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TEACHERS’ FUND FOR RETIREMENT

¢+ Teachers' Fund for Retirement
Investment Objectives and Policy Guidelines

Plan Characteristics and Fund Constraints

The North Dakota Teachers” Fund for Retirement
(TFFR) is a pension benefit plan that was established
in 1913 to provide retirement income to all public school
and certain state teachers and administrators in the state
of North Dakota. The plan is administered by a
seven member Board of Trustees comprised of five
active and retired members of the fund appointed
by the Governor of North Dakota and two elected
officials - the State Treasurer and the State
Superintendent of Public Instruction.

The plan is a multi-employer defined benefit public
pension plan that provides retirement, disability, and
death benefits in accordance with Chapter 15-39.1 of
the North Dakota Century Code (NDCC). Monthly
retirement benefits are  based on  the formula:
Number of Years of service X 2.0% X Final
Average Salary. Adjustments to the basic formula
are made depending on the retirement option selected.

Funding is provided by monthly employee and employer
contributions scheduled to increase as follows:

7/1/2011 7/1/2012 7/1/2014
Employee 7.75% 9.75% 11.75%
Employer 8.75% 10.75% 12.75%

Employee and employer contributions will be reduced to
7.75% each when TFFR reaches 100% funded level on
an actuarial value basis.

The TFFR Board has an actuarial valuation performed
annually and an Experience Study and Asset Liability
Study performed every five years. The actuarial assumed
rate of return on assets was reduced to 7.75% from 8.0%
as of July 1, 2015. Key plan and financial statistics are
recorded in the most recent valuation report on file at the
North Dakota Retirement and Investment office (RIO).

Fund Goals

The Plan benefits are financed through both statutory
employer and employee contributions and the investment
earnings on assets held in the Fund. The TFFR Board
recognizes that a sound investment program is
essential to meet the pension obligations.

As a result, the Fund goals are to:
» Improve the Plan’s funding status to protect and
sustain current and future benefits.

e Minimize the employee and employer
contributions needed to fund the Plan over the
long term.

e Avoid substantial  volatility in  required
contribution rates and fluctuations in the Plan’s
funding status.

» Accumulate a funding surplus to provide increases
in retiree annuity payments to preserve the
purchasing power of their retirement benefit.

The Board acknowledges the material impact that
funding the pension plan has on the State/School
District’s financial performance. These goals affect the
Fund’s investment strategies and often represent
conflicting goals. For example, minimizing the long-term
funding costs implies a less conservative investment
program, whereas dampening the volatility of
contributions and avoiding large swings in the funding
status implies a more conservative investment program.
The Board places a greater emphasis on the strategy
of improving the funding status and reducing the
contributions that must be made to the Fund, as it is most
consistent with the long-term goal of conserving money
to apply to other important state/local projects.

Responsibilities and Discretion of the State Investment

Board (SIB)

The TFFR Board is charged by law under NDCC 21-10-
02.1 with the responsibility of establishing policies on
investment goals and asset allocation of the Fund. The
SIB is charged with implementing these policies and
investing the assets of the Fund in the manner provided
in NDCC 21-10-07, the prudent institutional investor
rule. Under this 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. The Fund must be
invested exclusively for the benefit of the members and
their beneficiaries in accordance with this investment

policy.

Management responsibility for the investment program
not assigned to the SIB in Chapter 21-10 of the North
Dakota Century Code (NDCC) is hereby delegated to the
SIB, who 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. Where a money manager
has been retained, the SIB’s role in determining
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investment strategy and security selection is supervisory,
not advisory.

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 pools.

The SIB is responsible for establishing criteria,
procedures, and making decisions with respect to hiring,
keeping, and terminating money managers. SIB
investment responsibility also includes selecting
performance measurement services, consultants, report
formats, and frequency of meetings with managers.

The SIB will implement changes to this policy as
promptly as is prudent.

Risk Tolerance

The Board is unwilling to undertake investment
strategies that might jeopardize the ability of the Fund to
finance the pension benefits promised to plan
participants. However, funding the pension promise in an
economical manner is critical to the State/School
Districts’ ability to continue to provide pension benefits
to plan participants. Thus, the Board actively seeks to
lower the cost of funding the Plan’s pension obligations
by taking on risk for which it expects to be compensated
over the long term. The Board understands that a prudent
investment approach to risk taking can result in periods
of under-performance for the Fund in which the funding
status may decline. These periods, in turn, can lead to
higher required contribution rates. Nevertheless, the
Board believes that such an approach, prudently
implemented, best serves the long-run interests of the
State/School District and, therefore, of plan participants.

Investment Objectives

The Board’s investment objectives are expressed in
terms of reward and risk expectations relative to
investable, passive benchmarks. The Fund’s policy
benchmark is comprised of policy mix weights of
appropriate asset class benchmarks as set by the SIB.

1. The 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.

2. The Fund’s risk, measured by the standard deviation
of net returns, should not exceed 115% of the policy
benchmark over a minimum evaluation period of five
years.

3. The risk-adjusted performance of the fund, net of fees
and expenses, should at least match that of the policy
benchmark over a minimum evaluation period of five
years.

Policy Asset Mix

Benefit payments are projected to occur over a long
period of time. This allows TFFR to adopt a long-term
investment horizon and asset allocation policy for the
management of fund assets. Asset allocation policy is
critical because it defines the basic risk and return
characteristics of the investment portfolio. Asset
allocation targets are established using an asset-liability
analysis designed to assist the Board in determining an
acceptable volatility target for the Fund and an optimal
asset allocation policy mix. This asset-liability analysis
considers both sides of the plan balance sheet, utilizing
both quantitative and qualitative inputs, in order to
estimate the potential impact of various asset class mixes
on key measures of total plan risk, including the resulting
estimated impact of funded status and contribution rates.
After consideration of all the inputs and a discussion of
its own collective risk tolerance, the Board approves the
appropriate policy asset mix for the Fund.

Asset Class Policy Rebalancing
Target % Range %
Global Equity 58 46-65
Public Equity 52 44-60
uU.S. 29 23-35
Global ex-U.S. 23 18-28
Private Equity 6 4-8
Global Fixed Income 23 16-30
Investment Grade 19 14-24
Non-investment Grade 4 2-6
Global Real Assets 18 12-24
Global Real Estate 10 5-15
Other 8 0-12
Infrastructure 0-10
Timber 0-7
Commodities 0-5
Inflation Linked Bonds 0-10
Other Inflation Sensitive 0-5
Global Alternatives 0-10
Cash 1 0-2

While the Board recognizes fluctuations in market values
will lead to short-term deviations from policy targets, the
Board does not intend to engage in tactical asset
allocation. Allocations to Global Alternatives will result
in pro-rata reduction in the policy targets.

Restrictions

While the SIB is responsible for establishing specific
quality, diversification, restrictions, and performance
objectives for the investment vehicles in which the
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.
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b. Derivatives use will be monitored to ensure that
undue risks are not taken by the money
managers.

¢. No transaction shall be made which threatens
the tax exempt status of the 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 shall be made.

f.  Social investing is prohibited unless it meets the
Exclusive Benefit Rule and it can be
substantiated that the investment must provide
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 investment or
commitment of public pension fund money
for the purpose of obtaining an effect other
than a maximized return to the intended
beneficiaries.”

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:

(1) The cost does not exceed the fair
market value at the time of investment.

(2)  The investment provides the 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
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.
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Where investment characteristics, including yield,
risk, and liquidity are equivalent, the Board's policy
favors investments which will have a positive
impact on the economy of North Dakota.

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 broker relationships. The
annual financial audit must include a comprehensive
review of the portfolio, accounting procedures for
security transactions and compliance with the
investment policy.

Evaluation and Review

Investment management of the Fund will be
evaluated against the Fund’s investment objectives
and investment performance standards. Emphasis
will be placed on three and five 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 TFFR
Board periodically, but not less than annually. Such
reports will include asset returns and allocation data
as well as information regarding all significant
and/or material matters and changes pertaining to
the investment of the Fund, including, but not
limited to:

1. A list of the advisory services managing
investments for the Board.

2. Alist of investments at market value, compared
to previous reporting period, of each fund
managed by each advisory service.

3. Earnings, percentage earned, and change in
market value of each fund’s investments.

4. Comparison of the performance of each fund
managed by each advisory service to other
funds under the board’s control and to generally
accepted market indicators.

5.  All material legal or legislative proceedings
affecting the SIB.

6. Compliance with this investment policy
statement.
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«+» Teachers' Fund for Retirement

Actual Asset Allocation — June 30, 2016

Fair Percent One Year

Asset Allocation Value of Total  Return (net)
Domestic Large Cap Equity $ 370,687,779 18% 4.52%
Domestic Small Cap Equity 107,433,775 5% -7.04%
Global Equity 335,714,674 16% -1.27%
Developed International Equity 247,919,084 12% -7.92%
Emerging Markets Equity 73,257,874 3% -9.25%
Private Equity 73,374,381 4% -7.20%
Investment Grade Fixed Income 268,380,866 13% 5.01%
Below Investment Grade Fixed Income 93,325,722 4% 0.29%
International Fixed Income 121,536,613 6% 7.50%
Global Real Estate 204,184,309 10% 11.34%
Timber 70,258,495 3% 4.34%
Infrastructure 97,587,776 5% 2.89%
Cash Equivalents 18,522,293 1% 0.29%

Total Fund $  2,082,183,642 0.28%

Policy Benchmark 0.62%

Columns may not foot due to rounding.
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