500 17.7 17.0 2.4 2.0
Russell 1000 1,003 18.5 17.2 2.4 1.9
Russell 1000 Growth 610 20.1 20.4 4.5 1.6
Russell 1000 Value 648 16.7 14.9 1.7 2.3
Russell Midcap 808 21.6 19.2 2.5 1.6
Russell Midcap Growth 488 26.0 23.6 4.6 1.1
Russell Midcap Value 520 16.3 15.8 1.6 2.2
Russell 2000 1,962 24.7 19.5 2.1 1.4
Russell 2000 Growth 1,117 25.9 25.1 3.9 0.7
Russell 2000 Value 1,343 23.4 15.8 1.4 2.1
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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.  The table reflects a $5 million cash flow into the pool during the quarter which 
was invested in the BlackRock Emerging Markets Index Fund. 
 
International stocks posted improved returns in the third quarter as developed market stocks 
returned 11.7% in the quarter.  Concerns about higher U.S. interest rates and slowing economic 
growth in the emerging countries initially plagued the international markets, but as it became 
apparent that the Fed may be on hold with its “tapering” plans until next year, the markets 
rallied.  Emerging markets (EM) which had sold off at the end of August for the second time this 
year, rallied strongly through the end of the quarter to post returns of 5.8%.  And although 
trailing developed markets, seemed to put in a bottom.  
 

 
 

Approved
Manager Name Market Value % Range

BLACKROCK ACWI EX US SUPERFUND 961,009,019 61.03%
BLACKROCK MSCI EM MKT FR FD B 41,940,718 2.66%
EAFE STOCK PERFORMANCE INDEX 27,741,537 1.76% 0-10%
CORE Total 1,030,691,273 65.46% 50-70%
ACADIAN ACWI EX US VALUE 99,934,099 6.35%
BERNSTEIN ACWI EX 108,606,450 6.90%
VALUE Total 208,540,550 13.24% 10-20%
HANSBERGER INTL EQUITY GROWTH 114,662,547 7.28%
MARTIN CURRIE ACWI X 117,055,633 7.43%
GROWTH Total 231,718,180 14.72% 10-20%
BLACKROCK ACWI EX US SMALL CAP 26,413,248 1.68%
DFA INTERNATIONAL SMALL COMPAN 77,201,980 4.90%
SMALL CAP Total 103,615,228 6.58% 5-15%
MTIP Total 1,574,565,231 100.00%

9/30/2013 International Stock Pool By Manager
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A look at the style performance matrices shows that returns in the quarter were positive across 
the board.  Small caps continued to outperform large caps within developed markets while 
lagging their larger brethren in emerging markets.  Within developed markets, value stocks 
posted higher returns than growth stocks among all cap sizes.  The same was true within 
emerging markets except for small caps where growth stocks had a slight edge.  Recall that the 
underperformance of value to growth in emerging markets was at historical levels last quarter.  A 
reversal in that relative performance seemed to take hold in the third quarter. 
 
For the twelve months ended in September, it was much the same in developed markets with 
smaller caps leading and value stocks outperforming.  Within emerging markets, the yearly 
returns were in the single digits with small caps outperforming while value lagged growth.   
 

 
 
The currency effect on international investments added to international equity returns for U.S. 
investors as the dollar declined about three percent compared to the basket of six major 
currencies which constitute the DXY Index, shown in the graph above.   
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MTIP underperformed the pool benchmark by 13 basis points for the quarter but outperformed 
by 67 basis points for the twelve months through September.  The quarterly under performance 
was largely a result of the performance of the actively managed portfolios although the slight 
overweight in small caps did add to the performance of the pool. 
 
Performance of the actively managed portfolios was mixed in the quarter as two of the five 
active portfolios outperformed their respective benchmarks.  Large cap growth and small cap 
style buckets added to the relative return of the pool while the large cap value bucket 
underperformed. 
   
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.  Staff has completed manager searches in both areas and funding of the 
new managers is expected to be completed sometime in the first quarter. 
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INTERNATIONAL EXPOSURE-MARKET CAP %
September 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 2.3 11.7 12.2 23.6 16.4 13.3 14.3 6.2 27.2             
Bernstein Inv Mgt & Research with look throughs 3.7 9.6 13.2 20.3 13.5 17.1 4.2 0.1 43.8             
DFA International Small Cap 0.0 0.0 0.0 0.0 0.1 27.8 56.7 15.4 1.6               
Hansberger Global Investors 7.7 7.4 19.3 30.8 8.1 21.4 5.3 0.0 44.7             
Martin Currie 5.4 12.6 19.1 29.7 17.3 13.7 2.2 0.0 48.5             
BlackRock ACWI Ex US Superfund A 4.8 10.2 20.3 25.8 16.7 19.1 1.7 0.0 44.8             
BlackRock Intl Small Cap Index look through 0.0 0.0 0.0 0.0 0.0 26.1 60.7 12.3 1.4               
BlackRock ACWI Ex US Superfund A 1.8 6.7 11.8 20.5 23.1 28.9 6.6 0.1 21.4             
BlackRock Emerging Market Fund look through 4.5 9.7 17.8 24.4 15.2 19.4 6.9 1.4 40.7             

ALL INTERNATIONAL EQUITY PORTFOLIOS 4.5 9.7 17.8 24.4 15.2 19.4 6.9 1.4 40.7             
International Custom Benchmark 4.8 10.3 20.5 25.8 16.7 19.3 2.4 0.2 -               
Over/underweight(-) -0.3 -0.6 -2.7 -1.5 -1.6 0.1 4.4 1.2



INTERNATIONAL EXPOSURE-SECTOR %
September 30, 2013

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

Acadian Asset Management 8.0 1.4 17.4 30.3 4.5 10.8 9.6 4.9 8.6 4.4
Bernstein Inv Mgt & Research with look throughs 15.3 6.6 9.6 26.9 7.8 11.3 6.2 7.3 5.7 2.8
DFA International Small Cap 20.2 5.9 5.8 14.1 5.6 25.1 8.8 10.4 1.8 2.3
Hansberger Global Investors 20.2 11.6 3.0 14.2 11.3 12.9 11.0 7.8 5.9 1.9
Martin Currie with look throughs 16.6 18.1 5.6 18.0 8.1 12.5 6.3 9.5 4.0 1.3
BlackRock ACWI Ex US Superfund A 10.6 10.0 9.2 26.2 7.6 11.0 6.3 8.7 5.7 3.4
BlackRock Intl Small Cap Index look through 18.2 5.9 5.5 19.1 5.6 19.6 10.5 11.7 1.0 2.1
BlackRock Emerging Market Fund look through 8.8 8.7 11.9 26.8 1.5 6.2 15.0 9.8 7.5 3.2

All International Equity Portfolios 12.1 9.7 8.8 24.4 7.5 12.0 7.6 8.5 5.5 3.1
International Custom Benchmark 10.8 10.1 9.3 26.5 7.7 11.2 6.4 8.8 5.7 3.4
Over/underweight(-) 1.3 -0.5 -0.5 -2.2 -0.2 0.8 1.2 -0.3 -0.2 -0.3



INTERNATIONAL PORTFOLIO CHARACTERISTICS
September 30, 2013

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

Value Securities Growth Earnings Book Yield

International Accounts with look throughs 1,574,880,298 8,333 16.1 14.1 1.6 2.87

International Equity Managers
Acadian Asset Management 100,164,948.2     362                   17.2 9.7                    1.2                    3.38                  
Bernstein Inv Mgt & Research with look throughs 109,048,086        224                   15.1 12.7                  1.4                    3.05                  
DFA International Small Cap 77,197,544          4,228                18.0 15.0                  1.3                    2.50                  
Hansberger Global Investors 114,679,539        60                     21.5 18.5                  2.5                    1.81                  
Martin Currie with look throughs 116,689,568        58                     18.0 17.4                  2.3                    2.31                  
BlackRock ACWI Ex US Superfund A 961,013,227        1,846                14.9 14.2                  1.6                    3.01                  
BlackRock Intl Small Cap Index look through 26,404,032          4,207                19.1 15.0                  1.4                    2.48                  
BlackRock Emerging Market Fund look through 41,941,381          826                   18.9 11.3                  1.5                    2.73                  

Benchmarks
MSCI All Country World Ex-United States 1,822                14.9 14.2                  1.6                    3.01                  
MSCI All Country World Ex-United States Growth 1,033                18.7 17.7                  2.4                    2.23                  
MSCI All Country World Ex-United States Value 1,027                11.0 11.8                  1.2                    3.78                  
MSCI EAFE Small Cap 2,145                18.0 15.8                  1.4                    2.40                  
MSCI World Ex-United States Small Cap 2,377                19.4 15.7                  1.4                    2.47                  
MSCI All Country Pacific 929                   20.3 14.1                  1.5                    2.49                  
MSCI Europe 437                   9.6 14.7                  1.7                    3.39                  



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 24.1% 24.6% -0.51%
Australia 5.21% 5.71% 10.9% 10.9% 0.3% 5.9%
Hong Kong 1.99% 2.12% 8.2% 8.2% 6.0% 11.9%
Japan 15.59% 15.55% 6.7% 6.7% 22.7% 28.8%
New Zealand 0.12% 0.09% 13.8% 13.8% 12.0% 16.1%
Singapore 1.19% 1.12% 3.5% 3.5% -1.6% 1.5%

European Union 23.4% 24.2% -0.81%
Austria 0.29% 0.21% 18.6% 18.6% 8.9% 26.8%
Belgium 0.98% 0.84% 12.9% 12.9% 14.2% 21.4%
Denmark 0.91% 0.81% 15.6% 15.6% 18.5% 22.1%
Finland 0.59% 0.63% 24.6% 24.6% 23.8% 38.2%
France 6.62% 7.00% 15.8% 15.8% 17.8% 30.3%
Germany 5.88% 6.23% 12.9% 12.9% 13.9% 23.8%
Greece 0.08% 0.03% 26.1% 26.1% 4.7% 23.4%
Ireland 0.32% 0.24% 15.6% 15.6% 31.4% 41.8%
Italy 1.52% 1.54% 18.9% 18.9% 9.7% 19.9%
Netherlands 1.82% 1.89% 14.6% 14.6% 18.0% 29.1%
Portugal 0.16% 0.13% 11.4% 11.4% 10.5% 24.3%
Spain 1.80% 2.27% 25.3% 25.3% 16.6% 26.6%
Sweden 2.38% 2.33% 15.8% 15.8% 16.9% 22.7%

Non-EU Europe 7.5% 7.0% 0.43%
Norway 0.88% 0.59% 8.2% 8.2% 0.5% 1.6%
Switzerland 6.59% 6.45% 9.8% 9.8% 18.9% 28.3%

North America 5.8% 7.2% -1.36%
Canada 5.76% 7.19% 8.5% 8.5% -0.6% -1.0%
USA 0.06% 0.00% 5.7% 5.7% 19.3% 18.8%

United Kingdom 15.3% 15.6% -0.34%
United Kingdom 15.26% 15.60% 11.8% 11.8% 10.5% 14.6%

Other
Other 0.61% 0.32%

DEVELOPED TOTAL 76.60% 78.91% -2.31%

Asia/Pacific 14.5% 13.1% 1.42%
China 5.06% 4.09% 11.0% 11.0% -2.0% 11.4%
India 1.28% 1.23% -6.2% -6.2% -16.3% -15.7%
Indonesia 0.50% 0.50% -24.7% -24.7% -20.5% -20.0%
South Korea 3.83% 3.37% 14.4% 14.4% -0.3% 3.8%
Malaysia 0.81% 0.79% -3.8% -3.8% 0.8% 3.4%
Philippines 0.15% 0.19% -6.2% -6.2% -2.8% 8.3%
Taiwan 2.22% 2.44% 2.0% 2.0% 4.2% 5.3%
Thailand 0.71% 0.52% -6.0% -6.0% -6.7% -0.5%

European Union 0.4% 0.5% -0.01%
Czech Republic 0.06% 0.05% 14.0% 14.0% -12.4% -15.2%
Hungary 0.05% 0.04% -3.3% -3.3% -0.7% -2.1%
Poland 0.33% 0.36% 14.8% 14.8% -4.1% 7.3%

Non-EU Europe 1.5% 1.3% 0.19%
Russia 1.49% 1.30% 12.8% 12.8% -3.0% -1.0%

Latin America/Caribbean 4.2% 4.2% -0.07%
Brazil 2.43% 2.44% 7.3% 7.3% -13.7% -11.6%
Chile 0.32% 0.36% -5.9% -5.9% -17.9% -18.1%
Colombia 0.19% 0.25% 9.0% 9.0% -14.1% -3.9%
Mexico 1.08% 1.08% -2.0% -2.0% -8.5% -3.3%
Peru 0.14% 0.09% -3.5% -3.5% -33.4% -30.6%

Mid East/Africa 1.9% 2.0% -0.09%
Egypt 0.03% 0.04% 18.0% 18.0% -8.2% -18.3%
Morocco 0.01% 0.02% -0.2% -0.2% -9.4% -7.7%
South Africa 1.38% 1.58% 7.5% 7.5% -9.7% -5.1%
Turkey 0.49% 0.37% -0.7% -6.7% -15.7% -0.8%

Frontier 0.07% 0.00% 0.07%

EMERGING & FRONTIER TOTAL 22.6% 21.1% 1.51%

Developed Countries

Emerging & Frontier Market 
Countries

September 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:  November 19, 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 
November 2013 

 

Manager Style Bucket Reason $ Invested       
(mil) Inclusion Date 

Alliance Bernstein  International – 
LC Value Performance $108.6 August 2012 

Hansberger International – 
LC Growth Performance $114.7 May 2013 

 
 
 



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

November 19, 2013 
 

RETIREMENT & TRUST FUND BOND POOLS 
 
The bond market was rocked in May and June when interest rates rose in reaction to Fed statements 
indicating that the central bank was ready to start cutting back on its monthly bond purchases.  That 
changed in the third quarter when economic growth and inflation slowed.  Following its September 
17-18 meeting, the Federal Reserve surprised the capital markets by delaying the start of tapering.  
The yield to maturity on the U.S. Treasury 10-year note continued rising through much of the third 
quarter, peaking at 3.00% on September 5th.  However, yields then began falling to end the quarter 
on September 30th at a yield of 2.61%.  The Barclays Capital Aggregate index returned +0.57% for 
the third quarter and posted a return of -1.89% for the calendar year through three quarters.    
  

3Q13 Historical Yield Curve – Annual and Quarterly Comparison 

 
  
Economic growth, the rate of inflation and hiring have all have been slowing.  A partial shutdown of 
the federal government began October 1st and lasted 16 days.  Estimates are that the shutdown 
trimmed about 0.3% from fourth quarter GDP.  Economists are forecasting real GDP growth for all 
of 2013 at a rate of approximately 1.6%, according to the Blue Chip Economic Indicators.  CPI is 
estimated to grow at 1.5% year-over-year for 2013 and 1.9% in 2014.  While non-farm payrolls grew 
at a monthly average of 207,000 in the first quarter, they slowed to 182,000 in the second quarter 
and 143,000 in the third quarter.     
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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 – 09/30/13 

 
 

 
 

 
Option-adjusted spreads tightened by 31 basis points in the third quarter within the High Yield sector.  
By November 1st, spreads had tightened an additional 50 basis points.  Investment grade corporate 
bonds tightened as well, with OAS going from 152 basis points on June 28th to 141 on September 30th.  
Investment grade yield spreads tightened to 132 basis points by November 1st.     
 
     
 

  Retirement Fund Bond Pool 
 

   

 RFBP 
Combined 

External Management Internal Management 
 

 

 Reams Artio Post Neuberg 
Berman 

CIBP TFBP CIBP/TFIP 
Policy 
Range 

Barclays 
Aggregate 

Treasuries 16.95 33.52 3.63 0.00 0.00 15.94 15.84 15-45 36.14 
Agencies & Govt 
Related 4.91 0.00 22.04 0.00 0.00 5.48 5.32 5-15 10.34 

Total 
Government 

21.86 33.52 25.67 0.00 0.00 21.42 21.16 20-60 46.48 

          
Mortgage Backed 21.17 9.54 20.93 0.00 0.00 25.24 26.12 20-40 29.46 
Asset Backed 4.85 1.08 6.08 0.00 0.00 5.88 5.66 0-7 0.44 
CMBS 10.20 7.08 8.62 0.00 0.00 11.82 11.91 0-12 1.73 
Total 
Securitized 

36.21 17.70 35.63 0.00 0.00 42.94 43.69 20-59 31.63 

          
Financial 13.52 22.47 10.23 10.95 6.00 12.60 11.91  7.11 
Industrial 21.56 14.01 17.21 74.53 86.60 16.38 16.37  12.39 
Utility 3.77 0.01 1.21 0.00 3.03 4.76 4.76  2.39 
Total Corporate 38.85 36.49 28.65 85.48 95.63 33.74 33.04 10-40 21.89 
          
Other 0.62 0.00 0.00 3.49 0.92 0.00 0.00  0.00 
Cash 2.46 12.28 10.05 11.03 3.45 1.90 2.11  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 
09/30/13 

High Yield 0-10% 7.34% 
Core Real Estate 0-8% 7.12% 
Core (U.S. Investment 
Grade) 0-100% 85.54% 

RFBP Fixed Income Sector 
Policy 
Range 

RFBP on 
09/30/13 

U.S. High Yield 0-15% 11.23% 
Non-US (incl. EM) 0-10% 4.17% 
Total "Plus" sectors 0-20% 15.40% 
Core (U.S. Investment 
Grade) 80-100% 84.60% 
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Barclays U.S. High Yield 2% Issuer Cap, Average OAS – 09/30/12 to 11/04/13 

 
 
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 09/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   102.96 3.58 3.50 2.85 5.31 1.01 
Benchmark   105.58 3.46 3.31 2.31 5.25 0.54 
Difference  -2.62 0.12 0.19 0.55 0.06 0.47 

Benchmark Comparison Analysis 
RFBP vs. Merrill US Broad Market Index  on 09/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   103.74 3.69 3.70 3.06 5.17 1.34 
Benchmark   105.58 3.46 3.31 2.31 5.25 0.54 
Difference  -1.84 0.23 0.39 0.75 -0.08 0.80 
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The graph below shows the decline in the labor force participation rate and recent gains in hourly 
earnings.  New hires outpaced job losses. 
  

 
 

Concluding Comments 
 
Janet Yellen was nominated to be the next chairman of the Federal Reserve, replacing Ben Bernanke 
when his term expires on January 31st.  Ms. Yellen is believed by economists to be dovish on monetary 
policy.  Thus, many believe that easy monetary conditions will persist into 2014.  Investors believe that 
the earliest tapering of monthly bond purchases will begin is following the FOMC meeting of March 
2014.    
 
Negative returns thus far in 2013 can be widely attributed to perceived changes in monetary policy. 
Economic fundamentals should have been supportive of lower interest rates.  Nevertheless, the credit 
markets may already have built in an allowance for future changes in policy toward tighter conditions. 

Benchmark Comparison Analysis 
TFBP vs. Merrill US Broad Market Index  on 09/30/13 

Summary Characteristics 
      Current Yield to Effective Effective 
  Price Coupon Yield  Maturity Duration Spread 
Portfolio   104.22 3.99 3.91 2.82 5.28 1.00 
Benchmark   105.58 3.46 3.31 2.31 5.25 0.54 
Difference  -1.36 0.53 0.60 0.51 0.03 0.46 
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Par Book Market Price Name Coupon % Maturity
Rating 
M/S&P Comments

$8.000 $7.954 $8.115 $101.44 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 $54.120 $108.24 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 $4.676 $93.52 American Presidents Co 8.000 01/15/24 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 $2.588 $25.88 Lehman Brothers 5.500 05/25/10 NR/NR Currently in default and liquidation
$73.000 $63.332 $69.499

A

None

D = Deletions since 6/30/13
$4.630 $4.630 $4.914 $106.13 America West Air1999 - 1 7.930 01/02/20 B1/BBB- S&P upgraded to BBB- on 9/23/13

$10.000 $0.519 $2.588 $25.880 Lehman Brothers 5.500 05/25/10 NR/NR Currently in default and liquidation

BELOW INVESTMENT GRADE FIXED INCOME HOLDINGS (INTERNALLY MANAGED)

In default 

September 30, 2013
(in millions)

= Additions since 6/30/13



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:  November 19, 2013 
   
Subject: Fixed Income External Managers Watch List  
 
 
Post Advisors, a High Yield manager in both the Retirement Funds Bond Pool and the 
Trust Funds Investment Pool remains on the watch list.  Performance has continued to be 
fine; however, the firm announced several recent personnel changes, including the 
resignation of the firm’s COO following organizational changes proposed by the majority 
owner, Principal Financial Group.  As stated in August, while we remain confident in the 
manager, we think the changes merit listing until we have more time to observe the 
manager following recent organizational changes. 
 

MANAGER WATCH LIST 
 
 

Manager Strategy Reason 
Amount Invested 
($ millions) as of 

July 31, 2013 
Inclusion Date 

Post Advisors Public High Yield Organizational 
stability 

$60.2 RFBP 
$107.9 TFIP Aug 2013 

 
 
 



 
Short Term Investment Pool (STIP) 

Richard Cooley, CFA, Portfolio Manager 
November 19, 2013 

 
During the third 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 2.4 basis points 
and one month Libor rates decreased by 2.1 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 were unchanged during the quarter, as depicted by the spread between three 
month Treasury bills and three month Libor rates (TED spread).  This spread ended the third quarter at 
about 24 basis points, unchanged for the quarter. 
 

TED Spread (09/30/12 – 09/30/13) 

 
 

 
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 47 days as compared to a 
policy maximum of 60 days. Asset-backed commercial paper is 26% of holdings (40% max) and 
corporate exposure is 35% (40% max).  We currently have approximately 9% in agency paper, 20% in 
Yankee CD’s (30% max) and 7% in four institutional money funds.   
 
During the third quarter we purchased $120 million of floating rate corporate notes.  We also 
purchased $105 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 0.16% as compared with the current one-month LIBOR rate of 
0.168% and current fed funds target rate of 0.0%-0.25%.  The portfolio asset size is currently $2.45 
billion, down from three months ago.  All charts below are as of October 29, 2013. 
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STIP Performance (9/30/13) 
      1 Year 3 Year 5 Year 10 Year 

STIP Net of Fees/Reserve 0.22% 0.27% 0.46% 1.99% 
iMoneynet First Tier Instit. (Gross) 0.25% 0.28% 0.47% 2.02% 
LIBOR 1 Month Index 0.20% 0.23% 0.32% 1.95% 

 
 
 
 

 

 
 
 

CP/NOTES 
35.6% 

ABCP 
25.9% 

CD 
20.4% 

AGENCY 
9.2% 

MMF 
7.1% 

SIV 
1.8% 

Program Type Exposure 
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Corporate Debt  
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Trade Receivables 

Auto Loan/Lease 
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Mortgage 

CDO/CLO/CBO CC Receivables 
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Commercial 
Mortgage 

Student Loans 
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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 

November 19, 2013 

 
The fund totaled $971 million as of September 30, 2013, consisting of approximately one half 
general fund monies and the balance in various other state operating accounts.  There were two 
security purchases in the third quarter.  Current securities holdings total $40 million.  The 
investment policy for the fund limits security holdings to 50% of the projected General Fund 
FYE balance of the current period.  The September projected General Fund FYE balance was 
$440 million.  



State Fund Insurance 

Richard Cooley, CFA, Portfolio Manager 
November 19, 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 09/30/2013 

Summary Characteristics 
     Current Yield to Effective Effective 
  Price Coupon Yield Maturity Duration Spread 
Portfolio   105.51 3.63 3.46 1.71 3.59 0.67 
Benchmark   104.72 2.82 2.72 1.61 3.96 0.48 
Difference  0.79 0.81 0.74 0.10 -0.37 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 third quarter mixed as compared to the end of the previous quarter.  
Agencies spreads were 6 basis points wider at 21 basis points and corporate spreads tightened by 11 
basis points from 152 basis points to 141 basis points.  During the quarter, the ten year Treasury yield 
increased by 12 basis points from 2.49% to 2.61%. 
 
The total fixed income (including STIP) portion of the account outperformed the benchmark by 17 
basis points during the September quarter and outperformed by 67 basis points over one year.  Longer 
term performance is +99 basis points for the past three years, +174 basis points for the past five years 
and +53 basis points for the past ten years (ended September 30). 
 
As a reminder, the primary investment objective is to maximize investment income consistent with 
safety of principal. 
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During the September quarter, there were purchases of $18 million of corporate bonds spread across 
the curve.  We also purchased $5 million of 7 year Treasuries.  We sold $11 million of equity fund 
units during the quarter.   
 
The portfolio has a 10 basis point yield advantage over the benchmark.  Client preferences include 
keeping the STIP balance in a 1-5 percent range (2.9% on 9/30) and limiting holdings rated lower than 
A3 or A- to 25 percent of fixed income, at the time of purchase, (25.0% on 9/30).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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 09/30/2013 

  
SFBP Portfolio 

(%) 
Benchmark 

(%) Difference 

Treasuries      16.30 58.15 -41.85 

Agencies & Govt Related 20.74 13.25    7.49 

Total Government 37.04 71.40 -34.36 

     

Mortgage Backed   0.82   0.00    0.82 

Asset Backed      4.95   0.00    4.95 

CMBS              0.04   0.00    0.04 

Securitized         5.81   0.00    5.81 

     

Financial         24.91 10.12 14.79 

Industrial 22.99 16.93    6.06 

Utility             5.76   1.55    4.21 

Total Corporates 53.66 28.60  25.06 

     

Other   0.00   0.00    0.00 

Cash                3.49   0.00    3.49 

Total                   100.00      100.00  
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9/30/2013 State Fund By Sector 
        

 
Security Name Market Value % 

    
   CASH 39,788,797  2.94% 

CASH EQUIVALENTS   39,788,797  2.94% 

   BANKS 116,302,741  8.59% 

   COMMUNICATIONS 24,641,518  1.82% 

   ENERGY 32,449,254  2.40% 

   GAS/PIPELINES 6,072,386  0.45% 

   INSURANCE 67,152,411  4.96% 

   OTHER FINANCE 112,846,759  8.34% 

   RETAIL 17,817,751  1.32% 

   TRANSPORTATION 43,200,474  3.19% 

   UTILITIES 68,977,223  5.10% 

   ENERGY 5,082,627  0.38% 

   INDUSTRIAL 109,665,741  8.10% 

CREDIT   604,208,884  44.65% 

   EQUITY 152,592,270  11.28% 

EQUITY   152,592,270  11.28% 

   TITLE XI 880,441  0.07% 

   TREASURY NOTES/BONDS 184,384,898  13.62% 

   AGENCY 218,786,023  16.17% 

GOVERNMENT   404,051,362  29.86% 

   FHLMC 5,113,374  0.38% 

   FNMA 4,224,658  0.31% 

GOVERNMENT-MORTGAGE BACKED   9,338,032  0.69% 

   REAL ESTATE 71,170,519  5.26% 

REAL ESTATE   71,170,519  5.26% 

   OTHER STRUCTURED 56,181,671  4.15% 

   CMBS 505,541  0.04% 

STRUCTURED    56,687,212  4.19% 

   OTHER 15,516,187  1.15% 

YANKEE BONDS   15,516,187  1.15% 

STATE FUND BY SECTOR   1,353,353,264  100.00% 
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STRUCTURED , 
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1.15% 

9/30/2013 State Fund By Sector  
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MONTANA BOARD OF INVESTMENTS 
SUMMARY OF INDIVIDUAL PLAN PERFORMANCE 
Rates of Returns
Periods Ending September 30, 2013

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

DATE

11-Oct-2013 3:27:05 PM EDT

Provided by State Street Investment Analytics
Page 3

STATE FUND INSURANCE
TOTAL 1,362,584 100.0 1.16 1.44 1.44 2.36 4.76 7.25 5.28 6.03 12/01/1993

EQUITIES 152,592 11.2 3.56 5.78 5.78 19.14 15.15 9.93 7.54 01/01/2001 
Domestic 134,400 9.9 3.13 5.24 5.24 19.46 16.36 10.58 7.86

18,192 1.3 6.95 10.09 10.09 16.57 6.06

STATE FUND INSURANCE CUSTOM COMPO 1.11 1.22 1.22 1.70 3.80 5.51 4.52

S&P 500 3.14 5.24 5.24 19.34 16.27 10.02 7.57

MSCI AC WORLD ex US (NET) 6.95 10.09 10.09 16.48 5.95 6.26 8.77

Barclays Gov/Credit Intermediate 0.81 0.62 0.62 -0.50 2.42 4.95 4.09

0.01 0.05 0.05 0.20 0.23 0.32 1.95

Foreign
TOTAL FIXED INCOME 1,138,821        100.0          0.85          0.79          0.79          0.17          3.41           6.69         4.62           5.87        12/01/1993

39,794            3.5          0.01          0.04          0.04          0.21          0.27           0.45         2.46           3.64 CASH EQUIVALENTS 
FIXED INCOME  1,099,027      96.5          0.88          0.80          0.80          0.13          3.48           6.85         4.90           6.11 

REAL ESTATE   71,171        100.0          0.76          2.21          2.21  2.59        04/01/2013

LIBOR 1 MONTH INDEX NCREIF 

ODCE 1 QTR LAG (NET) 3.60          3.60          3.60        11.08         13.85        -1.07  5.95  

3.66           



Return to Agenda

cc0153
Sticky Note



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:  November 19, 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 June 30th. 
 
(ii) New Commitments:   

The table below summarizes the investment decisions made by staff since the last Board 
meeting.  Two commitments of $25M each were made to Pine Brook Capital Partners II, 
LP and HCI Equity Partners IV, LP, respectively.  Staff also committed an additional 
$5M to White Deer Energy II, LP through the acquisition of a secondary LP interest.  
Investment briefs summarizing these funds and the general partners follow.  
 

Fund Name Vintage Subclass Sector Amount Date 

Pine Brook Capital Partners 
II, LP 2013 Growth 

Equity 

Energy & 
Financial 
Services 

$25M 9/16/13 

White Deer Energy II, LP 2013 Buyout Energy $5M 9/13/13 

HCI Equity Partners IV, LP 2013 Buyout Diversified $25M 9/6/13 

  
 
(iii)  Portfolio Index Comparison: 

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

(iv) Comparison to other state funds: 
This data reflects a separate survey conducted by CEM Benchmarking of other states’ 
private equity programs as of year-end 2012.  Although this peer comparison survey is 
not likely to be repeated, it is included as additional benchmarking data this time in 
addition to the index comparison noted above.  



Montana Board of Investments 
 

Private Equity Board Report 
 

Q2 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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IRR Benchmark Comparison (Since 1980)
As of June 30, 2013

By Investment Focus
Description PIC Client DPI Client RVPI Client TVPI Client IRR Client
Buyout 0.82 0.66 0.83 0.93 0.63 0.65 1.46 1.58 12.44 12.29

Venture Capital 0.83 0.72 0.78 0.71 0.57 0.70 1.35 1.41 10.08 15.44
Mezz & Distressed 0.78 0.67 0.84 1.03 0.57 0.45 1.42 1.48 11.57 21.72

Pooled IRR 0.81 0.73 0.83 0.87 0.61 0.59 1.44 1.47 11.97 12.47

By Origin
Description PIC Client DPI Client RVPI Client TVPI Client IRR Client
US 0.82 0.78 0.87 0.90 0.60 0.59 1.47 1.49 12.16 12.80
Non-US 0.80 0.66 0.69 0.65 0.65 0.55 1.35 1.20 11.14 6.22

Pooled IRR 0.81 0.75 0.83 0.88 0.61 0.59 1.44 1.47 11.97 12.45

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 18.07 27.63

1991 1.03 1.07 2.83 2.29 0.00 0.00 2.83 2.29 27.01 24.24

1992 0.99 N/A 2.28 N/A 0.00 N/A 2.28 N/A 23.50 N/A

1993 0.99 1.03 2.29 2.23 0.00 0.00 2.30 2.23 24.01 23.25

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

1995 0.93 N/A 1.96 N/A 0.01 N/A 1.97 N/A 21.42 N/A

1996 1.00 1.12 1.67 1.65 0.01 0.00 1.68 1.65 13.18 14.80

1997 1.00 1.05 1.57 1.89 0.01 0.00 1.58 1.89 10.74 15.19

1998 1.00 1.11 1.33 1.33 0.03 0.02 1.36 1.35 7.02 6.02

1999 1.00 1.04 1.20 1.85 0.07 0.08 1.27 1.93 5.65 14.81

2000 1.00 1.03 1.35 1.32 0.20 0.20 1.55 1.52 10.45 8.77

2001 0.98 1.00 1.58 1.40 0.21 0.28 1.79 1.67 16.68 13.97

2002 0.98 1.00 1.50 1.38 0.21 0.23 1.72 1.60 19.40 25.50

2003 0.97 0.99 1.47 0.83 0.53 0.55 2.01 1.38 20.78 6.47

2004 0.98 0.91 1.20 1.05 0.45 0.52 1.66 1.57 13.69 12.70

2005 0.98 0.96 0.88 0.75 0.62 0.72 1.50 1.47 9.99 8.78

2006 0.93 0.89 0.50 0.44 0.77 0.82 1.27 1.26 5.83 5.61

2007 0.89 0.91 0.45 0.55 0.84 0.65 1.29 1.20 7.60 5.65

2008 0.77 0.71 0.43 0.43 0.90 0.95 1.33 1.38 10.88 13.36

2009 0.76 0.65 0.30 0.32 1.01 1.01 1.31 1.33 13.29 14.18

2010 0.63 0.49 0.11 0.27 1.04 1.05 1.16 1.33 8.79 18.87

2011 0.42 0.35 0.13 0.03 0.98 1.04 1.11 1.07 9.77 5.09

2012 0.26 0.20 0.07 0.02 0.95 1.05 1.02 1.06 6.25 10.32
2013 0.21 0.00 0.01 0.00 0.91 -0.01 0.92 -0.01 -11.75 N/A

Pooled IRR 0.81 0.73 0.83 0.87 0.61 0.59 1.44 1.47 11.97 12.47

Based on data compiled from 2,225 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 
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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:  November 19, 2013 
   
Subject:   Montana Real Estate Pool (MTRP) 
 
The table below summarizes the investment decisions made by staff since the last Board 
Meeting.  Three commitments of $25M, $25M and $30M were made to Molpus 
Woodlands Fund IV, LP, DRA Growth and Income Fund VIII, LP and BPG Investment 
Partnership IX, LP, respectively.  Investment briefs summarizing these funds and the 
general partners follow. 
 
 

Fund Name Vintage Subclass Property 
Type 

Amount Date 

Molpus Woodlands Fund IV, LP 2013 Timberland Diverse $25M 9/6/13 
DRA Growth and Income Fund 

VIII, LP 
2013 Value-add Diverse $25M 8/23/13 

BPG Investment Partnership IX, 
LP 

2012 Value-add Diverse $30M 7/12/13 

 
 
Following these fund descriptions is the comprehensive review of the real estate portfolio 
for the quarter ended June 30th. 
 



Montana Board of Investments 
Real Estate Board Report 

 
Q2 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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Q2 2013  Leverage 

Q3 2012 Q4 2012 Q1 2013 Q2 2013

22.19% 22.34% 22.19% 22.12%
0.00% 0.00% 0.00% 0.00%

55.00% 54.87% 54.10% 55.12%

Core
Timber
Non-Core (Total) 
Total 43.45% 43.06% 42.59% 42.11%

51.24% 46.79% 46.58% 45.25%
Non-Core Breakout:
Opportunistic
Value Add 57.11% 59.13% 57.83% 59.78%

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: Clifford A. Sheets, CFA, Chief Investment Officer 
Jon Putnam, CFA, FRM, Investment Analyst 

Date: November 19, 2013 

Subject: University of Montana Operating Funds Policy Statement Changes 

Staff has updated the policy statement in consultation with U of M to more closely reflect 
current client preferences and allocation expectations.  The policy statement has not been 
updated since 2002. 

Staff recommends the Board approve the revised University of Montana Operating Funds 
Policy Statement, dated November 2013.  The policy statement marked with changes 
follows this memo.  
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
 

INTRODUCTION 
 
The purpose of this investment policy statement is to outline the account objectives, permissible 
investments and constraints that will guide the management of the portfolio. The purpose of an 
investment policy statement isThe policy is designed to give the investment manager guidance in 
developing an investment program to achieve the objectives agreed upon and enableof the client, 
the University of Montana (UM), and to monitor the progress of the planportfolio. 
 
OBJECTIVES 
 
Return Requirement:  To increase the total rate of return by using the Trust Funds Bond Pool and 
U.S. Government securities.  maximize the income return of the portfolio by investing a portion of 
assets in Trust Fund Investment Pool (TFIP) and/or individual agency securities while still 
maintaining adequate liquidity to meet all current UM obligations. The portfolio seeks to diversify 
in order to maximize return at a level greater than the Short Term Investment Pool (STIP) over a 3 
year period.  
 
Current Income:  To stabilize and increase the income yield to approximately 4-5 percent. 
 
Risk Tolerance:  The UM estimates that up to $20 million of these accounts could be invested 
longer term.  However, only $10 million will initially be invested in the TFIP.  Part of the income 
yield from the TFIP will be held in reserve to offset potential losses.This account has an average 
ability to assume risk. The purpose of the account is to finance University operations. However, 
there are significantly more funds available than are required to pay annual expenses. Cash flows 
are predictable and fluctuate primarily in conjunction with tuition payments during the academic 
year.  
 
A portion of the portfolio is viewed as stable and may be applied to longer dated investments with 
modest interest rate and credit risk. This portion of the portfolio is unlikely to be required for 
University funding needs within five years. This portion of the portfolio will be invested in TFIP to 
obtain exposure to a diversified investment pool and reduce idiosyncratic risk.  
 
The second piece of the portfolio will be invested in 1-5 year U.S. Treasury/Agency securities. This 
portion of the portfolio can tolerate modest interest rate risk but has a low tolerance for credit risk. 
The objective is to earn a rate of return greater than STIP while maintaining a certain level of 
liquidity and avoiding credit risk. The U.S. Treasury/Agency securities will be laddered over a 
maximum maturity of 5 years. The client intends to maintain adequate cash so these securities may 
be held to maturity. However, a laddered maturity structure will ensure that some short term 
securities are available for liquidation without realizing a substantial loss/gain if securities need to 
be sold.  
 
The final section of the portfolio is used to fund immediate operational needs and has low tolerance 
for liquidity, credit and interest rate risk. This part of the portfolio will be invested in STIP. The 
client intends to maintain a cash balance of at least $10 million. Cash includes both STIP and other 
University cash accounts.  
 
U of M Operating Funds ips July 02 November 2013 
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
 
CONSTRAINTS 
 
Time Horizon:  The maturity horizon of the portfolio is designed to maximize income while 
providing funds to meet annual client liabilities. Part of this account, $10-$20 million, has a time 
horizon of at least 5 years.  The balance of the account will be held in STIP for liquidity needs.The 
total market value of the account fluctuates throughout the year as funds are deposited and 
withdrawn according to student payments and business needs. Based on the average monthly assets 
under management (AUM) approximately 35% of the portfolio is long term, 40% is intermediate 
term and 25% is short term.  
 
Liquidity Needs: Liquidity needs is high since these are operating funds.The client will provide 
regular reports to MBOI detailing current cash as well as expected income and expenses in order to 
ensure that adequate cash is available to meet current liabilities. The STIP portfolio will be used to 
manage immediate cash requirements. In addition, the intermediate portion of the portfolio will be 
invested in liquid U.S. Treasury and Agency securities that will be available for sale, if required. 
The intermediate segment of the portfolio will be laddered between 0-5 year securities which will 
provide additional near term maturities that can be used to fund operational needs.  
 
Tax Considerations:  This fund is tax-exempt; therefore, tax advantaged investments will not be 
used. 
 
Legal Considerations:  This Board of Investments (BOI) is governed by state regulations, 
specifically, the "prudent expert principle" which requires the BOI to:  (a) discharge its duties with 
the care, skill, prudence, and diligence, under the circumstances then prevailing, that a prudent 
person acting in a like capacity with the same resources and familiar with like manners exercises in 
the conduct of an enterprise of a like character 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 solely 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. 
 
Unique Circumstances:  The University of Montana maintains a reserve fund in the event securities 
need to be sold at a loss. The reserve fund was approximately $245K as of 08/06/13. These are not 
considered “state funds” so they don’t have to be managed by the BOI.  Income above a certain 
level is used for student scholarships. 
 
 
 
Client Preferences:  To increase the income yield above current STIP yield.

U of M Operating Funds ips July 02 November 2013 
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
  

ASSET ALLOCATION  
based on average market value over the fiscal year 

(at market) 

  Ranges 

Trust Funds Investment Pool (TFIP)  0-3040% 

U.S. Treasuries/U.S. Agencies  0-2045% 
Short Term Investment Pool (STIP) & 
Cash  1560-100% 

Total  100.0% 
 
 
ADMINISTRATIVE 
Securities Lending:    Section 17-1-113, MCA, authorizes the Board to lend securities held by the 
state. The Board may lend its publicly traded securities held in the investment pools, through an 
agent, to other market participants in return for compensation. Currently, through an explicit 
contract, State Street Bank and Trust, the state's custodial bank, manages the state's securities 
lending program. The Board seeks to assess the risks, such as counterparty and reinvestment risk, 
associated with each aspect of its securities lending program.  The Board requires borrowers to 
maintain collateral at 102 percent for domestic securities and 105 percent for international 
securities.  To ensure that the collateral ratio is maintained, securities on loan are marked to market 
daily and the borrower must provide additional collateral if the value of the securities on loan 
increases.  In addition to the strict collateral requirements imposed by the Board, the credit quality 
of approved borrowers is monitored continuously by the contractor.  From time to time, Staff or the 
investment manager may restrict a security from the loan program upon notification to State Street 
Bank.  Staff will monitor the securities lending program, and the CIO will periodically report to the 
Board on the status of the program. 
ADMINISTRATIVE 
 
Securities Lending:  Section 17-1-113, MCA, authorizes the Board to lend securities held by the 
state. The Board may lend its publicly traded securities held in the investment pools, through an 
agent, to other market participants in return for compensation. Currently, through an explicit 
contract, State Street Bank and Trust, the state's custodial bank, manages the state's securities 
lending program. The Board seeks to assess the risks, such as counterparty and reinvestment risk, 
associated with each aspect of its securities lending program.  The Board requires borrowers to 
maintain collateral at 102 percent for domestic securities and 105 percent for international 
securities.  To ensure that the collateral ratio is maintained, securities on loan are marked to market 
daily and the borrower must provide additional collateral if the value of the securities on loan 
increases.  In addition to the strict collateral requirements imposed by the Board, the credit quality 
of approved borrowers is monitored continuously by the contractor.  From time to time, Staff or the 
investment manager may restrict a security from the loan program upon notification to State Street 
Bank.  Staff will monitor the securities lending program, and the CIO will periodically report to the 
Board on the status of the program. 

3 
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
 

INTRODUCTION 
 
The purpose of this investment policy statement is to outline the account objectives, permissible 
investments and constraints that will guide the management of the portfolio. The policy is designed 
to give the investment manager guidance in developing an investment program to achieve the 
objectives of the client, University of Montana (UM), and to monitor the portfolio. 
 
OBJECTIVES 
 
Return Requirement:  To maximize the income return of the portfolio by investing a portion of 
assets in Trust Fund Investment Pool (TFIP) and/or individual agency securities while still 
maintaining adequate liquidity to meet all current UM obligations. The portfolio seeks to diversify 
in order to maximize return at a level greater than the Short Term Investment Pool (STIP) over a 3 
year period.  
 
Risk Tolerance:  This account has an average ability to assume risk. The purpose of the account is 
to finance University operations. However, there are significantly more funds available than are 
required to pay annual expenses. Cash flows are predictable and fluctuate primarily in conjunction 
with tuition payments during the academic year.  
 
A portion of the portfolio is viewed as stable and may be applied to longer dated investments with 
modest interest rate and credit risk. This portion of the portfolio is unlikely to be required for 
University funding needs within five years. This portion of the portfolio will be invested in TFIP to 
obtain exposure to a diversified investment pool and reduce idiosyncratic risk.  
 
The second piece of the portfolio will be invested in 1-5 year U.S. Treasury/Agency securities. This 
portion of the portfolio can tolerate modest interest rate risk but has a low tolerance for credit risk. 
The objective is to earn a rate of return greater than STIP while maintaining a certain level of 
liquidity and avoiding credit risk. The U.S. Treasury/Agency securities will be laddered over a 
maximum maturity of 5 years. The client intends to maintain adequate cash so these securities may 
be held to maturity. However, a laddered maturity structure will ensure that some short term 
securities are available for liquidation without realizing a substantial loss/gain if securities need to 
be sold.  
 
The final section of the portfolio is used to fund immediate operational needs and has low tolerance 
for liquidity, credit and interest rate risk. This part of the portfolio will be invested in STIP. The 
client intends to maintain a cash balance of at least $10 million. Cash includes both STIP and other 
University cash accounts.  
 
CONSTRAINTS 
 
Time Horizon:  The maturity horizon of the portfolio is designed to maximize income while 
providing funds to meet annual client liabilities. The total market value of the account fluctuates 
throughout the year as funds are deposited and withdrawn according to student payments and 
business needs. Based on the average monthly assets under management (AUM) approximately 
35% of the portfolio is long term, 40% is intermediate term and 25% is short term.  
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
 
 
Liquidity Needs:  The client will provide regular reports to MBOI detailing current cash as well as 
expected income and expenses in order to ensure that adequate cash is available to meet current 
liabilities. The STIP portfolio will be used to manage immediate cash requirements. In addition, the 
intermediate portion of the portfolio will be invested in liquid U.S. Treasury and Agency securities 
that will be available for sale, if required. The intermediate segment of the portfolio will be laddered 
between 0-5 year securities which will provide additional near term maturities that can be used to 
fund operational needs.  
 
Tax Considerations:  This fund is tax-exempt; therefore, tax advantaged investments will not be 
used. 
 
Legal Considerations:  This Board of Investments (BOI) is governed by state regulations, 
specifically, the "prudent expert principle" which requires the BOI to:  (a) discharge its duties with 
the care, skill, prudence, and diligence, under the circumstances then prevailing, that a prudent 
person acting in a like capacity with the same resources and familiar with like manners exercises in 
the conduct of an enterprise of a like character 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 solely 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. 
 
Unique Circumstances:  The University of Montana maintains a reserve fund in the event securities 
need to be sold at a loss. The reserve fund was approximately $245K as of 08/06/13. These are not 
considered “state funds” so they don’t have to be managed by the BOI. Income above a certain level 
is used for student scholarships. 
 
 

ASSET ALLOCATION  
based on average market value over the fiscal year 

 

      Ranges 

Trust Funds Investment Pool (TFIP)  0-40% 

U.S. Treasuries/U.S. Agencies  0-45% 
 
Short Term Investment Pool (STIP) & Cash  15-100% 

Total  100% 
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MONTANA BOARD OF INVESTMENTS 
INVESTMENT POLICY STATEMENT 

UNIVERSITY OF MONTANA OPERATING FUNDS MU79 
 
 
ADMINISTRATIVE 
 
Securities Lending:  Section 17-1-113, MCA, authorizes the Board to lend securities held by the 
state. The Board may lend its publicly traded securities held in the investment pools, through an 
agent, to other market participants in return for compensation. Currently, through an explicit 
contract, State Street Bank and Trust, the state's custodial bank, manages the state's securities 
lending program. The Board seeks to assess the risks, such as counterparty and reinvestment risk, 
associated with each aspect of its securities lending program. The Board requires borrowers to 
maintain collateral at 102 percent for domestic securities and 105 percent for international 
securities. To ensure that the collateral ratio is maintained, securities on loan are marked to market 
daily and the borrower must provide additional collateral if the value of the securities on loan 
increases. In addition to the strict collateral requirements imposed by the Board, the credit quality of 
approved borrowers is monitored continuously by the contractor. From time to time, Staff or the 
investment manager may restrict a security from the loan program upon notification to State Street 
Bank. Staff will monitor the securities lending program, and the CIO will periodically report to the 
Board on the status of the program. 
 

 
 



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 
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MONTANA BOARD OF INVESTMENTS  
PUBLIC MARKETS MANAGER EVALUATION POLICY  

 
INTRODUCTION 
 
The purpose of this policy is to broadly define the monitoring and evaluation of external public 
markets managers.  This policy also provides a basis for the retention and/or termination of 
managers employed within the Montana Domestic Equity Pool (MDEP), the Montana 
International Equity Pool (MTIP), the Retirement Funds Bond Pool (RFBP), and the Trust Funds 
Investment Pool (TFIP). 
 
The costs involved in transitioning assets between managed portfolios can be significant and 
have the potential to detract from 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.   
 
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 
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MONTANA BOARD OF INVESTMENTS  
PUBLIC MARKETS MANAGER EVALUATION POLICY  

 
• 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. 
 
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. 
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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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