
 

                                                                                      
 
 
         

    Friday, April 27, 2018, 8:30 a.m. 
State Capitol, Peace Garden Room 

600 E Blvd, Bismarck, ND 
 
 

AGENDA 
 

I.       CALL TO ORDER AND ACCEPTANCE OF AGENDA  
 
II.       ACCEPTANCE OF MINUTES (March 23, 2018) 

 
III. GOVERNANCE 

 
A. Annual Board Planning Cycle – Mr. Hunter (30 minutes)  Board Action 
B. Board Self-Assessment Summary – Mr. Hunter (15 minutes) Board Action 
C. Legacy Fund Update – Mr. Hunter, Mr. Schulz (15 minutes) Informational 
D. Securities Litigation Update - Mr. Hunter and Ms. Flanagan (15 minutes) Board Action 

 

========================== Break from 9:45 to 10:00 a.m. ============================= 
                        

IV. INVESTMENTS (Informational)  
 

A. BlackRock Risk Review - Mr. Hunter and Ms. Gabriella Barschdorff (45 minutes) 
B. Infrastructure Update - Mr. Schulz (10 minutes) 
C. Secondary Offers - Mr. Hunter (5 minutes)  

 

V. ADMINISTRATION (Informational) 

 
A. Executive Review Committee Update - Ms. Yvonne Smith (10 minutes)   
B. RIO Budget Planning Update for 2019-21 – Mr. Hunter (10 minutes)  
 

VI. QUARTERLY MONITORING (enclosed) (10 min) Board Acceptance 
 

A. Budget and Financial Condition - Ms. Flanagan  
B. Executive Limitations / Staff Relations - Mr. Hunter 
C. Investment Program - Mr. Schulz  
D. Retirement Program - Ms. Kopp 
E. Watch List Update - None 

 

VII. OTHER 
 

Next Meetings:   SIB Securities Litigation Committee - May 10, 2018 - RIO Conference Room 
                           SIB Audit Committee - May 24, 2018, 3:00 p.m. - RIO Conference Room 
                           SIB - May 25, 2018, 8:30 a.m. - State Capitol, Peace Garden Room 
                

VIII. ADJOURNMENT 

 

 

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

(701) 328-9885 at least three (3) days prior to the scheduled meeting. 
 

 

 

 

 

ND STATE INVESTMENT BOARD MEETING 



                                                                         1                                                                3/23/18 
 

 

 

 

NORTH DAKOTA STATE INVESTMENT BOARD 

MINUTES OF THE 

MARCH 23, 2018, BOARD MEETING 

 

 

MEMBERS PRESENT: Brent Sanford, Lt. Governor, Chair (TLCF) 

    Rob Lech, TFFR Board, Vice Chair (TLCF) 

    Mike Gessner, TFFR Board (TLCF)  

    Adam Miller, PERS Board 

  Mel Olson, TFFR Board (TLCF)  

  Kelly Schmidt, State Treasurer 

  Troy Seibel, PERS Board 

  Jodi Smith, Commissioner of Trust Lands 

Yvonne Smith, PERS Board 

Cindy Ternes, WSI Designee (TLCF) 

 

MEMBER ABSENT: Jon Godfread, Insurance Commissioner 

 

STAFF PRESENT: Eric Chin, Senior Investment Officer 

    Connie Flanagan, Fiscal & Invt Ops Mgr 

    Bonnie Heit, Assist to the SIB  

    David Hunter, ED/CIO 

    Fay Kopp, Dep ED/CRA 

    Sara Sauter, Audit Svs Suprv 

    Cody Schmidt, Compliance Officer 

    Darren Schulz, Dep CIO 

    Susan Walcker, Invt Acct 

           

OTHERS PRESENT: Julie Becker, Aon Hewitt 

  Patrick Brooke, Attorney General’s Office 

  William Campbell, I Squared Capital 

  Jeanna Cullins, Aon Hewitt 

  Michael McGowan, Mercer Consulting (TLCF) 

  David Velasquez, I Squared Capital  

  Sadek Wahba, I Squared Capital 

             

   

CALL TO ORDER:      

 

Mr. Troy Seibel, Parliamentarian, called the State Investment Board (SIB) regular 

meeting to order at 8:30 a.m. on Friday, March 23, 2018, at the State Capitol, Peace 

Garden Room, Bismarck, ND.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            

 

AGENDA: 

 

IT WAS MOVED BY  MS. SMITH AND SECONDED BY TREASURER SCHMIDT AND CARRIED BY A VOICE 

VOTE TO ACCEPT THE AGENDA FOR THE MARCH 23, 2018, MEETING. 

 

AYES: MS. TERNES, MR. OLSON, TREASURER SCHMIDT, COMMISSIONER SMITH, MR. SEIBEL, MR. 

LECH, MR. MILLER, MS. SMITH, MR. GESSNER, AND LT. GOVERNOR SANFORD  

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

MINUTES: 

 

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

VOTE TO ACCEPT THE MINUTES OF THE FEBRUARY 23, 2018, MEETING AS DISTRIBUTED. 
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AYES: MS. TERNES, MR. OLSON, MR. MILLER, TREASURER SCHMIDT, MR. GESSNER, MS. SMITH, 

COMMISSIONER SMITH, MR. LECH, MR. SEIBEL, AND LT. GOVERNOR SANFORD  

 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

GOVERNANCE: 

 

Board Self-Assessment – Ms. Jeanna Cullins and Ms. Julie Becker, Aon Hewitt, reviewed 

the results of the Board’s self-assessment. Discussion took place on various issues. 

The report concluded with assessment highlights, greatest achievements, and issues for 

discussion.   

 

There was no action taken by the Board regarding the self-assessment.   

 

Securities Litigation Committee – Ms. Flanagan reviewed a draft of the SIB Securities 

Litigation Charter (second reading), Policy (first reading), and Thresholds. 

 

The Board tabled approval of the Charter and Policy and elected to approve both the 

Charter and the Policy at the same.   

 

ND Parks & Recreation Dept. – Mr. Hunter requested the Board accept the Investment 

Policy Statement for the approximately $700,000 Lewis and Clark Interpretive Center 

Endowment Fund, effectively accepting the ND Parks and Recreation Department as a new 

client within the Insurance Trust pool. The approval would be contingent upon the 

Industrial Commission’s approval per NDCC 21-10-06. 

 

IT WAS MOVED BY MS. SMITH AND SECONDED BY MR. MILLER TO ACCEPT STAFF RECOMMENDATION AND 

ACCEPT THE INVESTMENT POLICY STATEMENT OF THE LEWIS AND CLARK INTERPRETIVE CENTER 

ENDOWMENT FUND AND ACCEPT THE ND PARKS AND RECREATION DEPARTMENT AS A SIB CLIENT IN THE 

INSURANCE TRUST POOL. 

 

AYES: MR. LECH, TREASURER SCHMIDT, COMMISSIONER SMITH, MR. SEIBEL, MR. MILLER, MR. 

GESSNER, MS. SMITH, MS. TERNES, AND LT. GOVERNOR SANFORD 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSINER GODFREAD, MR. OLSON    

 

INVESTMENTS: 

 

Investment Policy Statements – Mr. Hunter requested approval for the following SIB 

client Investment Policy Statements which were recently reviewed and approved by the 

clients: 

 

IT WAS MOVED BY MS. TERNES AND SECONDED BY MS. SMITH AND CARRIED BY A ROLL CALL VOTE 

TO ACCEPT THE CITY OF BISMARCK EMPLOYEE PENSION PLAN REVISED INVESTENT POLICY 

STATEMENT. 

 

AYES: MS. TERNES, COMMISSIONER SMITH, MR. GESSNER, MS. SMITH, MR. SEIBEL, MR. MILLER, 

MR. LECH, MR. OLSON, TREASURER SCHMIDT, AND LT. GOVERNOR SANFORD 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

IT WAS MOVED BY TREASURER SCHMIDT AND SECONDED BY COMMISSIONER SMITH AND CARRIED BY  

A ROLL CALL VOTE TO ACCEPT THE CITY OF BISMARCK POLICE PENSION PLAN REVISED INVESTMENT 

POLICY STATEMENT. 
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AYES: MR. GESSNER, COMMISSIONER SMITH, MS. SMITH, TREASURER SCHMIDT, MR. LECH, MR. 

OLSON, MR. SEIBEL, MR. MILLER, MS. TERNES, AND LT. GOVERNOR SANFORD 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

IT WAS MOVED BY MS. SMITH AND SECONDED BY MR. LECH AND CARRIED BY A ROLL CALL VOTE TO 

ACCEPT THE GRAND FORKS EMPLOYEE PENSION PLAN REVISED INVESTMENT POLICY STATEMENT. 

 

AYES: MR. OLSON, MR. GESSNER, MR. MILLER, MS. SMITH, MR. SEIBEL, MS. TERNES, 

COMMISSIONER SMITH, MR. LECH, TREASURER SCHMIDT, LT. GOVERNOR SANFORD 

NAYS: NONE 

 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

IT WAS MOVED BY TREASURER SCHMIDT AND SECONDED BY COMMISSIONER SMITH AND CARRIED BY 

A ROLL CALL VOTE TO ACCEPT THE ND ASSOCIATION OF COUNTIES REVISED INVESTMENT POLICY 

STATEMENT. 

 

AYES: COMMISSIONER SMITH, TREASURER SCHMIDT, MR. MILLER, MR. OLSON, MS. TERNES, MR. 

GESSNER, MR. SEIBEL, MR. LECH, MS. SMITH, AND LT. GOVERNOR SANFORD 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

 

IT WAS MOVED BY COMMISSIONER SMITH AND SECONDED BY TREASURER SCHMIDT AND CARRIED BY 

A ROLL CALL VOTE TO ACCEPT THE PERS RETIREE HEALTH INSURANCE CREDIT FUND REVISED 

INVESTMENT POLICY STATEMENT. 

 

AYES: MR. GESSNER, COMMISSIONER SMITH, MS. SMITH, MS. TERNES, TREASURER SCHMIDT, MR. 

LECH, MR. OLSON, MR. SEIBEL, MR. MILLER, AND LT. GOVERNOR SANFORD 

NAYS: NONE 

MOTION CARRIED 

ABSENT: COMMISSIONER GODFREAD 

                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

The Board recessed at 10:30 am and reconvened at 10:43 am  

 

Infrastructure – Mr. Schulz provided an update on the infrastructure search which has 

been ongoing since the summer of 2017 and the due diligence process completed by the 

investment team of RIO and Mercer Consulting.  

 

I Squared representatives, Mr. Wahba, Mr. Campbell, and Mr. Velasquez presented an 

organization overview of the firm and the investment opportunity in the Global 

Infrastructure Fund II. 

 

Mr. Hunter and Mr. McGowan, Mercer Consulting, reviewed Mercer’s due diligence work, 

the structure of the Fund, and the fee structure. 

 

After discussion,   
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Staff recommended contracting with I Squared Capital allocating up to $140 million in 

the firm’s Global Infrastructure Fund II. The assets would come from the Pension Trust, 

approximately $50-$65 million, and the Legacy Fund, approximately $55-$75 million. The 

exposure in JP Morgan’s Infrastructure Investment’s Fund in the Pension Trust, Insurance 

Trust, and Legacy Fund would be reduced as liquidity permits. Staff feels an investment 

in I Squared’s Global Infrastructure Investment’s Fund would offer diversification and 

enhance the returns of the Pension Trust and Legacy Fund’s existing infrastructure 

portfolios by adding value-added strategies to the existing infrastructure exposures.   

 

IT WAS MOVED BY MS. SMITH AND SECONDED BY MR. OLSON TO ACCEPT STAFF RECOMMENDATION TO 

INVEST UP TO $140 MILLION WITH I-SQUARED CAPITAL’S GLOBAL INFRASTRUCTURE FUND II. 

 

AYES: MR. OLSON, MR. SEIBEL, MR. GESSNER, MS. SMITH, MR. MILLER 

NAYS: TREASURER SCHMIDT, MS. TERNES, MR. LECH, LT. GOVERNOR SANFORD 

ABSENT: COMMISSIONER GODFREAD, COMMISSIONER SMITH  

 

ADMINISTRATION: 

 

Executive Review Committee – Ms. Smith, Chair of the SIB Executive Review Committee, 

updated the Board on the Committee’s actions since their last meeting on March 15, 

2018. The SIB Executive Director’s survey will be sent out April 2, 2018, by Ms. Sauter, 

with a due date of April 13, 2018. The survey was revised to allow the SIB to comment 

on each category rather than each question. The survey will include a reference to 

Governance Policies/Executive Limitations A1-A11 along with supporting documentation 

as well as a RIO Employee Survey which was completed in March 2018. 

 

GFOA AWARD: 

 

Mr. Hunter informed the Board RIO has received the Certificate of Achievement for 

Excellence in Financial Reporting from the Government Finance Officers Association. 

Receipt of this award marks the 20th consecutive year that RIO has been awarded the 

honor. Mr. Hunter acknowledged the entire RIO organization particularly Ms. Flanagan, 

Ms. Walcker and Mr. Schmidt. 

 

MANAGER MEETINGS:  

 

Mr. Hunter reviewed SIB investment manager meetings that have taken place in 2017 and 

those that have been scheduled and will be scheduled in 2018. All meetings are “noticed” 

to the SIB and posted to the Secretary of State’s Office Public Meeting Notices website.     

 

OTHER: 

 

Private Equity – Mr. Hunter informed the Board RIO investment personnel have received 

a reverse inquiry on one of their private equity investments. Mr. Hunter requested the 

Board accept the offer to sell the investment at a price which closely approximates par 

based on current estimated market conditions.  

 

The Board tabled the matter for further discussion and consideration.   

 

The next meeting of the SIB is scheduled for April 27, 2018, at 8:30 a.m. at the State 

Capitol, Peace Garden Room. 

 

The next meeting of the Securities Litigation Committee meeting is scheduled for May 

10, 2018, at 3:00 p.m. at the Retirement and Investment Office.  

 

The next meeting of the SIB Audit Committee is scheduled for May 24, 2018, at 3:00 p.m. 

at the Retirement and Investment Office.  
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ADJOURNMENT:  

 

With no further business to come before the SIB, Mr. Seibel adjourned the meeting at 11:55 

a.m. 

 

 

__________________________________  

Mr. Seibel, Parliamentarian   

State Investment Board  

 

 

 

__________________________________ 

Bonnie Heit 

Assistant to the Board 
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Annual Board Planning Cycle 
Biennial Agenda and Strategic Investment Plan

April 27, 2018

Dave Hunter, Executive Director / CIO
ND Retirement & Investment Office (RIO)

State Investment Board (SIB) 

AGENDA ITEM III. A.

Board Acceptance Requested

`



Overview

2

Each April, the SIB reviews our Biennial Agenda for the upcoming year to ensure it is aligned
with our Mission Statement and Strategic Investment Plan. Ends policies are also reviewed to

confirm the SIB and RIO are meeting, if not exceeding, client expectations while adhering to approved

budget guidelines. In general, RIO believes we are meeting client expectations based on our
stated Ends and noting favorable SIB & TFFR client satisfaction scores, above benchmark
returns, favorable peer performance rankings (28th percentile the last 5-years) and a keen
awareness to the importance of strong board governance principles and practices.

Given a desire to further enhance our overall performance, the SIB also conducted a self-
evaluation process in early-2018. Based on RIO’s belief that the SIB intends to engage in a
board self-assessment next year, RIO incorporated this process into the proposed Biennial
Agenda for 2019 (noting the following four themes as stated in a subsequent memo).
1) Committees - The SIB will remain mindful of its ability to create committees (when needed),

ensuring that each permanent committee has its own charter which outlines its scope of authority

and responsibilities in reporting to the full Board.

2) Education - Maintain a steadfast commitment to continuing board education including new board

member orientation/mentoring, fiduciary responsibility and the benchmark selection process. The

ED/CIO may provide a recommended list of educational conferences for member consideration.

3) Staff - The ED/CIO evaluation process has been thoroughly reviewed and materially enhanced in

recent years. The SIB can discuss if any further revisions should be considered at this time.

4) Attendance - RIO is able to prepare annual reports for SIB member attendance, professional

education, and/or new board member orientation, upon request.



Annual Board Planning Cycle – Biennial Agenda
RIO Recommendation (Board Acceptance Requested)

3

Call to Action:  If the SIB concurs, a motion should be made to accept the Biennial Agenda 
below including the revisions highlighted in blue relating to the Board Self Assessment.

Fiscal 2017-18  July 2017 August September October November December  January 2018 February March April May 

Board Annual Annual Annual ED/CIO No Meeting Board ED/CIO Conduct Review ED/CIO

Education Investment Review of Evaluation Report on Scheduled Education Report on Board Self- Biennial Report on

 (BSC Offsite) Performance Gov. Manual of RIO vs. Investment Governance Investment Assessment Agenda, Investment 

 - Election of Review Ends  policies Work Plan Work Plan Ends and Work Plan

Officers,  - Establish     - New Board   - Annual   Board Commence  - Executive Strategic Review

 - Appoint Investment Member Board Education Board Limitations Plan ED/CIO

Audit Comm. Work Plan Orientation Evaluation Investments Self- Review Accept Review

 - Plan Annual  - Add Invest. Complete Assessment Board Self- Budget

Agenda Education  Assessment Guidelines

Fiscal 2018-19  July 2018 August September October November December  January 2019 February March April May 

Plan Board Annual Annual Annual ED/CIO Reserved Board ED/CIO Confirm Review ED/CIO

Education Investment Review of Evaluation Report on for a Education Report on Budget Biennial Report on

Offsite Performance Gov. Manual of RIO vs. Investment potential Risk Investment Guidelines Agenda, Investment 

 - Election of Review  - New Board  Ends  policies Work Plan SIB meeting Management Work Plan End Policies, Work Plan

Officers,  - Establish    Member  - Annual   Board in advance of Commence  - Executive Accept Strategic Review

 - Appoint Investment Orientation Board Education Legislative Board Self- Limitations Board Self- Investment ED/CIO

Audit Comm. Work Plan Complete Evaluation Investments Session Assessment Review Assessment Plan and Review

 - Plan Annual  - Add Invest.  (Preview RIO  - Legislative  - Legislative  - Legislative Budget Investment 

Agenda Education Budget)  Update  Update  Update Guidelines Guidelines

 1.)  SIB Governance Policy B-7 on Governance Process states that "the Board will follow a biennial agenda which (a) completes a re-exploration of Ends policies annually (April) 

        (which is also referred to as "RIO's Mission Statement") and (b) continually improves its performance through attention to board education and to enriched input and deliberation."

 2.)  "In the first three months of the new cycle, the Board will develop its agenda for the ensuing year.  Scheduled monitoring will be used to evaluate and adjust the annual

         agenda as needed."  

 3.) "The Board will identify areas of education and input needed to increase the level of wisdom forethought it can give to subsequent choices.  A board education plan will be

        developed during July and August of each year."

 4.)  Budget Guidelines:  RIO will prepare & submit a biennial budget pursuant to OMB guidelines as established by the Governor that will not reduce the level of service provided by RIO. 

         Expenditures for budget items will not exceed the appropriation without approval of the State Investment Board. Date:  April 20, 2018



RIO’s Mission Statement 
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RIO’s “Mission” is defined in SIB Governance Policy D-1 on “Ends”.  

The Retirement and Investment Office serves the SIB and exists in order that:
1) SIB clients receive investment returns, consistent with their written investment policies and market 

variables, in a cost effective investment manner and under the Prudent Investor Rule.  D-3
2) Potential SIB clients have access to information regarding SIB’s investment services.  D-4
3) TFFR benefit recipients receive their retirement benefits in a cost effective and timely manner.  D-5
4) TFFR members have access to information which will allow them to become knowledgeable about 

the issues and process of retirement. D-6
5) SIB clients and TFFR benefit recipients receive satisfactory services from the boards and staff.  D-7

Mission Accomplishments:  
1) The vast majority of SIB clients generated positive excess returns for the 5-years ended 12/31/2017 

while adhering to approved investment guidelines for risk and reducing investment management fees 

(as a % of assets under management) from 0.65% to 0.46% over the last four fiscal years.

2) RIO implemented a transparency enhancement initiative which has enhanced public access to our 

website by adding new hyperlinks for our governance manual, audit charter and meeting materials 

(including our quarterly investment performance reviews).  

3) RIO’s internal audit team routinely conducts reviews which provide reasonable assurance that TFFR 

benefit recipients receive their retirement benefits in a cost effective and timely manner.

4) TFFR member surveys support management’s belief that members have access to information which 

will allow them to become knowledgeable about retirement issues and processes.

5) SIB and TFFR client surveys confirm that the boards and staff provide satisfactory services.



Pension Clients – December 31, 2017 Performance
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1) Every Pension client generated 
positive “Excess Return” for the 3-
and 5-years ended 12/31/17.  

2) “Excess Return” is defined as actual 
investment return (after deducting 
fees) over the expected return of 
the underlying investment policy or 
benchmark (i.e. a passive index).  

3) SIB’s use of active management 
generated over $300 million of net 
incremental income (after fees) in 
the last 5-years for our SIB clients. 
This is based on $10 billion of 
managed assets and Excess Return 
of over 0.60% ($10 billion x 0.60% = 
$60 million per year x 5 years = $300 
million).

4) Strong returns have been achieved 
while adhering to approved risk 
levels, as measured by standard 
deviation and risk adjusted excess 
return over the last 5-years. 

Data as of 12/31/2017 is unaudited and subject to change, but deemed to be materially accurate.

1 Yr Ended 3 Yrs Ended 5 Yrs Ended

Risk
5 Yrs 

Ended

Risk Adj 
Excess 
Return

5 Yrs Ended
12/31/2017 12/31/2017 12/31/2017 12/31/2017 12/31/2017

PERS (Main Plan)
Total Fund Return - Net 17.20% 8.07% 9.29% 4.9% 0.51%
Policy Benchmark Return 14.21% 7.00% 8.24% 4.6%
Excess Return 3.00% 1.08% 1.06% 106%

TFFR
Total Fund Return - Net 16.98% 8.00% 9.29% 4.8% 0.52%
Policy Benchmark Return 14.24% 6.96% 8.24% 4.6%
Excess Return 2.74% 1.04% 1.04% 106%

BISMARCK EMPLOYEES
Total Fund Return - Net 14.76% 7.29% 8.33% 4.2% 0.50%
Policy Benchmark Return 12.17% 6.32% 7.29% 3.9%
Excess Return 2.60% 0.98% 1.04% 107%

CITY OF BISMARCK POLICE PENSION
Total Fund Return - Net 15.47% 7.50% 8.63% 4.5% 0.47%
Policy Benchmark Return 13.02% 6.60% 7.64% 4.2%
Excess Return 2.45% 0.90% 0.99% 107%

JOB SERVICE PENSION PLAN
Total Fund Return - Net 7.70% 5.47% 7.07% 3.7% 0.42%
Policy Benchmark Return 8.29% 4.95% 6.16% 3.4%
Excess Return -0.59% 0.52% 0.91% 108%

CITY OF GRAND FORKS PENSION PLAN
Total Fund Return - Net 16.51% 7.73% 9.28% 4.9% 0.43%
Policy Benchmark Return 14.41% 7.03% 8.51% 4.8%
Excess Return 2.11% 0.70% 0.77% 104%

GRAND FORKS PARK DISTRICT PENSION PLAN
Total Fund Return - Net 16.87% 7.84% 9.66% 4.9% 0.62%
Policy Benchmark Return 14.63% 6.92% 8.77% 4.8%
Excess Return 2.25% 0.91% 0.89% 103%



Non-Pension Clients – December 31, 2017 Performance
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Non-Pension Clients:

 Every Non-Pension Client generated positive “Excess Return” for the 5-years ended December 31, 2017, 
with two exceptions for PERS Retiree Health Insurance Credit Fund (-0.10%) and  Group Insurance (-0.05%).  

 Returns were achieved in a risk controlled framework as nearly 99% of SIB clients (based on average assets 
under management) generated positive “Risk Adjusted Excess Return” for the 5-years ended 12/31/2017.

Risk Adjusted Excess Return measures a portfolio’s excess return adjusted by its risk relative to a benchmark portfolio.  This metric is positive if returns are due 
to smart investment decisions or negative if driven by excess risk. 

Data as of 12/31/2017 is unaudited and subject to change, but deemed to be materially accurate.

1 Yr Ended 3 Yrs Ended 5 Yrs Ended

Risk
5 Yrs 

Ended

Risk Adj 
Excess 
Return

5 Yrs Ended
12/31/2017 12/31/2017 12/31/2017 12/31/2017 12/31/2017

WSI
Total Fund Return - Net 10.91% 6.24% 6.68% 3.2% 1.31%
Policy Benchmark Return 8.28% 4.65% 4.93% 2.9%
Excess Return 2.63% 1.59% 1.76% OK

LEGACY FUND
Total Fund Return - Net 14.61% 7.74% 5.99% 4.1% 0.49%
Policy Benchmark Return 12.81% 6.42% 4.94% 3.7%
Excess Return 1.80% 1.32% 1.05% OK



Investment Fees and Expenses – Summary
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During the last three-years, investment management fees and expenses as a % of average assets

under management declined from 0.65% in fiscal 2013 to 0.42% in fiscal 2016 before increasing to
approximately 0.46% in fiscal 2017.

Key Point: Based on over $10 billion of AUM, this 19 bps decline between
fiscal 2013 and 2017 translates into over $19 million of annual savings.

 RIO will diligently work to prudently manage all SIB client investment fees and expenses, but

acknowledges it is challenging to keep fees and expenses at or below 45 bps (0.45%) per annum in

future years. Current fiscal years results were materially impacted by high incentive performance fees.

A basis point (or “bp”) is equal to one one-hundredth of one percent (or 0.01%) such that 100 basis points (“bps”) is equivalent to 1%.

Note:  All amounts are deemed to be materially accurate, but are unaudited and subject to change.

All State Investment Board Clients

Investment Fees 

and Expenses

Average "Assets 

Under Management"

% of 

AUM

a b a / b

Fiscal Year Ended June 30, 2013 $45 million $6.9 billion 0.65%

Fiscal Year Ended June 30, 2014 $44 million $8.6 billion 0.51%

Fiscal Year Ended June 30, 2015 $48 million $10.1 billion 0.48%

Fiscal Year Ended June 30, 2016 $46 million $10.9 billion 0.42%

Fiscal Year Ended June 30, 2017 $54.5 million $11.8 billion 0.46%
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Pension Trust “gross” returns were ranked in the 28th percentile for the 5-years 
ended  December 31, 2017, based on Callan’s “Public Fund Sponsor Database”.

The Pension Trust 
asset allocation 
adjusted ranking 

is in the 12th

percentile for the 
5-years ended 
Dec. 31, 2017.



SIB Client Satisfaction Scores Remain Strong in 2017
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Parks & Rec. added in Q1 of 2018

 SIB Client Boards: 
1. PERS Pension 
2. TFFR Pension  
3. Bismarck Employee Pension 
4. Bismarck Police Pension 
5. Grand Forks Employee Pension 
6. Grand Forks Park District Pension 
7. Workforce Safety & Insurance 
8. Insurance Commissioner 
9. State Risk Management 
10. ND Association of Counties 
11. Council on the Arts 
12. Board of Medical Examiners 
13. City of Fargo (Fargo Dome) 
14. Legacy & BSF Advisory Board 
15. Office of Management & Budget 
16. Parks & Rec (Lewis & Clark) 

RIO attends 40 client board meetings per year (e.g. SIB 10, TFFR/PERS 12, Audit 4, Legacy 2, WSI 2, Other Client Boards 10).



RIO 2017-19 Strategic Investment Plan
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Fundamental Investment Beliefs

Asset allocation decisions are the primary driver of investment returns, but the prudent use of active investment management is an important

contributor towards ensuring our clients attain their stated investment objectives. All investment decisions are driven by our desire to

maximize risk adjusted returns based on our clients stated risk appetite and liquidity profile. SIB clients generated over $300 million of

incremental income via the prudent use of active management the last 5 years including over $120 million of incremental income in 2017.

Strategic Investment Plan

1. Reaffirm our organizational commitment to the importance of continuing board education and strong board governance.

2. Enhance understanding of our core goals and beliefs while enhancing overall transparency.

a. Remain steadfast in our commitment to the prudent use of active investment management.

b. Expand awareness to downside risk management which is essential to achieving our long term investment goals.

c. Given actual and projected growth of SIB client assets and the heightened public awareness of the Legacy Fund, align our investment

platforms to promote greater clarity and efficiency in reporting and implementing client investment policies.

3. Expand RIO’s influence and ability to create positive and sustainable change by building deeper relationships with existing clients, organizations

and legislative leaders.

a. Enhance community outreach to build upon public awareness and confidence.

b. Develop concise presentations which highlight our overall risk, return and cost control framework including our progress towards

attaining our long-term goals.

4. Heighten employee engagement by promoting an open and collaborative work environment while encouraging employee participation in staff

meetings, offer team members more opportunities to impact RIO’s change initiatives and improve the office environment for staff and clients.

a. RIO’s ability to continue to deliver strong results is dependent on the combined efforts of our highly valuable team members.

5. Enhance our internal control environment by improving use of proven risk management solutions relating to fraud risk assessments,

investment risk management and overall enterprise risk management.

a. A robust risk management framework serves as a foundation to support a sound internal control environment and lessen

downside risks.

b. Broaden stakeholder awareness of the challenges faced in estimating Legacy Fund earnings for any given period.

6. Evaluate and expand the efficient use of technology in our investment program activities including risk management, compliance monitoring,

client satisfaction surveys, website design and communications in order to increase overall efficiency and effectiveness.



Fundamental Investment Beliefs
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 Asset allocation is the # 1 driver of investment returns.

 The prudent use of active investment management is an 
important contributor towards ensuring our clients attain their 
stated investment objectives.  

 SIB clients generated over $300 million of incremental income via 
the prudent use of active investment management since 2013. 

 SIB clients generated over $120 million of excess return via the 
prudent use of active investment management in 2017.

SIB Governance Policy D-3  on the “Ends” for Investment Services are based on the following:

1. Comparison of client fund’s rate of return net of fees and expenses, to that of the client’s policy benchmark 

over a minimum evaluation period of 5 years.
2. Comparison of the client fund’s risk, measured by standard deviation of net returns, to that of the client’s 

policy benchmark over a minimum period of 5 years.
3. Comparison of the risk adjusted performance of the client fund, net of fees and expenses, to that of the client’s 

policy benchmark over a minimum period of 5 years.



Affirm Commitment to Board Governance and Education
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 Reaffirm organizational commitment to our current governance 
structure.
 Annual board review of SIB governance manual including a second 

governance day offsite in mid-2016.

 Maintain a persistent awareness to the importance of continuing 
board education.
 Emphasize continuing board education at SIB meetings and promote 

the attendance of educationally focused industry conferences.
 Given current budget pressures, the SIB has engaged our consultant 

to offer “Callan College” in Bismarck in order improve accessibility 

for board members and clients while seeking to reduce costs.



Enhance Understanding of Core Goals and Beliefs
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 Enhance transparency and understanding of our core 
goals and beliefs.

 Remain steadfast in our commitment to the prudent use of 
active investment management.

 Expand awareness to downside risk management which is 
essential to achieving our long term investment goals.

 Given actual and projected growth of SIB client assets and 
the heightened public awareness of the Legacy Fund, align 
our investment platforms to promote greater clarity and 
efficiency in reporting and implementing client investment 
policies.



Expand Influence and Ability to Create Positive Change
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 Expand RIO’s influence and ability to create positive and 

sustainable change by developing relationships with existing 
clients, organizations and legislative leaders.

 Enhance community outreach to build upon public awareness and 
confidence.

 Develop concise presentations which highlight our overall risk, 
return and cost control framework including our progress towards 
attaining our long-term goals. 

 Build relationships with our legislative leaders to ensure the 
proper alignment of interests for our SIB clients and constituents.



Heighten Employee Engagement and Impact
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 Heighten employee engagement by promoting an open and 
collaborative work environment while encouraging employee 
participation in staff meetings, offer more opportunities to 
impact RIO’s change initiatives and either improve total 

compensation or significantly enhance our physical work 
environment.

 RIO’s ability to continue to deliver strong results is dependent on 

the combined efforts of our highly valuable team members. 
 Although SIB and TFFR client satisfaction remain strong (at 3.6 

to 3.8 on a 4.0 scale), we always attempt to find ways enhance 
client services by improving customer access and exploring 
better office space alternatives.  This opportunity was realized in 
2017 noting that our new office space offers improved client 
access, a better physical working environment and enhanced 
employee and customer safety while remaining within RIO’s 

approved budget. 



Enhance Existing Risk Management Framework
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 Enhance RIO’s internal control environment by improving use of 

proven risk management solutions relating to investment risk, 
fraud risk awareness and overall enterprise risk management.
 A robust risk management framework provides a foundation to 

understand downside risks and our ability to withstand market 
corrections in varying stress test scenarios.

 Investment risk management should focus on portfolio construction 
while seeking to enhance risk management reporting for board 
members and clients.

 RIO continues to broaden stakeholder awareness of the challenges 
faced in estimating Legacy Fund earnings for any given period. 



Evaluate and Expand the Efficient Use of Technology
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 Evaluate and expand the efficient use of technology in our 
investment program activities including risk management, 
compliance monitoring, client satisfaction surveys, website 
design and communications in order to increase overall 
efficiency and effectiveness.
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RIO’s Budget for 2017-19
was approved by the House
and Senate on April 20, 2017.



State Investment Board – Client Assets Under Management
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 SIB client assets grew by 17% or $1.9 billion 
in 2017 largely due to $1.7 billion of net 
investment income including $635 million for 
Legacy, $440 million for PERS, $360 million 
for TFFR and $195 million for WSI.

 The Pension Trust posted a net return of 
17.1% in the last year.  During the last 5-
years, the Pension Trust generated a net 
annualized return of 9.3%, exceeding the 
performance benchmark of 8.2%.

 The Insurance Trust generated a net return of 
10.5% in the last year.  During the last 5-
years, the Insurance Trust posted a net 
annualized return of 5.5%, exceeding the 
performance benchmark of 4.1%.

 Legacy Fund generated a net return of 14.6%
last year, exceeding its policy benchmark.  
During the last 5-years, Legacy Fund earned a 
net annualized return of 6.0%, exceeding the 
performance benchmark of 5.0%.

 SIB client assets totaled approximately $13.3 
billion as of December 31, 2017, based on 
unaudited valuations.

 Market Values  Market Values  Market Values 

Fund Name  as of 12/31/17 (1)  as of 6/30/17 (2)  as of 12/31/16  (1)

Pension Trust Fund 

Public Employees Retirement System (PERS) 2,994,979,615 2,781,347,059 2,563,018,948

Teachers' Fund for Retirement (TFFR) 2,473,097,233 2,318,214,336 2,147,574,445

City of Bismarck Employees Pension 98,190,912 91,954,163 85,523,410

City of Grand Forks Employees Pension 65,631,836 63,392,385 58,008,561

City of Bismarck Police Pension 39,669,311 38,136,784 35,374,745

Grand Forks Park District 6,632,313 6,160,568 5,871,117

Subtotal Pension Trust Fund 5,678,201,220 5,299,205,294 4,895,371,226

Insurance Trust Fund  

Workforce Safety & Insurance (WSI) 1,941,922,235 1,894,614,793 1,825,110,509

City of Fargo FargoDome Permanent Fund 44,602,637 41,634,919 33,312,203

Budget Stabilization Fund 38,399,123 6,127,845 103,537,937

PERS Group Insurance Account 35,284,686 37,500,315 36,834,347

State Fire and Tornado Fund 23,591,124 22,008,326 22,545,969

Petroleum Tank Release Compensation Fund 6,493,334 6,396,410 6,842,054

State Risk Management Fund 5,298,651 5,781,004 6,246,768

State Risk Management Workers Comp Fund 5,335,413 5,534,627 5,748,688

ND Association of Counties (NDACo) Fund 5,937,947 4,383,922 4,164,771

State Bonding Fund 3,428,672 3,374,398 3,292,172

ND Board of Medicine 2,242,647 2,179,911 2,258,841

Insurance Regulatory Trust Fund 1,254,637 5,289,165 1,477,615

Bismarck Deferred Sick Leave Account 733,682 698,132 661,093

Cultural Endowment Fund 459,249 431,471 406,389

Subtotal Insurance Trust Fund 2,114,984,037 2,035,955,239 2,052,439,356

Legacy Trust Fund

Legacy Fund 5,252,300,943 4,687,963,730 4,189,334,992

PERS Retiree Insurance Credit Fund 125,251,245 116,150,947 106,879,605

Job Service of North Dakota Pension 98,324,290 97,332,819 95,685,427

ND Tobacco Prevention and Control Trust Fund 58,139,612 57,462,736 50,509,542

Total Assets Under SIB Management 13,327,201,347 12,294,070,765 11,390,220,148

(1)  Market values are unaudited and subject to change.
(2)  6/30/17 market values as stated in the Comprehensive Annual Financial Report.
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Asset allocation is the # 1 driver of investment returns, but the prudent use
of active management can improve performance and contribute towards
our clients attaining their stated investment objectives. (See example below.)

a) SIB clients earned approximately $1.7 billion of net investment income (after
all fees and expenses) for the 1-year ended December 31, 2017.

b) RIO estimates that active management enhanced net investment returns by
at least 1% or $120 million during the last year noting total Assets Under

Management (AUM) exceeded $12 billion, while net investment returns exceeded

their benchmarks by 1% last year (e.g. $12 billion x 1% = $120 million).

c) Based on the above estimates, “asset allocation” was responsible for $1.58
billion (or 93%) of the net investment income, while “active management”

was responsible for $120 million (or 7%) of net investment income in 2017.

d) SIB governance policies reinforce our fundamental investment beliefs by
monitoring actual versus target asset allocation levels every quarter and
comparing actual net investment returns versus approved benchmarks.

e) Based on AUM, nearly 98% of our clients benefitted from the use of active
management for the 1-, 3- and 5-years ended Dec. 31, 2017. This translates
into over $300 million of incremental investment income the last 5-years.

The above amounts are preliminary estimates and subject to change.



  AGENDA ITEM III.B. 
 

Board Acceptance Requested 
 

TO:    State Investment Board    
 
FROM:   Dave Hunter (on behalf of the SIB Chairman and Vice-Chairman) 
 

DATE:   April 20, 2018 
 
SUBJECT:  Board Self-Assessment Summary  
 

 
The SIB engaged Aon Hewitt to conduct a Board Self-Assessment Survey during the first quarter of 
2018.  The results of this survey were reviewed by the SIB on March 23, 2018. After board member 
discussion at our last meeting, Aon Hewitt prepared the following Board Self-Assessment for further 
review and acceptance by the SIB.   
 
If the Board desires, the SIB may make a motion to accept the attached summary and/or direct 
the ED/CIO to take further action based on this board self-assessment process. 
 
 
 
 
 
 



 

Aon Hewitt | Retirement and Investment 

200 East Randolph Street, Suite 1500 | Chicago, IL 60601 

t: 312.258.0430 | f: 312.381.1366 | www.aonhewitt.com/investmentconsulting 

 

Confidential Memo       

To: North Dakota State Investment Board Members 

From: Jeanne Cullins, Partner, Fiduciary Services Practice Leader, Aon  

Julie Becker, Associate Partner, Fiduciary Services, Aon 

Date: April 9, 2018 

Re: Summary of the 2017 Board Self-Assessment Discussion 

 

At its March 23, 2018 regular meeting, the Board discussed the results of its Self-

Assessment and performance during calendar year 2017. The purpose of this memo is to 

summarize the topics and next steps articulated during the Board’s discussion.  

 

Background  

  

This is the first year the Board engaged in conducting a board self-evaluation assessment, 

which is a recognized best practice in governance. We at Aon administered a two-part 

survey in advance of the meeting. The first part asks Board members to reflect on the 

quality of their individual service to the Board. Topics include meeting attendance, 

knowledge of key subjects, exhibiting ethical conduct, and interpersonal communications, 

among others. The second part polls satisfaction levels with various aspects of the Board’s 

operations as a collective. Here, themes for reflection include meeting protocols and 

materials, the Board and Executive Director relationship, and Board responsibilities and 

practices, and among others. 

 

In response to the survey, we received completed submissions from 10 of the Board 

Members. Responses were tabulated and summarized in a brief report that was provided to 

the Board for its review and discussion during the meeting.  

 

Overall the results were very favorable. Using a five-point scale where 5 means “strongly 

agree” and 1 means “strongly disagree”, the average overall Board evaluation ratings 

ranged from 3.88 to 5.00.   The median score was 4.50.  

 

The Board indicated that it found the Self-Assessment to be a useful tool. We commend the 

Board for engaging in this process and for the robust comments during the discussion. We 

recommend that the Board adopt the Self- Assessment as an annual process, enabling the 

Board to benchmark against the prior year’s performance, evaluating progress and  

adopting any identified additional enhancements to continually improve Board governance. 
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High Level Topics Discussed and Associated Next Steps Articulated  

 

The Board focused on 4 overarching themes which stemmed from the Board member’s 

responses to the Self-Assessment questionnaire. The Board focused on the following for 

overarching themes:   

 

1. Board committees- the Board questioned whether it needed to create additional 

committees to handle detailed work.  Some members stated that the Board has 

created ad hoc committees when needed, such as the securities litigation 

committee. However, the use of standing committees has not been a historical 

practice. It was noted as the duty of prudence evolves over time, the Board 

should as well. The question was raised how to keep the full Board engaged if 

there is a committee handling the detailed work.  Discussion topics included the 

importance of each committee having regular reporting responsibilities to the full 

Board, acting only in an advisory capacity, and that all Board members, including 

those not on the committee, are welcome to attend the committee meetings. The 

consensus was that committees make the full Board more efficient, as some 

Board members have experienced with participation on other boards. The Board 

needs to decide what it wants to do as a whole.   

 

Associated next steps- The Board will be mindful of the ability to create committees if 

the need arises, ensuring that each committee has its own charter which outlines its 

scope of authority and responsibilities in reporting to the full Board.  

 

 

2. New Board member orientation and Board member continuing education- 

 

The Board considered adoption of a Board Education Policy addressing new Board 

member orientation, requiring a certain number of hours of continuing education, and 

listing approved outside conferences.   

 

The advantages of adopting such a policy were discussed including to address the 

disparate levels of experience on the board, and to establish the philosophy of the 

Board to encourage the importance of education to the member’s ability to fulfill their 

fiduciary duty 

 

Relative to new Board member orientation, the consensus was that the Board Chair 

can assist in pairing more seasoned mentors with newer members, taking traits into 

consideration.  Suggested topics should also be jointly developed with input from the 

Board and staff.  The Executive Director will also check-in with new Board members 

after they have served their first 6 months.   
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The Board may adopt a required minimum hours of continuing education, as well as 

relevant topics.  This would be a prudent documentation to also have in light of 

Board travel.  Board travel should be pre-approved by the Board and such travel 

should specify whether it is for education or due diligence.   

 

There should be an associated tracking system for each Board Member’s completion 

of orientation and continuing education.  

 

The Education Policy may also have a list of approved external conferences, such as 

Callan, NASRA, NCPERS, IFEBP, etc.  The external conferences usually have tiers 

depending upon the tenure of the attendees.  The list could be organized 

accordingly. The members shared that Callan conferences were very helpful, 

particularly after a new member has served 9-12 months on the Board.  

 

Internal educational presentations at Board or Committee meetings that satisfy the 

continuing education topics should be noted on the Board agenda and tracked 

accordingly.  

 

Associated next steps- The Board will:  

A. Decide on the process for new board member training and mentorship 

B. Decide if it will require a minimum number of hours of annual continuing 

education, and if so, how many hours and in what areas 

C. Request that the Executive Director present a draft of pre-approved external 

conferences for the Board’s review and ultimate adoption 

D. Request all of the above be documented in a draft Board Member Education 

Policy for the Board’s review and ultimate adoption 

E. The Board will pre-approve external travel and notate if for continuing education 

F. Have assistant to the Board track each member’s completion of educational 

sessions and notate educational presentations on Board meeting agendas. 

G. Revisit the Board Education Policy biannually 

 

 

3. Staff related- Comments from the Self-Assessment suggest a need for a revised 

and enhanced process to evaluate the Executive Director’s performance.  

Members of the Board shared that the form itself may be too lengthy and 

potentially take 2 hours of each member’s time to complete. The form has been 

revised a couple times in the past few years and currently a board subcommittee 

is working on the process already.   
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The Board acknowledged that performing the Executive Director evaluation is it’s 

responsibility. There was a discussion about the importance of providing measurable 

and attainable pre-determined goals. The importance was expressed of giving the 

Executive Director thorough, honest, constructive and growth oriented feedback to 

assist him meet these goals.  

 

Associated next steps-The Board should have further discussion on this topic, 

particularly whether the full Board or just the evaluation subcommittee should 

complete the Executive Director’s performance review, and give guidance to the 

subcommittee whether the process should be changed and/or shortened. 

 

 

4 Attendance and engagement of leadership was expressed as a critical issue, as 

these are fundamental to good governance.  Since members can call into meetings, 

it was noted that attendance should not be an issue, however all members are 

encouraged to attend in person if possible. It was mentioned that there are other 

pension funds who consider a member to have resigned if they have 3 or more 

unexcused absences.  Some pension fund elected or appointed state officials are 

also able to send designees if they are unable to attend a meeting.  Another potential 

idea mentioned was to create annual attendance reports which raise awareness.  

The Governance Manual can also be revised to include the expectation of 

attendance and engagement of all members. 

 

Future topics requested for board education include fiduciary responsibilities, the benchmark 

selection process and the potential impact of the millennial generation employment practices 

on the stability of pension plans. 

 

We believe we have captured the discussion that occurred during the Board discussion 

accurately, however, if we have inadvertently missed a topic or misstated something, please 

let us know and we will address it. 

 

If you would like to discuss anything in this memo in more detail, we are happy to discuss 

with you at your convenience. 

 



 

 

Agenda Item III.C. 
 

Informational 
 

TO:   State Investment Board    
 

FROM:  RIO Investment Staff 
 

DATE:  April 20, 2018 
 
SUBJECT: Legacy Fund – Asset Allocation & Investment Policy Statement Review 
________________________________________________________________ 
 
Background: 
 
In accordance with North Dakota Century Code 21-10-11, “The staff and consultants of the state 
retirement and investment office shall advise the board in developing asset allocation and 
investment policies.”  Furthermore, “The legacy and budget stabilization fund advisory board is 

created to develop recommendations for the investment of funds in the legacy and budget stabilization 

funds to present to the state investment board.” Given the above, the SIB approved RIO’s 
recommendation to engage Callan to review the current Legacy Fund asset allocation policy 
last year.   
 

In anticipation of Callan presenting the results of their analysis at our next SIB meeting on May 
25, 2018, RIO deemed it worthwhile to review Legacy’s current asset allocation and investment 
policy statement.  RIO notes that Callan is scheduled to present their findings to the Legacy Fund 

Advisory Board on (Thursday) May 24, 2018 (with a suggested time of 1:00 to 3:00 pm CT). 

 
Overview of Asset Allocation Policy Targets: 
 
Legacy’s current asset allocation policy was recommended by RV Kuhns on April 2, 2013, as follows: 

 

  U.S. Equity     30% 
  International Equity    20%  Equity       50% 
 

  Fixed Income      35%  Fixed Income      35% 
 

  Diversified Real Assets   10% 
  Real Estate       5%  Real Assets      15% 

 

For simplicity, RIO has combined U.S. and International Equity as “Equity” and Diversified Real Assets 
and Real Estate as “Real Assets”.  “Real Assets” include infrastructure and inflation linked debt 

securities (such as U.S. Treasury Inflation Protected Securities or “TIPS”) and real estate. 

 

RIO reviewed Legacy’s current asset allocation and investment policy statement with the 
Legacy Fund Advisory Board on November 28, 2017.  The Advisory Board affirmed our prior 

recommendation to engage Callan to conduct an asset allocation policy review in 2018.  Legacy 
Fund’s current investment policy statement is presented on the following pages including 
excerpts from the prior presentation to the Advisory Board.      



Legacy Fund Asset Allocation Policy

April 20, 2018

Dave Hunter, Executive Director/CIO

Darren Schulz, Deputy Chief Investment Officer

ND Retirement & Investment Office (RIO)

State Investment Board (SIB) 

Note:  RIO intends to review Legacy Funds’ current investment policy statement as detailed on the 

following pages with a focus on the terms highlighted in green text.  RIO also intends to provide a 

preliminary investment update for the Legacy Fund and offer to discuss recent legislative proposals 

to use a portion of the Legacy Fund for statewide infrastructure projects.  

Agenda III.C.
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NORTH DAKOTA LEGACY FUND

INVESTMENT POLICY STATEMENT

1.   PLAN CHARACTERISTICS AND FUND CONSTRAINTS

The North Dakota legacy fund was created in 2010 when the voters of North Dakota approved a constitutional amendment--now Article X, 

Section 26, of the Constitution of North Dakota--to provide that 30 percent of oil and gas gross production and oil extraction taxes on oil and 

gas produced after June 30, 2011, be transferred to the legacy fund.  The principal and earnings of the legacy fund may not be spent until after 

June 30, 2017, and any expenditure of principal after that date requires a vote of at least two-thirds of the members elected to each house of 

the Legislative Assembly.  Not more than 15 percent of the principal of the legacy fund may be spent during a biennium.  The Legislative 

Assembly may transfer funds from any source to the legacy fund, and such transfers become part of the principal of the fund. The State 

Investment Board (SIB) is responsible for investment of the principal of the legacy fund.  Interest earnings accruing after June 30, 2017, are 

transferred to the general fund at the end of each biennium.  North Dakota Century Code Section 21-10-11 provides that the goal of 

investment for the legacy fund is principal preservation while maximizing total return.

2.   FUND MISSION

The legacy fund was created, in part, due to the recognition that state revenue from the oil and gas industry will be derived over a finite 

timeframe.  The legacy fund defers the recognition of 30 percent of this revenue for the benefit of future generations.  The primary mission of 

the legacy fund is to preserve the real inflation-adjusted purchasing power of the money deposited into the fund while maximizing total return.

3.   RESPONSIBILITIES AND DISCRETION OF THE STATE INVESTMENT BOARD

The Legacy and Budget Stabilization Fund Advisory Board (the “Advisory Board”) is charged by law under Section 21-10-11 with the

responsibility of recommending policies on investment goals and asset allocation of the legacy fund.  The SIB is charged with implementing 

policies and asset allocation and investing the assets of the legacy fund in the manner provided in Section 21-10-07--the prudent institutional 

investor rule.  The fiduciaries shall exercise the judgment and care, under the circumstances then prevailing, that an institutional investor of 

ordinary prudence, discretion, and intelligence exercises in the management of large investments entrusted to it, not in regard to speculation 

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

Management responsibility for the investment program not assigned to the SIB in Chapter 21-10 is hereby delegated to the SIB, which must 

establish written policies for the operation of the investment program consistent with this investment policy.

The SIB may delegate investment responsibility to professional money managers, which are also required to employ investment strategies 

consistent with the investment policy.  Where a money manager has been retained, the SIB's role in determining investment strategy and 

security selection is supervisory not advisory.

The Legacy Fund investment policy statement should 

be reviewed annually for accuracy and completeness.
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At the discretion of the SIB, the fund’s assets may be pooled with other funds. In pooling funds, the SIB may establish whatever asset class pools it 

deems necessary with specific quality, diversification, restrictions, and performance objectives appropriate to the prudent investor rule and the 

objectives of the funds participating in the pool.

The SIB is responsible for establishing criteria, procedures, and making decisions with respect to hiring, retaining, and terminating money 

managers.  The SIB investment responsibility also includes selecting performance measurement services, consultants, report formats, and 

frequency of meetings with managers.

The SIB shall notify the Advisory Board within 30 days of any substantial or notable changes in money managers; performance measurement 

services; and consultants, including hiring or terminating a money manager, performance measurement service, or a consultant.

The SIB, after consultation with the Advisory board, will implement necessary changes to this policy in an efficient and prudent manner.

4.   RISK TOLERANCE

The Advisory Board's risk tolerance with respect to the primary aspect of the legacy fund's mission is low.  The Advisory Board is unwilling to 

undertake investment strategies that might jeopardize the ability of the legacy fund to maintain principal value over time.  The Advisory Board 

recognizes that the plan will evolve as the legacy fund matures and economic conditions and opportunities change.

5.   INVESTMENT OBJECTIVES

The Advisory Board's investment objectives are expressed in terms of reward and risk expectations relative to investable, passive benchmarks.  

The legacy fund's policy benchmark is comprised of policy mix weights of appropriate asset class benchmarks as set by the SIB:

a. The legacy fund's rate of return, net of fees and expenses, should at least match that of the policy benchmark over a minimum evaluation 

period of five years.

b. The legacy fund's risk, measured by the standard deviation of net returns, should not exceed 115 percent of the policy benchmark over a 

minimum evaluation period of five years.

c. The risk-adjusted performance of the legacy fund, net of fees and expenses, should at least match that of the policy benchmark over a 

minimum evaluation period of five years.

6.   POLICY ASSET MIX

After consideration of all the inputs and a discussion of its own collective risk tolerance, the Advisory Board approved the following policy asset 

mix for the legacy fund as of April 2, 2013:
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Asset Class Policy Target Percentage 
Broad US Equity 30% 
Broad International Equity 20% 
Fixed Income and BND CD 35% 
Core Real Estate 5% 
Diversified Real Assets 10% 

 
 

Rebalancing of the fund to this target will be done in accordance with the SIB’s rebalancing policy, but not less than annually. The SIB 

approved an 18-month implementation strategy which completed in January of 2015. On June 17, 2017, the Advisory Board acknowledged 

the transfer of the Bank of North Dakota Match Loan Certificates of Deposit Program (“BND CD”) to the Legacy Fund in early-2017. The 

BND CD investment will be limited to the lesser of $200 million or 5% of the Legacy Fund (and represent a sector allocation within fixed 

income). The Advisory Board approved this future change in the Legacy Fund’s asset allocation without exception. BND will be requested to 

guarantee a minimum 1.75% investment return. The minimum return requirement will be periodically reviewed in connection with the

Legacy Fund’s overall asset allocation framework. BND CD’s are rated AA by S&P.

7.   RESTRICTIONS

While the SIB is responsible for establishing specific quality, diversification, restrictions, and performance objectives for the investment 

vehicles in which the legacy fund's assets will be invested, it is understood that:

a. Futures and options may be used to hedge or replicate underlying index exposure, but not for speculation.

b. Derivatives use will be monitored to ensure that undue risks are not taken by the money managers.

c. No transaction may be made that would threaten the tax-exempt status of the legacy fund.

d. All assets will be held in custody by the SIB's master custodian or such other custodians as are acceptable to the SIB.

e. No unhedged short sales or speculative margin purchases may be made.

f. Social investing is prohibited unless it meets the exclusive benefit rule, and it can be substantiated that the investment provides an 

equivalent or superior rate of return for a similar investment with a similar time horizon and similar risk.  For the purpose of this 

document, social investing is defined as the consideration of socially responsible criteria in the investment or commitment of public fund 

money for the purpose of obtaining an effect other than a maximized return to the Fund.

g. Economically targeted investing is prohibited unless the investment meets the exclusive benefit rule.

For the purpose of this document, economically targeted investment is defined as an investment designed to produce a competitive rate of 

return commensurate with risk involved as well as to create collateral economic benefits for a targeted geographic area, group of people, or 

sector of the economy.  Also, for the purpose of this document, the exclusive benefit rule is met if the following four conditions are satisfied:
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1. The cost does not exceed the fair market value at the time of investment.

2. The investment provides the legacy fund with an equivalent or superior rate of return for a similar investment with a similar time 

horizon and similar risk.

3. Sufficient liquidity is maintained in the legacy fund to permit distributions in accordance with the terms of the plan.

4. The safeguards and diversity that a prudent investor would adhere to are present.

Where investment characteristics, including yield, risk, and liquidity, are equivalent, the Advisory Board's policy favors investments which will have 

a positive impact on the economy of North Dakota.

8.   INTERNAL CONTROLS

A system of internal controls must be in place by the SIB to prevent losses of public funds arising from fraud or employee error.  Such controls 

deemed most important are the separation of responsibilities for investment purchases from the recording of investment activity, custodial 

safekeeping, written confirmation of investment transactions, and established criteria for investment manager selection and monitoring.  The annual 

financial audit must include a comprehensive review of the portfolio, accounting procedures for security transactions, and compliance with the 

investment policy.

9.   EVALUATION AND REVIEW

Investment management of the legacy fund will be evaluated against the fund's investment objectives and investment performance standards.  

Emphasis will be placed on 5-year and 10-year results.  Evaluation should include an assessment of the continued feasibility of achieving the 

investment objectives and the appropriateness of the investment policy statement for achieving those objectives.

Performance reports will be provided to the Advisory Board periodically, but not less than quarterly.  Such reports will include asset returns and 

allocation data. Additionally, not less than annually, reports will include information regarding all significant and/or material matters and changes 

pertaining to the investment of the legacy fund, including:

• Changes in asset class portfolio structures, tactical approaches, and market values.

• Loss of principal, if any.

• Management costs associated with various types of investments.

• All material legal or legislative proceedings affecting the SIB.

• Compliance with this investment policy statement.

• An evaluation of the national economic climate.

• A forecast of the expected economic opportunities and dangers.

• Management of risk by the SIB.

In addition to the quarterly and annual evaluation and review process, the SIB shall notify the Advisory Board within 30 days of any substantial or 

notable deviation from the normal management of the legacy fund, including any anomalies, notable losses, gains, or liquidation of assets affecting 

the fund.
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Approved by: 
 
 LEGACY AND BUDGET STABILIZATION  STATE INVESTMENT BOARD   
 FUND ADVISORY BOARD 
       
 _______________________________  __________________________________ 

Representative Keith Kempenich   David Hunter  
 Chairman                                    Executive Director / CIO  
   

Date: __________________________           Date: ______________________________   
 

Approved by the NDSIB: 7/28/20173/15 
Approved by the LBSFAB: 6/17/2017dvisory Board: 
6/15/2016 

Summary: The Advisory Board approved our recommendation to engage Callan Associates to conduct an asset

allocation and spending study for the Legacy Fund in 2018. The last review was completed in 2013 noting that many

experts consider it a “best practice” to conduct asset allocation reviews every (four to) five years or whenever there is significant

change in underlying assumptions. Although RIO does not expect any material changes in the overall asset allocation policy, RIO

requested Callan to consider an increase to infrastructure (within Diversified Real Assets, while decreasing global

index linked securities) along with a review of the existing BND Match Loan Certificates of Deposit (CD) Program.

The BND CD Program size is currently limited to the lesser of $200 million or 5% of the Legacy Fund (and represents a sector

allocation within Fixed Income). RIO requested Callan to consider a 5% target allocation to the BND CD Program (e.g.

$5.3 billion x 5% = $250 million). The BND exposure (with a 5% target allocation) may be allocated between the existing CD

Program (with a minimum 1.75% return) and a new “Infrastructure CD Program” with higher market based return expectations to

compensate for escalating interest rate risk. RIO’s final recommendation will be based on maximizing risk adjusted

returns given the clients stated risk appetite and liquidity profile (which is materially consistent with the

investment principles of all SIB client investment policy statements).

RIO is available to assist the Advisory Board establish separate formal governance policies, if so directed.



Legacy Fund – Actual Performance vs Policy Benchmark
Net Returns Exceed Policy Benchmark – Periods Ended 12/31/17
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1. For the 1-Year Ended 12/31/17, the Legacy Fund earned a Net Return of 14.6% exceeding the 

Policy Benchmark (of 12.8%) and creating Excess Return of 1.8%.  Actual net returns exceed the 

Policy Benchmark by $72 million for the 1-year ended 12/31/17 (e.g. $4 billion x 1.8% = $72 million). 

2. For the 5-Years Ended 12/31/17, the Fund earned a Net Return of 6.0% exceeding the Policy 

Benchmark (of 4.9%) and creating Excess Return of over 1.0%.  Actual returns exceed Policy by 

$100 million for the 5 years ended 12/31/17 (e.g. $2 billion x 1.0% = $20 million x 5 years = $100 million).  

3. The above benchmark returns were achieved while adhering to approved risk levels.

Note:  Current Fiscal Year To Date and all returns as of 12/31/2017 and 2/28/2018, are unaudited and subject to change.

The Policy Benchmark is 50% Equity, 35% Bonds and 15% Real Assets (including Real Estate, Infrastructure and TIPS).

The Legacy Fund earned $640 million of net investment income in 2017.  Since inception, the 

Legacy Fund has earned over $1 billion of net investment income as of February 28, 2018.

Current 
FYTD 1 Yr Ended 3 Yrs Ended 5 Yrs Ended

12/31/2017 12/31/2017 12/31/2017 12/31/2017
Total Fund Return - Net 7.2% 14.6% 7.7% 6.0%
Policy Benchmark Return 6.2% 12.8% 6.4% 4.9%
Excess Return 1.0% 1.8% 1.3% 1.0%



100%

Actual Allocation
8/1/2013

Short Term Fixed Income

Legacy Fund Strategic Asset Allocation
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30%

20%

35%

10% 5%

Policy Allocation

Broad U.S. Equity

Broad International Equity

Fixed Income

Diversified Real Assets

Core Real Estate

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

January 31, 2015  to Current

NOTE:   All data included in this “Preview of Investment Returns” as of Sep. 30, 2017, is unaudited and subject to change. 



Legacy Fund - Asset Allocation
Market Valuations as of December 31, 2017
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Actual and Target 

Allocations are 

+/- 1%
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Legacy Fund - $5.25 billion

Global Equities - $2.6 billion
- LSV                $  765 million

- LA Capital          572 million

- Parametric         455 million

- William Blair      426 million

- PIMCO RAE     188 million (1)

- Vanguard          107 million

- DFA                  105 million

Fixed Income - $1.8 billion
- Wells $ 508 million

- Western            500 million (2)

- State Street      255 million

- Prudential         198 million

- Declaration       129 million

- Ares/Cerberus    76 million

- PIMCO               75 million (1)

- BND CD’s          63 million

Real Assets - $ 778 million
- Western      $ 355 million (2)

- JPMorgan      259 million

- Invesco          132 million      

- Grosvenor       32 million

Legacy Fund – Dec. 31, 2017 
Unaudited and Subject to Change

Northern Trust & BND



11

 Investment fees and expenses decreased slightly to 0.34% in fiscal 2017 from 0.36% in fiscal 2016 despite a 
significant increase in manager outperformance (increasing to 2.12% in fiscal 2017 versus 0.05% in fiscal 2016).

 The use of active management paid significant returns for the Legacy Fund in Fiscal 2017 as we paid $14.6 
million in fees to earn 12% (or $480 million) in fiscal 2017, including $80 million over our Policy Benchmark.  

Legacy Fund – Investment Fees and Expenses
Fiscal 2017 vs Fiscal 2016

 Average Market 

Value Fees in $

Fees in 

%

 Average Market 

Value Fees in $

Fees in 

%

Investment managers' fees:

Domestic large cap equity managers 965,570,487    1,922,415   0.20% 778,006,246    2,095,229   0.27%

Domestic small cap equity managers 364,557,307    630,814      0.17% 279,004,042    1,204,775   0.43%

International equity managers 859,092,053    3,553,654   0.41% 686,819,896    2,752,321   0.40%

Domestic fixed income managers 1,481,415,976 4,987,591   0.34% 1,261,572,841 3,376,076   0.27%

Diversified real assets managers 406,004,165    1,368,397   0.34% 355,643,550    1,485,125   0.42%

Real estate managers 255,143,146    1,514,247   0.59% 208,482,344    1,347,554   0.65%

Short-term fixed income managers -                   -              0.00% -                   -              0.00%

Cash & equivalents managers 12,637,988      9,758          0.08% 14,048,537      20,951        0.15%

Total investment managers' fees 3 4,344,421,122 13,986,877 4 0.32% 6 3,583,577,456 12,282,031 0.34%

Custodian fees 355,376      0.01% 355,571      0.01%

Investment consultant fees 222,477      0.01% 198,884      0.01%

Total investment expenses 2 14,564,731 0.34% 1 12,836,486 0.36%

Performance Fees Paid (included in totals above)

Total Performance Fees Paid 2,167,158   0.05% 1,988,561   0.06%
Actual Investment Performance (Net of Fees) 12.03% 1.06%
Policy Benchmark 9.91% 1.01%

Outperformance 5 2.12% Outperformance 5 0.05%

FY 2017 FY 2016

3 - Average Market Value of Assets in Fiscal 2017 of $4 billion x Outperformance of 2% = $80 million.
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Legacy Fund balances and 

returns are posted on RIO’s 

website at each month-end.



Agenda Item III. C. Part 2 
 

Legacy Fund Earnings Estimate 
April 11, 2018 

 

Background 
 

RIO was requested to provide a revised Legacy Fund earnings estimate for the 
remaining 2017-19 and upcoming 2019-21 biennia. RIO relied on oil and gas tax 
estimates provided by OMB and expected investment earnings over the next 
three-plus years. Estimates are based on the anticipated average balance of the 
Legacy Fund during the forecast period acknowledging that commodity prices 
are volatile in addition to the impact of this price volatility on oil and gas 
production and related tax collections.  
 

The Legacy Fund is currently undergoing an asset liability study which may 
impact the current target asset allocation of 50% equity, 35% fixed income and 
15% diversified real assets. Given that our current asset allocation includes a 
50% allocation to the public equity markets which are inherently subject to 
significant return volatility including the potential for negative investment returns 
over any defined time period, RIO notes it is reasonable to expect to the Legacy 
Fund to lose money during certain periods when the equity markets are 
experiencing losses, credit markets are experiencing elevated defaults and/or 
when liquidity in the private markets is challenged. Despite these investment 

concerns (which are present in most any return seeking portfolio), RIO is confident that 

the Legacy Fund will meet or exceed its targeted investment return of 6% over the long 

term. In order to be prudent and diligent and in light of our significant fiduciary 

responsibility, the SIB and RIO work with expert consultants (including R.V. Kuhn and 

Callan Associates) and professional investment management firms to confirm the 

reasonableness of our future capital market assumptions which serve as the foundation 

for overall long-term return estimates. 
 

RIO notes the prior earnings estimate of $200 million for the 2017-19 biennium 
was based on a 2% average “earnings” rate and anticipated Legacy Fund average 
balance of approximately $5 billion ($5 billion x 2% = $100 million per year or $200 

million per biennium). The 2% average “earnings” rate was based on the midpoint of the 

RV Kuhn consultant forecast including a 6% Base Case and -2% Worst Case, noting 

the Worst Case was raised by 1% (from -3%) based on the expected strength of the 

capital markets during the prescribed time period. RIO notes that NDCC 21-10-02 
defines “earnings” as “net income in accordance with generally accepted 
accounting principles, excluding any unrealized gains or losses.” This definition 



of “earnings” is materially different than net investment return including realized 
gains and losses.  For comparison, the Legacy Fund generated over $1 billion of 
net investment earnings since inception (as of February 28, 2018) whereas 
“earnings” as defined in accordance with NDCC 21-10-02 was less than $600 
million during this same time period.  
 

 

 

Legacy Fund “Earnings” Estimate 
 

Based on the expected strength of the capital markets over the next three years, 
RIO continues to recommend a 2% average “earnings” rate for the upcoming 
2019-21 biennium. Based on this 2% “earnings” rate assumption and 
incorporating actual “earnings” of the Legacy Fund through February 28, 2018 in 
addition to OMB’s expected oil and gas tax estimates through June 30, 2021, RIO 
estimates Legacy Fund “earnings” will approximate $300 million in 2017-19 and 
$280 million in 2019-21. RIO acknowledges the $300 million estimate for 2017-19 is 

$100 million higher than our prior forecast due to incredibly strong global equity markets 

in late-2017 and escalating oil and gas tax revenues in recent months. The $280 million 

“earnings” estimate for the 2019-21 biennia is largely driven by forecasted growth in oil 

and gas tax revenues causing average Legacy Fund investments to approximate $7 

billion next biennium (e.g. $7 billion x 2% “earnings” rate = $140 million x 2 years =  

$280 million). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Legacy Fund Earnings
"Earnings" 

under current 

definition

FY2012

Net Investment Income w/out Gains/Losses 2,350,618          

Net Realized Gains (Losses) 220,857             2,571,475     

Net Unrealized Gains (Losses) (271,250)            

Net Increase (Decrease) per financials 2,300,225          

FY2013

Net Investment Income w/out Gains/Losses 16,547,631        

Net Realized Gains (Losses) (598,542)            15,949,089   

Net Unrealized Gains (Losses) (11,733,063)       

Net Increase (Decrease) per financials 4,216,026          

FY2014

Net Investment Income w/out Gains/Losses 39,126,389        

Net Realized Gains (Losses) 10,907,266        50,033,655   

Net Unrealized Gains (Losses) 63,120,007        

Net Increase (Decrease) per financials 113,153,662      

FY2015

Net Investment Income w/out Gains/Losses 54,076,842        includes PPA

Net Realized Gains (Losses) 41,067,063        95,143,905   

Net Unrealized Gains (Losses) 4,751,745          

Net Increase (Decrease) per financials 99,895,650        

FY2016

Net Investment Income w/out Gains/Losses 77,306,531        

Net Realized Gains (Losses) (11,979,858)       65,326,673   

Net Unrealized Gains (Losses) (19,474,993)       

Net Increase (Decrease) per financials 45,851,680        

FY2017

Net Investment Income w/out Gains/Losses 89,624,346        

Net Realized Gains (Losses) 118,190,529      207,814,875 

Net Unrealized Gains (Losses) 271,780,381      

Net Increase (Decrease) per financials 479,595,256      

Net earnings (per NDCC) since inception (left in principal) 436,839,672 

FY2018 February 2018

Net Investment Income w/out Gains/Losses 60,406,891        

Net Realized Gains (Losses) 99,644,817        160,051,708 

Net Unrealized Gains (Losses) 178,183,175      

Net Increase (Decrease) per financials 338,234,883      

Net earnings (per NDCC) since 7/1/2017 160,051,708 

Net earnings (per NDCC) from inception to 2/28/2018 596,891,380 

Total Net Investment Earnings 1,083,247,382   

Per NDCC 21-10-12: For the purposes of section 26 of article X of the Constitution 

of North Dakota, the term "earnings" means net income in accordance with 

generally accepted accounting principles, excluding any unrealized gains or losses.



Securities Litigation Policy Overview

April 24, 2018

Dave Hunter, Executive Director/CIO

Connie Flanagan, Fiscal and Investment Operations Manager

ND Retirement & Investment Office (RIO)

State Investment Board (SIB) 

Agenda Item III.D. – Part 1

Board Action Requested

Note:   Recommended revisions to the Securities Litigation Policy primarily relate to

Non-U.S. cases in which the “expected loss” threshold is less than $5 million.
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U.S. and Canada (Active Participation = Opt-Out):
Key Points: i) Most securities litigation recoveries result from U.S. class action claims filing.

ii) This is not "active" participation because you have to "opt out" to be excluded.

iii) SIB policy is to "opt out" only if the expected loss > $5 million (or 0.1% of assets).

iv) If SLC "opts out" due to the expected loss > $5 million, the SIB will be informed

at the next SIB meeting.  These should be infrequent occurrences.

Non-U.S. and Non-Canada (Active Participation = Opt-In):
Key Points: a) Parties must "opt in" to obtain securities litigation recoveries outside U.S./Canada.

b) This is considered "active" participation because the impacted party must "opt in".

c) Recommended SIB policy is to "opt in" if the expected loss > $5 million (like the U.S.),

but with two exceptions for "Very Low Risk" and "Low Risk" jurisdictions (see below).

Exeption 1) "Very Low Risk" if expected loss > $20,000 (e.g. Australia, Israel, Netherlands)

Exeption 2) "Low Risk" if expected loss > $1 million (e.g. Japan)

NOTE:  The above securities litigation policy does not impact our policy when the SIB is a named

               defendant in a lawsuit.  The above policy only impacts our policy when the SIB is seeking

               to recover losses in securities litigation cases in which we have already suffered losses.

SIB Securities Litigation Policy Hand-Out
Securities Litigation Committee (SLC)

Prel iminary summary subject to further review and confi rmation.
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Securities Litigation Charter, Policy and Thresholds
Based on discussion with the SIB and expert legal counsel (e.g. FRT, BLBG, G&E & RGRD), RIO 

proposed new “Thresholds” to govern our policy to engage in “active” securities litigation.  

• RIO’s recommended policy thresholds are summarized below:

• U.S. and Canada:   The SIB acknowledges the Securities Litigation Committee (SLC) may 

commence active securities litigation (in the U.S. and Canada) if the “expected loss 

threshold” exceeds $5 million, subject to the Board affirming the SLC action at the next 

SIB meeting.  (RIO’s policy review noted that dollar thresholds generally ranged from $1 million to 

$10 million for most other U.S. public pension plans.)

• Non-U.S. and Non-Canadian:  The SIB will allow the SLC and RIO to enter into “Opt In” 

securities litigation actions (outside the U.S. and Canada) based on the following guidelines, 

subject to the SIB affirming the SLC decisions for “moderate and high risk” jurisdictions 

at the next Board meeting.  The SLC and RIO will report on “Opt In” securities litigation 

actions in “low or very low risk” jurisdictions on a periodic basis.

• $20,000 for passive or very low risk jurisdictions characterized by simple claim filing or 

registration demands, strong anonymity and very low costs (e.g. Australia, Israel, Netherlands)

• $1 million for low risk jurisdictions with no discovery demands and low costs (e.g. Japan)

• $5 million for moderate risk jurisdictions with some restricted discovery requirements,  

limited anonymity, the ability to fund/insure upfront fees and moderate overall costs (e.g. 

Germany,  Austria, Belgium, Switzerland, Denmark, Spain, Finland, France, Hong Kong, Indonesia, 

Ireland, Italy, Korea, Luxembourg, Malaysia, Norway, New Zealand, Portugal, Sweden and Thailand)

• $10 million for high risk jurisdictions which may require in-person discovery, no anonymity 

and uncapped fees (e.g. Taiwan, United Kingdom, Singapore and Brazil)

FRT = Financial Recovery Technologies   BLBG = Bernstein, Litowitz, Berger & Grossman LLP    

G&E = Grant & Eisenhofer RGRD = Robbins Geller Rudman & Dowd
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Securities Litigation Charter, Policy and Thresholds

Next Steps:

1. Review recommended changes to our existing Securities Litigation Policy including 

new dollar based thresholds for Non-U.S. / Non-Canadian securities litigation 

actions by governing legal jurisdiction;

2. Review our new Securities Litigation Committee (SLC) Charter which 

incorporates board member input shared at recent SIB meetings; 

3. If the SIB so desires, make a motion to accept the recommended changes 

to our Securities Litigation Policy (including $ thresholds for actively engaging 

in further litigation related actions);

4. If the SIB so desires, make a motion to accept the new SLC Charter 

incorporating all revisions shared by the SIB in recent meetings; or

5. Request RIO and SLC to incorporate additional revisions to either the Securities 

Litigation Policy or Charter for further consideration by SIB.



Securities Litigation Charter, Policy and Thresholds

5

SUMMARY

• Goal is to create policy that allows process to be as automatic as possible.

• FRT will provide coverage for Non-U.S. and Antitrust cases that previously were 

not covered under custodian agreement. There is no significant change in the 

U.S./Canadian class action process.

• This process does not apply to cases where SIB is a named defendant (e.g. 

Tribune and GM cases).

• Committee’s role will be to provide more flexibility in being able to meet on 

shorter notice or in the interim for cases that have shorter deadlines for making 

decisions on opting in to Non-US cases. 

• All Committee decisions will be reported to the full SIB.

• Committee will also receive periodic reporting on all cases filed.

• Based on the parameters set in the policy, it is not anticipated that there will be 

many cases that require specific Committee or Board approval.



Securities Litigation Process
US and Canadian Actions (Opting Out)
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1. Litigation is initiated in courts which results in a settlement

2. A class of litigants is established

3. FRT receives notice of class action settlement

4. FRT reviews SIB portfolios for affected securities/transactions

5. FRT calculates recognized loss

• If below proposed policy limit of $5 million, FRT will automatically file the necessary documentation 
to become part of class action (noting that this is our current class action claims filing process).
• Recovery will be based on SIB’s pro rata share of final settlement amount.

• If above proposed policy limit, FRT will assist Staff/Committee in analyzing considerations for Opting 
Out of the class action and pursuing direct action (we expect this course of action to be infrequent).
• Considerations for opting out of US/Canadian class actions

• How SIB losses compare to overall class
• Merits of the matter
• Identity and capability of outside counsel, including cost structure (will require special 

appointment)
• Potential sources of additional recovery outside the class
• Internal and external resources needed
• Whether direct action will have stronger impact on future corp. behavior
• Whether SIB involvement may increase likelihood of recovery (both to class or in 

separate action)
• Impact of publicity
• Likely burden to staff time, money and/or cost in relation to outcome.

Appendix A



Securities Litigation Process
Non-US/Non-Canadian Actions (Opting In)
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1. Litigation is initiated in courts

2. FRT monitors and identifies potential Opt-in actions

3. FRT reviews SIB portfolios for affected securities/transactions

4. FRT identifies jurisdiction and calculates estimated loss

• If below proposed policy limit, FRT will not automatically file documentation

• If above proposed policy limit, FRT will advise Staff/Committee of potential factors/options for 
opting in to the group action

• Provide transaction history to litigator for anonymous loss calculation

• Provide risk analysis based on jurisdiction which may include:

• Cost/Benefit

• Participation requirements

• Anonymity

• Identity and capability of outside counsel, including review of retainer 
agreements and cost structure (will require special appointment)

• Likely burden to staff time (discovery)

• For cases involving little to no additional cost or time (relatively simple opt-in cases), staff 
will direct FRT to move forward without additional Committee approval (likely in “ Very 
Low Risk” or “Low Risk” jurisdictions)

Appendix B
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Board Action Requested 
 
 

TO:    State Investment Board  
    
FROM:   Dave Hunter and Connie Flanagan 
 
DATE:   March 14, 2018 
 
SUBJECT: Review of Current Securities Litigation Policy 
 

 
Based on SIB guidance shared at recent Board meetings, RIO requests the SIB 
make a motion to accept the proposed revisions to our current Securities 
Monitoring and Litigation policy including any requested changes. 
   
 
POLICY TITLE:  SECURITIES MONITORING AND LITIGATION 
 

General Purpose 
 

1. The North Dakota State Investment Board (“SIB”) is a fiduciary for assets held in trust 
for the benefit of SIB clients’, including their beneficiaries and to defray expenses of 
administration of their respective investment funds. 

 
2. In order to carry out its fiduciary duty to prudently invest and diversify the assets of the 

various investment funds, the SIB invests considerable assets in global public securities 
markets. 

 
3. The efficient and effective deployment of plan assets requires that in seeking returns 

market risks must be prudently assumed and managed. Investing in publicly-traded 
securities in regulated markets under accounting, disclosure and business practice laws 
and regulations provides general, but not perfect assurance that the information forming 
the basis for investments is accurate, conforms with accepted accounting practices, 
and is not distorted due to misfeasance, malfeasance or nonfeasance, or the timing of 
information disclosures by persons or entities with the ability to affect market prices of the 
investment securities. 

 
4. Legal action is sometimes necessary to attempt to recover all or part of losses the 

funds may incur due to alleged improper action or inaction that results in the 
impairment of the value of the fund’s’ security holdings. 

 
5. Most such actions will be prosecuted by thethrough class action barlitigation whether or 

not the SIB takes an active role as a plaintiff or a passive role as a member of a 
certified class of plaintiffs. Any ultimate award or settlement from a class action filing 
will be ratably allocated among legitimate claimants. 

 



6. The SIB will generally only consider pursuing active participation in securities actions 
when such a role is expected to add value by enhancing the prospect for recovery, 
increasing the amount of recovery, assuring more efficient and effective prosecution of 
the case, or identifying and addressing corporate governance issues through litigation. 

 
For purposes of this Policy, “active participation” means seeking status as lead plaintiff, co-
lead plaintiff, or filing separate legal action. 
 

Non-Active Recovery and Filing 
 

1. SIB will require as part of its agreement with its custodial bank or other designated agent, 
that adequate securities class action monitoring is maintained on an ongoing basis, 
sufficient to assure that most of the actual awards and settlements for such cases are 
tracked and identified and that proof of claim forms, including supporting documentation, 
will be properly and timely filed. 

 
2. To augment and enhance coverage, identification and tracking of class-action cases 

(potential or actual) SIB may engage one or more legal firms that specialize in monitoring 
and prosecuting security class-action cases; any such engagement is subject to the special 
appointment requirements of N.D.C.C. § 54-12-08. For these purposes only, such firm(s) 
may be granted ongoing access to security holdings information through the custodian 
bank or other designated agent. 

 
3. An monitoring agreement with any law firm for monitoring non-litigation services access 

and reporting will not commit SIB to employing said firm in the event that it seeks to 
represent SIB as an active participant in any securities related litigation. Such 
representation must be effected by a separate retainer agreement between the SIB and said 
firm, or another, depending on such factors as the potential monetary scope, the nature 
of the case and industry specialty that may be required, the allocation of current or past 
cases among candidate firms, the likely duration and cost of prosecuting such a case, 
retainer fees or contingency splits, the venue in which the case is to be filed, and other 
considerations. 
 

4. The custodial bank or other designated agent will be required to provide the 
Retirement and Investment Office (“RIO”) with periodic reports that detail class action 
cases monitored, claims filed, and award or settlement distributions received. RIO will 
maintain these records and provide an update to the SIB or Securities Litigation 
Committee (Committee) with regards to accounting information on distributions 
received on claims filed by the custodian bank or other designated agent on our behalf. 

 
Active Participation in Cases 

 
1. The Executive Director will initiate active participation in securities cases only upon prior 

review and approval of the SIB or Committee. Before bringing any recommendations to 
the BoardSIB or Committee, the Executive Director, with significant assistance by from 
legal counsel from the Office of the Attorney General, will assess the merits and prospects 
for active participation by reference to the criteria and factors outlined in this section.  



2. Decision Criteria and Factors: 
 

a. The decision to participate in an active capacity in security litigation should be 
based on the totality of the circumstances. Dollar loss amounts are important, but 
not the sole or overriding factor to consider in making such recommendations by 
the Executive Director, or determinations by the SIB or Committee. 
 

b. Potential losses to SIB clients must be significant in order to warrant participation 
as a lead plaintiff, co-lead plaintiff, or separate “opt-out” litigant in U.S. or 
Canadian cases. Generally, in cases where the potential loss does not exceed the 
greater of 0.1% of trust assets or $5 million, the SIB will avoid active participation. 
 

c. The prima facia merits of the claim for loss, and the factual basis for the action, 
recognizing that the full discovery process will not commence until the class has 
been certified by the court in which such case is to be filed. 
 

d. The availability of witnesses, and possible support that may be obtained from 
investment managers, consultants, and the custodial bank through discovery. 

 
e. The potential that any defendants or insurers will be able to pay an adequate 

recovery to the class, without impairing the value of any current security 
holdings SIB may yet hold in the issuer in the portfolio. 
 

f. The ability of the law firm recommending action on the part of SIB to prosecute the 
case effectively, in the venue where such case is likely to be filed, and the 
experience of the firm in managing such cases individually or in partnership with 
other firms. 
 

g. Potential long-term benefits from corporate governance changes from pursuing 
litigation. 
 

h. The ability of SIB to serve as a fiduciary on behalf of all class members in the 
case, especially in relative terms to other institutional investors that may be 
considering the same case. 
 

i. Potential costs that may be incurred. Special consideration must be given to any 
case that must be filed in a non-U.S. venue under the “Morrison” criteria 
established by the U. S. Supreme Court in a 2010 decision, since costs of 
litigation and potential liabilities of unsuccessful claims may be significant. 
 

j. Current workload and staffing resources required for the fulfillment of SIB’s 
primary member service functions, and whether participation might displace time 
and staff resources needed for core business functions. 

 
3. Decision Criteria and Factors for cases filed in a non-U.S. venue: In addition to the 

Criteria and Factors set forth in Subsection 2, the SIB or Committee may consider the 
following: 

 



a. The proposed funding arrangements for the action. 
 

b. Evaluate the merits and risks of the case in light of the law of the jurisdiction 
in which the action would be brought. Generally, in cases where the potential loss 
does not exceed the Jurisdictional Thresholds referenced in Exhibit A, the SIB will 
avoid opt-in or group litigation participation. 

 
c. The role or level of participation in the case by the SIB. 
 

Roles in Managing and Monitoring Litigation 
 

1. The SIB o r  C o m m i t t e e  will make the final determination of whether it is in 
the SIB’s best interest to pursue active participation in any case and whether to engage 
any law firm and the terms of such engagement. 

 
2. Decisions regarding the conduct and implementation of the Board’s SIB’s or Committee’s 

decision to participate will be the responsibility of the Executive Director, or an approved 
member of the management staff if he so delegates. When feasible and advisable, the 
Executive Director shall seek advice and direction from the Board SIB or Committee on 
strategic and legal issues that may arise in prosecuting the action on behalf of the SIB and 
its clients. The Executive Director shall timely report to the BoardSIB or Committee on 
the progress of the litigation. 

 
3. The Executive Director shall be responsible for management of the relationship with any 

portfolio monitoring law firm or organization for such purpose. Based on the need for 
additional coverage, the Executive Director and Committee will determine whether one or 
several firms are needed to fulfill the goals of this Policy and may terminate such 
monitoring agreements as judgment advises. 

 
4. Any agreement for portfolio monitoring services that includes a fee or subscription cost 

must first be approved by the SIB or Committee before execution by the Executive 
Director. 

 
Policy Review 
 

1. The Committee and BoardSIB shall review this policy at least every three years to ensure 
that it remains relevant and appropriate. 

  



Exhibit A 
Non-US Opt-In and Group Litigation 

Jurisdictional Thresholds 
Jurisdictional Description Threshold 

Passive/very low risk jurisdictions, simple registration or claim 
filing (no participation in litigation required, strong anonymity, 
very low costs) including, but potentially not limited to: 
Australia, Israel, Netherlands (including Dutch Foundations), 
regulatory funds (e.g. Compensation Schemes in UK) 

$20,000 

 
Low risk jurisdictions (no discovery, low cost) including, but 
potentially not limited to: Japan 
 

 
$1 million 

 
Moderate risk jurisdictions (moderate cost, funded/insured to 
protect from cost shifting, some restricted discovery, not fully 
public) including but potentially not limited to: Germany, 
Austria, Belgium, Switzerland, Denmark, Spain, Finland, 
France, Hong Kong, Indonesia, Ireland, Italy, Korea, 
Luxembourg, Malaysia, Norway, New Zealand, Portugal, 
Sweden, and Thailand 
 

 
 
$5 million 

 
High risk jurisdictions (potential in-person discovery, no 
anonymity, uncapped fees) including, but potentially not 
limited to: Taiwan, United Kingdom, Singapore, Brazil 
 

 
$10 million 

 
Jurisdictional Thresholds are developed in consultation with legal counsel including 

other designated agents which are experts in global securities litigation matters. 
 
 
Policy Implemented: November 20, 2015 
Policy Revised: April 27, 2018 
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Agenda III D – Part 3 
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Board Action Requested 
 
 

TO:    SIB  
 

FROM:   Dave Hunter and Connie Flanagan 
 

DATE:   April 24, 2018 
 
SUBJECT: Proposed Charter for Securities Litigation Committee 
 

 
RIO’s Fiscal & Investment Operations Manager Connie Flanagan drafted the proposed 
Charter for the Securities Litigation Committee based on the SIB Audit Committee 
Charter.  The proposed Charter was reviewed and discussed with the Committee at our 
last Committee meeting on February 16, 2018.  After further review and discussion 
with the SIB on March 25, 2018, RIO recommends the Board approve the revised 
Securities Litigation Committee Charter, which incorporates comments provided 
by the Board, and/or offer alternative language for further consideration. 

 
 
 

CHARTER OF THE 
SECURITIES LITIGATION COMMITTEE OF THE  
NORTH DAKOTA STATE INVESTMENT BOARD 

 
 

PURPOSE 
 
The Securities Litigation Committee (the Committee) is a standing committee of the North 
Dakota State Investment Board (SIB) created to assist in fulfilling its fiduciary oversight 
responsibilities of monitoring the investment of assets entrusted to it by the various statutory and 
contracted funds, and to serve as a communications link for the SIB, RIO’s management and 
staff, third party securities litigation firms, and others. 
 
The Committee will determine when an active role should be pursued in regards to securities 
litigation affecting securities within the SIB’s portfolios. 
 
 
AUTHORITY 
 
The Committee is authorized to: 

• create SIB draft policy (to be formally approved by SIB) regarding dollar and/or risk 
thresholds for determining when to opt-out of class actions and/or seek direct litigation or 
lead plaintiff status; 

• based on SIB approved policy, make decisions on the level of participation the SIB will 
take in direct litigation, opt-in or group litigation, anti-trust and other class actions; and 
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• approve the selection of special assistant attorneys in cases of direct litigation. 
 
COMPOSITION 
 
The Committee will consist of the Executive Director of RIO, one member of RIO fiscal or 
investment staff, RIO general counsel, and two members of the SIB appointed by the Chair. 
 
Membership on the Committee will be for one year or termination of term on the SIB. Vacancies 
will be filled by the SIB Chair at the first scheduled meeting following the vacancy. There will 
be no limit to the number of terms served on the Committee. 
 
The Committee will elect a Chair and a Vice Chair. The Chair will preside at all meetings of the 
Committee and serve as the liaison to the SIB. In the absence of the Chair, the Vice Chair will 
perform the duties of the Chair. The liaison will report at least four times a year to the SIB on the 
activities of the Committee and other pertinent information. 
 
The Committee may form, and delegate authority to, subcommittees when it deems appropriate. 
 
 
MEETINGS 
 
The Committee will meet generally four times a year, with authority to convene additional 
meetings, as circumstances require or to adequately fulfill all the obligations and duties as 
outlined in this charter.  
 
Meeting agendas will be prepared by the Executive Director and approved by the Committee 
Chair, unless otherwise directed by the Committee and will be provided to the Committee 
members along with briefing materials before the scheduled committee meeting.  
 
Committee members are expected to attend each meeting, in person or via tele- or video-
conference. RIO’s executive management and others necessary to provide information and to 
conduct business will attend meetings. The Committee may invite staff of RIO or others to attend 
meetings, as necessary. The Committee may hold executive sessions as allowed under state law.   
 
The Committee will act only on the affirmative vote of three of the committee members at a 
meeting. To conduct business, a quorum will be three members of the Committee. Should a 
quorum not be present before a scheduled meeting or during a meeting, the Chair will announce 
the absence of a quorum and the members will disburse. Meetings unable to transact business for 
lack of a quorum are not considered meetings. Meeting minutes will be prepared by RIO, or as 
otherwise directed by the Committee. Approved meeting minutes of the Committee will be 
submitted to the SIB. 
 
 
 
RESPONSIBILITIES 
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RIO’s management is responsible for ongoing monitoring of securities litigation and claims 
filing. Based on SIB approved policy guidelines, the Committee has the responsibility to 
provide oversight in the areas of: 
 

• policy development 
• determination on direct litigation and/or lead plaintiff status  
• approval of special assistant attorneys (outside counsel) 

 
To this end, the Committee will: 

• Develop initial policy and periodically review policy to determine if changes are needed. 

• Review reports from RIO staff and third parties in order to maintain awareness of potential 
and actual securities litigation affecting the SIB portfolios. 

• Make decisions on whether to pursue direct litigation and/or lead plaintiff status on cases 
exceeding policy thresholds for passive participation. 

• Select third party litigation firms when deemed appropriate. 

• Perform other activities related to this charter as requested by the SIB.  

• Review and assess the adequacy of the Committee charter annually, requesting the SIB 
approval for proposed changes.  

• Confirm annually the review of all responsibilities outlined in this charter. 

 
Reporting Responsibilities 

• Report to the SIB about the Committee’s activities, issues, and related recommendations. 

• Provide a written report annually to the SIB, describing the Committee's composition, 
responsibilities and how they were discharged, and any other information required. 

 
DATE OF CREATION OF COMMITTEE AMENDMENTS: March __April 27, 2018 

DATE SECURITIES LITIGATION COMMITTEE CHARTER ADOPTED AND APPROVED: 
March __April 27, 2018 
 



POLICY TYPE: GOVERNANCE PROCESS 
 
  POLICY TITLE: STANDING COMMITTEES 

 

The board's standing committee is that which is set forth in this policy as follows: 
 

1. Audit Committee 
2. Securities Litigation Committee 

 
A. The audit committee and securities litigation committee shall operate under the terms of a 

charter approved by the board. 
 

INTRODUCTION – Audit Committee 
 

An Audit Committee has been established as a standing committee of the State Investment Board (SIB). The Audit 
Committee will assist the SIB in carrying out its oversight responsibilities as they relate to the Retirement and 
Investment Office (RIO) internal and external audit programs, including financial and other reporting practices, 
internal controls, and compliance with laws, regulations, and ethics. 

 
The primary objective of the internal audit function is to assist the SIB and management in the effective discharge 
of their responsibilities. To this end, internal auditing will furnish them with analyses, appraisals, 
recommendations, and pertinent information concerning the activities reviewed. 

 
Functions and units within RIO will be reviewed at appropriate intervals to determine whether they are effectively 
carrying out their responsibilities of planning, organizing, directing, and controlling in accordance with SIB and 
management instructions, applicable laws, policies, and procedures, and in a manner consistent with both the RIO 
objectives and high standards of administrative practice. 

 
POLICY OF THE STATE INVESTMENT BOARD – Audit Committee 

 

The audit staff shall have full, free, and unrestricted access to all RIO activities, records, property, and personnel 
relative to the subject under review. The audit function will be conducted in a manner consistent with acceptable 
professional standards and coordinated with others to best achieve the audit objectives and the RIO objectives. 

 
The Internal Audit Services Unit is responsible for developing and directing a broad, comprehensive program of 
internal auditing within RIO. The Internal Audit Services Unit will report administratively to management and 
functionally to the Audit Committee of the SIB. 

 
The RIO unit supervisors are responsible for seeing that corrective action on reported weaknesses is either planned 
or taken within 30 days from the receipt of a report disclosing those weaknesses if known or applicable. The unit 
supervisors are also responsible for seeing that a written report of action planned or completed is sent to the 
executive director. If a plan for action is reported, a second report shall be made promptly upon completion of the 
plan. 

 
 
 
 
 
 
 
 
 
 
 
 



INTRODUCTION – Securities Litigation Committee 
 

A Securities Litigation Committee (SLC) has been established as a standing committee of the State Investment 
Board (SIB). The SLC will assist the SIB in fulfilling its fiduciary oversight responsibilities of monitoring the 
investment assets entrusted to it by the various statutory and contracted funds, and to serve as a communications 
link for the SIB, RIO’s management and staff, third party securities litigation firms, and others. 
 
The SLC will determine when an active role should be pursued in regards to securities litigation affecting 
investments within the SIB’s portfolios based on the SIB approved Securities Litigation Policy and 
approved SIB Securities Litigation Committee Charter.   

 
 
POLICY OF THE STATE INVESTMENT BOARD – Securities Litigation Committee 

 

The SLC is authorized to: 
• create draft policy (to be formally approved by SIB) regarding dollar and/or risk thresholds for 

determining when to opt-out of class actions and/or seek direct litigation or lead plaintiff status; 
• based on SIB approved policy make decisions on the level of participation the SIB will take in direct 

litigation, opt-in or group litigation, anti-trust and other class actions; and 
• approve the selection of special assistant attorneys (in conjunction with the approval of the Office of the 

Attorney General) in cases of direct litigation. 
 
RIO’s management is responsible for ongoing monitoring of securities litigation and claims filing.  RIO 
management and staff will enable the SLC to provide a periodic update to the SIB on the SLC’s activities and 
related recommendations.   
 
The SLC has the responsibility to provide oversight in the areas of: 
 

• policy development; 
• determination on direct litigation and/or lead plaintiff status; and 
• approval of special assistant attorneys (outside counsel) with concurrence of the Attorney General. 

 
 
 

Board Approval Requested on Governance Manual Policy Changes on Standing Committees: 
 
RIO requests the Board to provide input on the proposed governance policy language relating to the 
newly established Securities Litigation Committee.  This language would be inserted into Section B – 6 
(on Standing Committees) in the SIB Governance Manual if formally approved by the SIB on April 27, 
2018.  Given that this is a “Second Reading” of previously revised governance section, RIO is requesting 
the SIB to formally accept the revised changes at this time.   
 
 
 
 
 
 
 
 
Policy Implemented: June 23, 1995. 
Policy Amended: April 27, 2018. 
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Agenda Item IV.A. 
 

Informational 
 

TO:   State Investment Board    
 

FROM:  RIO Investment Staff 
 

DATE:  April 20, 2018 
 
SUBJECT: BlackRock Portfolio Risk Review – Cover Memo 
________________________________________________________________ 
 
Background: 
 

RIO’s 2017-19 Strategic Investment Plan contains six pillars including # 5 – “Enhancing our 
internal control environment by improving the use of proven risk management solutions” noting 

that “a robust risk management framework serves as the foundation to support a sound internal control 

environment and lessen downside risk”.   

 

During the past year, RIO and BlackRock worked together to build out our Aladdin risk 
management system which offers a comprehensive investment risk management tool.  RIO 

believes this enhanced risk management framework will enhance our ability to analyze various risk 

factors inherent within our client portfolios and aid our ability to perform various stress testing scenarios 

to improve our expected ability to withstand unfavorable market events in the future. 

 

The following presentation to be made by Ms. Gabriella Barschdorff, CFA and Managing 
Director for BlackRock Client Portfolio Solutions, should offer a high level overview of the 
following four key points: 
 

1) Identify alternative ways of defining investment risk; 
2) Review and quantify the most basic drivers of risk; 
3) Compare and review SIB client portfolios using this risk factor framework; and 
4) Define stress testing and the use of stress testing to manage downside investment risk. 

 

Next Steps:   

RIO intends to develop a Risk Dashboard using this enhanced risk management system to improve 

downside risk awareness and performance within our SIB client portfolios while expanding our 

investment risk management reporting metrics in the upcoming year. 



North Dakota State Investment Board
Portfolio Risk Review
April 27, 2018

Data as of December 29, 2017



Quantitative Ways of Defining risk
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Commonly Used Metrics 

Standard Deviation/
Volatility

• Volatility of the portfolio around its expected return

• Over a period, returns are generally within +/- 1 standard deviation 2/3rds of the time

Beta • Sensitivity to overall market movement (“rising tide lifts all boats”)

Active Risk / Tracking 
Error • Standard deviation of active returns around a particular benchmark 

Tail Events Risk Metrics 

Scenario / Stress 
Testing

• Supplements traditional volatility-based risk to provide event-based risk analysis to estimate portfolio performance in different market regimes. 

• Two types of stress tests: historical and hypothetical

• The historical scenarios attempt to model how the current portfolio would perform should the historical scenario occur today (assumes instantaneous 

shocks). The hypothetical scenarios are driven by an extreme move in a single asset class, with the rest of the shocks implied by a covariance matrix.

Conditional VaR 
(CVaR) 

• Quantifies the average loss in a tail event beyond the VaR limit in a portfolio distribution

o “In an extreme tail risk scenario (occurring only 1% of the time), the portfolio would expect to lose xx%”

VaR • Value at Risk: the severity of a downside scenario with a given confidence interval over a stated time horizon 

o “99% of the time, the portfolio can expect to lose no more than xx% of its portfolio in a given year”

Expected Shortfall • The average of the risk in the "tail"; more technically, the mean of the parametric returns that exceed the 5% Historical VaR value. Also called CVaR, 

this statistic serves as a complement to Historical VaR as historical VaR only looks at the risk at a single percentile

Risk Attribution

Risk Factors
• Common exposures across various asset classes

• Influence investment return and risk characteristics of any given asset class or security 

• Help investors understand the true drivers of risk/return of each asset class as well as at the total portfolio level

Time Horizon

Short-Term • Metrics use the Weekly Long-Term Half-Life (WKL) scheme with a 26 week half-life and 104 weeks of observations; corresponds to 2 years of 

historical data 

Medium-Term • Metrics use the Monthly Constant-Weighted (MTC) scheme and 60 months of observations; corresponds to 5 years of historical data

Long-Term • Metrics use the Monthly Constant-Weighted (MTC) scheme and 180 months of observations; corresponds to 15 years of historical data

There are several metrics for describing the risk of an investment and of an entire portfolio in aggregate.

Today’s discussion focuses on risk factor analysis across a portfolio in aggregate.



BlackRock’s risk models seek to identify – and quantify – the most basic drivers of risk

What are risk factors?

Fixed Income

Value
Equity

Alts

Risk Factors

Grains

Veg.

Dairy

Fruit

Meat

Interest Rates

Credit Spreads 

Equity

Currency / FX

Inflation

120 bps

75 bps

620 bps

12 bps

53 bps

Farmland

Domestic Equity

Timber

TIPS

Hedge Funds
Core Fixed Income

Small Cap
Commodities

Synthetic Overlay

Large Cap

Emerging Markets

Risk Parity

Smart Beta

ETFs Real Return

Direct Lending
Event Driven

Private Equity

Diversified Credit
Real Estate

REITs

Cash

Leveraged 
Loans

Energy
These are the fundamental 

building blocks of risk

Broad Universe Traditional Categories Most Basic Elements

Growth
Equity

For illustrative purposes only.
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Why Use Risk Factors?

Though similar in risk 

and return, two 

portfolios may have 

different drawdown 

experiences due to 

different factor 

exposure profiles

Enables consistent 

evaluation of new 

asset classes 

Example: In traditional 

asset allocation, public and 

private equities are treated 

as two separate asset 

classes. Factor awareness 

recognizes that equity risk 

is an important driver of 

both. Mapping Equity to 

both of these asset classes 

allows investors to allocate 

to both of them consistently

Provides information 

on the key drivers 
of risk and returns

Helps differentiate
between portfolios

along the “fuzzy 

frontier” 

Provides a 

common language 
across asset 

classes

Provides greater 
freedom in asset 

allocation and manager 

selection

Why 
Factors?

Highlights underlying 

exposures to risk factors 

across asset classes, 

bringing awareness to 

any concentrations that 

are not expressed by just 

looking at the asset 

class level breakdown

Factor analysis can help asset allocation decisions in the following ways:

FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY
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For illustrative purposes only. Source: BlackRock 

Equities Fixed Income Alternatives

Risk factors can be understood as common exposures across various asset classes 
 Influence investment risk and return characteristics of any given asset class or security 

Risk factors can enable direct comparison across public and private asset classes
 Understand the true drivers of risk/return of each asset class as well as at the total portfolio level

Why Use a Risk Factor Framework?
Universal risk language across asset classes

FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY
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Why Use a Risk Factor Framework?
A more thorough picture

100%

-50%

-25%

0%

25%

50%

75%

100%

125%

150%

Credit Economic Inflation
Liquidity Emerging Mkts Real Rates
Developed FX Residual Idiosyncratic
Diversification Total

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Global Equities Global Fixed Income Cash & Equivalents

Absolute Return Real Assets Private Capital

Allocation of portfolio risk can be incomplete when viewed in an asset-class framework
• In the below example, the portfolio appears diversified from an asset allocation perspective (~50% to global equities)

• However, when viewed across the portfolio on a risk factor basis, it becomes clear that economic risk is driving the 

majority of the portfolio risk, contributing 80%

Illustrative Sample Portfolio Asset Allocation

Equity: 

49% of portfolio

Risk Factor Allocation

Economic Risk: 

80% of all risk

For illustrative purposes only.  Calculations performed on a sample portfolio using the BlackRock Solutions risk model and exposures; Monthly Constant Weighted (MTC model) with 

102 monthly observations; Macro Factor scheme.

Total Risk

Diversification
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$6,096
46%

$2,454
48%
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22%

$3,036
54% $106

39%

$4,945
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$1,269
23%
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Portfolio Overview
Asset Allocation and Risk Decomposition
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Portfolio 
Allocation 
by Asset 

Class

Long-Term 
(15 Yr) 

Stand-alone 
Risk and 

Risk 
Contribution 

By Factor 
(%)

Source: BlackRock, data as of 12/29/2017. Private Credit and Infrastructure related assets were moved from Fixed Income to Alternatives as a part of port group changes made in 1Q18.

Calculated using BlackRock Solutions Aladdin Risk Model with an exposure date as of 12/29/2017 and 180 months of constantly weighted observations. 

NAV
NDRIO Total Plan Legacy Fund Insurance Trust Pension Trust Misc. Portfolios

$13,255MM $5,132MM $2,249MM $5,601MM $273MM
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Total risk numbers are calculated using historical correlation data
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Considering risk calculations using long 
term and short term periods can be helpful

• At right we show the total risk of the S&P 500 

Index over rolling 15-year and 2-year look-back 

periods

• The total risk number of the 2-year look-back 

period changes based on the market 

environment during that 2-year period
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S&P 500 Index Risk using Rolling 15-year Look-back Period (%)

S&P 500 Index Risk using Rolling 2-year Look-back Period (%)

Source: BlackRock, data as of 12/29/2017. “Risk” is defined as value at risk (“VaR”). 
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What is stress testing?

Stress testing  quantifies anticipated portfolio losses under various calamitous market events 

BRS leverages our global multi-asset risk models by identifying portfolio level exposures to risk factors and then subjecting 

them to adverse economic conditions

There are two types of stress tests:
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Type of Test Description Pros Cons

Historical

Stress tests are created by identifying 

meaningful historical market events.  The 

move in each underlying risk factor during 

the period of market stress is quantified and 

applied to the risk factor exposure of the 

current portfolio

Examples: 2008 Market Crash, 2013 Fed 

Tapering Scare 

 Events occurred; no doubt to 

plausibility of the scenario

 Size of shocks reflect historical 

market moves

 Covariance matrices and shocks are 

compatible

 History is unlikely to repeat itself 

in the exact same way

 Limited to scenarios that have 

occurred in the past

Hypothetical

Scenarios are designed to reflect potentially

calamitous market events.  The market 

conditions are simulated to reflect how 

various risk factors would perform under 

the scenario 

Calibration of the shocks involves both 

qualitative and quantitative assessment

Examples: equity market down

 More flexibility in choosing a stress 

scenario

 Ability to target specific risk factors of 

concern

 Flexibility in designing a scenario to 

reflect any combination, direction and 

magnitude of risk factor shocks

 Design can be disputed: 

arguments can be made that a 

hypothetical scenario is unlikely 

to occur

 Choosing the appropriate 

number of risk factors and 

properly sizing shocks can be 

challenging

FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY
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Monthly Returns
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1

2
Negative Skew:
Greater probability 

of extreme loss

Why perform stress tests?

US Large Cap Equity Monthly Returns (1988 – 2015)
Source: Bloomberg

When returns are normally distributed, the volatility can be used to estimate portfolio loss; 
however, not all distributions are normal

• The below graph illustrates two distributions with the same mean and volatility

– The green curve reflects a normal distribution with a mean of 0.7% and a standard deviation of 4.2%

– The distribution shown in blue plots the frequency of the monthly returns of the S&P 500 since 1988

• Non-normal distributions can mean a higher probability of larger losses

– In a normal distribution, the chance of a two standard deviation decline is approximately 2.3%

– In a non-normal distribution, the chance of a move of the same magnitude can be significantly higher

9

S&P 500 Monthly Returns

Mean Return 0.7%

One Standard Deviation 4.2%

Two Standard Deviations 8.4%

Expected frequency of 

drawdowns larger than -8.4%
2.3%

Actual occurrence of monthly 

drawdowns larger than -8.4%
4.0%

1

2

Evaluating portfolios under “extreme” scenarios is beneficial as the frequency of “rare” moves can be higher than expected
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Stress Testing Analysis
Legacy Fund

10

Stress Testing – Historical Scenarios

Stress Testing – Hypothetical Scenarios

Source: BlackRock. Stress scenario analysis is performed using BlackRock Solutions Aladdin Risk model with 180 months of constant-weighted observations as of 12/29/2017. Scenario 

definitions can be found in the appendix. 

FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY
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Stress Testing Analysis
Insurance Trust
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Source: BlackRock. Stress scenario analysis is performed using BlackRock Solutions Aladdin Risk model with 180 months of constant-weighted observations as of 12/29/2017. Scenario 

definitions can be found in the appendix.

Stress Testing – Historical Scenarios

Stress Testing – Hypothetical Scenarios
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Stress Testing Analysis
Pension Trust

12

Source: BlackRock. Stress scenario analysis is performed using BlackRock Solutions Aladdin Risk model with 180 months of constant-weighted observations as of 12/29/2017. Scenario 

definitions can be found in the appendix.

Stress Testing – Historical Scenarios

Stress Testing – Hypothetical Scenarios
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Stress Test Scenario Definitions
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1. 2007 Credit Crisis 1. Credit Spread Widening US
July 2007 - July 2008

2. 2008 Crash 2. Equity Volatility Increase
September - November 2008

3. US Stock Market Down 5%/10%/15%
3. 2011 US Downgrade

July - September 2011

4. 2013 Fed Tapering Scare
May - June 2013

5. Chinese Market Crash '15
June-August 2015

Tapering Talks stirred the market since Congress Testimony by Bernanke with both 

equity and bond markets sold off. Emerging Market suffered badly due to hot money 

flight back to US. Shocks for DxS Factors are spreads.

Credit & liquidity crisis and equity market crash set off by Lehman Brothers 

bankruptcy. Significant credit spreads widening caused by massive deleveraging. 

Shocks for DxS Factors are spreads.

Historical Scenarios Hypothetical Scenarios

Credit & liquidity crisis stemming from a severe slowdown in the housing market 

causing significant widening of credit spreads and increased implied volatility. 

Shocks for DxS Factors are spreads.

The period starts with 50% chance US downgrade indication from S&P Standards 

and ends with Operational Twist announcement by Fed. Stock market incurred 

losses while bonds markets saw gains due to flight to safety. Shocks for DxS Factors 

are spreads.

US S&P VIX increases by 17.20%, calibrated to a 1% likelihood event for a 21-day 

movement using 7 years of rolling data as of 09/30/2014 with DLY as the weighting 

scheme (252 days and 8 weeks half-life).

Risk factor shocks specified for S&P 500, with S&P 500 declining by 5%, 10% and 

15%

US Credit Spread widen by 29.96%, calibrated to a 1% likelihood event for a 21-day 

movement using 7 years of rolling data as of 09/30/2014 with DLY as the weighting 

scheme (252 days and 8 weeks half-life).

Chinese stock market crash beginning with the popping of the stock market bubble 

on 12 June 2015



Defining risk factors
Macro risk factors and additional descriptive factors explained
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Emerging 
Markets

These common economic factors are intuitive, applicable across all asset classes, and explain the majority of asset class risk

Broad Risk Factor Exposures of Certain Asset Classes

Real Rates

Inflation

Credit

FX

Real Rates

Real Rates

Economic 
Growth FX

Inflation

Inflation

Emerging
Markets

Emerging
Markets Credit

Inflation-
protected 

bonds

Nominal 
bonds

Global Equity

USD-Denominated EM 
Debt

Global HY

Examples:

Commodity

Economic Growth

Real Rates

Inflation

Emerging
Markets

Credit

Risk of bearing exposure to changes in nominal prices
Return of long nominal bonds, short inflation-linked bonds portfolio

Risk of bearing exposure to real interest rate changes
Inflation-linked bond returns

Risk of default or spread widening
Return of long corporate bonds, short nominal bonds portfolio

Risk that emerging sovereign governments will change 

capital market rules
Equally weighted basket of EM assets

Risk associated with commodity markets
Weighted GSCI Commodity index returns

Risk associated with global equity markets
Broad-market equity index returns

FX Risk associated with developed foreign currency exposure
USD-denominated basket of EUR, JPY, GBP, CAD and AUD

FXReal Rates Inflation Emerging
Markets

Economic 
Growth

Global 
Real Estate

Commodity

Real Rates

Though the macro factors explain the majority of asset class returns, there are three additional components which supplement the risk 
factors in explaining total risk/return

Idiosyncratic*

Diversification*

Residual

The risk composition illustrated throughout the presentation depicts the standalone risk contribution of each of the factors.

As the factors are not perfectly correlated with one another, exposure to multiple factors produces some diversification 

benefit

The risk unexplained by the 2,200+ risk factors in the BRS risk model

The sum of the macro factors and idiosyncratic contribution should match the total risk/return as modeled by the complete 

set of underlying risk factors (2,200+); the difference is identified as the residual factor

FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY



Important Information

15FOR USE WITH NORTH DAKOTA STATE INVESTMENT BOARD ONLY

This material is provided for informational purposes only and does not constitute a solicitation in any jurisdiction in which such solicitation is unlawful 

or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an investment agreement with the recipient of this 

document nor an invitation to respond to it by making an offer to enter into an investment agreement.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, 

projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition. Moreover, certain historical performance 

information of other investment vehicles or composite accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been 

included in this material and such performance information is presented by way of example only. No representation is made that the performance 

presented will be achieved by any asset allocation or investment, or that every assumption made in achieving, calculating or presenting either the 

forward-looking information or the historical performance information herein has been considered or stated in preparing this material. Any changes to 

assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented herein 

by way of example.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy 

or sell any securities or to adopt any investment strategy. The opinions expressed are as of the date on the first page of this presentation and may 

change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary 

sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that any 

forecasts made will come to pass. Any investments named within this material may not necessarily be held in any accounts managed by BlackRock. 

Reliance upon information in this material is at the sole discretion of the reader. Past performance is no guarantee of future results. 

Past performance is not a guide to future performance. The value of investments and the income from them can fall as well as rise and is not 

guaranteed. You may not get back the amount originally invested. Changes in the rates of exchange between currencies may cause the value of 

investments to fluctuate.

THIS MATERIAL IS HIGHLY CONFIDENTIAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE 

RECIPIENT.

©2018 BlackRock, Inc., All Rights Reserved



 

 

Agenda Item IV.B. 
Informational 

TO:   State Investment Board  
FROM:  RIO Investment Staff 
DATE:  April 20, 2018 
SUBJECT: Infrastructure Update 
____________________________________________________________ 

Background:   
 
On October 27, 2017, the SIB approved RIO’s recommendation to conduct an infrastructure consultant 

search to assist staff in identifying at least one new manager to complement existing infrastructure 

mandates with JPMorgan and Grosvenor.  RIO noted the proposed timing of this search was favorable 

given the upcoming Legacy Fund asset allocation policy review.  
 

On November 17, 2017, the SIB approved RIO’s recommendation to engage Mercer to assist staff in 

conducting a search to identify one or two infrastructure managers which would provide complementary 

exposures to our existing global real asset investment portfolios.  
 

On March 23, 2017, the SIB approved the recommendation of RIO and Mercer to invest up to $140 

million with I-Squared Capital’s Global Infrastructure Fund II (including up to $65 million for the Pension 

Trust and up to $75 million for the Legacy Fund).  

 

Implementation Update:   
 
RIO intends to complete legal documentation for ISQ Global Infrastructure Fund II on or before May 1, 

2018.  RIO notes that Mr. Scott Cheskiewicz of Jackson Walker was appointed Special Assistant 

Attorney General by the Office of the Attorney General effective as of March 26, 2018, (as previously 

approved by the SIB on November 17, 2017) to provide expert legal assistance in negotiating this 

transaction in addition to the outstanding legal guidance already provided by Assistant Attorney 

General Patrick Brooke. 

 

Infrastructure Benchmark Review:   
 
Based on recent infrastructure investment due diligence, RIO requested Callan Associates to review 

our current benchmark and consider recommending a new benchmark which would better evaluate the 

contribution of the infrastructure investment within those SIB funds that utilize this asset class. RIO 

notes that we have historically utilized CPI-W to benchmark our infrastructure investments (including 

JPMorgan and Grosvenor).  

 

Next Steps:   
 

RIO will request Callan to present their infrastructure recommendation to the SIB at our next board 

meeting on May 25, 2018, in connection with Callan’s quarterly investment performance review and in 

conjunction with Callan presenting the results of their asset allocation policy reviews of WSI and the 

Legacy Fund.  Please see the attached Infrastructure Benchmark Analysis presentation offered by 

Callan Associates for further background. RIO notes a custom built index is necessary because there is 

not a passive investible index and there is no robust private peer index available. 



Knowledge. Experience. Integrity. 0 
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Infrastructure Benchmark Analysis 

April 11, 2018 
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Senior Vice President 
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Assistant Vice President 

Adam Lozinski, CFA 
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Introduction 

Objective:  

● Select a benchmark (a representative performance proxy) to evaluate the investment contribution 

of the infrastructure asset class within those NDSIB Funds that utilize the asset class. 

● A custom built index is necessary because there is not a passive investible index and there is not a 

robust private peer index available.  

Analysis Inputs: 

● To model the NDSIB Infrastructure Composite, Callan equal-weighted the four current managers: 

Grosvenor Custom Infra, Grosvenor Custom Infra II, JP Morgan Infra, and JP Morgan Asian Infra. 

– The data goes back to July 2007.  However not all managers have data histories extending back to 7/2007. 

– As a consequence of the non-contemporaneous benchmark histories, our analysis equal weighted those 

managers with available data in each sub-period across the entire timeframe of the analysis. 

● Alternative benchmarks and corresponding economic rationale: 

– NCREIF ODCE: Should exhibit income and equity replacement values similar to infrastructure 

– NCREIF Total: Should exhibit income and equity replacement values similar to infrastructure 

– FTSE Global 50/50: Public equity infrastructure benchmark should have similar assets 

– CPI-U: Inflation adjustments are frequently part of the long-term lease contracting 

– Bloomberg Long Credit: Long duration of infrastructure cash-flows should exhibit interest rate sensitivity 

– Bloomberg Long Gov/Credit: Long duration of infrastructure cash-flows should exhibit interest rate sensitivity 

● Additionally, multiple time lags were applied to each benchmark to test various measures of fit. 

 



Knowledge. Experience. Integrity. 2 

Approaches 

Returns, Risk, and Statistics: 

● The NDSIB Infrastructure Composite proxy was compared to the various index returns using the 

following measures: 

– Returns and Standard Deviation 

– Correlation of quarterly returns, rolling 3-year returns, and incorporated time lags 

– Return/Risk ratios 

● In pursuit of the best fit custom benchmark we used various techniques including:  

– Correlation analysis 

– Regression 

– Returns-based style analysis 

– Optimization 

● Given the risk of over-engineering a model to fit historical data, these analyses were used as a 

guide, not as a definitive answer. 

● Looking at the potential custom benchmarks through various analytical lenses we were able to 

identify the indices that were routinely “chosen” by the models. 

● It is important to note that return-based analyses do not directly replicate the unique factors 

influencing infrastructure asset class returns or specific manager strategies. 



Knowledge. Experience. Integrity. 3 

Conclusion 

● Given the results of our analysis, we recommend considering the following custom benchmark: 

 

50% NCREIF ODCE and 50% CPI-U Lagged 1 Quarter. 

● The NCREIF ODCE represents a proxy for private income-oriented real assets; the lagged CPI-U 

accounts for the repricing of infrastructure leases and contracts based on observed inflation. 
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Annualized 

Returns 
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Deviation 

(%) 
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Returns 

Infrastructure Composite 3.51 7.42 0.47 
0.52 0.86 

Proposed Benchmark 3.12 4.64 0.67 



  AGENDA ITEM V.A. 
 

INFORMATIONAL 
 

TO:    State Investment Board    
 
FROM:   Dave Hunter (on behalf of SIB Executive Review Committee) 
 

DATE:   April 20, 2018 
 
SUBJECT:  Executive Review Committee Update  
 

 
In accordance with SIB Governance Manual section C-4 on Monitoring Executive Performance, the 
SIB Chairman will appoint a three-member executive review committee for the annual performance 
review of the Executive Director. The action was completed in February with the appointments of 
Yvonne Smith, Jodi Smith and Rob Lech.  Ms. Yvonne Smith agreed to be Chair of the Committee. 
 
In March and April, the Committee conducted a formal evaluation of the Executive Director, which 
included a 25-question survey completed by participating SIB members. 
 
The Executive Review Committee intends to provide the SIB with an update of the annual review 
process at our April 27th board meeting.  The annual evaluation of the Executive Director will be 
completed in May and finalized at our next SIB meeting on May 27, 2018. 
 
 
Note:    The SIB Executive Review Committee may elect to distribute the meeting materials from their 

 Committee meeting on April 25th after review and discussion with the Executive Director/CIO. 
 
 
 
 



AGENDA ITEM VI.A.

2017-2019 ADJUSTED BIENNIUM TO BUDGET % BUDGET % OF BIENNIUM

BUDGET APPROPRIATION DATE ACTUAL AVAILABLE AVAILABLE REMAINING

SALARIES AND BENEFITS $ 4,425,570.00 $ 4,425,570.00 $ 1,603,023.32 $ 2,822,546.68 63.78% 62.50%

OPERATING EXPENDITURES 862,484.00 862,484.00 220,484.60 641,999.40 74.44% 62.50%

CONTINGENCY 52,000.00 52,000.00 0.00 52,000.00 100.00% 62.50%

   TOTAL $ 5,340,054.00 $ 5,340,054.00 $ 1,823,507.92 3,516,546.08 65.85% 62.50%

BUDGETING / FINANCIAL CONDITION 

AS OF MARCH 31, 2018

EXPENDITURES



EXPENDITURE REPORT

QUARTER ENDED MARCH 31, 2018

QUARTERLY FISCAL YEAR BIENNIUM

INVESTMENT RETIREMENT TOTALS TO - DATE TO - DATE

CONTINUING APPROPRIATIONS

  INVESTMENT EXPENDITURES

     (SEE ATTACHED DETAIL) $ 7,395,146.69 $ 0.00 $ 7,395,146.69 $ 21,520,507.45 $ 21,520,507.45

  MEMBER CLAIMS

     1.  ANNUITY PAYMENTS 0.00 50,272,219.91 50,272,219.91 151,222,971.65 151,222,971.65

     2.  REFUND PAYMENTS      0.00 1,160,831.78 1,160,831.78 4,948,362.12  4,948,362.12

         TOTAL MEMBER CLAIMS 0.00 51,433,051.69 51,433,051.69 156,171,333.77 156,171,333.77

  OTHER CONTINUING APPROPRIATIONS 170,862.83 93,245.57 264,108.40 598,374.85 598,374.85

  TOTAL CONTINUING APPROPRIATIONS 7,566,009.52 51,526,297.26 59,092,306.78 178,290,216.07 178,290,216.07

BUDGETED EXPENDITURES

     1.  SALARIES & BENEFITS  

          

           SALARIES  200,521.45 204,048.64 404,570.09  1,182,015.39 1,182,015.39

           OVERTIME/TEMPORARY 0.00 0.00  0.00 0.00 0.00

           TERMINATION SALARY & BENEFITS 0.00 0.00 0.00 0.00 0.00

           FRINGE BENEFITS 64,917.51 79,895.63  144,813.14 421,007.93 421,007.93

           TOTAL SALARY & BENEFITS 265,438.96 283,944.27 549,383.23 1,603,023.32 1,603,023.32

     2.  OPERATING EXPENDITURES  

           DATA PROCESSING 3,449.37 14,840.28 18,289.65 53,951.30 53,951.30

           TELECOMMUNICATIONS - ISD 824.46 1,483.56 2,308.02 6,093.74 6,093.74

           TRAVEL 7,876.28 707.01 8,583.29 19,133.65 19,133.65

           IT - SOFTWARE/SUPPLIES 0.00 12.00 12.00 246.98 246.98

           POSTAGE SERVICES 444.69 11,459.04 11,903.73 30,484.16 30,484.16

           IT - CONTRACTUAL SERVICES 59.12 163.78 222.90 2,425.19 2,425.19

           BUILDING/LAND RENT & LEASES 8,028.81 13,513.98 21,542.79 65,998.37 65,998.37

           DUES & PROF. DEVELOPMENT 75.00 3,595.00 3,670.00 7,480.00 7,480.00

           OPERATING FEES & SERVICES 695.16 721.46 1,416.62 6,462.48 6,462.48

           REPAIR SERVICE 0.00 0.00 0.00 229.39 229.39

           PROFESSIONAL SERVICES 726.74 1,915.26 2,642.00 9,832.00 9,832.00

           INSURANCE 0.00 0.00 0.00 609.80 609.80

           OFFICE SUPPLIES 70.73 388.91 459.64 977.64 977.64

           PRINTING 281.40 4,632.95 4,914.35 11,834.09 11,834.09

           PROFESSIONAL SUPPLIES & MATERIALS 0.00 100.63 100.63 851.37 851.37

           MISCELLANEOUS SUPPLIES 57.51 141.83 199.34 378.09 378.09

           IT EQUIPMENT UNDER $5000 0.00 81.00 81.00 81.00 81.00

           OTHER EQUIP. UNDER $5000 0.00 0.00 0.00 2,321.80 2,321.80

           OFFICE EQUIP. & FURNITURE UNDER $5000 73.20 695.62 768.82 1,093.55 1,093.55

           TOTAL OPERATING EXPENDITURES 22,662.47 54,452.31 77,114.78 220,484.60 220,484.60

     3.  CONTINGENCY 0.00 0.00 0.00 0.00 0.00

TOTAL BUDGETED EXPENDITURES  288,101.43 338,396.58 626,498.01  1,823,507.92 1,823,507.92

TOTAL EXPENDITURES $ 7,683,248.12 $ 51,771,448.27 $ 59,718,804.79 $ 180,113,723.99 $ 180,113,723.99



INVESTMENT EXPENDITURE DETAIL

FEES PAID DURING THE QUARTER ENDED MARCH 31, 2018

FOR QUARTER ENDED 9/30/17

CUSTODIAN
Northern Trust 261,702.68

TOTAL FOR QUARTER ENDED 9/30/17 261,702.68

FOR QUARTER ENDED 12/31/17

PENSION DEVELOPED INTERNATIONAL EQUITY POOL
Northern Trust 26,358.41

Wellington 207,641.64

William Blair 148,123.31

TOTAL PENSION INTERNATIONAL EQUITY 382,123.36

PENSION GLOBAL EQUITY POOL
Epoch 683,632.38

LSV 138,066.00

TOTAL PENSION GLOBAL EQUITY 821,698.38

PENSION BELOW INVESTMENT GRADE FIXED
Loomis Sayles 211,784.85

PENSION INVESTMENT GRADE FIXED INCOME POOL
PIMCO 29,148.20

State Street 7,417.26

TOTAL PENSION INVESTMENT GRADE FIXED INCOME 36,565.46

PENSION INFRASTRUCTURE POOL
JP Morgan 381,262.13

PENSION LARGE CAP EQUITY POOL 
LA Capital 253,097.07

PENSION SMALL CAP EQUITY POOL 
Atlanta Capital 249,837.00

PENSION REAL ESTATE
Invesco 212,770.92

PENSION INTERNATIONAL FIXED INCOME
Brandywine 149,598.67

UBS 77,960.82

TOTAL PENSION INTERNATIONAL FIXED INCOME 227,559.49

INSURANCE FIXED INCOME POOL
Prudential 76,003.04

State Street 6,526.16

Wells 123,287.12

Western Asset 100,689.57

TOTAL INSURANCE FIXED INCOME 306,505.89



INVESTMENT EXPENDITURE DETAIL

FEES PAID DURING THE QUARTER ENDED MARCH 31, 2018

INSURANCE LARGE CAP EQUITY POOL
LA Capital 56,190.76

LSV 58,970.00

TOTAL INSURANCE LARGE CAP 115,160.76

INSURANCE SMALL CAP EQUITY POOL
PIMCO RAE 27,239.23

INSURANCE INT'L EQUITY
LSV 74,823.00

William Blair 72,513.13

TOTAL INSURANCE INT'L EQUITY 147,336.13

INSURANCE DIVERSIFIED REAL ASSETS
JP Morgan 181,689.52

Western Asset 37,929.20

TOTAL INSURANCE DIVERSIFIED REAL ASSETS 219,618.72

INSURANCE REAL ESTATE
Invesco 54,102.98

JP Morgan 162,099.29

TOTAL INSURANCE REAL ESTATE 216,202.27

LEGACY FIXED INCOME
Prudential 127,110.93

State Street 13,828.84

Wells 194,241.74

Western Asset 157,885.94

TOTAL INSURANCE FIXED INCOME 493,067.45

LEGACY LARGE CAP EQUITY
LA Capital 252,223.60

LSV 258,390.00

TOTAL INSURANCE LARGE CAP 510,613.60

LEGACY SMALL CAP EQUITY
PIMCO RAE 115,693.83

LEGACY INT'L EQUITY
LSV 403,951.00

William Blair 402,499.14

TOTAL INSURANCE INT'L EQUITY 806,450.14

LEGACY DIVERSIFIED REAL ASSETS
JP Morgan 241,056.40

Western Asset 109,880.68

TOTAL INSURANCE DIVERSIFIED REAL ASSETS 350,937.08

LEGACY REAL ESTATE
Invesco 106,498.56

JP Morgan 312,214.04

TOTAL INSURANCE REAL ESTATE 418,712.60



INVESTMENT EXPENDITURE DETAIL

FEES PAID DURING THE QUARTER ENDED MARCH 31, 2018

PERS RETIREE HEALTH INSURANCE CREDIT FUND
SEI 88,476.43

JOB SERVICE FUND
SEI 69,823.37

TOBACCO PREVENTION & CONTROL TRUST FUND
STATE STREET 2,711.24

CUSTODIAN
Northern Trust 284,823.80

CONSULTANT
Adams Street 15,040.00

Callan 103,702.91

Novarca 45,821.14

TOTAL CONSULTANT 164,564.05

TOTAL FOR QUARTER ENDED 12/31/17 7,114,635.25

FOR QUARTER ENDED 3/31/18

PENSION CASH
Northern Trust 18,808.76

TOTAL FOR QUARTER ENDED 3/31/18 18,808.76

TOTAL FEES PAID DURING QUARTER ENDED 3/31/2018 7,395,146.69



 

 
 

NORTH DAKOTA RETIREMENT AND INVESTMENT OFFICE 
 

QUARTERLY MONITORING REPORT 
 

 Quarter Ended March 31, 2018 
 

EXECUTIVE LIMITATIONS / STAFF RELATIONS 
 

 
The Executive Limitation “Staff Relations” deals with the treatment of staff at RIO.  The 
executive director “shall not cause or allow any condition or any communication which is 
unfair, undignified, or disrespectful.”  This Executive Limitation lists six specific limitations that 
range from personnel policies to exit interviews.  All the limitations are intended to protect 
staff from unfair, undignified, or disrespectful treatment by management. 
 
During the past quarter, there were no exceptions to this Executive Limitation. 
 
The Executive Director/CIO held three full office meetings and three manager meetings 
during the first calendar quarter of 2019 in order to promote an open and collaborative work 
environment while enhancing team member communication, awareness and engagement.  
 
RIO notes that our three newest team members including Denise Weeks - Retirement 
Benefits Specialist, Missy Kopp - Administrative Assistant, and Sara Sauter - Supervisor of 
Audit Services, are performing well during their first three months of employment (since 
January 1, 2018).   
 
In order to enhance employee engagement, RIO announced the re-instatement of “Flex 
Hours” on a trial basis from May 1, 2018 to October 31, 2018.  In the past, “Flex Hours” were 
generally only offered during the summer months.  Based on recent employee feedback, 
there was a growing desire to expand “Flex Hours” year-round.  RIO notes that our “Office 
Dress Code” policy was also revised in 2017 in response to increased employee feedback 
and constructive input from all RIO team members. 
 
RIO is fully staffed as of March 31, 2018. 
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Quarterly Report on Ends 
Q3:FY18 

 
Investment Program 

 
Ongoing due diligence conducted on the following organizations: 
 

Ares (direct lending) Wellington (non-US small cap equity)

Axiom (emerging market equity) Wells Capital (fixed income)

Declaration (fixed income) Western (domestic fixed income)

PIMCO (domestic fixed income)  
 

Preliminary due diligence conducted on the following organizations: 
 

Barings (real assets) IFM (infrastructure)

Basalt (infrastructure) I-Squared (infrastructure)

Brookfield (infrastructure) JP Morgan (derivatives)

Carlyle (infrastructure) KKR (infrastructure)

First State (infrastructure) Macquarie (infrastructure)

GIP (infrastructure) Westbrook (real estate)  
 

At the January SIB meeting, Aon Hewitt presented Board education relating to fiduciary trends in 
public pension plan governance. 
  
During the first quarter, Staff continued to work with Mercer to identify suitable private infrastructure 
manager candidates to complement existing infrastructure platform investments. Staff conducted on-
site due diligence meetings during the quarter with a number of private infrastructure managers. 
 
Also at the March meeting, the Board approved the selection of I-Squared Capital to manage up to 
$140 million in commitments on behalf of the pension trust and Legacy Fund in total. Legal contract 
review is pending. 
 
During the quarter, as part of the pension trust fixed income restructuring, global/non-US fixed income 
pension mandates with Brandywine and UBS in addition to a dedicated MBS mandate with JP 
Morgan were transitioned to a core fixed income mandate with Prudential (PGIM).  
 
As part of the restructuring of the pension trust fixed income manager structure, Staff is conducting a 
search for opportunistic credit managers within the non-investment grade fixed income space. 
 
Staff is continuing the live phase of the implementation of the BlackRock Solutions Aladdin system 
and is currently developing reporting packages. 
 
Staff attended meetings with the following entities: TFFR Board, NDPERS Investment Subcommittee, 
Workforce Safety & Insurance, and the City of Grand Forks.  
 
Staff continues to conduct preliminary due diligence on possible managers/products for future 
consideration. 
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Staff continues to monitor each client’s asset allocation monthly and makes rebalancing decisions 
based on rebalancing policy and cash flow requirements. 



 

 

 

 Quarterly Monitoring Report on TFFR Ends 

Quarter Ended March 31, 2018 

 

Retirement Program 

 

 
This report highlights exceptions to normal operating conditions. 

 

 
 
 

 TFFR Member Online was moved to the production environment on February 
1, 2018. Member Online allows members to view account information in a 
secure internet environment. To date, over 500 active and retired members 
have logged into the site. Staff continues to notify membership the site is 
available through email blasts, correspondence, publications, outreach 
programs, and during personal and phone interactions.  
  

 

 Due to delays in the release of the 2018 IRS federal tax withholding tables and 
the ND State tax withholding tables, TFFR staff implemented the new federal 
withholding tables for February 1, 2018 retiree payroll and ND state withholding 
tables for the April 1, 2018 payroll. Tax information notices were sent to retirees 
regarding the changes in withholding. Staff received calls from retirees regarding 
the delay and impact on their monthly payment, but overall the implementation 
went very smoothly.  

 
 

 TFFR’s 2017 IRS favorable determination letter was contingent on approval of 
certain amendments to state law in the 2019 legislative session. Based on this, 
one TFFR legislative proposal was submitted to the Legislative Employee 
Benefits Programs Committee for interim study by the April 1, 2018 deadline. The 
bill contains technical corrections to clarify and add detail on direct rollover 
provisions.   

 

 TFFR continues to identify and implement cost saving initiatives in the member 
and employer outreach program areas by utilizing more electronic education 
materials instead of printed versions.  
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