
Legacy and Budget Stabilization Fund  
Advisory Board Update 

June 15, 2016 

 

 

 

 

 

Dave Hunter, Executive Director/CIO 

Darren Schulz, Deputy Chief Investment Officer 

ND Retirement & Investment Office (RIO) 

State Investment Board (SIB)  

 

 

 

 

 

 

 

rtallman
Text Box
APPENDIX B



Agenda 

2 

 Budget Stabilization Fund Update 

 Status - Contributions, Income and Distributions 

 Asset Allocation – Actual versus Target 

 Investment Performance  

 Investment Policy Statement 

 Bank of North Dakota Match Loan Certificate of Deposit Program Update 

 Legacy Fund Update 

 Status - Contributions, Income and Distributions 

 Asset Allocation – Actual versus Target (and transition history) 

 Investment Performance 

 Investment Manager Allocations and Watch List 

 Investment Policy Statement 

 Appendix 

 



Budget Stabilization Fund - Status 
 Funding, Income and Disbursement History 
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Note:  Amounts are preliminary, unaudited and subject to change. 

Budget Stabilization Fund
Through April 30, 2016

New Money In Net Increase

 Income 

Distributions 

Out 

Net Assets 

End of Period

FY2006 (Initial Funding - Sept. 2005) 99,472,631       3,611,730     (3,207,845)    99,876,516    

FY2007 -                     4,980,987     (4,981,500)    99,876,003    

FY2008 100,527,369    122,430        (1,688,532)    198,837,270 

FY2009 -                     (8,736,058)    -                 190,101,212 

FY2010 124,936,548    21,464,258   (11,385,172) 325,116,846 

FY2011 -                     12,031,101   (11,474,863) 325,673,084 

FY2012 61,414,562       7,867,160     -                 394,954,806 

FY2013 -                     7,239,388     (1,036,797)    401,157,397 

FY2014 181,060,584    10,966,393   (7,183,404)    586,000,970 

FY2015 -                     10,992,146   (23,332,755) 573,636,701 

FY2016 -                     7,210,164     -                 580,846,865 

567,411,694    70,539,535   (64,290,868) 

Net Increase - Inception to Date 70,539,535       

Income Distributions Taken (64,290,868)     

Income Retained in Fund 6,248,667         

Note:  The Budget Stabilization Cap is $572,485,454.  RIO will likely be asked by OMB to transfer approximately $8 million to the General Fund in June of 2016 

 Contributions            Income 



Budget Stabilization Fund - Asset Allocation 
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100%

Policy Allocation

Short Term Fixed Income
and BND CDs

NOTE:   All data included in this “Preview of Investment Returns” as of March 31 or April 30, 2016, is unaudited and subject to change.  
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Budget Stabilization Fund Performance Exceeds Policy 
Benchmarks for 1-, 3- and 5-years ended March 31, 2016 
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Current 

FYTD 1 Yr Ended 3 Yrs Ended 5 Yrs Ended

Risk

5 Yrs 

Ended

Risk Adj 

Excess 

Return

5 Yrs Ended

3/31/2016 3/31/2016 3/31/2016 3/31/2016 3/31/2016 3/31/2016

BUDGET STABILIZATION FUND

579,947,916$                

Total Fund Return - Net 1.02% 1.37% 1.62% 1.83% 0.71% 0.57%

Policy Benchmark Return 0.98% 1.08% 0.75% 0.59% 0.44%

Excess Return 0.04% 0.29% 0.87% 1.23%

Investment Summary:   

Given the current low interest rate environment, investment returns for the Budget Stabilization 

Fund’s fixed income portfolio has been declining in recent years.  The Fund generated a net 

investment return of 1.37% over the last year versus 1.83% for the last 5-years.  

Despite this challenging environment, the fund’s investment managers have generally 

outperformed their respective benchmark indices (by 0.29% in the last year and 1.23% for the 

5-years ended March 31, 2016).  Given the nature of this “rainy day fund”, capital preservation is 

valued more highly than income generation as evidenced by the low level of observed risk (as 

measured by standard deviation) of 0.71% for the portfolio for the last 5-years. 



Budget Stabilization Fund 
Current Fiscal Year To Date Returns – March 31, 2016 
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Market Value Gross Net Gross Net Gross Net Gross Net

TOTAL BUDGET STABILIZATION FUND 579,947,916   1.13% 1.02% 1.95% 1.86% 1.98% 1.89% 2.36% 2.28%

POLICY TARGET BENCHMARK 0.98% 0.98% 0.75% 0.75% 0.55% 0.55% 0.42% 0.42%

Bank of ND CD'S 89,952,365    2.12% 2.12% 2.68% 2.68% 3.05% 3.05% 3.59% 3.59%

CASH EQUIVALENTS 0.107497239

Northern Trust (1) 8,875,391      0.06% 0.06% 0.01% 0.01% N/A N/A N/A N/A

TOTAL CASH EQUIVALENTS 8,875,391      0.06% 0.06% 0.01% 0.01% 0.10% 0.10% 0.17% 0.17%

90 Day T-Bill 0.12% 0.12% 0.02% 0.02% 0.06% 0.06% 0.08% 0.08%

0.996841156

SHORT TERM FIXED INCOME 0.871506916

Babson Capital 240,129,059   0.85% 0.68% 2.55% 2.43% 2.28% 2.15% N/A N/A

BC 1-3 Year US Gov't Index 0.78% 0.78% 0.91% 0.91% 0.68% 0.68%

JP Morgan 240,991,100   1.08% 0.97% 1.11% 1.01% 1.08% 0.97% N/A N/A

BC 1-3 Year Gov/Credit Index 0.91% 0.91% 1.62% 1.62% 1.17% 1.17%

TOTAL SHORT TERM FIXED INCOME 481,120,159  0.96% 0.82% 1.83% 1.72% 1.71% 1.60% 2.05% 1.94%

BC 1-3 Year US Gov't Index (1) 0.78% 0.78% 0.91% 0.91% 0.68% 0.68% 0.52% 0.52%

NOTE: Monthly returns and market values are preliminary and subject to change.

(1) Prior to October 1, 2011, the benchmark was 90 Day T-bills.

Effective July 1, 2013, net of fee returns are calculated on a cash basis in the month paid. Prior years were accrual based and 

Returns

FY15

Returns

Current Prior Year

FYTDMarch-16

5 Years

Ended

6/30/2015

3 Years

Ended

6/30/2015



Budget Stabilization Fund - Investment Fees:   
Excess Return from Active Management Exceeds Investment Fees 
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A basis point is equal to one one-hundredth of one percent (or 0.01%) such that 100 basis points is equivalent to 1%. 

  During each of the last two fiscal years ended June 30, 2015, the Budget Stabilization Fund generated over $5 

million of incremental income from active management while paying less than $1 million in fees each year.   

 

 Investment fees for the Budget Stabilization Fund remain reasonable at less than 20 bps per annum particularly 

when comparing the annual excess return of $5 million ($480 million x 1.1% = $5 million) to the incremental cost 

of less than $1 million per year. 

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

 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

 Average Market 

Value Fees in $ Fees in %

Contribution 

to Total 

Fees

Investment managers' fees:

Short-term fixed income managers 478,363,794    660,665      0.14% 0.14% 466,375,734    507,502         0.11% 0.11%

Cash & equivalents managers 7,565,653        9,835          0.13% 0.00% 16,402,731      21,324           0.13% 0.00%

Total investment managers' fees 485,929,447    670,500      0.14% 482,778,465    528,824         0.11%

Custodian fees 40,150        0.01% 0.01% 49,602           0.01% 0.01%

Investment consultant fees 26,509        0.01% 0.01% 17,623           0.00% 0.00%

Total investment expenses 737,159      0.15% 596,049         0.12%

Actual Investment Performance (Net of Fees) 1.86% 1.94%

Policy Benchmark 0.75% 0.61%

Outperformance 1.11% 1.33%

FY 2015 FY 2014

Budget Stabilization Fund

Schedule of Investment Expenses

RIO will refresh this slide 

for the fiscal year ended 

June 30, 2016,  when our 

audited financial statements 

are issued later this year. 
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Bank of North Dakota Match Loan Certificate of Deposit Program  

 
RIO intends to transfer the existing Bank of North Dakota (BND) Match Loan CD 

Program from the Budget Stabilization Fund (BSF) to the Legacy Fund prior to a 

material portion of this “rainy day fund” being used to offset expected budget 

shortfalls. RIO’s recommendation is contingent upon BND guaranteeing a minimum 1.75% 

return noting that current 5-year Treasury rates (upon which the CD rates are based) were 

1.21% as of June 9, 2016. The minimum return requirement will be reviewed periodically to 

ensure the Legacy Fund will be able to maintain its’ long-term expected rate of return of 

approximately 6.4% per annum. The BSF investment policy statement will be revised to 

exclude the BND CD Program. 
 

The Legacy Funds’ current asset allocation is 50% equity, 35% fixed income and 15% real assets. 

RIO can incorporate the BND CD program within the fixed income allocation of the 

Legacy Fund without materially impacting its’ overall return (6.4%) and risk profile 

as long the CD Program size is limited to the lesser of $200 million or 5% (of the 

Legacy Fund) and a minimum 1.75% return requirement is maintained for this AA 

rated investment. These relevant terms will be incorporated into the revised 

investment policy statement for the Legacy Fund.  RIO discussed this action with the SIB 

on May 27, 2016, which confirmed SIB Governance Policy E-12 which states “The source of 

funding for CD’s shall be determined by the Investment Director”.  If the Advisory Board has any 

questions with regards to this proposed action, RIO invites a discussion at our meeting on June 

15, 2016.  
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BND Match Loan CD Program Background: 
 

BND has a strong desire to maintain the CD Program which provides reduced cost 

financing to companies seeking to develop new businesses in North Dakota.  RIO 

notes this economic development program has been in place for over 20 years although the 

funding source has migrated among various funds overseen by the SIB.  Given the nature and 

size of the $3.7 billion Legacy Fund, RIO views the Legacy Fund as a better funding 

alternative given that one can make a case that both programs are intended to 

create or preserve intergenerational wealth for North Dakota’s citizens. In contrast, 

the BSF serves as a reserve fund with a greater demand for increased liquidity during periods of 

economic stress.  
 

BND has issued 25 CD’s over the past 20 years in connection with nearly $1 billion of 

“Total Project” developments.  Although the rates and terms have varied considerably since 

inception, BND has generally issued 5-year fixed rate CD’s post 2008 with the average interest 

rate declining materially during this time period.  There are $84 million of CD’s outstanding 

within the $580 million BSF as of May 20, 2016.  

  

Advisory Board Background: 
 

The Legacy and Budget Stabilization Funds Advisory Board (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 and budget stabilization funds. The SIB is charged with implementing 

policies and asset allocation and investing the assets of both funds. 
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