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CALL TO ORDER

Chairman Moore called the regular meeting of the Board of Investments (Board) to order at 1:05 p.m. in the
conference room at 2401 Colonial Drive, 3" Floor, Helena, Montana. As noted above, the meeting convened with
nine members of the Board present. Legislative Liaison Senator Greg Barkus was absent.

Member Prothero motioned for approval of the August 11 & 12, 2009 minutes; Member Cobell seconded the
motion and the motion was passed 9-0.

ADMINISTRATIVE BUSINESS

Chairman Moore presented the following Administrative Business:
Future Meeting Dates
e February 9 & 10, 2010 e August 18 & 19, 2010
e May12 & 13, 2009 o November 30 & December 1, 2010

Public Comment
Chairman Moore called for Public Comment of Board-Related Items. No Public Comment made.

EXECUTIVE DIRECTOR REPORTS

Resolution No. 217 Update
Executive Director Carroll South provided the annual update of Resolution No. 217.

Resolution No. 217 designates its Executive Director as agent of the Board to deal with investment firms in
connection with Board accounts with such firms; and that the investment firms are hereby authorized to deal
with the Executive Director or the Executive Director’s designated staff as agents of the Board.

HB 659 Retirement System Study
Executive Director Carroll South provided to the Board an informational review of House Bill No. 659.

House Bill No. 659 is a Bill for an act entitled: “An Act directing the State Administration and Veterans’ Affairs
interim committee to examine and recommend to the 62™ Legislature funding and benefit changes in the
statewide public employees’ and teachers’ retirement systems; providing an appropriation; and providing an
effective date.”

Report to the SAVA Committee
Executive Director Carroll South provided to the Board and reviewed the report that was recently given to the
State Administration and Veterans® Affairs (SAVA) Committee.

Pension Funds FY 2009 Status
Executive Director Carroll South provided to the Board a Pension Funds Status Report, as of June 30, 2009.

CONSULTANT REPORTS

Benefits & Shortcomings of Mean Variance Optimization
Mr. Jim Voytko and Mr. Mark Higgins provided to the Board an educational report on Benefits and Shortcomings
of Using Mean Variance Optimization (MVO) for Asset Allocation Modeling.

A complete copy of this presentation is kept on file with other Board information relating to this meeting.
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EXTERNAL MANAGER PRESENTATION

Ream’s Asset Management Company LLC
Mr. Nathan Sax introduced Mr. Thomas M. Fink and Mr. Mark M. Egan. Mr. Fink and Mr. Egan reviewed their
firm and management style. Ream’s Asset Management manages a core plus fund in the Fixed Income Pool.

ADJOURNED
The meeting adjourned for the day at 5:00 p.m.

CALL TO ORDER
The meeting was reconvened Tuesday, November 10, 2009 at 8:00 a.m. with nine members of the Board present.
Legislative Liaison Representative Brady Wiseman arrived immediately following roll call.

ADMINISTRATIVE BUSINESS

Chairman Moore presented the following Administrative Business:

Human Resources Committee Report
Member Terry Cohea, Human Resource Committee Chair, reported that the HR Committee met on November 9,
2009.

Motion: On behalf of the Human Resource Committee, Member Terry Cohea presented and motioned for
approval of the following recommendation:

o Because the Board’s non-exempt staff will not receive base salary increases this year pursuant to
legislative direction, the Committee recommends that there be no base salary increases granted for
exempt staff.

Motion: On behalf of the Human Resource Committee, Member Terry Cohea presented and motioned for
approval of the following recommendation:

e The Committee recommends that the Board approve Mr. Shoen’s annual salary at the requested level.
Member Karl Englund seconded both of the motions and both motions were unanimously approved 9-0.

Audit Committee Report
Member Jim Turcotte, Audit Committee Chair, reported that the Audit Committee met on November 9, 2009.

The Committee met with the two representatives from the Legislative Audit Division. The Legislative Audit
Division has completed its Financial Audit for the Fiscal Year Ended June 30, 2009 and the report contains
unqualified Independent Auditor’s Reports for the Board’s Consolidated Unified Investment Program and
Enterprise Fund. In addition, this report does not contain any recommendation to the Board.

The Committee also received updates from Ms. Geri Burton on the Internal Control Policy and Risk Assessment
Process. Ms. Burton reported that both of these items will be ready for final review in February 2010.

EXTERNAL MANAGER PRESENTATION

Acadian Asset Management Inc.

Mr. Rande Muffick introduced Mr. Gary L. Bergstrom, Mr. Douglas C. Coughlin and Mr. Patrick J. McCafferty.
Mr. Bergstrom, Mr. Coughlin and Mr. McCafferty reviewed their firm and management style. Acadian Asset
Management manages an international large cap value portfolio in the International Equity Pool.
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QUARTERLY INVESTMENT PERFORMANCE REPORTS
(A complete copy of this report is kept on file with the documents of this meeting)

Quarterly Investment Performance Reports

Mr. Jim Voytko and Mr. Mark Higgins presented the Quarterly Performance Report for the period ending
September 30, 2009. There was discussion of the pension plans’ performance. Mr. Voytko noted that there are
three ways to view performance; versus benchmarks, peers, and actuarial requirements. Now sponsors are
focusing much more on actuarial requirements and less so on peer comparisons. There was a question regarding
the peer ranking for the trailing one year which had fallen into the fourth quartile of the peer universe provided by
RV Kuhns. It was noted by Mr. Voytko that although this was the case, the relative performance had already
improved in the most recent quarter. Mr. Cliff Sheets added that peer group comparisons are difficult because
various measures of the universe can vary significantly, and in a year of very low absolute returns like we have
seen over the past year a slight performance difference can cause a large shift in percentile ranking. He alluded to
the peer group ranking against the public fund universe provided by the custodian, State Street Bank and Trust
Here the median performance was lower and the pension comparison ranked in the third quartile for the past year
and the lower second quartile for the past quarter.

Member Elouise Cobell excused herself from the meeting at this time.

Private Equity Pacing Study
Mr. Steve Hahn presented to the Board the Private Equity Pacing Analysis.

A complete copy of this report is kept on file with the documents of this meeting.

INVESTMENT ACTIVITY

Asset Allocation Report

Mr. CIiff Sheets presented the Retirement Systems Asset Allocation Report for the quarter ending September 30,
2009. There was a significant increase in the total value of pension assets during the quarter, driven primarily by
the strong returns in public equity prices. Total plan asset values increased by $616 million during the quarter.
Mostly as a result of this increase in total value, or the denominator, the percent allocation to total equities
increased to 65.9%, up by 2.2%, and the allocation to bonds shrunk by 2.0% to 27.3%. Both private equity and
real estate fell as a percent of total assets, despite added allocations to these pools. Notable allocation changes
made to the Retirement Systems during the quarter ending September 30, 2009 were: MPEP received an
allocation of approximately $23 million; Real Estate received $11 million and MTIP received $150,000.
Reductions were made to MDEP of approximately $35 million and RFBP, $25 million. The net effect of these
transactions was to raise approximately $26 million of cash to bolster liquidity and pay benefits.

Private Equity (MPEP)

Mr. Jon Shoen reviewed the Private Edge reports showing the total exposure by market value and outstanding
commitments, the Attribution Analysis Report and the Portfolio Holdings Performance Report for the period
ending June 30, 2009. Mr. Shoen also reviewed the MPEP Holdings Report as of September 30, 2009. There
were no new fund commitments made since the August Board Meeting.

Real Estate (MTRP)

Mr. Jon Shoen reviewed the Private Edge reports showing the total exposure by market value, the geographic and
property type diversification reports, the Detailed Portfolio Performance Report and real estate fund commitments
made for the period ending June 30, 2009. Mr. Shoen also reviewed the MTRP Holdings Report as of September
30, 2009. There were no new fund commitments made since the August Board Meeting.

Repositioning of the Public Equity Pools (MTIP & MDEP)
The overall repositioning objectives for both pools were to reduce quantitative exposures, pare the growth tilts,
and increase weightings in mid-caps and small caps at the expense of large caps. At the manager level, the
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repositioning is designed to increase allocations to managers that staff has built the most confidence in, as well as
to downsize or terminate managers for underperformance or lack of confidence.

Within MTIP, the repositioning strategy also included the objectives of increasing the passive component by a
significant amount and eliminating the legacy regional mandate. The size of the transition was $296 million and
included several managers/funds which are listed below:

Manager Action Amount
Barclays ACWI ex US Superfund A Added $296 million
Acadian Downsized $15 million
Artio Global Downsized $25 million
Batterymarch Downsized $25 million
BGI European Index Terminated $115 million
Nomura Terminated $73 million
Principal Global Terminated $43 million

This transition was performed by Barclays Global Investors during the last week of August and the first week of
September.

Within MDEP, the transition also included the objective of increasing the partial long/short strategy allocation.
The size of the domestic transition amounted to $223 million and included the following managers/funds:

Manager Action Amount
Artisan Partners Added $25 million
JP Morgan Added $75 million
State Street SPIF Added $33 million
TimesSquare Added $10 million
T Rowe Price Added $70 million
Vaughan Nelson Added $10 million
BGI S&P 500 Index Fund Downsized $75 million
Martingale Mid Cap Downsized $20 million
Renaissance Downsized $20 million
Goldman Sachs Terminated $108 million

This transition was performed in two parts. The first part was performed by staff on September 3™ and involved
the sale of $75 million of BGI S&P 500 Index Fund units and the investment of those proceeds directly into the JP
Morgan partial long/short portfolio. The second part of the transition was performed by State Street Global
Markets during the last week of September and involved the other managers listed above.

Public Equity External Managers Watch List

Mr. Rande Muffick presented the External Managers Watch List — Quarterly Update. The Watch List criteria
were established in accordance with the Montana Board of Investments Public Equity Manager Evaluation Policy,
adopted by the Board on May 14, 2008.

Manager Style Bucket Reason Inclusion Date
Western Asset Domestic — LC Enhanced Performance, Tracking Error March 2008
NorthPointe Domestic — SC Growth Performance August 2008
Acadian International — LC Value Performance, Process February 2008
Martin Currie International — LC Growth Performance, Risk Controls February 2009
Batterymarch International — LC Core Performance, Process May 2009
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During the quarter there were no additions to the Watch List, while two managers left the list pursuant to
terminations.  Principal Global, an international growth manager, was terminated for performance reasons.
Within the domestic pool, Goldman Sachs Enhanced Large Cap Collective Trust was terminated for performance
and personnel issues.

Domestic Equity (MDEP)
Mr. Rande Muffick presented the Montana Domestic Equity Pool Report as of September 30, 2009 and a
summary of the pool manager changes and recent market trends.

International Equity (MTIP)
Mr. Rande Muffick presented the Montana International Equity Pool Report for the period ending September 30,
2009 and discussed market trends during the quarter.

Trust Fund Investment Pool Update
Mr. Cliff Sheets provided to the Board an update of the Trust Fund Investment Pool.

In May 2009 the policy for the former Trust Fund Bond Pool was modified. The name of the Pool was changed
to the Trust Fund Investment Pool, and an allocation was allowed for high yield and core real estate investments.
In addition, staff planned to transition the balance of the pool to a more “core-like” portfolio that will be managed
closer to the characteristics of the portfolio’s benchmark, the BC Aggregate index.

Since the August 2009 Board Meeting, staff has funded a Post High Yield Commingled Fund managed by Post
Advisors. $30 million was invested as of September 1. Staff has also selected two Core Real Estate funds to be
used in the pool, TIAA/CREF and American Core Realty. On November 2, a purchase of $10 million was made
of the TIAA/CREF fund and staff intends to fund a $16 million purchase of the American Core Realty fund in
early January 2010.

Fixed Income
Mr. Nathan Sax presented the Fixed Income Overview and Strategy.

Mr. Richard Cooley presented the Short Term Investment Pool, State Fund Insurance and Treasurer’s Fund
Portfolio Reports.

Mr. Cliff Sheets presented the Non-Investment Grade Holdings Report.
Representative Brady Wiseman excused himself from the meeting at this time.

Investment Policy Statements

Mr. Cliff Sheets presented changes and revisions made to the Montana International Equity Pool Investment
Policy Statement to the Board for approval. The restructuring of the pool during September resulted in a
significant increase in the allocation to Large Cap Core international equities. This occurred because of the
elimination of the regional component, termination of one of the growth managers, and downsizing of one of the
value managers. The only substantive changes are the approved ranges which reflect an increase in the range for
the core allocation and a reduction for the style-based managers, as well as the elimination of the regional
allocation. The result of this activity is an allocation to core that now exceeds the prior policy range of 25-50%.
The allocation to core was 38.6% at the end of June and is now 60.7%. The style based allocations to growth and
value also declined slightly due to the transition and fall near the bottom of the prior approved range of 15-25%
each.

Motion: Member Fleming motioned for approval of the staff recommendations as presented; Member Prothero
seconded the motion and the motion was unanimously approved 8-0.
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ADMINISTRATIVE BUSINESS

Loan Committee Report

Member Jack Prothero, Loan Committee Chair, reported that the Loan Committee reviewed and approved one
INTERCAP loan request by email, and the Loan Committee authorized staff to proceed with processing and
closing this loan using the Board’s standard Bond Program Office procedures.

Borrower: Madison County
Interim loan in anticipation of Rural Development (RD) long term financing for its

Purpose: Tobacco Root Mountains Care Center renovation and expansion project.
LC Approval Date: November 5, 2009

Board Loan Amount: $1,242,000

Other Funding Sources: $1,042,000

Total Project Cost : $2,284,000

Term: 2 years

BOND PROGRAM

Activity Report
The Board reviewed this report for the period ending September 30, 2009.

Staff Approved Loans Report
The Board reviewed this report for the period of July 1 — September 30, 20009:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:
Other Funding Sources:
Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:
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Seeley Lake Rural Fire District

Purchase land/building to house trucks and equipment
July 28, 2009

$325,000

$0

$325,000

15 years

West Valley Fire District (Kalispell)
Construct new fire hall

August 5, 2009

$650,000

$87,508

$737,508

15 years

Wolf Creek/Craig Fire Service Area
Construct a 50’ X 80’ truck barn
August 6, 2009

$150,000

$0

$150,000

15 years

West Helena Valley Fire District
7



Purpose:
Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount;

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:
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Remodel and expansion of fire hall
August 6, 2009

$300,000

$200,000

$500,000

7 years

Jefferson County

Martinez Gulch RID #2517 road improvement
August 11, 2009

$271,333

$0

$271,333

15 years

Tri-City Interlocal Equipment Pool
Purchase sewer jet truck

August 19, 2009

$300,000

$0

$300,000

7 years

Lewis and Clark County

Autumn Wind Court RID road improvements
August 27, 2009

$44,431

$0

$44,431

15 years

Park City Rural Fire District

Building demolition and building expansion
September 2, 2009

$130,000

$10,000

$140,000

10 years

Jefferson City Fire District
Purchase fire pumper engine
September 3, 2009
$100,000

$0

$100,000

7 years
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Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount;

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
Term:

Borrower:

Purpose:

Staff Approval Date
Board Loan Amount:

Other Funding Sources:

Total Project Cost:
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Town of Sheridan

Engineering services-wastewater
September 4, 2009

$100,000

$0

$100,000

6 years

Town of Sheridan
Engineering services-water
September 4, 2009
$75,000

$0

$75,000

6 years

Jefferson County

Moonlight Ridge RID #2511 road improvements

September 4, 2009
$249,999

$0

$249,999

15 years

Victor School District #7

Insulation project, remodel/renovate cafeteria
September 10, 2009

$150,000

$534,387

$684,387

10 years

City of Billings

Zimmerman SID sewer improvement
September 15, 2009

$80,500

$86,500

$167,000

15 years

Laurel High School District

Purchase and install stadium scoreboard
September 25, 2009

$130,000

$30,000

$160,000
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Term: 3 years

Borrower: McCone County

Purpose: Purchase 2010 Ford F250 4x4 pick-up
Staff Approval Date September 29, 2009

Board Loan Amount: $26,148

Other Funding Sources: $0

Total Project Cost: $26,148

Term: 5 years

Resolution No. 224 — Decision

Ms. Louise Welsh presented a staff request to authorize the issuance of a new $12 million bond, Series 2010, for
the purpose of providing funds for the Board’s INTERCAP Revolving Loan Program. Ms. Welsh projects the
new issuance to take place in conjunction with the Program’s bond remarketing period in March 2010.

Ms. Welsh presented the following staff recommendation:
1. Authorize staff to take steps as deemed necessary to issue up to $12 million in INTERCAP bonds for a
term of 25 years;
2. Authorize the issuance of bond anticipation notes;
3. Adopt the INTERCAP Preliminary Resolution No. 224; and
4. Authorize the current INTERCAP Program finance team to provide the expertise to issue/underwrite the
bonds.

Motion: On behalf of the Loan Committee, Member Jack Prothero motioned for approval of the staff
recommendations as presented; Member Englund seconded the motion and the motion was unanimously approved
7-0. Member Cobell was absent and Member Cohea abstained.

MONTANA LOAN PROGRAMS

Commercial and Residential Portfolios Report
Mr. Herb Kulow presented and the Board reviewed this report for the period ending September 30, 2009.

NEXT MEETING

The next regularly scheduled meeting of the Board will be February 9 & 10, 2010.

ADJOURNMENT

There being no further business, the meeting was adjourned at 1:15 p.m.

BOARD OF INVESTMENTS

APPROVE:

Terry Moore, Chairman
ATTEST:

Carroll South, Executive Director
DATE:
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