NDPERS BOARD MEETING .. sszesesoceen

1661 Capitol Way
Fargo Location:

A e I l da Sanford Health Plan
1749 38" Street South

Thursday, June 21, 2018 Time: 8:30 AM

MINUTES
A. May 8, 2018 minutes

. VENDOR INTERVIEWS
A. 8:35to 8:50: Review of Proposals *Executive Session
B. 8:50 to 9:30: Dental Vendor A** Executive Session
1. Presentation (20 minutes)
2. Questions/Answers (20 minutes)
C. 9:351t0 10:15: Dental Vendor B** Executive Session
1. Presentation (20 minutes)
2. Questions/Answers (20 minutes)
D. 10:15 Discussion/Vendor Selection — Scott (Board Action) *Executive Session

. RETIREMENT
A. Employer Group Termination — MaryJo & Scott (Board Action)
B. Quarterly Investment Report — Bryan (Board Action)
C. Job Service Asset Allocation — Bryan (Board Action)

. GROUP INSURANCE
A. Tobacco Cessation Program — Sharon (Board Action)
B. Health Plan RFP — Bryan (Information)
C. Retiree Subcommittee Update — Sharon (Information)
D. Heart of America — Sharon (Information)
E. Managed Care Option — Scott (Information)

. FLEX COMP
A. RFP Evaluations — Bryan (Board Action) *Executive Session

VI. MISCELLANEOUS
A. Election Results — Jan/Election Subcommittee (Board Action)
B. Budget — Derrick & Sharon (Board Action)
C. Legislative Committees Update — Sharon (Information)
D. Special Board Meeting — Scott (Information)

*Executive Session pursuant to NDCC §44-04-19.1(9) and 844-04-19.2 to discuss negotiating strategy or
provide negotiating instructions to its attorney or other negotiator. (Motion is necessary)

** Executive Session pursuant to NDCC 88 44-04-17.1(2) and (5), 44-04-18.4(6), and 44-04-19.2(1) and
(6) to hear and discuss oral presentations regarding bids or proposals received by a public entity in
response to a request for proposals and to sequester all competitors in a competitive selection or hiring
process from that portion of a public meeting wherein presentations are heard or interviews are
conducted. (Motion is necessary)

Any individual requiring an auxiliary aid or service must contact the NDPERS ADA Coordinator at 328-3900, at least
5 business days before the scheduled meeting.




Dental Plan Vendor

Executive Session
material to be sent out
under separate cover



A North Dakota Scott Miller

o0 Public Employees Retirement System Executive Director
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emorandum

TO: NDPERS Board

FROM: MaryJo Anderson & Scott Miller
DATE: June 6, 2018

SUBJECT: Employer Group Termination

As discussed during the May NDPERS Board meeting, NDPERS has received inquiries from
political subdivisions regarding withdrawal from the NDPERS retirement program. This is due
to Government Accounting Standards Board (GASB) reporting, which requires employers to
recognize their portion of net pension liabilities on employer financial statements. A copy of the
May Board meeting memo and two documents provided by GRS previously are attached.

In reviewing the proposed employer withdrawal options, the Board directed staff to provide a
summary of the withdrawal options so the more conservative actuarial calculation methodology
could be implemented.

Summary of Risk Associated with Assumptions Used in Liability Calculations

Type 1 - Type 2 -
PartiaIyVF:IithdrawaI Full V\\’I?thdrawal Comments
Member Current members remain | All members would have NDAC 71-02-08-02 indicates
Participation in the plan and continue benefit accruals “frozen” non-vested members have
to earn future benefit as of date employer the option of taking a
accruals, but no new terminated and no new distribution (refund or

members can join the plan | members can join the plan | rollover) from the plan,
which may imply Type 2 - Full
Withdrawal of employer.

Investment If plan assets earn less Same as Type 1 GRS recommends NDAC
Return than assumed rate of change to reflect
return, may result in “Withdrawal Valuation”
shortfall and actuarial loss rather than “Annual Funding

Valuation” using lower
interest rate assumptions




Pay Increases

Higher salary increases
than assumed may result
in loss to system

Future benefits are known
and risk is limited to
future pay increases

Mortality If fewer members die Same as Type 1 GRS recommends updating
prior to benefit mortality table and
commencement or if generational mortality
member receives improvement scale to the
retirement benefits longer most up-to-date versions.
than assumed, a loss will
occur

Disability If more receive benefits Limits risk to disabilities

than assumed, a loss may
occur

sustained before
withdrawal and applied
for within one year of
withdrawal, but otherwise
the same as Type 1

Termination

If fewer members
terminate prior to
retirement, a loss may
occur

Future benefits are known
and risk is limited.

Retirement /
Benefit
Commencement

(Active Member)

If member begins
receiving benefits earlier
than assumed, a loss may
occur

*Additional assumptions
would need to be
considered as withdrawal
and future accruals are
assumed. Benefit
commencement based
upon the higher of either
rates assumed in funding
valuation liability or
earliest eligibility.

(Deferred Member)

If member begins
receiving benefits earlier
than assumed, a loss may
occur

*Accrued service and Final
Average Salary (FAS)
would be frozen. Benefit
commencement based
upon earliest eligibility.

Calculation of
Net Employer
Withdrawal
Liability to Plan

Less expensive to
employer initially, but
ongoing future statutory
contribution requirements
for current members

More expensive to
employer initially but
released from all future
statutory contribution
requirements

GRS recommends simplified
asset allocation and
calculation methodology
indicated below.

GASB Liability
for Employer

Employer’s portion of the
liability must continue to
be recognized on annual
financial statements

Eliminates liability for
employer on future
annual financial
statements

Reviewed with Accountants

First, the Board would need to determine the type of employer withdrawal allowable under
NDAC 71-02-08-02 — a partial withdrawal or a full withdrawal. The administrative code section
outlining the employer withdrawal process seems to contemplate a full withdrawal rather than a
partial withdrawal based upon the following:

e Liabilities are calculated for vested employees



Non-vested employees are able to take a withdrawal of their account balance through
refund or rollover indicating membership has ended; tax counsel has stated that
allowing current members to take a withdrawal while still employed would most likely
violate the Internal Revenue Code in-service distribution restrictions and create a
gualification issue

Terminated members are not eligible for future benefit improvements

Next, the board would need to provide guidance to GRS on the assumptions and calculation
methodology to be used for the employer withdrawal policy. This includes the following four
items as outlined by GRS in the May 2018 Board memo.

1.

Type of Benefits Payable

Full withdrawal — members treated as if deferred vested (retirement benefits, lump sum
distribution, death benefits)

Partial withdrawal — members treated as if active member

However, non-vested members are ineligible for lump sum distribution option under
federal guidelines, despite what is stated in the NDAC.

Actuarial Assumptions (withdrawal valuation versus funding valuation)

GRS recommends using a lower interest rate assumption (rules would need to be
changed to allow)

GRS recommends using updated mortality table and generational mortality
improvement scale

GRS recommends for full withdrawal that benefits are assumed to commence at earliest
eligibility, and for partial withdrawal that the higher cost would be used by comparing
both assumed retirement rates for funding valuation versus earliest eligibility for
retirement.

GRS recommends including a provision for future administrative expenses

Asset Allocation Methodology

Not administratively possible to allocate actual assets

GRS recommends adopting a simplified method. Allocated assets are equal to Main
system funded ratio by member status (based upon market value of assets) times the
actuarial accrued liability by member status (based on funding valuation assumptions
and methods and assuming future benefit accruals) for all members of the withdrawing
employers.

Calculation methodology

GRS recommends frozen liability is calculated assuming no future benefit accruals after
employer withdrawal date and withdrawal liability assumptions.

GRS suggests an additional load of 5% to account for future administrative expenses.
This is higher than the 0.24% (which can change each valuation) administrative
expense figure we used during the last valuation to calculate contribution requirements.
GRS recommends unfunded withdrawal liability as the cost of future benefits and
expenses expected to be paid in the future for members that are not funded by assets
allocated to the employer.

GRS recommends that if total unfunded withdrawal liability is not paid as a lump sum, a
payment schedule with appropriate interest charges be set up.



Board Action:

1. Determine the type of employer withdrawal allowable under NDAC 71-02-08-02 — partial
or full withdrawal.

2. Determine assumptions, asset allocation and calculation methodology for employer
group withdrawal based upon GRS guidance. This may include updating NDAC to
reflect lower interest rate assumption for “Withdrawal Valuations” rather than using
“Annual Funding Valuations”.



Employer Group Termination
Attachment 1

A North Dakota Sharon Schiermeister
000 o Public Employees Retirement System Interim Executive Director
Y‘ X 400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377
Fax: (701) 328-3920  Email ndpers-info@nd.gov Website https://ndpers.nd.gov
TO: NDPERS Board
FROM: MaryJo
DATE: April 30, 2018
SUBJECT: Employer Group Termination

NDPERS has recently received inquiries from political subdivisions regarding withdrawal
from the NDPERS retirement program due to increased annual pension expenses being
reported on employer financial statements.

With the financial reporting standards under Government Accounting Standards Board
(GASB) Statement No. 68, employers must recognize their portion of net pension liability
(similar to current unfunded actuarial accrued liability) on employer financial statements
based on the prior fiscal year. Each employer’s cost share of the net pension liability is
based upon the employer’s total pension contributions for the current year. With the current
NDPERS unfunded liability, GASB requirements also require that a discount rate or blended
long-term expected rate of return on plan investments to be used so net position is
projected to be sufficient to make projected future benefit payments.

Since NDPERS has not experienced an employer group withdrawal from participation
previously, we are looking for Board guidance. North Dakota Administrative Code 71-02-08-
02 outlines the general process for a political subdivision to withdraw from participating in
the NDPERS plan. This process requires that the political subdivision pay the plan costs for
any cost incurred by the fund resulting from the political subdivision withdrawal.

71-02-08-02. Withdrawal.

Any political subdivision may discontinue participation in the fund if the following
requirements are met:

1. The political subdivision must provide the board with a copy of a resolution
adopted by the governing authority authorizing the termination of participation in the
fund.

2. Upon receiving a copy of the written resolution, an actuarial study must be done by



the plan's actuary to determine the accrued benefit of all vested employees minus
allocated assets from the date of participation. The interest assumption used must be
the plan's interest assumption used for funding purposes.

3. Any costs incurred by the fund, resulting from a political subdivision ceasing
participation, must be assessed against the political subdivision.

4. All employees of a political subdivision that has terminated participation in the fund
must not be eligible for future benefit improvements granted to employees or former
employees of participating governmental units after the date the employer's
participation ceases.

5. An employee who is not vested at the time an employer ceases participation has
the option of taking a refund or rollover of the employee's contribution plus interest.

The first area requiring clarification is whether an employer can discontinue participation in
the retirement plan, but allow current employees to continue their participation. In reviewing
this information with our actuary, Gabriel Roeder Smith & Company (GRS), it was indicated
that discontinuing participation can fall under 2 categories: full withdrawal — where all
employees would become inactive or “frozen” as of the date the employer terminates
participation; or partial withdrawal — where current employees continue to participate in the
plan, but no new employees can join the plan. The method for calculating the accrued
benefits, used in determining the costs to be assessed against the employer, is different
under each of these options.

The second area requiring clarification is how to allocate assets to the employer when
determining the cost to cease participation. It may not be possible to determine what has
actually been contributed and paid out for each employer, therefore, we have asked GRS to
provide an alternate method for allocating assets.

Attached is the information prepared by GRS. They will also be available at the Board
meeting to review the options and respond to any questions you may have.

Board Action Requested:

Determine what withdrawal options are available to employers who elect to discontinue
participation in the retirement plan, how the accrued benefits will be calculated and how
assets will be allocated.



G R S Retirem_ent P: 312.456.9800 | F: 312.683.3271 | www.grsconsulting.com
Consulting

Employer Group Termination
Attachment 2

May 4, 2018

Board Members
North Dakota Public Employees Retirement System
Bismarck, North Dakota

Re: North Dakota Public Employees Retirement System — Calculation Methodologies for Employer
Withdrawal Valuations

Dear Members of the Board:

In accordance with your request, we are providing commentary on potential calculation methodologies
that could be used for employers (political subdivisions) who withdraw from the North Dakota Public
Employees Retirement System (NDPERS). Because NDPERS is a cost-sharing multiple employer plan, the
remaining employers will bear future risks associated with withdrawn employers.

Background

Article 71-02 of the North Dakota Administrative Code provides the following guidance with respect to
political subdivisions withdrawing from NDPERS.

71-02-08-02. Withdrawal.
Any political subdivision may discontinue participation in the fund if the following requirements are met:

1. The political subdivision must provide the board with a copy of a resolution adopted by the
governing authority authorizing the termination of participation in the fund.

2. Upon receiving a copy of the written resolution, an actuarial study must be done by the plan's
actuary to determine the accrued benefit of all vested employees minus allocated assets from the
date of participation. The interest assumption used must be the plan's interest assumption used for
funding purposes.

3. Any costs incurred by the fund, resulting from a political subdivision ceasing participation, must be
assessed against the political subdivision.

4. All employees of a political subdivision that has terminated participation in the fund must not be
eligible for future benefit improvements granted to employees or former employees of
participating governmental units after the date the employer's participation ceases.

5. An employee who is not vested at the time an employer ceases participation has the option of
taking a refund or rollover of the employee's contribution plus interest.

Although there is guidance in the North Dakota Administrative Code with respect to certain aspects of the
calculations for withdrawing political subdivisions, there are many details of the calculations for
determining accrued benefits, allocating assets and costs resulting from a political subdivision ceasing
participation that could be interpreted and implemented in different ways.

120 North LaSalle Street | Suite 1350 | Chicago, lllinois 60602-3495




Board Members

North Dakota Public Employees Retirement System
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Page 2

Different Types of Employer Withdrawals

There are different types of employer withdrawals from a retirement system:

1. Type 1: A political subdivision ceases participation in the plan for future members only. Current
members, however, remain in the system and continue to earn future benefit accruals

2. Type 2: A political subdivision freezes participation for future benefit accruals of current members
(as well as future members); however, frozen accrued benefits for the current members remain in
the retirement system. Current members remain in the system and are eligible to begin receiving
the benefit amount accrued at the time of withdrawal (frozen benefit) once age/service
conditions are met

It is important to define what types of benefits (retirement, termination, disability, death) are paid or are
not paid under each type of withdrawal (Type 1 or Type 2) because this will affect the calculation of the
liabilities.

Under a Type 1 withdrawal, employers may make statutory contributions for their continuing active
members (which would include normal cost and unfunded liability contributions that cease upon
members terminating active employment) plus an additional withdrawal liability contribution.

Under a Type 2 withdrawal, employers may make a withdrawal liability contribution only.

The selection of appropriate assumptions depends on whether or not the withdrawing employer has
ongoing contribution requirements or is released from all future obligations beyond the final withdrawal

liability contribution.

Risks Associated with Assumptions Used in Liability Calculations

If the benefit obligations for members whose employers withdraw from NDPERS are left with the System,
NDPERS assumes the risks and the additional costs if actual experience is unfavorable compared to the
actuarial assumptions used to assess the employer’s withdrawal liability. Therefore, it is important to
understand the risks and to use assumptions in the calculation of the liabilities that will appropriately
recognize these risks. There are risks associated with the following assumptions:

1. Investment return —if plan assets earn less than the assumed rate of return used in the calculation
of liabilities for withdrawing members, there will be an actuarial loss to the System and therefore,
a shortfall in the amount contributed by the withdrawing employer that will need to be paid by
the remaining employers in NDPERS. However, the ND Administrative Code specifies that “The
interest assumption used must be the plan's interest assumption used for funding purposes.” This
rate is currently 7.75 percent.

2. Pay increases — if members are accruing future benefits, higher salary increases than assumed will
result in a loss to the System. If benefits are frozen as of the employer withdrawal date, the

G R S future benefits are known and there is limited risk related to future pay increases.
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3. Mortality — if a pre-retirement mortality assumption is used and fewer members die prior to
benefit commencement than assumed, a loss may occur. If a member receives retirement
benefits longer than assumed, a loss will occur.

4. Disability — if a disability assumption is used, a loss may occur if members receive disability
benefits other than expected.

5. Termination — if members are accruing future benefits, fewer members terminating prior to
retirement than assumed will result in a loss. If benefits are frozen as of the employer withdrawal
date, the future benefits are known and there is limited risk related to more future service
accruals than assumed.

6. Retirement/Benefit Commencement — if members begin receiving benefits earlier than assumed,
a loss may occur.

Because an employer withdrawal valuation has a different purpose than the annual funding valuation, you
may want to consider using different assumptions (that result in higher costs) than those used in the
funding valuation. Using a different set of assumptions may help insure against the risk that there will be
losses that the remaining employers in the System will have to fund on behalf of the withdrawn employer.

The attached November 2013 Issue Brief from the American Academy of Actuaries distinguishes between
a “budget liability” such as the actuarial accrued liability used in the funding valuation and a “solvency
liability” on a market basis. Page 3 of the Issue Brief states that “...an important characteristic of the
solvency value is that it is intended to fulfill the benefit obligation without additional funds.” In the case
of an employer withdrawal from NDPERS, it is our understanding that there would be no subsequent
additional funds from the withdrawing employer. This is precisely the situation requiring a solvency
liability calculation as described in the Issue Brief and is a strong rationale for using a lower investment
return assumption for calculating the withdrawal liability.

Calculation of the Liabilities (Value of Accrued Benefits)

For a withdrawal in which current members remain in the system and earn future benefit accruals (Type
1), the corresponding liability calculation for active members should reflect projected future pay increases
and increases in the annual benefit attributable to the member accruing additional service after the
employer withdrawal date. There are additional assumptions applied in the actuarial valuation for the
assumed rate of investment return, disabilities, pre-retirement death and pre-retirement terminations
that would need to be considered as well.

For a withdrawal in which current members remain in the system but do not earn future benefit accruals
and only receive their frozen accrued benefit upon satisfying eligibility conditions (Type 2), we
recommend the following approach:

e Accrued service is equal to service as of the withdrawal date;
e Final average salary is calculated as of the employer withdrawal date; and
G R So Members are assumed to start receiving their frozen benefit at first retirement eligibility. Future
service after the withdrawal date will apply towards eligibility to the extent allowed under ND law.
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As previously indicated, because of the risks associated with the liability calculations for withdrawing
employers, it may be appropriate to use different assumptions for withdrawal valuations than used in the
funding valuation. The most common assumptions that vary from the funding valuation in order to add
conservatism are the investment return assumption, the mortality assumption and the age at which
benefits are assumed to commence. The ND Administrative Code states the following:

Upon receiving a copy of the written resolution, an actuarial study must be done by the plan's actuary to
determine the accrued benefit of all vested employees minus allocated assets from the date of
participation. The interest assumption used must be the plan's interest assumption used for funding
purposes.

We recommend that a rate lower than 7.75 percent (the funding valuation interest rate) be used in
employer withdrawal calculations. This would require a change to the ND Administrative Code.

Currently, the RP-2000 mortality table with generational mortality improvements is used in the actuarial
valuation. We recommend that an updated mortality table and generational mortality improvement scale
be used in the withdrawal liability calculations. (Withdrawn employers would not be assessed an
additional contribution in the future as a result of future assumption changes.) We recommend that for
Type 2 withdrawals, the benefit is assumed to commence at earliest eligibility. For Type 1 withdrawals,
we recommend reviewing the difference in liability between using the retirement rates assumed in the
funding valuation and earliest eligibility for retirement and using the assumption with the higher cost.

Calculation of the Net Employer Withdrawal Liability

If employers are to fully fund the cost of benefits provided to their employees, the benefits and expenses
paid should equal the contributions from the employers and employees plus investment earnings. In
order to exactly know the current system assets attributable to a certain employer, we would need to
know the total contributions received each year since the employer began participating in the system, the
total benefits paid and expenses allocated to the employer each year and the accumulated investment
earnings for each of those years. However, cash flows are typically not separately tracked each year by
employer, so performing an exact calculation of employer assets is difficult. Therefore, using a simplified
method which uses the system funded ratio (ratio of assets to liabilities) is typically used.

Following is an example of a methodology that could be used for Type 2 employer withdrawals. Because
current assets are attributable to current retiree, inactive and active member liabilities, all liabilities (using
the same assumptions from the funding valuation) should be considered in the allocation of assets to an
employer. Because market value of assets is the actual value of the assets held in the trust, market value
is typically used for withdrawal valuations. (Asset smoothing is used to limit volatility in future
contribution rates and therefore, we don’t consider it appropriate to use in a withdrawal valuation where
ongoing contributions are not expected). The frozen liability should be based on the assumptions
selected for this type of calculation. We have included commentary on assumptions for use for this
calculation on the previous page.

GRS
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Main System
Actuarial Accrued
Liability Market Value of Assets Funded Ratio
Active Members $ 1,916,436,508 S 623,136,158 32.52%
Inactive Vested and Non-Vested Members 254,886,944 254,886,944 100.00%
Retired Members and Beneficiaries 1,446,760,521 1,446,760,521 100.00%
Total 3,618,083,973 $ 2,324,783,623 64.25%
Sample Employer Results
Based on Funding Valuation
Actuarial Accrued Frozen Liability** Unfunded
Liability Allocated Assets* (Type 2 Withdrawal) Withdrawal Liability***
Active Members S 500,000 $ 162,600 S 420,000 $ 257,400
Inactive Vested and Non-Vested Members 8,000 8,000 9,240 1,240
Retired Members and Beneficiaries 400,000 400,000 420,000 20,000
Total S 908,000 $ 570,600 $ 849,240 S 278,640

*Allocated assets are equal to the Main System funded ratio (based on market value of assets) times the actuarial accrued liability (based on the funding
valuation assumptions and methods and assuming future benefit accruals) for all members of the withdrawing employers.
**The frozen liability is calculated assuming no future benefit accruals after the employer withdrawal date and withdrawal liability assumptions. There is

an additional load of 5% to account for future administrative expenses.
***The unfunded withdrawal liability is the cost of future benefits and expenses expected to be paid in the future for the members of the withdrawing

employer that are not funded by the assets allocated to the employer.

For Type 1 withdrawals (current active members continue to accrue future service), we recommend the
same general approach as Type 2 withdrawals:

1. Calculate a funded ratio by status for the System from which the employer is withdrawing based
on the market value of assets

2. Allocate market value of assets by status to the withdrawing employer based on liabilities for all
members of the employer and methods and assumptions consistent with the funding actuarial
valuation (assuming future benefit accruals)

3. Calculate liabilities on a withdrawal basis for all members of the employer. For a Type 1
withdrawal, future accruals for active members would be assumed, and for Type 2, accrued
benefits would be frozen as of the withdrawal date. A calculation of potential future disability and
death benefits would be included if appropriate based on the provisions of the withdrawal. A
different set of assumptions could be used to calculate the withdrawal liability, as discussed
previously.

4. Calculate the unfunded withdrawal liability by subtracting the allocated assets (step 2) from the
employer withdrawal liability (step 3).

Assuming that employers will continue to make the statutory contributions for their active employees for
a Type 1 withdrawal, the following additional steps would be used for a Type 1 withdrawal for the cost of
benefits earned in the future:

5. Calculate the present value of future normal cost using the same assumptions as under step 3,
including a load for future administrative expenses
6. Calculate the present value of future employer statutory contributions and employee
G R S contributions using the same assumptions as under step 3
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7. Calculate the expected present value of future unfunded liability by subtracting the future
expected contributions (step 6) from the present value of benefits expected to be earned in the

future (step 5)
8. Add the unfunded withdrawal liability attributable to past service (step 4) to the unfunded
withdrawal liability attributable to future service (step 7) to get the total unfunded withdrawal

liability for a Type 1 withdrawal

Following is an example of the additional steps for a Type 1 employer withdrawal:

Step 4 (Unfunded Withdrawal Liability) S 278,640
Step 5 (PV Future Normal Cost) 550,000
Step 6 (PV Future Contributions) 706,000
Step 7 (PV Unfunded Liability - Future Service) (156,000)
Step 8 (Total Unfunded Withdrawal Liability) $ 122,640

In this example, the employer would contribute the total unfunded withdrawal liability of $122,640 at the
time of withdrawal and then also continue to contribute the employer statutory contribution rate of
7.12% of pay for their active members. If the total unfunded withdrawal liability is not paid as a lump, a
payment schedule could be set up which includes appropriate interest charges.

Summary and Conclusions

In order to develop and implement an employer withdrawal policy, the following steps should be taken:

1. Define the types of benefits payable under each type of withdrawal (for example, under a Type 2
withdrawal, are pre-retirement death benefits or disability benefits payable?)

2. Adopt assumptions to be used for employer withdrawal liability calculations (which may be the
same or different than the assumptions used for the System funding valuation and may include a
provision for future administrative expenses)

3. Adopt a methodology for the allocation of assets

4. Adopt a calculation methodology for the employer withdrawal liability and the calculation of the

total unfunded employer withdrawal liability

We have outlined proposed methodologies and considerations for assumptions earlier in this letter.

Disclosures and Additional Information

The signing actuaries are independent of the plan sponsor.

Lance J. Weiss and Amy Williams are Members of the American Academy of Actuaries (MAAA) and meet the
Qualification Standards of the American Academy of Actuaries to render the actuarial opinion herein.

GRS
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Please let us know if you have any questions or would like to discuss the considerations in this letter

further.

Sincerely,

Lance J. Weiss, E.A., M.A.A.A., F.C.A. Amy Williams, A.S.A., M.A.AA,, F.CA.
Senior Consultant and Team Leader Consultant

TIN
&’@RA G g,

GRS
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Measuring Pension Obligations

Key Points
Discount Rates Serve Various Purposes

® Two common measurements of pension

obligations have significantly different o . .
meanings. 'I'ens of millions of U.S. workers and retirees belong to pension

plans that are the subject of heated debates surrounding the
discount rate used to measure pension obligations. The American

B Market-based methods use a discount rate
based on observable data from the financial

markets. Expected return-based methods use a Academy of Actuaries’ Pension Practice Council developed this
discount rate based on the estimated return of issue brief to inform public policymakers and the general public
the plan’s investment portfolio. about different measurements of the obligations of defined benefit
® The solvency value, a market-based pension plans.
measurement, determines an amount that Put simply, a pension is a series of payments made to retirees,
a pension plan needs to invest in default- usually for their lifetimes. An actuary estimates the payments that
free securities to provide the benefits with will be made for all potential retirees from the plan in each future
certainty. year. Although an estimate, considering these payments as a certain
™ The budget value, an expected return-based stream of future cash flows is helpful to understand pension mea-

measurement, determines an amount that will
be sufficient to provide benefits if the portfolio
earns the expected return on assets.

surement.

Expressing the value of this future series of payments as a single
amount on a specific date is required for several purposes, includ-
ing financial statement preparation, funding decisions and regula-
tory compliance. This amount is an estimate of the present value of
the obligation and is dependent on the discount rate, the interest
rate used to bring future cash flows to the present to account for

B The difference between the two represents the
gain the sponsor anticipates by taking on risk
in a diversified portfolio.

B Plans funded at the budget level and
invested in a diversified portfolio are likely

to experience either insufficient or surplus the time value of money. The intended use of the estimated present
assets, and benefit security is affected by value influences how the measurement is determined. Although
the plan sponsor’s ability to make additional the estimate is useful for several purposes, the actual obligation
contributions if an adverse investment remains the payment of the benefits when due.

TPRICTRUEAFIHS, This issue brief explores two approaches for selecting discount

rates when measuring pension obligations, describes the meaning

The American Academy of Actuaries is a 17,500-member ﬁ
professional association whose mission is to serve the public
and the U.S. actuarial profession. The Academy assists public AMERICAN ACADEMY of ACTUARIES
policymakers on all levels by providing leadership, objective 1850 M Street NW, Suite 300, Washington, DC 20036
expertise, and actuarial advice on risk and financial security Tel 202 223 8196, Fax 202 872 1948

issues. The Academy also sets qualification, practice, and pro- www.actuary.org
Mary Downs, Executive Director

fessionalism standards for actuaries in the United States. Charity Sack, Director of Communications
Craig Hanna, Director of Public Policy
©2013 The American Academy of Actuaries. Don Fuerst, Senior Pension Fellow

All Rights Reserved. David Goldfarb, Pension Policy Analyst
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of each measurement, and characterizes the
difference between them in terms of invest-
ment risk and potential gains and losses.
Understanding the measurements of pen-
sion obligations requires recognizing the
purpose and meaning of each one.

Two Measurements

The two approaches for selecting discount rates
used to determine the present value are the mar-
ket-based method and the expected return-based
method.

Using a market-based method, a discount
rate is selected by looking at observable data in
the financial markets at the measurement date.
Market-based methods use fixed-income yield
data because fixed-income securities are simi-
lar to the pension obligations — both make fixed
payments in future years. Market-based methods
vary in the amount of default risk recognized.
For example, financial statement disclosures for
private-sector employers use AA corporate bond
rates, plan-termination measurements use in-
surance company premium quotes, and solven-
cy measures (discussed further below) often use
U.S. Treasury bond rates.

Using an expected return-based method, a
discount rate is selected by looking at the as-
set allocation of the pension plan investment
portfolio and estimating the average return the
portfolio is expected to produce during the time
period in which benefits are paid. State and lo-
cal government plans, multiemployer plans,

and some private sector plans not subject to
the Pension Protection Act' funding rules com-
monly use expected return-based methods. The
expected return-on-assets estimate is based on
the assumption that the asset allocation will be
maintained in the future.

The two methods may produce the same
result if a pension portfolio is invested entirely
in the same type and duration of fixed-income
securities used to select the market-based dis-
count rate, but this is uncommon. Usually, the
actual investment portfolio contains securities
expected to generate returns greater than the
fixed-income returns used by the market-based
methods. Thus, the expected return-based dis-
count rate will be higher and the resulting mea-
surement will be lower than the market-based
method.?

The two methods differ in the relative cer-
tainty (the confidence level or probability) that
assets equal to the present value would grow as
expected if invested as the method assumes. A
simplified example is useful to illustrate the level
of certainty associated with each.

Assume you promise to pay $1 million to an-
other party in 10 years and that you are deemed
certain to pay your debt. You could fund this
debt with a 10-year zero coupon Treasury note.
If the note had an effective return of 3 percent,
an investment of $744,000 would be sufficient
to fund the debt with 100 percent certainty. You
might also fund the debt with a smaller amount
invested in a diversified portfolio of assets. If you
could reasonably expect the portfolio to return 6

"Public Law 109-280 (Aug. 17, 2006).

’In some periods of high interest rates such as the early 1980s, many pension plans used discount rates less than default-free
rates.

Members of the Pension Practice Council include: Stephen Alpert, MAAA, FSA, FCA, MSPA, EA; Michael Bain, MAAA, ASA, EA; Janet Barr, MAAA, ASA, EA;
Eli Greenblum, MAAA, FSA, EA — vice chairperson; William Hallmark, MAAA, ASA, FCA, EA; Kenneth Hohman, MAAA, FSA, FCA, EA; Evan Inglis, MAAA, FSA, EA;
Ellen Kleinstuber, MAAA, FSA, FCA, MSPA, EA; Gordon Latter, MAAA, FSA; John Moore, MAAA, FSA, FCA, EA — chairperson; Tonya B. Manning, MAAA, FSA, FCA, EA;
Andrew Peterson, MAAA, FSA, EA; Jeffrey Petertil, MAAA, ASA, FCA; Michael Pollack, MAAA, FSA, EA; David Sandberg, MAAA, FSA, CERA; Tamara Shelton, MAAA,
FSA, FCA, EA; John Stokesbury, MAAA, FSA, FCA, EA; James Verlautz, MAAA, FSA, EA
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percent, an investment of just $558,000 would be
expected to fund the debt, but the ability to meet
the obligation with the invested assets would be
less certain. The portfolio might earn more or
less than 6 percent over the 10 years.

Your creditor would be willing to accept the
$744,000 Treasury note in settlement of the
debt now, since both your debt and the note
are certain to pay $1 million in 10 years. But
your creditor would not accept the $558,000
diversified portfolio in lieu of the debt be-
cause there is no longer certainty that $1 mil-
lion will be available in 10 years and there is
no compensation for the additional risk ac-
cepted.” The higher $744,000 required using
the Treasury investment can be considered the
price of providing certainty and the $186,000

reduction using the diversified investment is

the anticipated savings of the debtor that may
result when the debtor accepts the additional
investment risk.

Solvency Value — A Market-Based
Measurement

The solvency value* is the amount needed to
fulfill all benefit obligations when invested in a
portfolio of securities free of default risk whose
cash flows match the future benefit payments.
An important characteristic of the solvency
value is that it is intended to fulfill the benefit
obligation without additional funds. This re-
quires that the portfolio be free of default risk
or else additional funds may be needed. Treasury
securities are the only broadly available securi-
ties that are generally considered free of default
risk. For the purposes of this brief, it is presumed

’A creditor willing to take risk could accept the $744,000 Treasury note, sell the note and invest in a diversified portfolio.
“The terms “solvency” and “budget” (introduced in the next section) are used in the Pension Actuary’s Guide to Financial
Economics. The meaning in this paper is the same as in that guide. These terms may be used in other contexts with different

meanings.
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that a portfolio of Treasury securities that pro-
duces future cash flows with the same timing as
the promised pension benefits would be certain
to be capable of fulfilling the pension obligation.’

The discount rate used to calculate the sol-
vency value is based on the Treasury yield curve
or the return on the assets of the hypothetical
Treasury portfolio. When expressed as the return
of the hypothetical portfolio, the rate will vary
depending on the timing of future benefit pay-
ments, or equivalently, based on the duration of
the portfolio.

The solvency value, like any market-based
value, will change when interest rates change
but does not change merely because the asset al-
location of the actual portfolio is changed. The
solvency value is independent of the actual in-
vestments. In our example, the solvency value is
$744,000.

Valuing future pension benefits with a de-
fault-free discount rate such as the return on a
hypothetical Treasury portfolio provides a rea-
sonable measurement of the amount of assets
needed today to provide the estimated benefits
with no additional funds.

Budget Value — An Expected Return-Based
Measurement

The budget value is the amount that is expected
to be sufficient to pay all benefits when due if that
amount is invested and earns the anticipated re-
turn of the plan’s investment portfolio. When the
portfolio is diversified® and the return is uncertain,
additional funds may be needed when returns are
less, and surplus assets may develop when returns
are greater than the expected return.

If the portfolio is diversified to include se-
curities seeking greater returns, the anticipated

return will be higher and the budget value will
be lower than the solvency value. Because of the
risk aspects of the portfolio, insufficient or sur-
plus assets may develop, and the budgeting pro-
cess will have to be adjusted for this differential
over time.

The budget value differs from the solvency
value in that the selection of the discount rate
is based on judgment of future market perfor-
mance while the solvency discount rate is based
on observable data in current markets. Selection
of a reasonable rate is essential to the viability
of the budget method. The expected return on
assets often represents the median or the average
of an array of estimated rates based on the po-
tential variability of the return of the portfolio.

The diversified portfolio and the lower bud-
get amount also result in greater uncertainty of
the future contributions required of the plan
sponsor. With a diversified portfolio and fund-
ing based on the budget measurement, the level
of sponsor contributions are sensitive to total
investment returns, which are affected by inter-
est rates, defaults, and equity (including stock,
real estate, hedge fund) price movements. Thus,
returns in a diversified trust are expected to be
variable, not consistently equal to the expected
return. The inevitable result is that sponsor con-
tributions to keep the plan funded at the budget
value will be more volatile; or, if contributions
are kept stable, unfunded or surplus amounts
will develop. In practice, both volatile contri-
butions and unfunded or surplus amounts are
experienced by plans using the budget method.

The expected return on assets is often set as
the median expected return of a wide range of
possible outcomes. This means that perhaps 50
percent of the time the budgeted amount will be

*Constructing such a portfolio is not possible for most pension plans, partially due to the very long payment periods. Nev-
ertheless, this hypothetical portfolio is useful for explaining solvency value and can be approximated in the markets with the

use of derivatives.

°In this issue brief, diversified means any investments other than default-free assets that match the cash flow requirements of

the benefit obligation.
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insufficient and the sponsor will be called upon
to make additional contributions. To the extent
the plan sponsor cannot make additional con-
tributions, the security of the benefits is at risk.
The magnitude of the potential insufficiency is
dependent on the actual return on investments
compared to the expected return and can be sig-
nificant.

Diversified portfolios are expected to have
higher returns than Treasury securities. If the
portfolio actually earns more than the solvency
discount rate, benefits can be provided at a lesser
cash cost than under the solvency model. In our
example, the budget value is $558,000, imply-
ing a targeted savings of $186,000 compared to
the solvency value. But this anticipated savings
comes with added risk.

Valuing future pension benefits with the
expected return on a diversified portfolio pro-
vides a reasonable measurement of the amount
of assets needed today to provide the estimated
benefits, but additional contributions may be re-
quired or surplus assets may develop.

Risk and Reward

The difference between the solvency value and
the budget value provides insight into the risk
and potential reward of the diversified portfolio.
If a plan sponsor does not invest in a matching
portfolio of Treasury securities but instead uses
return-seeking assets in a diversified portfolio,
several changes occur. First, the expected return
on the portfolio is likely to be higher. Therefore,
the sponsor’s target for funding is lower. At the
same time, the magnitude of potential unfunded
or surplus amounts increases. This increases the
potential demand on the sponsor and the risk to
benefit security.

Rational investors do not take risk without
the opportunity for a commensurate gain. In

this case, the difference between the solvency
value of the pension obligation and the budget
value of that same obligation ($186,000 in our
example) can be thought of as a target gain
for the plan sponsor. This target gain can also
be viewed as the market value of the additional
risk in the diversified portfolio.” Whether this
potential gain is realized depends on the actual
investment returns of the pension portfolio. The
realized gains could be more or less than the
target, and may be negative (i.e., the diversified
portfolio may return less than the hypothetical
Treasury portfolio). As in our example, the bud-
get value would not be accepted as payment by
another party to settle the pension obligation.

To reiterate, if the portfolio were invested as
the solvency value anticipates, assets would ac-
cumulate to the amount needed to pay benefits
since the return is certain. If the portfolio is di-
versified as the budget value anticipates, the asset
accumulation is less certain and depends on the
future return of the portfolio. Future returns less
than the expected return will cause insufficien-
cies and additional contribution requirements.
Future returns above the expected return will
develop surplus assets and lower future contri-
bution requirements.

Despite the uncertainties, several elements
remain constant when risk is added to the port-
folio — the benefit payments owed to the pension
plan’s participants and the sponsor’s obligation
to provide those benefits remain unchanged.
The solvency value, which is independent of
the actual investments, does not change. But
the present value of the pension obligation as
measured by the budget value decreases. This
anomaly between the unchanged solvency value
and decreasing budget value is reconciled by the
sponsor’s promise to fund additional amounts,
if necessary. In effect, the plan then has a con-

’In theory, the target gain is the price of a put on the portfolio to protect against deficiencies, less the price of a call to sell
the potential surplus. In practice, no markets exist for such puts and calls.
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tingent asset, the equivalent of a call option on
the sponsor’s assets if the budget amount proves
inadequate.

This contingent asset can provide significant
benefit security for plan participants if the plan
sponsor is financially strong and remains ca-
pable of making any necessary additional con-
tributions. In such a case, the budget value plus
the contingent asset value is essentially equal to
the solvency value. However, if the plan sponsor
is financially weak or not capable of making ad-
ditional contributions, the benefit security of the
participants may be materially reduced.?

Summary

The market-based and expected return-based
methods of measuring pension obligations both
use a rate of return on assets to determine a pres-
ent value of future pension benefits, but the assets
of the portfolios differ. The solvency value uses a

hypothetical portfolio of default-free securities
that is independent of actual investments, while
the budget value uses the expected return of the
actual portfolio. The solvency value, if invested in
default-free cash flow matching securities, pro-
vides certainty that the assets will be adequate to
provide the benefits. The budget value provides
less certainty and depends on the ability of the
plan sponsor to make additional contributions in
the event adverse investment experience materi-
alizes. The difference between the solvency value
and the budget value represents both the market
value of the investment risk in the diversified
portfolio and the target gain or reward that the
plan sponsor anticipates. Each method is useful
for its intended purpose although the measure-
ments may differ significantly.

¥To the extent the plan is funded at less than the budget value the contingent asset and the risk to benefit security further in-
crease. For additional discussion about funded status and considerations about the health of the sponsor, see the Academy’s

issue brief The 80% Pension Funding Standard Myth.
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A North Dakota Scott Miller

000 0 Public Employees Retirement System Executive Director
Y‘ S 400 East Broadway, Suite 505 e Box 1657 (701) 328-3900
Bismarck, North Dakota 58502-1657 1-800-803-7377
Fax: (701) 328-3920  Email ndpers-info@nd.gov Website https://ndpers.nd.gov

TO: NDPERS Board

FROM: Bryan Reinhardt

DATE: June 21, 2018

SUBJECT: 457 Companion Plan & 401(a) Plan 1st Quarter 2018 Report

Attached is the 1st quarter 2018 investment report for the 401(a) & 457 Companion Plans. The
reports are available separately on the NDPERS web site. The NDPERS Investment Sub-
committee reviewed the 1st quarter reports. The two plans have 7,809 participants with over
$123 million in assets.

Assets in the 401(a) plan increased to $13.6 million as of March 31, 2018. The number of active
participants is at 113. The largest funds are the TIAA-CREF Lifecycle funds with 62% of assets.

Assets in the 457 Companion Plan increased to $109.6 million as of March 31, 2018. The
number of active participants is increasing and is now at 4,908. The largest funds are the TIAA-
CREF Lifecycle funds with 72% of assets.

Benchmarks:

Fund returns for the quarter were mixed with growth outperforming value. Wells Fargo Growth -
SGRKX and Brown Small Cap Growth - BCSIX had big quarters with returns of 6.60% and
6.85% respectively. Cohen & Steers Realty — CSRSX and AMG Mid Cap — ABMIX had the
worst returns at -6.64% and -4.48% respectively. Core fund performance was mixed when
compared to their benchmarks and peer funds. Note that index funds are expected to slightly
underperform their benchmarks because of fund administration fees.

Fund / Investment News:

The NDPERS Investment Subcommittee received the 1st quarter 2018 plan review, field activity
report, and investment overview from TIAA. It was noted that the fund revenue sharing is
currently at the required 23 bps for administration. The Subcommittee reviewed the four funds
under formal fund review. The Subcommittee marked PIMCO Real Return — PARRX, AMG Mid
Cap — ABMIX, Prudential Jennison Mid Cap Growth — PEGZX, and Franklin Mutual Global




Discovery — MDISX as underperforming for the quarter. The Vanguard 500 index fund - VFIAX
now has over $5 million in assets. This qualifies us for a better share class. Vanguard 500
index fund — VINIX has a fee of .035% where the current fund (VFIAX) has a fee of .040%.

The investment subcommittee reviewed the SEI de-risking options for the Job Service plan and
will bring this forward to the NDPERS Board.

BOARD ACTION

Approve the Investment Policies for the 457 Companion plan and 401(a) Defined Contribution
plan that replace the Vanguard 500 Index fund — VFIAX with the Vanguard 500 Index fund —
VINIX.



NDPERS
Quarterly Investment
Report
15t Quarter
1/1/2018 — 3/31/2018

North Dakota Public Employees Retirement System
400 E Bdwy, Suite 505
Box 1657

%%%g Bismarck, ND 58502



NDPERS 401(a) Defined Contribution Plan & 457 Companion Plan - TIAA-CREF

INITIAL OFFERING:

BALANCED FUND:
INCOME FUNDS:
BOND FUNDS:

REAL ESTATE:
INTERNATIONAL FUNDS:

LIFESTYLE FUNDS:

FUND STYLE CHANGES:

Hartford Dividend & Growth
T.Rowe Price Equity Income

Vanguard 500 Index Signal
Vanguard Dividend Growth

Franklin Growth Adv
Wells Fargo Adv Growth Adm

Virtus Mid Cap Value Equity |

ASTON/Fairpointe Mid Cap |
Columbia Mid Cap Index A

Prudential Jennison Mid Cap Growth Z

Allianz NFJ Small Cap Value

DFA US Small Cap

Brown Capital Mgmt Small Co Inv

VALUE

T.Rowe Price Capital Appreciation
Wells Fargo Stable Value Fund J
PIMCO Total Return Bond Fund
PIMCO Real Return Admin Bond Fund
Cohen & Steers Realty Shares

Mutual Global Discovery Z

TIAA-CREF Lifecycle Ret Income
TIAA-CREF Lifecycle 2010
TIAA-CREF Lifecycle 2015
TIAA-CREF Lifecycle 2020

BLEND

Vanguard Prime Money Market
Vanguard Total Bond Index Fund

Prudential High Yield Z

Vanguard Total Intl Stock Index

TIAA-CREF Lifecycle 2025
TIAA-CREF Lifecycle 2030
TIAA-CREF Lifecycle 2035
TIAA-CREF Lifecycle 2040

GROWTH

Templeton Global Bond

Oppenheimer Deweloping Markets Y

TIAA-CREF Lifecycle 2045
TIAA-CREF Lifecycle 2050
TIAA-CREF Lifecycle 2055
TIAA-CREF Lifecycle 2060

A

OTHER FUNDS:

CURRENT LINEUP:

BALANCED FUND:
INCOME FUNDS:
BOND FUNDS:

REAL ESTATE:
INTERNATIONAL FUNDS:

LIFESTYLE FUNDS:

ASTON/Fairpointe Mid Cap | <

VALUE

BLEND

GROWTH

Hartford Dividend & Growth
T.Rowe Price Equity Income

Vanguard 500 Index Signal
Vanguard Dividend Growth

Franklin Growth Adv
Wells Fargo Adv Growth Adm

ASTON/Fairpointe Mid Cap |
Virtus Mid Cap Value Equity

Columbia Mid Cap Index A

Prudential Jennison Mid Cap Growth Z

Allianz NFJ Small Cap Value

DFA US Small Cap

Brown Capital Mgmt Small Co Inv

VALUE

T.Rowe Price Capital Appreciation
Wells Fargo Stable Value Fund J
PIMCO Total Return Bond Fund
PIMCO Real Return Admin Bond Fund
Cohen & Steers Realty Shares

Mutual Global Discowery Z

TIAA-CREF Lifecycle Ret Income
TIAA-CREF Lifecycle 2010
TIAA-CREF Lifecycle 2015
TIAA-CREF Lifecycle 2020

BLEND

Vanguard Treasury Money Market

GROWTH

Vanguard Total Bond Index Fund Templeton Global Bond

Prudential High Yield Z

Vanguard Total Intl Stock Index

TIAA-CREF Lifecycle 2025
TIAA-CREF Lifecycle 2030
TIAA-CREF Lifecycle 2035
TIAA-CREF Lifecycle 2040

Oppenheimer Deweloping Markets Y

TIAA-CREF Lifecycle 2045
TIAA-CREF Lifecycle 2050
TIAA-CREF Lifecycle 2055
TIAA-CREF Lifecycle 2060

LARGE

MEDIUM

SMALL

LARGE

MEDIUM

SMALL

LARGE

MEDIUM

SMALL



NDPERS Investment Benchmarks - 1st Quarter 2018

Quarter Y-T-D 1-Year 3-Year 5-Year

Stable Value / Money Market Fund

Vanguard Treasury Money Market - VUSXX 0.33% 0.33% 1.02% 0.47% 0.28%

Wells Fargo Stable Return Fund J - WFSJ# 0.32% 0.32% 1.18% 1.00% 0.90%
3 Month T-Bill Index 0.35% 0.35% 1.07% 0.49% 0.31%

Fixed Income Fund

PIMCO Real Return Admin - PARRX -1.07%  -1.07% 0.72% 0.89%  -0.51%

PIMCO Total Return Bond Fund - PTRAX -1.33%  -1.33% 1.87% 1.37% 1.57%

Vanguard Total Bond Market Index Fund - VBTLX -1.47%  -1.47% 1.12% 1.12% 1.73%
Barclays Aggregate Bond Index -1.48%  -1.48% 1.24% 1.20% 1.82%
Taxable Corporate Bond Fund Universe -2.11% -2.11% 2.42% 2.24% 2.93%

Prudential High Yield Z - PHYZX -0.48% -0.48%  4.19% 5.52% 5.27%
ML High Yield Bond Fund Index -0.91%  -0.91% 3.69% 5.18% 5.01%
High Yield Bond Fund Universe -0.97%  -0.97% 3.20% 3.88% 3.82%

Templeton Global Bond Adv - TGBAX 1.36% 1.36% -0.60% 2.02% 1.82%
Citi World Govt Bond Index 2.50% 2.50% 8.49% 3.45% 1.18%
World Bond Fund Universe 1.13% 1.13% 5.85% 2.80% 1.43%

Real Estate Fund

Cohen & Steers Realty Shares - CSRSX -6.64% -6.64% -1.47% 1.79% 6.69%
FTSE NAREIT All Equity REITs Index -8.20% -8.20% -4.51% 1.08% 5.92%
Real Estate Fund Universe -6.89% -6.89% -2.30% 1.26% 5.55%

Balanced Fund

T.Rowe Price Capital Appreciation - PACLX 0.36% 0.36% 9.64% 8.27% 10.70%
60% Large Cap Value Univ & 40% Taxable Bond Universe 2.37% -2.37% 6.41% 5.49% 7.36%
60% Russell 1000 Value & 40% Agg Bond Index 221% -227%  4.64%  522%  7.21%

Large Cap Equities - Value

Hartford Dividend & Growth - HDGTX -2.01% -2.01% 11.07% 9.46% 11.87%

T.Rowe Price Equity Income - PRFDX -2.25%  -2.25% 9.94% 8.51% 9.66%
Russell 1000 Value Index -2.80%  -2.80% 6.90% 7.90% 10.80%
Large Cap Value Fund Universe -2.55% -2.55%  9.07%  7.65% 10.32%

Large Cap Equities - Blend

Vanguard 500 Index - VFIAX -0.77%  -0.77% 13.95% 10.75% 13.27%

Vanguard Dividend Growth Fund - VDIGX -1.06%  -1.06% 11.53% 8.91% 11.54%
S&P 500 Index -0.76% -0.76% 13.99% 10.78% 13.31%
Large Cap Blend Fund Universe -0.98% -0.98% 12.82%  8.89% 11.72%

Large Cap Equities - Growth

Wells Fargo Adv Growth Adm - SGRKX <ON WATCH> 6.60% 6.60% 28.66% 11.83% 13.72%
Russell 3000 Growth Index 1.48% 1.48% 21.06% 12.57% 15.32%

Franklin Growth Adv - FCGAX 1.94% 1.94% 19.70% 11.67% 14.76%
Russell 1000 Growth Index 1.40% 1.40% 21.30% 12.90% 15.50%
Large Cap Growth Fund Universe 2.30% 2.30% 20.41% 10.64% 13.81%

Mid Cap Equities - Value

Virtus Mid Cap Value Equity | - SMVTX -0.87% -0.87% 5.28% 7.61% 10.38%
Russell Mid Cap Value -2.50%  -2.50% 6.50% 7.23% 11.11%
Mid Cap Value Fund Universe -2.21%  -2.21% 7.30% 6.75% 10.06%

Mid Cap Equities - Blend

Columbia Mid Cap Index A - NTIAX -0.91% -0.91% 10.48% 8.46% 11.45%
S&P Mid Cap 400 -0.77%  -0.77% 10.97% 8.96% 11.97%

AMG/Fairpointe Mid Cap | - ABMIX -4.48%  -4.48% 0.60% 5.26% 10.59%
Wilshire 4500 Index -0.13%  -0.13% 13.01% 8.86% 12.43%
Mid Cap Blend Fund Universe -1.03% -1.03% 10.13% 6.51% 10.43%

Mid Cap Equities - Growth

Prudential Jennison Mid Cap Growth - PEGZX <ON WATCH> 0.84% 0.84% 13.95% 5.78% 10.19%
Russell Mid Cap Growth 2.17% 2.17% 19.74% 9.17% 13.31%
Mid Cap Growth Fund Universe 2.15% 2.15% 18.34% 8.28% 11.94%

Fund Returnsin RED do not meet both benchmarks.

Fund Returns in BLACK meet both benchmarks.



NDPERS Investment Benchmarks - 1st Quarter 2018
Quarter Y-T-D 1-Year 3-Year b5-Year

Small Cap Equities - Value

Allianz NFJ Small Cap Value - PVADX <ON WATCH> 2.41% -2.41% 5.23% 5.66% 7.66%
Russell 2000 Value Index -2.64%  -2.64% 5.13% 7.87% 9.96%
Small Value Fund Universe 2.75%  -2.75% 5.71% 6.67% 9.10%

Small Cap Equities - Blend

DFA US Small Cap - DFSTX -1.52% -1.52% 8.75% 8.06% 11.61%
Russell 2000 Index -0.08% -0.08% 11.79% 8.39% 11.47%
Small Blend Fund Universe -0.93%  -0.93% 9.68% 7.21% 10.29%

Small Cap Equities - Growth

Brown Capital Mgmt Small Co Inv - BCSIX 6.85% 6.85% 26.52% 15.71% 16.64%
Russell 2000 Growth Index 2.30% 2.30% 18.60% 8.80% 12.90%
Small Growth Fund Universe 2.28% 2.28% 18.07% 8.77% 11.88%

International Equity Funds

Mutual Global Discovery Z - MDISX <ON WATCH> -2.68% -2.68% 2.36% 4.15% 7.35%

Vanguard Total Intl Stock Index Inv - VTIAX -0.46% -0.46% 17.05% 6.92% 6.41%
MSCI ACWI -1.18%  -1.18% 16.53% 6.18% 5.89%
International Stock Fund Universe -0.86% -0.86% 15.20% 5.75% 6.21%

Oppenheimer Developing Markets Y - ODVYX 2.98% 2.98% 25.30% 9.18% 5.87%
MSCI Emerging Markets Index 1.42% 1.42% 24.93% 8.81% 4.99%
Diversified Emerging Mkts Universe 2.01% 2.01% 22.90% 8.23% 4.45%

Asset Allocation Funds:

TIAA-CREF Lifecycle Ret Income - TLIRX -0.42%  -0.42% 7.50% 4.74% 5.44%
Income Benchmark -1.23%  -1.23% 6.06% 4.00% 5.12%

TIAA-CREF Lifecycle 2010 - TCLEX -0.44%  -0.44% 7.87% 5.01% 5.92%
2010 Benchmark -1.23%  -1.23% 6.46% 4.24% 5.41%

TIAA-CREF Lifecycle 2015 - TCLIX -0.41% -0.41% 8.69% 5.44% 6.48%
2015 Benchmark -1.23%  -1.23% 7.12% 4.63% 5.89%

TIAA-CREF Lifecycle 2020 - TCLTX -0.38%  -0.38% 9.84% 5.97% 7.20%
2020 Benchmark -1.23%  -1.23% 8.07% 5.19% 6.55%

TIAA-CREF Lifecycle 2025 - TCLFX -0.30% -0.30% 11.16% 6.58% 8.00%
2025 Benchmark -1.21% -1.21% 9.20% 5.86% 7.34%

TIAA-CREF Lifecycle 2030 - TCLNX -0.22%  -0.22% 12.49% 7.19% 8.72%
2030 Benchmark -1.19% -1.19% 10.33% 6.52% 8.13%

TIAA-CREF Lifecycle 2035 - TCLRX -0.21% -0.21% 13.81% 7.76% 9.41%
2035 Benchmark -1.15%  -1.15% 11.46% 7.18% 8.90%

TIAA-CREF Lifecycle 2040 - TCLOX -0.07% -0.07% 15.05% 8.33% 9.97%
2040 Benchmark -1.10% -1.10% 12.59% 7.83% 9.66%

TIAA-CREF Lifecycle 2045 - TTFRX -0.08% -0.08% 15.63% 8.66% 10.16%
2045 Benchmark -1.07% -1.07% 13.14% 8.15% 10.03%

TIAA-CREF Lifecycle 2050 - TLFRX -0.08% -0.08% 15.86% 8.80% 10.25%
2050 Benchmark -1.06% -1.06% 13.31% 8.25% 10.14%

TIAA-CREF Lifecycle 2055 - TTRLX 0.00% 0.00% 16.11% 8.93% 10.33%
2055 Benchmark -1.05% -1.05% 13.47% 8.34% 10.25%

TIAA-CREF Lifecycle 2060 - TTRLX -0.08% -0.08% 16.23% 9.04% N/A
2060 Benchmark -1.05%  -1.05% 13.47% 8.34% 10.25%

Income Benchmark is comprised of 26.25% Wilshire 5000, 11.25% MSCI EAFE, 50.0% Ag Bond, 2.5% REIIT Index, 10.0% 3 Month T-Bill
2010 Benchmark is comprised of 28.35% Wilshire 5000, 12.15% MSCI EAFE, 48.2% Ag Bond, 2.5% REIT Index, 8.8% 3 Month T-Bill
2015 Benchmark is comprised of 31.85% Wilshire 5000, 13.65% MSCI EAFE, 45.2% Ag Bond, 2.5% REIT Index, 6.8% 3 Month T-Bill
2020 Benchmark is comprised of 36.82% Wilshire 5000, 15.78% MSCI EAFE, 40.2% Ag Bond, 2.5% REIT Index, 4.8% 3 Month T-Bill
2025 Benchmark is comprised of 42.77% Wilshire 5000, 18.33% MSCI EAFE, 33.6% Ag Bond, 2.5% REIT Index, 2.8% 3 Month T-Bill
2030 Benchmark is comprised of 48.72% Wilshire 5000, 20.88% MSCI EAFE, 27.1% Ag Bond, 2.5% REIT Index, 0.8% 3 Month T-Bill
2035 Benchmark is comprised of 54.67% Wilshire 5000, 23.43% MSCI EAFE, 19.4% Ag Bond, 2.5% REIT Index

2040 Benchmark is comprised of 60.62% Wilshire 5000, 25.98% MSCI EAFE, 10.9% Ag Bond, 2.5% REIT Index

2045 Benchmark is comprised of 63.53% Wilshire 5000, 27.22% MSCI EAFE, 6.75% Ag Bond, 2.5% REIT Index

2050 Benchmark is comprised of 64.4% Wilshire 5000, 27.6% MSCI EAFE, 5.5% Ag Bond, 2.5% REIT Index

2055&2060 Benchmark is comprised of 65.28% Wilshire 5000, 27.97% MSCI EAFE, 4.25% Ag Bond, 2.5% REIT Index

Wilshire 5000 Index -0.70% -0.70% 13.65% 10.01% 12.84%
FTSE NAREIT Index -8.20% -8.20% -4.51% 1.08% 5.92%
MSCI EAFE -1.18%  -1.18% 16.53% 6.18% 5.89%
Barclays Aggregate Bond Index -1.48%  -1.48% 1.24% 1.20% 1.82%
3 Month T-Bill Index 0.35%  0.35% 1.07% 0.49%  0.31%

Fund Returnsin RED do not meet both benchmarks. Fund Returns in BLACK meet both benchmarks.



NDPERS ANNUAL 2016 vs. 2017
COMPARATIVE STATS AS OF 12/31

401(a) Defined Contribution Plan;

2016 2017 % Diff.
Assets $10,937,336.31 $13,454,742.72 23%
Total Contributions $978,192.36 (243 members)  $1,016,506.78 (122 members) 4%
Avg. Annual Contrib’s $4,025.48 $8,332.02 107%
Male Contributions $487,289.67 (88 members) $477,117.85 (51 members) -2%

Male Avg. Contribution $5,537.38 (88 members) $9,355.25 (51 members) 69%
Female Contributions $490,902.69 (155 members) $539,388.93 (71 members) 10%

Female Avg. Contribution  $3,167.11 (155 members)  $7,597.03 (71 members) 140%

457(b) Deferred Compensation Plan (Companion Plan);

2016 2017 % Diff.
Assets $86,050,328.10 $108,893,701.81 27%
Total Contributions $9,170,039.43 (4893 members) $10,164,997.00 (5108 mbrs)  11%
Avg. Annual Contribs $1,874.11 $1,990.02 6%
Male Contributions $4,615,647.18 (2117 members) $5,011,258.53(2209 members) 9%

Male Avg. Contribution $2,180.28 (2117 members)  $2,268.56 (2062 members) 4%
Female Contributions $4,554,392.25 (2776 members) $5,153,738.47(2899 members) 13%

Female Avg. Contribution  $1,640.63 (2776 members) $1,777.76 (2899 members) 8%

Plan L evel Rates of Return;

2015 2016 Q3 2017
401(a) Defined Contribution -.34% 3.00% 17.78%
457(b) Companion Plan -.29% 3.07% 17.40%

Both Plans Combined -31% 3.05% 17.44%



NORTH DAKOTA PUBLIC EMPLOYEES RETIREMENT SYSTEM

Employee summary: Gender and age summary'
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NORTH DAKOTA PERS 401A DEFINED CONTRIBUTION PLAN

Employee summary: Gender and age summary'’
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457(b) Assets Pct 401(a) Assets Pet
TIAA-CREF Lifecycle 2025 Fund Refirement §16,013 586 14.5% TIAA-CREF Lifecycle 2025 Furd Refirement §1,5908,870 197%
TIAA-CREF Lifecycle 2020 Fund Refirement 15,685,774 14.3% TIAA-CREF Lifecycle 2030 Furd Refirement $1,527,074 11.2%
TIAA-CREF Lifecycle 2030 Fund Refi $11,471976 10.5% TIAA-CREF Lifecycle 2035 Furd Refi §1.273 189 8.3%
TIAA-CREF Lifecycle 2015 Fund Refirement £3.167 672 75% TIAA-CREF Lifecycle 2020 Furd Refirement $1.210,044 BS%
TIAA-CREF Lifecycle 2035 Fund Refirement $8.027,044 73% TIAA-CREF Lifzcycle 2040 Furd Refirement $821,068 B0%
TIAA-CREF Lifecycle 2040 Fund Refs 5,684 375 B1% Vanguard 500 Index Fund Admiral $583.227 4.3%
TIAA-CREF Lifecycle 2045 Fund Refirement 5,015,851 55% TIAA-CREF Lifecycle 2040 Fumd Refirement $583 200 4.3%
Vanguard 500 Index Fund Admiral 4 458,007 4.1% Vanguard Total Infemational Stok Index Fund Admiral $548 130 40%
TIAA-CREF Lifecycle 2050 Fund Refh $3.980.470 5% TIAA-CREF Lifecycle 2050 Furd Refirement $518,123 38%
Vanguard Total Intemational Stock Index Fund Admiral $2724.400 25% TIAA-CREF Lifecycle 2045 Furd Refirement $493 158 36%
Wells Farga Stable Return Fund - $1.822,102 1% Brown Cagital Management Small Company Fund Insthuional $418, 164 3.1%
Brown Capital Management Small Company Fund Instiwional $1.815.853 1% Wells Fargo Growsh Fund Administrator $332 558 24%
TIAA-CREF Lifecycle 2010 Fund Refirement $1.601,004 1.5% TIAA-CREF Lifecycle 2055 Furd Refirement 328,543 24%
Vanguard Admiral Treasury Money Market Fund Imvestor 1,538,708 14% Franklin Growth Fund Advisor §326,057 24%
Franklin Growth Fund Advisor $1.448,012 1.3% T. Rowe Price Capital Apgreciation Fund Advisor $324 534 24%
Columbia Mid Cap Index Fund A $1.413.470 1.3% Pradential High Yield Furd 7 $233,140 17T%
Vanguard Dividend Growth Fund Invesios [ $1.390,116 1.3% PIMCO Tatal Fetum Fund Admin §272 673 16%
AllianzGl NFJ Small Cap Value Fund Admiristrative $1.345,056 7% Franklin Mutual Glokal Discovery Fund Z 208,520 1.5%
Vanguard Total Sond Market Ingex Fund Admisal $1.161.744 11% Wells Fargo Stable Return Fund - J $206,008 1.5%
T. Rowe Price Squity Income Furd $1.164,130 1.4% Hartford Dividend and Growsh Fund RS $204 873 1.5%
FIMCO Tatal Retum Fund Admin $1.086.450 0% Oppenheimer Developing Markets Fund ¥ 138,720 14%
T. Rowe Price Capital Appreciation Fund Advisor $1.003 385 0.9% Vanguard Admiral Treasury Money Market Fundl Irvestar §151 798 1.4%
Wells Farga Growh Fund Administrator $998,980 0.9% Cohen & Steers Realty Shares §141 218 10%
TIAA-CREF Lifecycle 2055 Fund Refirement 5831126 0.8% T. Rowe Price Equity Income Furd §133,817 10%
Oppenheimer Developing Markets Furd ¥ $829 560 0.8% Vanguard Total Sond Market Index Fund Admisal §132.424 1.0%
Hartford Dividend and Growth Fund RS $8635,993 0.8% AliarzGl NFJ Small Cap Value Fund Administrative §124 041 08%
Cohen & Steers Realty Shares §711,878 06% AMG Managers Faimpointz Mid Cap Fund | $123, 044 0.8%
T 1 Glckal Bond Fund Advisor $554 986 0.6% T | Glckal Bond Fund Advisar §111,855 0.8%
FIMCO Real Return Fund Adminisirative $643,738 0.6% Vanguard Dividend Growth Fund Invesior §92,810 0T%
TIAA-CREF Lifecycle Refrement Income Fund Refirement 635,547 06% Pradential Jennizon Mid-Cap Growsh Fund 2 §34.024 07%
Prudential High Yield Fund Z $578 466 0.5% Columbia Mid Cap Index Fund A £a3 Be 0%
Virtus Ceredex Mid-Cap Value Equity Furd | $532,514 0.5% DFA U.5. Small Cap Portfolio Instiutional £34 380 08%
Franklin Mutual Glokal Discovery Fund 2 $450,870 0.4% FIMCO Real Return Fund Administrasve £55521 0.5%
Self Directed Brokerage Account $429 783 0.4% Self Directed Brokerage Accownt £50,036 0.4%
AMG Managers Faipointe Mid Cap Fund | 380,824 0.3% TIAA-CREF Lifecycle 2015 Fund Refirement $40,406 0.3%
Frudential Jernison Mid-Cap Growsh Fund 2 $350,526 0.3% Virius Cereder Mid-Cap Value Exquity Fund | £30,953 0.3%
DFA U.5. Small Cap Portfolio Insftutional $361,478 0.3% TIAA-CREF Lifecycle 2060 Furd Refirement £5.562 0.0%
TIAA-CREF Lifecycle 2060 Fund Refirament $63,540 0.1% TIAA-CREF Lifecycle Refirement Income Fund Refirement 50 0.0%
TIAA-CREF Money Market Fund Refirement $0 0.0% TIAA-CREF Money Matket Fund Refirement 50 0.0%
Total $109,611,584 100.0%

Grand Total

$123.242 988
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

INTRODUCTION

The Public Employees Retirement System Board (Board) hereby adopts this Statement of

Investment Policy for the Defined Contribution Plan (Plan).

Objectives of the Plan

The Plan is a long-term retirement savings option intended as a source of retirement income
for eligible participants. The investment options available from the Plan cover a broad range
of investment risks and rewards typical of this kind of retirement savings program.
Participants bear the risks and reap the rewards of investment returns that result from the

investment options which they select.

This Statement of Investment Policy:

= Establishes the parameters of an investment program that will allow plan participants
the opportunity to structure an investment strategy that meets their individual return
objectives and risk tolerances.

= Defines the investment categories offered by the Plan;

= Establishes benchmarks and performance standards for each investment category by
which to evaluate each fund’s performance;

= Establishes a procedure for reporting and evaluating the various funds and a
methodology for monitoring their performance; and

= Defines the procedures for investment fund evaluation and formal fund review.

Page 1



STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

SELECTION OF INVESTMENT OPTIONS

Each investment option offered under the Plan must:

= Operate under its published prospectus;

= Have its performance results measured against the applicable performance standards
described herein for that investment category.

The Board may add or replace investment options in any category using any or all of the
following general criteria:

A. Historical performance over a reasonable time frame.
B. Investment manager performance and tenure.
C. Costs, including the expense ratio and any other fees.

Mutual fund options are selected through a comprehensive search process. Generally,
the Board will first review the suitable offerings from the vendor’s alliance family of funds.
Absent a competitive offering from the vendor’s list of alliance funds, the Board will select
from qualified non-alliance funds.

INVESTMENT CATEGORIES:

The Board in its judgment selects the number, types, and status of individual investment
offerings. In general, the Board will seek to offer a sufficient number of investment funds
to allow each participant the ability to construct a diversified portfolio consistent with
his/her reasonable investment objective. The selection and elimination of investment
options will be guided by the following philosophies and principles:

A. The menu of offerings will be sufficient to allow each participant the ability to
construct a diversified portfolio consistent with a reasonable investment goal. (See
Appendix 1 for a classification of the current offerings.) The menu will include at
least one offering in each of the following asset categories:
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

Stable Value Account
Fixed Income
Balanced

Large Cap Equity
Mid Cap Equity
Small Cap Equity
International Equity
Asset Allocation

B. Within the domestic equity categories, the offerings may include funds that
represent style subsets (value, growth, blend) of the broad market.

C. The offerings will include funds that offer pre-determined asset allocations of
various risk tolerances or investment horizons.

D. The self-directed brokerage option is designed for a sophisticated,
experienced and knowledgeable investor. Participants selecting this option will
be required to sign an election form containing the following:

(a) The participant understands and accepts any and all risks associated
with this selection;

(b) The participant understands and accepts that none of the mutual funds
available in the self-directed brokerage option have been reviewed for
suitability by the Board;

(c) The participant is solely responsible for determining the suitability or
appropriateness of any selected mutual fund; and

(d) The participant agrees to hold the Plan and the Board harmless for any
negative consequences resulting from use of the self-directed
brokerage option.

REPORTING AND MONITORING PROCEDURES

The Board will designate the status of each investment fund offered as either open or closed:
[1Open — Eligible for new investments.

T1Closed — Not eligible for new contributions, not eligible for the establishment of new
accounts, and may require the existing accounts be transferred.
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

INVESTMENT FUND EVALUATION

The Board will at least annually review the plan and its investment funds, including
investment performance. The investment performance review will include comparisons
against the appropriate benchmark indices and peer groups over relevant time frames.
The focus of the review will be to ensure that the Board is offering funds with competitive
(average or above) performance within each category over reasonable measurement
periods, typically encompassing a market cycle (3 to 5 years). The Board will also review
the fund’s investment style relative to its mandate and the stability of the personnel
responsible for investment results. As the investment funds are retail mutual funds, the
Board may rely on ratings produced by recognized performance evaluation services to
evaluate long-term risk-adjusted performance relative to peers. Except for the annual
review, the Board may delegate these duties to its investment sub-committee. The
NDPERS Board will make the performance review available for the membership.

For performance benchmarks on current offerings, see Appendix 1. Funds meeting
performance standards and policy objectives will be designated as open.

A. Funds rated as not meeting performance standards and policy objectives will,
at the Board’s discretion, either be placed in a closed status or on a “formal fund
review list”.

B. The Board, at its discretion, may remove funds from the “formal fund review list”
should the fund’s performance recover sufficiently to meet performance standards.

C. Funds that do not meet performance standards and/or policy objectives may be
placed in the “Closed” status.

D. Failure by a fund to comply with these policy objectives and guidelines is cause

for the Board to place the fund under formal fund review or close the fund.

The Board may place a fund under formal fund review, or immediately close a fund, for any
reason, including:

A. The fund has made significant changes in its investment management, or such
change appears imminent;

B. The fund has had a significant change in ownership or control;

C. The fund has significantly changed investment focus or has experienced style drift,
departing from the investment objectives;
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

D. The fund has violated a SEC rule or regulation;

E. The fund has experienced difficulty in transacting trades, fund transfers, or pricing;
F. The fund has experienced other changes or problems in its procedures, operations,
investing, or reporting which, in the Board’s view, has or could detract from the
objectives of the Plan;

G. The fund has increased its fees or expenses.

H. Other reasons the NDPERS Board deems requires such action.

The Board retains the right to waive any of the above policies if it deems that such waiver is

in the best interest of the plan and/or its participants.

FORMAL FUND REVIEW

When a fund has been placed under formal review, the Board shall monitor the fund, its

operations, and its performance. During this period the Board may close the fund.
CLOSED FUNDS
When the Board closes a fund it may direct that:

A. No new contributions may be made to the fund after a specified date;

B. The fund is terminated and participant account balances must be transferred to

another fund option.
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN

STATEMENT OF INVESTMENT POLICY
If the Board closes a fund to new contributions it shall:

A. Promptly notify the Plan provider;

B. Promptly notify plan participants who are currently investing in the fund or who
have assets in the closed fund of the Board’'s action and if applicable that new
investment monies must be redirected to another fund option under the Plan within

a time specified by the Board.

If the Board closes a fund by terminating its participation in the plan and requires all account

balances to be transferred to another fund it shall:

A. Promptly notify the Plan provider;
B. Promptly notify plan participants who are currently investing in the fund or who
have assets in the closed fund that the Board has terminated the fund as an
investment option under the Plan and that:
e New investment monies must be redirected to another fund option under the
Plan within a time specified by the Board and
e After 90 days notice to an affected member by the Board, all assets remaining
in the terminated fund will be transferred to the default option designated by
the Board.
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN

APPENDIX 1

STATEMENT OF INVESTMENT POLICY

Defined Contribution Plan Investment Options by Investment Category

Asset Class
Balanced

Sector
Balanced

Large Cap Equities Value

Blend

Growth

Mid Cap Equities Value

Blend

Growth

Small Cap Equities  Value

Blend

Growth

Fund(s)

T.Rowe Price Capital Appreciation

Hartford Dividend & Growth

T.Rowe Price Equity Income

Vanguard 500 Index Signallnstitutional

Vanguard Dividend Growth

Wells Fargo Adv Growth

Franklin Growth Advisor

Virtus Mid Cap Value Equity |

Columbia Mid Cap Index A

AMG Fairpointe Mid Cap |

Prudential Jennison Mid Cap Growth Z

Allianz NFJ Small Cap Value

DFA US Small Cap

Brown Capital Mgmt Small Co Inv

Benchmark(s)
60% Large Cap Value Fund Universe

and 40% Taxable Bond Fund Universe
60% Russell 1000 Value and
40% Barclays Aggregate Bond Index

Russell 1000 Value
Large Cap Value Fund Universe
Russell 1000 Value
Large Cap Value Fund Universe

S&P 500
Large Cap Blend Fund Universe
S&P 500
Large Cap Blend Fund Universe

Russell 3000 growth
Large Cap Growth Fund Universe
Russell 1000 growth
Large Cap Growth Fund Universe

Mid Cap Value Universe
Russell Mid Cap Value

Mid Cap Blend Universe
S & P Mid Cap 400
Mid Cap Blend Universe
Wilshire 4500 Index

Mid Cap Growth Universe
Russell Mid Cap Growth

Small Value Universe
Russel 2000 Value

Small Cap Blend Universe
Russel 2000 Index

Small Cap Growth Universe
Russel 2000 Growth
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STATE OF NORTH DAKOTA DEFINED CONTRIBUTION PLAN
STATEMENT OF INVESTMENT POLICY

Fixed Income Wells Fargo Stable Return Fund J 3-Month T-Bill Index

Vanguard Treasury Money Market Fund  3-Month T-Bill Index

Vanguard Total Bond Fund Barclays Aggregate Bond Index
Taxable Bond Fund Universe

PIMCO Real Return Admin Barclays Aggregate Bond Index
Taxable Bond Fund Universe

PIMCO Total Return Bond Fund Barclays Aggregate Bond Index
Taxable Bond Fund Universe

Prudential High Yield Z BofAML High Yield Bond Index
High Yield Bond Fund Universe

Templeton Global Bond Adv Citi World Govt Bond Index

World Bond Fund Universe

Real Estate Cohen & Steers Realty Shares FTSE NAREIT All Equity REIT Index
Real Estate Fund Universe

International Equities Franklin Mutual Global Discovery Z MSCI ACWI Index
International Stock Fund Universe
Vanguard Total Intl Stock Index MSCI ACWI Index
International Stock Fund Universe
Oppenheimer Developing Markets Y MSCI Emerging Markets Index

Diversified Emerging Markets Universe

Asset Allocation TIAA-CREF Lifecycle Funds The TIAA-CREF Lifecycle Funds will be benchmarked
Retirement Income Fund using the Wilshire 5000 Index, MSCI Index,
2010 Fund Benchmark Aggregate Bond Index, High Yield Index, and
2015 Fund Benchmark 3-Month T-Bill Index. Each fund benchmark will
2020 Fund Benchmark be based on the fund allocation in Domestic Equity,
2025 Fund Benchmark International Equity, Fixed-Income, Inflation Protected
2030 Fund Benchmark Assets, and Short-term Fixed Income stated in
2035 Fund Benchmark the fund prospectus.

2040 Fund Benchmark
2045 Fund Benchmark
2050 Fund Benchmark
2055 Fund Benchmark
2060 Fund Benchmark
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STATE OF NORTH DAKOTA DEFERRED COMPENSATION PROGRAM
PUBLIC EMPLOYEE RETIREMENT SYSTEM COMPANION PLAN
STATEMENT OF INVESTMENT POLICY

INTRODUCTION

The Public Employees Retirement System Board (Board) hereby adopts this Statement of Investment

Policy for the Deferred Compensation Companion Plan (Plan).

Objectives of the Plan

The Plan is a long-term retirement savings option intended as a source of retirement income for
eligible participants. The investment options available from the Plan cover a broad range of
investment risks and rewards typical of this kind of retirement savings program. Participants bear the
risks and reap the rewards of investment returns that result from the investment options which they

select.

This Statement of Investment Policy:

Establishes the parameters of an investment program that will allow plan participants the

opportunity to structure an investment strategy that meets their individual return objectives and

risk tolerances.

= Defines the investment categories offered by the Plan;

= Establishes benchmarks and performance standards for each investment category by which to
evaluate each fund’s performance;

= Establishes a procedure for reporting and evaluating the various funds and a methodology for

monitoring their performance; and

= Defines the procedures for investment fund evaluation and formal fund review.
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STATE OF NORTH DAKOTA DEFERRED COMPENSATION PROGRAM
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SELECTION OF INVESTMENT OPTIONS

Each investment option offered under the Plan must:

= QOperate under its published prospectus;

= Have its performance results measured against the applicable performance standards described
herein for that investment category.

The Board may add or replace investment options in any category using any or all of the following
general criteria:

A. Historical performance over a reasonable time frame.
B. Investment manager performance and tenure.
C. Costs, including the expense ratio and any other fees.

Mutual fund options are selected through a comprehensive search process. Generally, the Board
will first review the suitable offerings from the vendor’s alliance family of funds. Absent a
competitive offering from the vendor’s list of alliance funds, the Board will select from qualified
non-alliance funds.

INVESTMENT CATEGORIES:

The Board in its judgment selects the number, types, and status of individual investment offerings.
In general, the Board will seek to offer a sufficient number of investment funds to allow each
participant the ability to construct a diversified portfolio consistent with his/her reasonable
investment objective. The selection and elimination of investment options will be guided by the
following philosophies and principles:

A. The menu of offerings will be sufficient to allow each participant the ability to
construct a diversified portfolio consistent with a reasonable investment goal. (See
Appendix 1 for a classification of the current offerings.) The menu will include at
least one offering in each of the following asset categories:
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Stable Value Account
Fixed Income
Balanced

Large Cap Equity
Mid Cap Equity
Small Cap Equity
International Equity
Asset Allocation

B. Within the domestic equity categories, the offerings may include funds that represent
style subsets (value, growth, blend) of the broad market.

C. The offerings will include funds that offer pre-determined asset allocations of various
risk tolerances or investment horizons.

D. The self-directed brokerage option is designed for a sophisticated, experienced and
knowledgeable investor. Participants selecting this option will be required to sign an
election form containing the following:

(a) The participant understands and accepts any and all risks associated with this
selection;

(b) The participant understands and accepts that none of the mutual funds
available in the self-directed brokerage option have been reviewed for
suitability by the Board,

(c) The participant is solely responsible for determining the suitability or
appropriateness of any selected mutual fund; and

(d) The participant agrees to hold the Plan and the Board harmless for any
negative consequences resulting from use of the self-directed brokerage
option.

REPORTING AND MONITORING PROCEDURES

The Board will designate the status of each investment fund offered as either open or closed:
e Open - Eligible for new investments.

o Closed — Not eligible for new contributions, not eligible for the establishment of new
accounts, and may require the existing accounts be transferred.
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INVESTMENT FUND EVALUATION

The Board will at least annually review the plan and its investment funds, including investment
performance. The investment performance review will include comparisons against the
appropriate benchmark indices and peer groups over relevant time frames. The focus of the review
will be to ensure that the Board is offering funds with competitive (average or above) performance
within each category over reasonable measurement periods, typically encompassing a market cycle
(3 to 5 years). The Board will also review the fund’s investment style relative to its mandate and
the stability of the personnel responsible for investment results. As the investment funds are retail
mutual funds, the Board may rely on ratings produced by recognized performance evaluation
services to evaluate long-term risk-adjusted performance relative to peers. Except for the annual
review, the Board may delegate these duties to its investment sub-committee. The NDPERS Board
will make the performance review available for the membership.

For performance benchmarks on current offerings, see Appendix 1. Funds meeting performance
standards and policy objectives will be designated as open.

A. Funds rated as not meeting performance standards and policy objectives will, at the
Board’s discretion, either be placed in a closed status or on a “formal fund review list”.

B. The Board, at its discretion, may remove funds from the “formal fund review list” should
the fund’s performance recover sufficiently to meet performance standards.

C. Funds that do not meet performance standards and/or policy objectives may be placed
in the “Closed” status.

D. Failure by a fund to comply with these policy objectives and guidelines is cause for the
Board to place the fund under formal fund review or close the fund.

The Board may place a fund under formal fund review, or immediately close a fund, for any
reason, including:

A. The fund has made significant changes in its investment management, or such change
appears imminent;

B. The fund has had a significant change in ownership or control;

C. The fund has significantly changed investment focus or has experienced style drift,
departing from the investment objectives;
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D. The fund has violated a SEC rule or regulation;

E. The fund has experienced difficulty in transacting trades, fund transfers, or pricing;

F. The fund has experienced other changes or problems in its procedures, operations,
investing, or reporting which, in the Board’s view, has or could detract from the objectives
of the Plan;

G. The fund has increased its fees or expenses.

H. Other reasons the NDPERS Board deems requires such action.

The Board retains the right to waive any of the above policies if it deems that such waiver is in the

best interest of the plan and/or its participants.

FORMAL FUND REVIEW

When a fund has been placed under formal review, the Board shall monitor the fund, its operations,

and its performance. During this period the Board may close the fund.
CLOSED FUNDS
When the Board closes a fund it may direct that:

A. No new contributions may be made to the fund after a specified date;

B. The fund is terminated and participant account balances must be transferred to another fund

option.
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If the Board closes a fund to new contributions it shall:

A. Promptly notify the Plan provider;

B. Promptly notify plan participants who are currently investing in the fund or who have
assets in the closed fund of the Board’s action and if applicable that new investment
monies must be redirected to another fund option under the Plan within a time specified
by the Board.

If the Board closes a fund by terminating its participation in the plan and requires all account balances

to be transferred to another fund it shall:

A. Promptly notify the Plan provider;

B. Promptly notify plan participants who are currently investing in the fund or who have
assets in the closed fund that the Board has terminated the fund as an investment option
under the Plan and that:

e New investment monies must be redirected to another fund option under the Plan
within a time specified by the Board and

e After 90 days notice to an affected member by the Board, all assets remaining in the
terminated fund will be transferred to the default option designated by the Board.
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STATEMENT OF INVESTMENT POLICY

Companion Plan Investment Options by Investment Category

Asset Class Sector
Balanced Balanced

Large Cap Equities Value

Blend

Growth

Mid Cap Equities Value

Blend

Growth

Fund(s)

T.Rowe Price Capital Appreciation

Hartford Dividend & Growth

T.Rowe Price Equity Income

Vanguard 500 Index-SignatInstitutional

Vanguard Dividend Growth

Wells Fargo Adv Growth

Franklin Growth Advisor

Virtus Mid Cap Value Equity |

Columbia Mid Cap Index A

AMG Fairpointe Mid Cap |

Prudential Jennison Mid Cap Growth Z

Benchmark(s)
60% Large Cap Value Fund Universe

and 40% Taxable Bond Fund Universe
60% Russell 1000 Value
and 40% Barclays Aggregate Bond Index

Russell 1000 Value
Large Cap Value Fund Universe
Russell 1000 Value

Large Cap Value Fund Universe

S&P 500
Large Cap Blend Fund Universe
S&P 500
Large Cap Blend Fund Universe

Russell 3000 growth
Large Cap Growth Fund Universe
Russell 1000 growth
Large Cap Growth Fund Universe

