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Meetings Begin at 9:00 am 

at 
PERS Headquarters Building 

11410 SW 68th Parkway 
Tigard, OR  97223 

 
 
 

January 27, 2010 
 

February 24, 2010 
 

April 28, 2010 
 

May 26, 2010 
 

July 28, 2010 
 

September 29, 2010 
 

October 27, 2010 
 

December 1, 2010 
 



Harry Demorest Keith Larson Ted Wheeler Katy Durant Richard Solomon Paul Cleary 
Chair Vice-Chair State Treasurer Member Member PERS Director 
     (Ex-officio) 
 

OREGON INVESTMENT COUNCIL 
 

 
Agenda 

 
April 28, 2010 

9:00 AM 
 

PERS Headquarters 
11410 S.W. 68th Parkway  

Tigard, Oregon 
 
 

Time A. Action Items Presenter Tab 
   

9:00-9:05 1. Review & Approval of Minutes Ron Schmitz 1 
   February 24, 2010 Regular Meeting Chief Investment Officer 
   April 8, 2010 Special Meeting 

  
9:05-10:05 2. OPERF Asset Liability Study Mike Beasley 2 
   John Meier 
   Strategic Investment Solutions 
    

 
10:05-10:20 3. Oaktree Capital Management Jay Fewel 3 
  OPERF & CSF Private Equity  Senior Investment Officer 
   David Fann 
   Pacific Corporate Group 
 
10:20-10:30  ---------------------BREAK---------------------- 
    
10:30-11:15 4. Aquiline Capital Partners, LP  Jay Fewel 4 
  OPERF Private Equity  David Fann 
     
    Jeff Greenberg 
    Chief Executive Officer 
    Geoff Kalish 
    Founder & Principal  
 
11:15-12:00 5. Vornado Capital Partners LP  Brad Child 5 
  OPERF Value Add Real Estate Senior Investment Officer 
   Nori Lietz 

  Partners Group 
 Michael Fascitelli 

  President and CEO 
 
 

12:00-12:15   ---------------------LUNCH BREAK---------------------- 
 



Harry Demorest Keith Larson Ted Wheeler Katy Durant Richard Solomon Paul Cleary 
Chair Vice-Chair State Treasurer Member Member PERS Director 
     (Ex-officio) 
 

 
12:15-12:30 6. Oregon Short-Term Fund Perrin Lim 6 
  Annual Review & Policy Updates Senior Investment Officer  
    

 
12:30-1:00 7. OST Intermediate Term Bond Fund Perrin Lim 7  
   Tom Lofton 

 Fixed Income Investment Officer 
 

 
1:00-1:15 8. OIC Annual Policy Updates Mike Mueller 8 
   Deputy Chief Investment Officer 
 
 

B. Information Items 
 
 

1:15-1:30 9. Litigation Update – Executive Session Fred Boss 9 
  Executive session is being held Chief Counsel, Civil Enforcement   
  pursuant to ORS 192.660(2)(h)  

 
1:30-1:45 10. Asset Allocations & NAV Updates Ron Schmitz 10 
  a. Oregon Public Employees Retirement Fund  
  b.  SAIF Corporation 
  c. Common School Fund 
  d.  HIED Pooled Endowment Fund 

 
 11. Calendar—Future Agenda Items Ron Schmitz 11 

 
 12. Other Items Council  
    Staff 
     Consultants 
 
 C.  Public Comment Invited 
  15 Minutes 
 
 
 
 



 

 

 

 

TAB 1 – REVIEW & APPROVAL OF MINUTES 

February 24, 2010 Regular Meeting 

April 8, 2010 Special Meeting 



 

 
RONALD D. SCHMITZ 
CHIEF INVESTMENT OFFICER 
INVESTMENT DIVISION 
 
 

 
 
 

 
PHONE 503-378-4111
     FAX 503-378-6772 

 

   
STATE OF OREGON 

OFFICE OF THE STATE TREASURER 
350 WINTER STREET NE, SUITE 100 

SALEM, OREGON 97301-3896 
 
 
 

OREGON INVESTMENT COUNCIL 
FEBRUARY 24, 2010 
MEETING MINUTES 

 
 
 

 
Members Present: Paul Cleary, Harry Demorest, Katy Durant, Keith Larson, Dick 

Solomon 
 
Member on Phone: Ben Westlund 
 
Staff Present: Andrea Belz, Darren Bond, Jay Fewel, Wendy Finley, Sam 

Green, Norma Harvey, John Hershey, Brooks Hogle, Julie 
Jackson, Martha Kellams, Jeff Keto, Perrin Lim, Tom Lofton, Ben 
Mahon, Mike Mueller, Kevin Nordhill, Jen Peet, Ron Schmitz, 
James Sinks, James Spencer, Michael Viteri 

 
Consultants Present: Allan Emkin, John Linder and Mike Moy (PCA), Mike Beasley and 

John Meier (SIS), David Fann and Sundeep Rana (PCG) 
 
Legal Counsel Present:  Dee Carlson, Oregon Department of Justice 
    Deena Bothello, Oregon Department of Justice 
 
 
The OIC meeting was called to order at 9:00 am by Harry Demorest, Chair. 

I. 9:00 a.m.:  Review and Approval of Minutes 

MOTION: Mr. Demorest brought approval of the January 27, 2010 OIC minutes to the table. Mr. 
Solomon moved to approve the minutes. The motion was seconded by Ms. Durant and passed by 
a vote of 4/0 (Treasurer Westlund was not present for the vote). 

VIII. 9:02 a.m.:  Asset/Liability Study Return Assumptions (*taken out of order) 
Mike Beasley and John Meier of Strategic Investment Solutions (SIS) gave a brief overview of the 
process that will be used for determining the risk and return assumptions to be used in the 
upcoming asset/liability study. This was an informational topic only. There was a brief question and 
answer period following the presentation. SIS will come back to the Council and give a full report 
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at the April 28 meeting. Three specific areas that will be modeled are correlations, risk, and returns 
and moving from standard to custom scenario analysis. 
 
IIA. 9:15 a.m.:  Public Equity Review 
Kevin Nordhill, Senior Investment Officer, Michael Viteri and Ben Mahon, Investment Officers and 
John Meier with SIS provided an introduction and overview of the current state of the Public Equity 
portfolio and made a number of recommendations. 
Some of the objectives and strategies included in OIC policy for Public Equity include: 
 

• Generate 75 basis points of excess return above the MSCI ACWI IMI (net) index over a 
market cycle of three to five years, on a net of fee basis. 

• Manage active risk to a targeted tracking error of 1.0 to 2.5 percent, relative to the MSCI 
ACWI IMI. 

• Target for active/passive management:  80 percent/20 percent. 
• Maintain a Small Cap overweight target of 100 percent to the Russell 3000 Index, with the 

belief that the smaller cap end of the marketplace is less efficient and therefore able to 
add additional excess return with active management.  For this purpose, Small Cap is 
considered the smallest 2000 companies in the Russell 3000 index. 

• Maintain a neutral composite of value and growth investment styles. 
 
Staff made the following recommendations to the Council: 
 
Mandate Specific Recommendations 
As part of portfolio structural analysis and continuing manager monitoring efforts, staff made 
several manager-specific recommendations: 

 
• Split the Alliance Bernstein Global Style Blend mandate into two separate accounts: 1) 

Global Strategic Value; and 2) Global Research Growth (GRG).  Reduce asset levels in 
the GRG allocation in favor of passive assignments and as a source of cash to meet future 
OPERF liquidity requirements. 

• Authorize staff to manage an internal synthetic Russell 2000 Index portfolio within the 
guidelines specified in OIC Policy 4.05.03. 

• Hire Dimensional Fund Advisors (DFA) for a dedicated Emerging Markets Small Cap 
strategy to be funded at approximately $100 million, subject to the successful negotiation 
of the investment management agreement. 

• Hire Westwood Global Investors for a dedicated Emerging Markets strategy to be funded 
at approximately $100 million, subject to the successful negotiation of the investment 
management agreement. 

• Convert the Pyramis Select International strategy to the Pyramis Select International Plus 
strategy and change the assigned benchmark from the MSCI World ex-U.S. index to the 
MSCI All-Country World ex-U.S. benchmark, subject to the successful negotiation of the 
investment management agreement. 
 

Amended OIC Policy Recommendations 
Staff also recommended approval of changes to the following OIC policies: 
 
• 4.01.18 – Clarifies rebalancing of assets within asset and sub-asset class ranges. 
• 4.05.01 – Increases the target range for passive strategies within Public Equity and 

eliminates the sub-asset class target ranges which are governed by the MSCI ACWI IMI 
index structure. 

• 4.05.02 – Permits the CIO to add index strategies, as considered necessary, to fill gaps in 
the Public Equity portfolio, and addresses other housekeeping issues. 
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• 4.05.03 – Adds performance objectives and constraints for the internal synthetic Russell 
2000 mandate (if approved). 

• 4.05.10 – Eliminates the requirement to obtain written analysis of all private placements 
annually. 

 
The small cap effect attribution was performed on the domestic equity portfolio alone.  
 
The Board asked for attribution regarding the historical performance of the domestic equity 
portfolio, related to the small cap overweight.  
 
The Board asked that the topics of active versus passive managers and manager selection versus 
asset allocation be added to the agenda, at a future OIC meeting. It was agreed that these were 
very important topics and need to have more time dedicated to each. 
 
II-B. 9:46 a.m.:  Westwood Global Investments 
Meg Reynolds and Ted Sullivan from Westwood Global Investments gave an overview of their 
investment strategy. Westwood’s investment philosophy is: 

• Long-term outperformance is driven by stock selection. 
• Superior stock selection is driven by patient implementation of thorough, bottom-up, 

fundamental research. 
• Research is focused on generation and use of free cash flow. 
• A focused portfolio is the result of conviction. 

 
MOTION: Ms. Durant moved to approve both the mandate specific and the OIC policy staff 
recommendations from agenda item 2A (Public Equities mandate and policy changes). Mr. 
Solomon seconded the motion. The motion was passed by a vote of 4/0 (Treasurer Westlund was 
not present for the vote). 
 
III. 10:35 a.m.:  Community Bancorp/Sageview Capital – OPERF Private Equity 
Jay Fewel, Senior Investment Officer introduced Scott Stuart, with Sageview Capital and William 
Harrison and Paul Murphy with Community Bancorp (CBC) who gave an overview of the 
companies and fund. Community Bancorp is a newly formed bank holding company based in 
Houston, Texas. CBC will seek to purchase assets and assume liabilities of failed banks and thrifts 
from the Federal Deposit Insurance Corporation, primarily in government assisted transactions. 
CBC will seek to acquire a series of attractive platform institutions across the U.S. with the goal of 
subsequently growing each platform through organic and acquisition based operating strategies. 
Rather than raising a traditional private equity fund, Sageview is looking to assemble a group of 
state pensions and other similar investors to provide direct capital investment into failing banks, 
providing individual investors with direct ownership stakes. Regulators are seeking the support of 
state pension funds to solve the crisis surrounding ongoing bank failures. Under the proposed 
structure, the Advisor (Sageview) expects CBC to acquire three or four failed banks as platform 
institutions in attractive markets across the U.S., during a three year commitment period. Each 
platform acquisition is expected to require between $50 million and $250 million of equity, 
depending on the size of the target banking institution’s asset base. Sageview is targeting an 
equity capitalization of approximately $1 billion for CBC, but a hard cap has not been established. 
The OPERF commitment, if approved, would be contingent on CBC’s raising a minimum of $500 
million. It should be further noted that Sageview anticipates that its existing limited partners will 
commit an aggregate of more than $100 million to CBC, of which $10 million will come from the 
Sageview team. 
 
There was a brief question and answer session following the presentation. 
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Staff recommended a commitment of $100 million to Community Bancorp, LLC subject to 
satisfactory negotiation of terms and conditions, and completion of the requisite legal documents 
by DOJ legal counsel working in concert with OST staff. 
 
MOTION: Mr. Solomon moved to conceptually approve the staff recommendation contingent on 
mutually agreed upon terms being reached. Once that happens, there will be a meeting to approve 
the final terms. Treasurer Westlund seconded the motion. The motion was passed by a vote of 
5/0. 
 
IV. 11:20 a.m.:  OPERF Private Equity Plan 
Jay Fewel, Senior Investment Officer, and David Fann with Pacific Corporate Group gave a 2009 
Private Equity Portfolio review and a 2010 overview.  
 
V. 11:35 a.m.:  AQR/CNH Partners Convertible Bond Fund – OPERF Opportunity 
Portfolio 
John Hershey, Alternative Investment Officer, and SIS, recommended redemption of the entire 
fund because the original market dislocation that prompted the investment has since corrected. As 
the going forward expected return no longer meets the Opportunity Portfolio’s threshold, Staff will 
work with AQR on an expeditious, but orderly liquidation of the portfolio. 
 
MOTION: Mr. Solomon moved to approve the staff recommendation. Ms. Durant seconded the 
motion. The motion passed by a vote of 5/0. 
 
VI. 11:36 a.m.  Market Update 
Jay Crandall, Managing Partner with Oak Hill Capital Partners and Glenn August, President and 
Senior Partner with Oak Hill Advisors gave a market update specific to Private Equity and Credit 
Markets. 
 
The Private Equity Industry witnessed many unique events in 2009: 
• Impact of FAS 157 
• Placement Agent considerations 
• Potential increase in industry regulation 
• GPs focused on portfolio management 
• Ex-post fund size reductions and fee/carry concessions 
• LP response to industry evolution – ILPA Guidelines 
• Carry tax legislation for GPs 
 
In the presentation, it was stressed that it is time for investors to get back to basics: 
• Assessment of opportunities 

– Leveraged loans are modestly undervalued, with a nice inflation hedge given 
floating rate component. 

– High yield is fairly valued, but still has structural risk and is more vulnerable to 
economic weakness. 

– Like 1993 and 2004, best opportunities: 
▪ Event driven investments (in anticipation of refinancings, M&A 

transactions). 
▪ Distressed investments – even though in second half of cycle, still 

interesting opportunities; more complicated; must be hands on. 
– Also, European credit offers interesting opportunities: 

▪ More prolonged distressed period is anticipated; lag to U.S. 
▪ Attractive competitive environment, given fewer participants. 
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VII. 1:15 p.m.  Securities Lending Update 
Tom Motley, Vice President of State Street Global Advisors and Johnson Shum, Vice President at 
State Street provided the OIC an update and review of the securities lending program in place for 
OPERF, OSTF and other state agency funds. This presentation was informational only. 
 
There was a brief question and answer period following the presentation. OIC members requested 
that staff add the topic of cash collateral reinvestment guidelines as a future agenda topic. 
 
IX. 1:45 p.m.  OPERF Fourth Quarter Performance Report (*taken out of order) 
Mike Beasley with SIS gave an update on the OPERF 4th Quarter performance and the current 
market environment. 
 
X. 1:58 p.m.:  Asset Allocation and NAV Updates 
Mr. Schmitz reviewed the Asset Allocations and NAV’s for the period ended January 31, 2009. All 
asset classes are within their allocation ranges.  
 
XI. 1:59 p.m.:  Calendar – Future Agenda Items 
Mr. Schmitz highlighted future agenda topics.  
 
XII. 2:00 p.m.:  Other Business 
There was no other business discussed. 
 
2:00 p.m.:  Public Comments 
There were no public comments. 
 
The meeting adjourned at 2:00 p.m. 
 
 
Respectfully submitted, 
 

 
 
 

Julie Jackson 
Executive Support Specialist 
 



 
RONALD D. SCHMITZ 
CHIEF INVESTMENT OFFICER 
INVESTMENT DIVISION 
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STATE OF OREGON 

OFFICE OF THE STATE TREASURER 
350 WINTER STREET NE, SUITE 100 

SALEM, OREGON 97301-3896 
 

OREGON INVESTMENT COUNCIL 
APRIL 8, 2010 

MEETING SUMMARY 
TELECONFERENCE 

 
 
 

Members Present: Paul Cleary, Harry Demorest, Katy Durant, Keith Larson, Dick Solomon, Ted 
Wheeler 

 
Staff Present: Jay Fewel, Sam Green, Andy Hayes, John Hershey, Julie Jackson, Mike 

Mueller, Jen Peet, Ron Schmitz 
 
Consultants Present: David Fann and Scott Reinig, PCG 
 
Legal Counsel Present:  Dee Carlson, Oregon Department of Justice 
    Deena Bothello, Oregon Department of Justice 
     
 
The OIC meeting was called to order at 2:35 pm by Harry Demorest, Chair. 
 
 
Time  Agenda Item 
2:35 pm 1a. SAGEVIEW CAPITAL – COMMUNITY BANCORP 

During the February 24, 2010 OIC meeting, Staff recommended a commitment of 
$100 million to Community Bancorp, LLC. Community Bancorp is being formed by 
Sageview Capital to take advantage of the distressed and undercapitalized nature of 
many banks in various geographic regions in the United States subject to satisfactory 
negotiation of terms and conditions, and completion of the requisite legal documents 
by DOJ legal counsel working in concert with OST staff.   
Mr. Solomon moved to conceptually approve the staff recommendation until mutually 
agreed upon terms were reached. Treasurer Westlund seconded the motion. The 
motion was passed by a vote of 5/0.  
Today’s meeting was held to approve the final terms.  

 
2:40 pm 1b. Executive Session 
 

The executive session was held pursuant to ORS 192.660(2)(f)(h)(j). 
 

2:45pm   Meeting moved out of Executive Session 
 

MOTION:  Richard Solomon moved to approve the original staff recommendation 
with the mutually agreed upon updated terms subject to DOJ approval.  Katy Durant 
seconded the motion. The motion passed by a vote of 5/0. 

 
2:46pm   Meeting Adjourned 



 

 

 

 

TAB 2 – OPERF ASSET LIABILITY STUDY 

 



OREGON PUBLIC EMPLOYEES RETIREMENT FUND

ASSET/LIABILITY DISCUSSION: PHASE TWO‐ASSETS ONLY REVIEWASSET/LIABILITY DISCUSSION:  PHASE TWO‐ASSETS ONLY REVIEW

APRIL 28, 2010

333 Bush Street, Suite 2000
San Francisco, CA 94104
(415) 362‐3484( )

Michael R. Beasley John P. Meier, CFA
Managing Director Managing Director



Asset Allocation Plan’s Strategic PolicyPlan s Strategic Policy
FIXED INCOME 27%

PUBLIC EQUITIES 46%

Manager Search
REAL ESTATE 11%

Manager Structure
P tf li Ri k All ti C t P li

PRIVATE EQUITY 16%

Portfolio Risk Allocation – Current Policy

REAL ESTATE 8%

PRIVATE EQUITY 35%

Asset Allocation
PUBLIC EQUITIES 55%
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Scenarios

Current policy benchmark target optimization

Current policy benchmark target adding TIPsp y g g

Range of policy benchmark targets using custom benchmarks 
to reflect actual implementation risk adding TIPs and 
Opportunity Portfolio

Current policy targets adjusting returns and risks based upon 
various economic environments
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Long Term Benchmark Policy Class Assumptions (March 2010)g y p ( )

RANGE EXP. 
RETURN

EXP. RISK CURRENT 
TARGET

1 in 20 Years 
Poor Return

PUBLIC EQUITY 41‐51% 9.0% 17.1% 46% ‐15.5%

FIXED INCOME 22‐32% 4.3% 4.6% 27% ‐2.9%

PRIVATE EQUITY 12‐20% 11 0% 35 0% 16% ‐31 8%PRIVATE EQUITY 12 20% 11.0% 35.0% 16% 31.8%

REAL ESTATE 8‐14% 6.5% 15.0% 11% ‐16.2%

% % % %CASH 0‐3% 3.0% 1.3% 0% ‐

TOTAL 8.6% 14.2% 100% ‐
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OPERF Historical Asset Class Performance

1 Year 3 Year 5 year 7 Year 10 Year

DOMESTIC EQUITIES 32.9 ‐5.6 0.7 6.5 0.4

RUSSELL 3000 28.3 ‐5.4 0.8 6.2 ‐0.2

ALPHA 4.6 ‐0.2 ‐0.1 0.3 0.6

INTERNATIONAL EQUITES 41.1 ‐2.4 0.7 13.3 3.6

MSCI, ACWI,EX‐US, IMI 43.6 ‐3.0 6.3 12.9 3.1

ALPHA ‐2.5 0.6 0.7 0.4 0.5

PRIVATE EQUITY ‐4.4 3.2 12.9 12.7 8.5

RUSSELL 3000+300 (lag) ‐1.0 ‐1.0 5.4 10.8 5.6

ALPHA ‐3.4 4.2 7.5 1.9 2.9

REAL ESTATE ‐9.4 ‐4.8 7.8 10.9 10.9

NCREIF ‐22.1 ‐1.3 6.2 7.3 7.8

PAGE 5STRATEGIC INVESTMENT SOLUTIONS, INC.

ALPHA 12.7 3.5 1.6 3.6 3.1



Current Policy “Benchmark” Expectationsy p

Expected 
Risk

Expected 
ReturnAsset Class

Expected 
Risk

Expected 
ReturnAsset Class

35.0%11.0%Private Equity

4.6%4.2%Fixed Income

17.1%9.0%Public Equity

35.0%11.0%Private Equity

4.6%4.2%Fixed Income

17.1%9.0%Public Equity

15.0%6.5%Real Estate

35 0%0%ate qu ty

15.0%6.5%Real Estate

35 0%0%ate qu ty
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Current Policy Benchmarks‐Current Asset Class Optimizationy p

Current Policy Mix 1‐1 Mix 1‐2 Mix 1‐3 Mix 1‐4 Mix 1‐5
blPublic Equity 46.0% 24.8% 32.8% 41.1% 49.7% 58.8%

Fixed Income 27.0% 50.1% 42.2% 33.9% 25.3% 16.2%
Private Equity 16.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Real Estate 11.0% 10.0% 10.0% 10.0% 10.0% 10.0%

Equity 73.0% 49.9% 57.8% 66.1% 74.7% 83.8%

Expected Return 8.54% 7.50% 7.86% 8.22% 8.59% 8.95%
Std Deviation 14.1% 11.0% 11.9% 13.0% 14.2% 15.5%
Sharpe Ratio 0.39 0.41 0.41 0.40 0.39 0.38p

% of Portfolio Risk

Public Equity 55.6% 38.2% 46.8% 53.9% 59.8% 64.8%
Fixed Income 2 1% 7 6% 5 0% 3 1% 1 9% 0 9%Fixed Income 2.1% 7.6% 5.0% 3.1% 1.9% 0.9%
Private Equity 34.7% 45.0% 39.9% 35.4% 31.5% 28.2%
Real Estate 7.6% 9.3% 8.4% 7.5% 6.8% 6.1%
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Current Policy Benchmarks, Add TIPS*y ,

Current Policy Mix 2‐1 Mix 2‐2 Mix 2‐3 Mix 2‐4 Mix 2‐5
Public Equity 46 0% 25 5% 33 5% 41 8% 50 3% 59 3%Public Equity 46.0% 25.5% 33.5% 41.8% 50.3% 59.3%
Fixed Income 27.0% 22.4% 17.3% 12.1% 7.8% 1.7%
Private Equity 16.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Real Estate 11.0% 10.0% 10.0% 10.0% 10.0% 10.0%
TIPS 0.0% 27.0% 24.3% 21.1% 16.8% 13.9%

Equity 73.0% 50.6% 58.5% 66.8% 75.3% 84.3%

Expected Return 8.54% 7.50% 7.86% 8.23% 8.59% 8.96%
E Std D 14 1% 10 9% 11 9% 13 0% 14 2% 15 5%Exp. Std. Dev 14.1% 10.9% 11.9% 13.0% 14.2% 15.5%
Sharpe Ratio 0.39 0.41 0.41 0.40 0.39 0.38

% of Portfolio Risk

Public Equity 55.6% 39.7% 48.2% 55.0% 60.6% 65.4%
Fixed Income 2.1% 2.8% 1.7% 0.9% 0.5% 0.1%
Private Equity 34.7% 45.4% 40.0% 35.4% 31.5% 28.1%
Real Estate 7.6% 9.7% 8.6% 7.7% 6.9% 6.2%

PAGE 8STRATEGIC INVESTMENT SOLUTIONS, INC.

*Expected Return 4% Risk 5%

TIPS 0.0% 2.4% 1.5% 0.9% 0.5% 0.3%



Current Asset Class “Implementation Assumptions”p p

Asset Class
Expected 
Return

Expected   
Risk

Public Equity 9.0% 17.2%q y

Fixed Income 4.6% 4.3%

Private Equity 11.0% 35.0%

Real Estate 8 0% 20 0%Real Estate 8.0% 20.0%

TIPS 4.0% 5.0%

Opp Port 8.0% 14.0%
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Current Asset Class Implementation, Add TIPS and Opportunity Portfolio

Current Policy Mix 3‐1 Mix 3‐2 Mix 3‐3 Mix 3‐4 Mix 3‐5 Current Mix*
Public Equity 46.0% 13.2% 22.5% 29.3% 38.7% 50.3% 42.9%
Fixed Income 27.0% 41.7% 34.5% 32.6% 25.7% 14.7% 25.7%
Private Equity 16.0% 15.0% 15.0% 15.0% 15.0% 15.0% 19.8%
Real Estate 11.0% 10.0% 10.7% 13.8% 15.0% 15.0% 9.4%
TIPS 0.0% 15.1% 12.4% 4.3% 0.5% 0.0% 0.0%
Opp Port 0.0% 5.0% 5.0% 5.0% 5.0% 5.0% 2.2%

Equity 73.0% 43.2% 53.1% 63.1% 73.7% 85.3% 74.3%

Expected Return 8.84% 7.50% 7.93% 8.36% 8.79% 9.23% 9.03%
Std Deviation 14.6% 10.3% 11.4% 12.6% 14.0% 15.5% 15.3%
Sh R i 0 40 0 44 0 43 0 42 0 41 0 40 0 39Sharpe Ratio 0.40                0.44               0.43               0.42                0.41               0.40               0.39              

% of Portfolio Risk

Public Equity 53.7% 21.6% 33.6% 39.3% 46.9% 55.0% 47.3%
Fixed Income 3 3% 10 1% 6 8% 5 4% 3 6% 1 7% 2 9%Fixed Income 3.3% 10.1% 6.8% 5.4% 3.6% 1.7% 2.9%
Private Equity 32.8% 47.8% 41.3% 35.7% 31.2% 27.3% 40.8%
Real Estate 10.3% 14.9% 13.9% 16.2% 15.6% 13.5% 8.1%
TIPS 0.0% 1.4% 0.8% 0.2% 0.0% 0.0% 0.0%
Opp Port 0.0% 4.1% 3.6% 3.2% 2.8% 2.5% 1.0%

PAGE 10STRATEGIC INVESTMENT SOLUTIONS, INC.
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Scenario Analysis Assumptionsy p

Inflation – Similar to late 1970’s and early 1980’s market 
returns

Deflation‐ Hypothetical (no “extended” deflation experienced 
in the US recently)

Low Return – Market conditions remain similar to now for 
extended period

Recession – Similar to 1970’s recession market returns
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Scenario Analysis Returns 

ASSET BASE INFLATION DEFLATION LOW RETURN RECESSION

US LRG CAP 8.5% 6.5% 4.5% 7.0% ‐5.7%

US SML CAP 9.0% 6.5% 4.5% 7.5% ‐5.7%

US FIXED 4.0% 5.3% 6.0% 4.0% 6.0%

INTL STOCK 8.5% 9.2% 4.5% 7.0% ‐5.7%

EM STOCK 9 2% 9 2% 4 5% 7 5% 5 7%EM STOCK 9.2% 9.2% 4.5% 7.5% ‐5.7%

INTL FIXED 4.1% 8.0% 6.0% 4.0% 6.0%

REAL EST 6.5% 13.0% 2.0% 6.0% 5.0%

PRIV EQTY 11 0% 8 5% 4 5% 8 0% 10 0%PRIV EQTY 11.0% 8.5% 4.5% 8.0% ‐10.0%

HIGH YIELD 6.4% 5.9% 5.2% 5.5% 1.0%

EM DEBT 5.7% 8.0% 6.0% 5.0% 6.0%

TIPS 4 0% 11 0% 1 0% 3 5% 3 5%TIPS 4.0% 11.0% 1.0% 3.5% 3.5%

BANK LOAN 5.0% 10.0% 2.5% 3.0% 3.0%

OPP PORT 8.0% 8.0% 5.1% 6.5% ‐1.7%

CASH 3 0% 9 0% 0 5% 1 0% 1 0%
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CASH 3.0% 9.0% 0.5% 1.0% 1.0%

INFLATION 2.4% 9.0% 0.0% 2.4% 1.9%



Current Asset Class Implementation‐Scenario Analysisp y

Current  Current 
Policy Mix 3‐1 Mix 3‐2 Mix 3‐3 Mix 3‐4 Mix 3‐5 Mix*

Public Equity 46.0% 13.2% 22.5% 29.3% 38.7% 50.3% 42.9%
Fixed Income 27.0% 41.7% 34.5% 32.6% 25.7% 14.7% 25.7%
Private Equity 16.0% 15.0% 15.0% 15.0% 15.0% 15.0% 19.8%
Real Estate 11.0% 10.0% 10.7% 13.8% 15.0% 15.0% 9.4%
TIPS 0.0% 15.1% 12.4% 4.3% 0.5% 0.0% 0.0%
Opp Port 0.0% 5.0% 5.0% 5.0% 5.0% 5.0% 2.2%

Equity 73.0% 43.2% 53.1% 63.1% 73.7% 85.3% 74.3%

Scenario Return
Inflation  9.32 9.46 9.56 9.54 9.60 9.70 9.32
Deflation  5.43 4.98 5.09 5.28 5.34 5.26 5.52
Low Return 7.28 6.22 6.57 6.89 7.22 7.55 7.41
Recession ‐0.96 1.92 1.06 0.53 ‐0.34 ‐1.47 ‐1.26
*Actual mix as of 3/31/10
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Next Steps – Phase Threep

Believe we have  all the liability data

Integrate assets with liabilityg y

Incorporate OIC preferences from today's meeting

P t lt M 2010 tiPresent results May 2010 meeting
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APPENDIXAPPENDIX



Asset Allocation Examplep

To accomplish our conflicting goals of 
high return and low risk we must have 
exposure to assets/portfolios that we 

Return Enhancement Portfolios
p p

expect to generate returns above our 
target return and assets/portfolios that 
reduce risk through diversification. PRIVATE EQUITY

R
et

ur
n Total Fund

FIXED INCOME

PUBLIC EQUITY

REAL ESTATE

Ri k R d i P f li

TIPS

FIXED INCOME

Ri k

Risk Reduction Portfolios
CASH
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Risk



Asset Allocation: Role in Hedging Risksg g

INVESTMENT SHORTFALL RISK

Global Public Equities (Capital Growth)

Global Private Equities (Capital Growth)

Absolute Return (Capital Preservation)

Cash Equivalents (Capital Preservation & Liquidity)

Distressed Credit: Real Assets:
- Private Placements - Real Estate

- High Yield Bonds - Infrastructure (some)
- Bank Loans - Natural Resources
- RMBS/CMBS - Commodities

- Timber/Ag
Long-Duration Bonds

- Inv Grade Credit

Overlay Strategies/
INTEREST RATE RISK Swaps INFLATION RISK

N i l B d R l R  B dNominal Bonds Real Return Bonds:
- Treasuries/Agencies Long-Duration Bonds - TIPS

- Mortgage-Backed - Government - ILBs
- Asset-Backed

- Inv Grade Credit Infrastructure (some)
- Non-Dollar
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Defining Riskg

The basic definition of investment risk is variability of return. The alternative 
policies, or “asset mixes,” examined here are built to minimize this variabilitypolicies, or  asset mixes,  examined here are built to minimize this variability 
given an expected level of return over a long period of time. These mixes we 
call efficient. The method used to build them is an improved version of 
standard mean‐variance optimization. The probabilities of continuously 

d d h l d i b llcompounded returns to each asset class are assumed to approximate a bell 
shaped curve, or normal distribution. In other words, returns are random, and 
returns near the expected average are more likely than extreme returns. The 
likelihood of extreme returns is expressed as standard deviation. The p
probability of a particular asset‐class return depends on the returns provided 
by every other asset class; this interdependence is expressed as correlation. 
Thus asset‐class return expectations are commonly presented as three sets of 
numbers mean returns standard deviations and correlationsnumbers: mean returns, standard deviations, and correlations. 
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SIS Capital Markets Expectation Methodology

Fixed Income Yield to Worst on Aggregate Index (compare to historic bond risk 
premium); adjusted for OPERF’s duration target and unique sector 
allocations

Inflation Consensus of economists’ forecasts, TIPS

US Large Cap CAPM, 3% to 6% equity premium, macroeconomic DDM

Cash Inflation + 1% to 2% premium

US Small Cap CAPM (beta of ~1 2)US Small Cap CAPM, (beta of  1.2)

Private Equity CAPM, (beta of ~1.6); adjusted for OPERF

International Equity Weighted sum of local market premium + local risk free rate; composition 
is World ex‐US

E i Mkt E it W i ht d f l l k t i l l i k f t itiEmerging Mkt Equity  Weighted sum of local market premium + local risk free rate; composition 
is Emerging Markets

Real Estate Historical behavior of equity REITs; current appraisal cap rates; CAPM; 
adjusted for OPERF’s leverage policy 

Absolute Return Expected net premium to LIBOR (2 4%); 0 30 Sharpe RatioAbsolute Return Expected net premium to LIBOR (2‐4%); 0.30 Sharpe Ratio

High Yield FI Historical ratio: spread of High Yield over US Fixed Income divided by 
spread of Large Cap over US Fixed Income

TIPs* Current real yield on Barclay’s US TIPs Index plus SIS inflation expectation
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*  See Appendix for Glossary of Terms



SIS Capital Market Assumptions

Strategic Purpose ‐ Horizon = 2 to 3 Market Cycles

Based on Capital Asset Pricing Model (CAPM*) ⎯ Investor Must Be Compensated for 
Taking Higher RiskTaking Higher Risk

Economic Growth Forecasts

Stay Within Long‐Term Real Return Corridors, Combined with Mean Reversion*

Qualitative Overlay Expectations Must Produce Reasonable Portfolios and a “StableQualitative Overlay ⎯ Expectations Must Produce Reasonable Portfolios and a  Stable 
Frontier”

Data Sources/Return
Complete Monthly Return History

Blue Chip Economic Forecast (Inflation, GDP Growth Estimates)

Wall Street Forecasts

Global Manager Forecasts

CAPM (For “Difficult” Asset Classes)CAPM (For  Difficult  Asset Classes)

Correlations*⎯Most Stable (90‐Month Half‐Life, 1985 to Present)

Risks ⎯ Fairly Stable (Two Factor Model*; Historical 1976 to present, Half‐Life 1985 to 
Present)
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SIS Capital Market Expectations (10/30/2009)p p ( / / )

US Lrg US Sml US Intl EM Intl Priv Opp High EM Bank
Asset

US Lrg 
Cap

US Sml 
Cap

US 
Fixed

Intl 
Stock

EM 
Stock

Intl 
Bond Real Est

Priv 
Eqty

Opp 
Port

High 
Yield

EM 
Debt

Bank 
Loan TIPS Commod Cash Inflation

US Lrg Cap 1.00
US Sml Cap 0.82 1.00
US Fixed 0.13 0.05 1.00
Intl Stock 0.78 0.72 0.04 1.00
EM Stock 0 58 0 66 0 04 0 70 1 00EM Stock 0.58 0.66 ‐0.04 0.70 1.00
Intl Bond 0.09 0.00 0.44 0.24 0.10 1.00
Real Est 0.54 0.62 0.12 0.53 0.42 0.01 1.00
Priv Eqty 0.62 0.63 ‐0.06 0.51 0.51 ‐0.03 0.32 1.00
Opp Port 0.52 0.48 0.41 0.55 0.47 0.49 0.35 0.16 1.00
High Yield 0.69 0.73 0.33 0.64 0.53 0.35 0.65 0.34 0.57 1.00
EM Debt 0 44 0 55 0 22 0 35 0 41 0 21 0 48 0 32 0 64 0 53 1 00EM Debt 0.44 0.55 0.22 0.35 0.41 0.21 0.48 0.32 0.64 0.53 1.00
Bank Loan 0.42 0.49 0.40 0.51 0.30 0.28 0.57 0.10 0.66 0.63 0.41 1.00
TIPS 0.03 0.03 0.46 0.05 0.06 0.35 0.21 ‐0.13 0.19 0.23 0.25 0.14 1.00
Commod 0.23 0.26 ‐0.05 0.23 0.32 0.12 0.29 0.24 0.17 0.18 0.37 0.00 0.50 1.00
Cash 0.27 0.11 0.42 0.19 0.07 ‐0.05 0.08 0.16 0.27 0.11 0.10 0.03 0.19 0.11 1.00
Inflation 0.12 0.09 ‐0.01 0.11 0.15 0.04 0.16 0.05 0.08 0.04 0.12 ‐0.06 0.33 0.54 0.38 1.00
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Professional Biographies

MICHAEL R. BEASLEY.  Managing Director. Co‐founded Strategic Investment Solutions, Inc. (SIS) with Barry Dennis in 1994. 
Former EVP and Head of Consulting of Callan Associates, which he joined in 1986 and left in 1993. Founded Callan’s Atlanta 
Office in 1986 and concurrently managed its New York Office in 1988. Served as Chairman of Callan’s Manager Search 
Committee for two years Brings 30 years of consulting and institutional investment experience to SIS Prior experienceCommittee for two years. Brings 30 years of consulting and institutional investment experience to SIS.  Prior experience 
includes 13 years with Merrill Lynch’s Capital Markets Group in Jacksonville and Atlanta. Former Editorial Board member of 
the Journal of Pension Plan Investing.  Frequent speaker on institutional investment issues. Graduate of the New Mexico 
Military Institute and an officer of the U.S. Army for five years that included a combat tour of duty in Vietnam.

JOHN P. MEIER, CFA.  Managing Director and Head of Quantitative Services. Highly experienced specialist in strategic 
planning, capital markets analysis, and quantitative investment strategies. A leading authority in the fields of perform‐ance
benchmarking and portfolio perform‐ance attribution, whose ideas have been published in Pensions and Investments, 
Futures, Risk and Quantitative International Investing. Senior Product Manager at BARRA from 1988 to 1994, responsible for 
equi‐ty risk and valuation models and services. B.S. in Chem. Eng. From Michigan State, MBA in Finance from UC Berkeley.

MARC GESELL, CFA.  Vice President. Quantitative analysis, statistical research, and systems deve‐lopment specialist y y p p
responsible for strategic planning.  Seven years experi‐ence in software R&D, asset allocation modeling, and investment 
analysis. Most recently AVP and portfolio manager for First Interstate Bank (now Wells Fargo), responsible for managing $200 
million in private client portfolios.  Helped establish clients’ strategic plans, investment objectives, asset allocation mixes, and 
portfolio structure.  B.S. in Computational Mathematics, Arizona State University, MBA in Finance, San Francisco State 
University, Chartered Financial Analyst.  Former Officer, United State Army.

LOUIS KINGSLAND, JR. Adviser and Chair, Investment Policy Committee. Developed first commercially available asset 
allocation and liability simulation model and asset mix optimizer, both still widely used today.  Most recently EVP of Mellon
Capital Management.  Graduate, Air Force Academy.  MA in Engineering, CalTech.  Served as Deputy Mission Director of The 
Viking Space Project, and received a Distinguished Service Medal from NASA.
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Definitions
The discipline used to determine which assets and what proportion among 
those assets meet an investor's cash flow requirements, planning horizon, and 
attitude toward risk. 

STRATEGIC ASSET ALLOCATION

The expected value or mean of a probability distribution of returns. In our case, 
the expected return is the compounded annual return which is the same as the 
geometric mean. After tax expected return nets out the expected income and 
capital gains taxes paid by the trust.

A statistical measure of the degree to which an individual value in a probability

EXPECTED RATE OF RETURN

STANDARD DEVIATION A statistical measure of the degree to which an individual value in a probability 
distribution tends to vary from the mean of the distribution. The square root of 
the variance. When returns are normally distributed, an individual return will 
fall within one standard deviation of the mean about two‐thirds of the time. For 
example, if a portfolio had an expected return of 5% and an expected risk 
(standard deviation) of 13, then:

STANDARD DEVIATION

(standard deviation) of 13, then:

One Standard Deviation 68% of the time, returns can be expected to fall 
between –8.0% and +18%

Two Standard Deviations 95% of the time, returns can  be expected to fall 
between ‐21% and +31%

Standard deviation is a useful historical measure of the variability of return 
earned by an investment portfolio. In performance measurement, it is generally 
assumed that a larger degree of dispersion implies that greater risk was taken 
to achieve the return
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Definitions

Correlation coefficient (r) is a measure of the degree of correlation 
between two quantities or variables, such as the rates of return on stocks 
and on bonds A negative coefficient of correlation indicates an inverse or

CORRELATION COEFFICIENT

and on bonds. A negative coefficient of correlation indicates an inverse or 
negative relationship, whereas a positive value indicates a direct or positive 
relationship. The range of values is from ‐1 to +1 inclusive. A zero (0) value 
indicates that no correlation exists. Correlation coefficients are useful in 
asset class identification and portfolio diversification. 
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Glossary of Terms

Asset Allocation – (1) The way investments are distributed and weighted among different asset classes.  (2) The 
distribution of investments among categories of assets, such as equities, fixed income, cash equivalents, and real 
estate.

CAPM C it l A t P i i M d l A t f ti th t d ib th i f i di id l tCAPM – Capital Asset Pricing Model. A system of equations that describes the way prices of individual assets are 
determined in efficient markets, that is, in markets where information is freely available and reflected 
instantaneously in asset prices. According to this model, prices are determined in such a way that risk premiums are 
proportional to systematic risk, measured by the beta coefficient, which cannot be eliminated by diversification. 
CAPM provides an explicit expression of the expected returns for all assets. Basically, the model holds that if investors 

i k hi h i k t k t h hi h t d t th l i k t k CAPM i t i th t thare risk averse, high‐risk stocks must have higher expected returns than low‐risk stocks. CAPM maintains that the 
expected return of a security or a portfolio is equal to the rate on a risk‐free investment plus a risk premium.

Correlation – A relationship between two quantities, such that when one changes, the other does.  A measure 
(ranging in value from 1.00 to ‐1.00) of the association between a dependent variable (fund, portfolio) and one or 
more independent variables (index) Correlation is a measure not necessarily of causality but rather of the strengthmore independent variables (index). Correlation is a measure, not necessarily of causality, but rather of the strength 
of a relationship. A correlation coefficient of 1.00 implies that the variables move perfectly in lockstep; a correlation 
coefficient of ‐1.00 implies that they move inversely in lockstep; and a coefficient of 0.00 implies that the variables as 
calibrated are uncorrelated.

Efficient Frontier – A set of optimal portfolios, one for each level of expected return, with minimum risk. 

Expected Return ‐‐ Estimate of the return of an investment or portfolio from a probability distribution curve of all 
possible rates of return; statistically, it is the mean (ether geometric mean or arithmetic mean) of the distribution or 
the "most likely" outcome. 

Factor Model – Regression‐based mathematical calculation used to determine the extent to which macroeconomic
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Factor Model Regression based mathematical calculation used to determine the extent to which macroeconomic 
factors or other explanatory variables affect the value or price movement of a specific security or portfolio. 
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TAB 3 – OAKTREE CAPITAL MANAGEMENT 

 



 
OCM  Opportunities Fund VIII, L.P. 

________________________________________________________________________ 
 
Purpose 
 
Staff recommends that a commitment in the amount of $100 million be made to OCM 
Opportunities Fund VIII, L.P. for OPERF and $25 million for the Common School Fund 
(CSF).  This commitment was originally proposed to be made through the Private Equity 
Committee, for OPERF, at its January 25, 2010 meeting.  Due to an objection by a 
member of the OIC, this recommendation was pulled from that agenda, and is being 
reintroduced to the full OIC following modification of some terms. 
 
Background 
 
Oaktree Capital Management, LLC is forming OCM Opportunities Fund VIII, L.P. to 
pursue non-control, distressed debt investments in fundamentally undervalued debt 
securities of distressed companies in the U.S., Europe, and to a lesser extent Asia.  The 
Fund is targeting commitments of $5 billion, and has not set a hard-cap.  As of the date of 
this memorandum, Oaktree has secured $2.9 billion of commitments, and was 
considering utilizing a Fund A and Fund B structure.  If this structure is implemented, 
Fund A would likely be capped at $4.0 billion and invested first, while Fund B would 
serves as an “overflow” reservoir of capital, would not be capped, and would not incur 
management fees unless and until capital is drawn.  Fund VIII will continue the 
successful strategy employed in prior OCM Opportunity funds.  
 
In 1995, Howard Marks, Bruce Karsh, Richard Masson, Sheldon Stone, Larry Keele, 
Russel Bernard, Stephen Kaplan and the senior investment professionals they had been 
working with, left Trust Company of the West (TCW) to establish Oaktree Capital 
Management, a diversified, multi-strategy asset management firm.  The firm currently 
manages capital under 17 different product-lines/strategies, including Fund VIII’s non-
control, distressed debt strategy.  Since inception, Oaktree has grown to over 500 
professionals (including 22 investment professionals dedicated solely to the Fund VIII 
strategy), with over $60 billion in assets under management, and maintains 15 offices in 
ten countries. 
 
Fund VIII will continue the same investment strategy as nine prior OCM Opportunity 
funds (including two follow-on funds), focusing on investments in the debt or other 
obligations of companies experiencing financial distress, debt restructurings, or 
reorganization under federal bankruptcy law.  Securities targeted for investment will be 
fundamentally undervalued relative to their seniority in the capital structure, and the 
underlying enterprise or asset value of the issuing company.  As in prior Opportunity 
funds, Fund VIII can be expected to make a large number of small “toehold” investments 
(over 100) to gain additional information about the security and issuer.  Based on this 
additional analysis, a smaller subset of securities will be targeted as core investments and 
the Fund will seek to increase these positions over time.  A large majority of the 



“toehold” positions do not result in being targeted as core holdings, and will typically be 
held for only a short time. As such, the Fund has liberal capital recycling provisions 
during its investment period, and Oaktree typically invests 1.5x to 3.0x committed capital 
during the investment period through recycling.   The current economic downturn, and 
increased corporate default rates should result in an enlarged set of target opportunities 
for this strategy.   
 
OPERF has committed to eight OCM Opportunities funds as follows: 
 
$48 million to Fund I in 1996  
$75 million to Fund II in 1997  
$100 million to Fund III in 2000   
$75 million to Fund IVb in 2002  
$50 million to Fund V in 2004  
$50 million to Fund VI in 2005  
$50 million to Fund VII in 2007   
$100 million to Fund VIIb in 2007   
 
As of June 30, 2009, the OCM Opportunities funds had performed as follows:  
 
Fund  Net IRR Net Total Value Multiple 
Fund I   10.3%  1.6x     
Fund II    8.4%  1.5x  
Fund III  11.9%  1.5x  
Fund IV  28.1%  1.6x  
Fund IVb  47.3%  1.7x  
Fund V  13.9%  1.5x  
Fund VI    6.0%  1.2x  
Fund VII -13.3%  0.8x 
Fund VIIb 19.8%  1.1x 
 
Total  12.7%  1.3x 
 
Staff notes that the performance of Fund VII and Fund VIIb (2007 and 2008 vintages, 
respectively), is too early to be meaningful. 
 
In addition to the direct predecessor funds detailed above, OPERF has also invested with 
this management team via commitments to three TCW Special Credits funds when the 
team was with that organization, and five OCM Principal funds. (distressed debt for 
control strategy) 
 
A new commitment will be allocated 100% to the Special Situations investment sub-
sector.  As of September 30, 2009, OPERF’s allocation to Special Situations is targeted at 
5 to 15% with a current fair market plus unfunded commitments exposure totaling 11.1 
percent. 
 



For the Common School Fund, this would be the sixth overall commitment to private 
equity. Commitments began in 2007. Historical commitments include $25 million each 
to: Warburg Pincus X, Oak Hill III, Apollo VII, and TPG VI plus a $20 million 
commitment to JP Morgan Venture Capital IV. The target allocation is 10 percent, and as 
of March 31, 2010, the actual allocation is 2.8 percent. 
  
Recommendation 
 
Staff recommends that the OIC authorize a $100 million commitment to OCM 
Opportunities Fund VIII, L.P., for OPERF and $25 million for CSF, subject to 
satisfactory negotiation of terms and conditions, and completion of requisite legal 
documents by DOJ legal counsel working in concert with OST staff. 
 
 



 

 

 

 

TAB 4 – AQUILINE CAPITAL PARTNERS, LP 

 



Aquiline Financial Services Fund II, L.P. 
________________________________________________________________________ 
 
Purpose 
 
Staff recommends a commitment of $100 million to Aquiline Financial Services Fund II, 
L.P.   
 
Background 
 
Aquiline Capital Partners LLC is forming Aquiline Financial Services Fund II, L.P. to 
pursue a range of privately negotiated equity and equity-related investments within the 
financial services industry, across North America and Europe.  They anticipate making 
10 to 15 investments (ranging from $100 million to $400 million of equity) while 
focusing on corporate divestitures, public and private company buyouts, corporate 
restructurings, and, opportunistically, growth or start-up capital investments.   
 
Aquiline is targeting capital commitments of approximately $2.0 billion for the fund, 
following their $1.1 billion Fund I.  OPERF committed $200 million to Fund I, which, as 
of December 31, 2009, ranked in the first quartile against Venture Economics’ Net IRR 
and Net Multiple databases. 
 
Aquiline Capital Partners LLC was founded in 2005 by a group of financial services 
industry executives seeking to leverage their extensive operational expertise, and 
capitalize on the volatile market. The team is lead by Jeffrey Greenberg, former 
Chairman and CEO of Marsh & McLennan companies, and MMC Capital (Marsh’s 
global insurance-focused private equity business).  In addition to Mr. Greenberg’s 30 
years of industry experience, he has put together an impressive team of 34 professionals, 
located in their New York office.    
 
As part of the PCG due diligence process, PCG outlined the compliance of Aquiline 
Financial Services Fund II, L.P., in relation to Oregon’s adopted Private Partnership 
Investment Principles.  As the market is slowly changing, GPs are proactively adjusting 
their terms.  An example of this is Aquiline’s fee split.  Fund I had an 80/20 split, while 
Fund II will allocate 100 percent of fees to the Fund at their target size of $2.0 billion, 
scaling proportionately at lower amounts.  In addition to the LPA’s provision for 
including write downs of unrealized investments when calculating carry, the GP is also 
required to deposit 20 percent of its carried interest distributions, after tax, into an escrow 
account.  Staff and PCG will continue to negotiate terms in an attempt to better align the 
overall LPA with Oregon’s adopted Private Partnership Investment Principles. 
 
A new commitment will be allocated 100 percent to the Corporate Finance investment 
sub-sector.  As of September 30, 2009, OPERF’s allocation to Corporate Finance is 
targeted at 65 to 85 percent with a current fair market plus unfunded commitments 
exposure totaling 73.4 percent.  As of March 12, 2010, The Private Equity Committee has 



approved $340 million, of its potential $1.5 billion allocation, for the year ending 
December 31, 2010. 
 
Recommendation 
 
OST Staff and PCG recommend a $100 million commitment to Aquiline Financial 
Services Fund II, L.P., through the Private Equity Committee.  Said commitment is 
subject to the satisfactory negotiation of the requisite legal documents by legal counsel 
working in concert with OST Staff and PCG. 
 
 
 



   

PCG Asset Management LLC    
 

 MEMORANDUM 
 
TO:  Oregon Public Employees’ Retirement Fund (“OPERF”) 
 

FROM:  PCG Asset Management LLC (“PCG AM”) 
 

DATE:  3/31/2010 
 

RE:  Aquiline Financial Services Fund II, L.P. (“the Fund”) 
 

 

 
Strategy: 

Aquiline Capital Partners LLC (“Aquiline”, the “Firm” or the “General Partner”), a New York-based private 
equity firm, is sponsoring Aquiline Financial Services Fund II L.P. (“Fund II,” the “Partnership” or the “Fund”) to 
pursue a range of privately negotiated equity and equity-related investments within the financial services 
industry across North America and Europe. Consistent with the Firm’s historical investment strategy, the Fund 
will thematically target investments within various sub-sectors of the financial services industry including 
property and casualty insurance, banking and specialty finance, securities, life and health insurance, asset 
management, and operations and financial technology. 
 
Similar to its prior fund, Aquiline anticipates making 10 to 15 investments while focusing on corporate 
divestitures, public and private company buyouts, corporate restructurings, and, on an opportunistic basis, 
growth or start-up capital investments.  The General Partner expects the range of investment sizes to fall within 
$100 million to $400 million of equity, although certain opportunities may require significantly more capital than 
Fund II alone will provide.  Under such circumstances, Aquiline intends to supplement the Fund’s capital with co-
investments from Limited Partners and commitments from strategic investors. 
 
In aggregate, Aquiline is targeting capital commitments of approximately $2.0 billion for the Fund and has yet to 
establish a hard cap.  The Firm is in the early stages of raising capital, with no capital commitments secured to 
date.  A first dry closing for Fund II is expected in April 2010, at which time the General Partner expects to 
secure between $500 million and $1 billion.  At final close, the Aquiline team expects to make a commitment 
between 1.0% and 3.0% of aggregate commitments to the Fund, and has yet to determine the relative levels of 
cash commitments versus fee offsets. 
 
Please see attached investment memorandum for further detail on the investment opportunity. 
 
 

 
Allocation: 

A new commitment to the Fund would be allocated 100% to the Corporate Finance investment sub-sector.  As of 
September 30, 2009 OPERF’s allocation to Corporate Finance is listed in the table below.  It is important to note 
that since allocation is based on fair market value, a commitment to the Fund would not have an immediate 
impact on OPERF’s current portfolio allocation.  A commitment to the Fund is complementary to OPERF’s 
existing fund commitments and provides the overall portfolio with a further degree of diversification.   
 
 
 
 
 
 

As of September 30, 2009 Target FMV FMV + Unfunded 
Corporate Finance 65-85% 76.6% 73.4% 

 
 



   

PCG Asset Management LLC    
 

 
Conclusion: 

The Fund offers OPERF an opportunity to participate in a differentiated private equity investment.  PCG AM’s 
review of the General Partner and the proposed Fund indicates that the potential returns available justify the 
risks associated with an investment in the Fund.  PCG AM recommends that OPERF consider a commitment of 
$100 million to the Fund.  PCG AM ’s recommendation is contingent upon the following: 
  
(1) Satisfactory negotiation or clarification of certain terms of the investment; 

(2) Satisfactory completion of legal documents; 

(3) Satisfactory continuation and finalization of due diligence; 

(4) No material changes to the investment opportunity as presented; and 

(5) Confidentiality maintained regarding the commitment of OPERF to the Partnership until such time as all the 
preceding conditions are met. 



 

 

 

 

TAB 5 – VORNADO CAPITAL PARTNERS LP 

 



Vornado Capital Partners, L.P. 
_____________________________________________________________________________________ 
 

Purpose: 
Staff  recommends  approval  of  a  $100 million  commitment  to  Vornado  Capital  Partners,  L.  P.  (“the 
Fund”).  The Fund targets $1 billion in total equity capital for investment in high quality office and urban 
retail in major metropolitan cities such as New York City and Washington D.C. The proposed fund will be 
“value‐added” in nature with a target gross IRR return of 15 to 20 percent.  
 

Background: 
Vornado is a large, successful public REIT with a market capitalization of almost $14 billion. Their assets 
are prime office and retail in major markets such as New York City and Washington DC. The company is 
vertically  integrated  with  staff  experienced  in:  real  estate  acquisitions,  property  management, 
development  and  re‐development  of  existing  properties.  Most  of  the  senior  investment  team  has 
worked together for over 12 years. Vornado will invest 20 percent of the equity in the Fund up to $200 
million. During  its  investment  period,  the  Fund will  be  the  primary  acquisition  vehicle  for  the  REIT, 
providing  a  strong  alignment  of  interests.    Vornado  believes  that  the  next  few  years  will  offer  an 
exceptional  opportunity  to  invest  in  quality  real  estate  investments  as  current  owners  and  lenders 
address  the property  re‐pricing of  the  recent past. Some of  these opportunities may be of a size  that 
exceeds Vornado’s REIT resources. The Fund will provide Vornado with a platform to pursue large, high 
quality  investments for the benefit of both the REIT and the other Fund  investors. Vornado’s  in‐house 
capabilities to  lease, manage and remodel buildings will be beneficial  in both the acquisition and turn‐
around of properties that may have been under‐managed by prior distressed owners. 

 

Issues for Consideration: 

• The real estate market re‐pricing mentioned above has been slow to form, in part due to lack of 
pressure  from  the  lenders. We  expect  the  process will  accelerate  over  the  next  year  to  18 
months. Vornado should be well positioned to participate given their strong acquisitions team 
and extensive  contact base with both  lenders  and owners  in  their primary  target markets of 
New York City and Washington D.C.  
 

• The real estate recovery will take time for an economic recovery to increase employment which 
will then improve occupancies and rent levels for real estate. During this recovery, a financially 
strong  ownership with  hands‐on management  capabilities will  be  needed.  Vornado  provides 
both plus a 20 percent economic stake as incentive for success. 
 

• The  Fund  will  be  Vornado’s  first  closed  end  vehicle  with  institutional  investment  limited 
partners. Given  its history as a public REIT, they have  incorporated fiduciary responsibility and 



transparent reporting into their processes for many years. Their public history plus Vornado’s 20 
percent stake in the Fund should be two strong factors for the Fund’s success.  
 

• Staff  and  consultant  have  reviewed  Vornado’s  adherence  to  the  OIC  investment  principles.  
While generally in compliance, two issues for consideration are fee structure and preferred fees 
to  larger  investors. Vornado  is a self‐sufficient organization so any fees add to  its bottom  line. 
Mitigating  this  issue,  during  the  acquisition  period  Vornado’s  entire  acquisition  team will  be 
dedicated to finding  investments for the Fund. No fees are charged to the fund on committed 
but un‐called capital. Following investment of capital, the 1.5 percent management fees is well 
within market terms. OPERF gets the benefit of an organization with over 1500 employees that 
the  Fund will  share with  the  REIT.  Lack  of  a  “Commitment  Fee” makes  this  structure more 
beneficial  than most  funds.  Since  it  is  likely  that OPERF will  be  equal  or  smaller  than most 
investors in the Fund, it is unlikely that OPERF would benefit from a scaled fee structure with a 
preference for larger investors. 
 

• OPERF’s Value‐added  sector has a  target allocation of 20 percent of  the  real estate portfolio. 
Value‐added holdings at March 31, 2010 were estimated at less than 13 percent of the portfolio, 
measured  at  fair  value.    Investment  in  the  Vornado  Fund would  aid  in  achieving  the  target 
Value‐added allocation. 
 

• Given the current stressed condition of the real estate markets, there may be occasions where 
large single assets or  large property portfolios become available  that meet  the Fund’s criteria 
but are too large to fit within the Fund’s concentration limitations (20 percent of the Fund for a 
single investment). The excess equity requirements for these opportunities will be offered to the 
Fund investors in a ratio that is pro‐rata with their equity commitment in the Fund. 

 
Recommendation: 
Staff recommends approval of a $100 million commitment to Vornado Capital Partners, L.P. subject to 
negotiation of the required legal documents, working in concert with the Department of Justice. 
 

 



 

 

 

 

TAB 6 – OREGON SHORT-TERM FUND 

 



Oregon Short-Term Fund Annual Review 
April 28, 2010 

 

Purpose: 
To present the annual fiscal-year review of the Oregon Short-Term Fund, including the annual audited 
financial statements. To review and implement four revisions to Investment Policy 4.02.03, the Oregon 
Short-Term Fund Portfolio Rules. The last revision to the rules was reviewed and approved by members 
of the Oregon Short-Term Fund Board on January 15, 2009 and was approved by the Oregon Investment 
Council on January 28, 2009. 
 
Background: 
Pursuant to OIC policy, the report includes: 
 

 Discussion of Markets, Strategy, and OSTF (pgs 1-4) 
• As a result of the credit crisis, both the Federal Reserve Bank and the U.S. Government have used 

unprecedented monetary and fiscal stimulus to restore liquidity and normalcy to the markets. 
 

• After two years of stimulus, investors are increasingly concerned about the Fed’s exit strategy. 
With the continued improvement seen in many economic statistics and in top-line corporate 
earnings, many question the Fed’s need to maintain their crisis-induced 0-0.25% Fed Funds target. 

 
• Staff believes the downside risks of rates outweigh the upside risks. 

 
 Proposed Portfolio Rules Revisions to Policy 4.02.03 
• Summary of proposed revisions to Policy 4.02.03  (pgs 5-7) 

 
• Detailed description of revisions to Policy 4.02.03 (pgs 8-20) 

 
• Red-lined version of portfolio rules (pgs 21-30) 

 
 March 31, 2010 Portfolio Holdings, March 31, 2010 Daily Compliance Report, Secretary of 

State Annual Audit Report for Fiscal Year Ended June 30, 2009 (pgs 31-66) 
Diversification (March 31, 2010) Policy Actual Par Value 

US Treasury, TLGP and Agency Securities 0-100% 50.13% $5,134,696,000
Corporate Indebtedness <50% 49.09% 5,027,717,000
Time Certificate of Deposit’s <30% 0.49% 50,075,000
NOW/FDIC Deposits 0.29% 30,000,000
Total 100.00% $10,242,488,000

 
 Performance (ending February 28, 2010) 

 February 3 mos. YTD 1 yr 2 yrs 3 yrs 4 yrs 5 yrs 
OSTF 0.09 0.28 0.31 2.55 1.52 2.80 3.42 3.43 
91 Day T-Bills 0.00 0.02 0.01 0.20 0.81 2.14 2.85 2.96 

 
Recommendations: 
Staff recommends the OIC approve the revised Oregon Short-Term Fund Portfolio Rules, Policy 
4.02.03, as approved by the Oregon Short-Term Fund Board on January 26, 2010. 
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Market Review 
As a result of the credit crisis, both the Federal Reserve Bank and the U.S. Government have used 
unprecedented monetary and fiscal stimulus to restore liquidity and normalcy to the markets. For the 
past sixteen months, the closely watched Federal Funds rate has remained at an all-time low target 
range of 0-0.25%. Thus far, as seen in Exhibit 1, the credit markets have responded favorably: 
investors have shifted from a position of being risk averse to one of risk-taking. 
 
All fixed income spread sectors outperformed U.S. Treasuries in March 2010 and for the 12-months 
ending March, led by the below investment grade sectors. Treasury yields rose by about 22 bps for 
both 2-year maturities and for 10-year maturities with the slope of the yield curve at +280 bps, 
flattening from an all-time high of +290 bps in February 2010.  
 
Exhibit 1 
Total Returns, Major Fixed Income Components, ending 3/31/10 

Fixed Income Sector March 12 Months, ending 
 2010 Mar 2010 Mar 2009 
Barclays U.S. Aggregate -0.12% 7.69% 3.13% 

• Aaa -0.30 3.93 5.71 
• Aa 0.38 14.73 -3.58 
• A 0.51 21.72 -7.97 
• Baa 0.60 30.01 -6.77 

U.S. Treasuries -0.85 -1.18 7.48 
• 30-year Treasury Bonds -2.57 -14.48 17.79 
• 10-year Treasury Notes -1.65 -6.30 10.46 
• 5-year Treasury Notes -0.93 -0.21 8.01 
• 3-year Treasury Notes -0.52 1.75 5.15 
• 2-year Treasury Notes -0.25 1.49 4.31 
• 3-month Treasury Bills 0.004 0.17 1.21 

3-month LIBOR 0.013 0.68 2.84 
Agencies -0.36 3.31 5.52 
MBS 0.03 5.21 8.09 
CMBS 2.45 42.81 -19.95 
ABS 0.06 18.53 -4.28 

• Credit Card 0.06 18.76 0.61 
• Auto 0.15 17.56 2.30 

U.S. Credit 0.30 20.83 -5.21 
• Industrials -0.08 19.22 -0.71 
• Utility -0.34 20.20 -0.89 
• Finance 1.07 32.44 -15.08 

High Yield 3.13 56.18 -19.31 
• Ba 2.48 39.12 -8.57 
• B 2.34 43.40 -20.95 
• Caa 4.08 101.28 -38.20 

S&P/LSTA US Leveraged Loans 2.91 42.76 -15.80 
Emerging Markets Debt 3.10 35.69 -10.94 

Source: Barclays Capital, Bank of America Merrill Lynch, S&P 
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Oregon Short-Term Fund Outlook and Strategy 
After two years of stimulus, investors are increasingly concerned about the Fed’s exit strategy. For 
example, the Fed stopped its purchase program of U.S. Treasuries late last year and, effective March 
31, has ceased its $1.25 trillion MBS purchase program. With the continued improvement seen in 
many economic statistics and in top-line corporate earnings, many question the Fed’s need to maintain 
their crisis-induced 0-0.25% Fed Funds target. Given the uncertainty with respect to employment and 
housing statistics, expectations for inflation (granted, with little near-term inflation pressures), the 
timing of the Fed’s exit strategy, the still relatively weak US$ and the growing government debt/GDP 
ratio, the OSTF is generally structured with a defensive bias, both in terms of interest rate risk and 
credit risk.  
 
Staff believes the downside risks of rates outweigh the upside risks and, to express this view, 
adjustable rate securities continue to be a core holding for the fund. That said, with the Fed 
consistently stating their intent to maintain current monetary policy “for an extended period,” staff will 
seek opportunities for positive carry versus the very front-end of the yield curve, where yields range 
between 0.10%-0.25% (10-25 bps). The weighted-average-maturity, or WAM, of the fund was 200 
days as of March 31, 2010, and is 175 days as of April 12, 2010. As previously mentioned, the 
corporate bond market has staged an extraordinary rally and the OSTF had taken advantage of the wide 
valuations throughout 2008 and early 2009 with select purchases. At current, staff is mostly neutral on 
longer maturity corporate bonds with risk premiums, on many OSTF credits, now at historic tight 
valuations. 
 
Since the OSTF is a short-term fixed income portfolio, its yield will generally track the rise and fall of 
the federal funds rate and 3-month U.S. Treasury Bills. The allocation to corporate indebtedness 
(short-term commercial paper and longer-term bonds) continues to hover close to the maximum 50% 
allowance as the fundamentals for corporate debt (and financials, in particular) continue to show 
improvement. 
 
The approved commercial paper list is continuously reviewed and revised to include additional eligible 
and high quality credits and to remove those credits that have been downgraded or that are perceived 
by staff to bear higher-than-desired risk or potential balance sheet pressure in the future.  
 
 
General Fund 
In the fiscal year ended June 30, 2009, the General Fund had experienced negative cash balances. The 
current fiscal year may witness pressure on negative cash balances because of the length of time before 
the State will have sufficient revenue to cover the overdraft. As of April 9, 2010, the General Fund 
balance was negative $183 million and has been negative since March 11, 2010. The OSTF provides 
liquidity to those state agencies, including the General Fund, with short-term negative cash balances. 
Presently for the General Fund, compensation for these overdrafts is calculated for every day of an 
overdraft occurrence at the rate of the current OSTF rate plus a spread of 120 bps. The spread is based 
on the three year average of the “Merrill Lynch U.S. Corporate & Government, 1-3 year, AA Rated 
and Above Bond Index” and will be revised at the end of every fiscal year.  
 
Staff has determined that, at the time of the overdraft, the prudent maximum available per state agency 
will be 1.5% of monies held in the OSTF, with the exception of the General Fund, which will be 
limited to 10.0% of monies held in the OSTF. 
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Securities Lending 
OSTF securities lending income for the year ending December 31, 2009 amounted to about a net $10.2 
million versus a net $25.1 million in the prior year, a decrease of over $14.8 million. This decline was 
primarily a result of the normalization of the credit markets. Note that for the five years prior to 2008, 
the average annual net OSTF securities lending income was about $2.3 million. 
 
Additional Items 
In the future, staff will continue to work with the OSTF Board and the OIC to further revise the 
portfolio investment rules and guidelines (4.02.03) as needed.   
 
Also included in the attached report is the State Street Bank list of the March 31, 2010 holdings and the 
Secretary of State annual audit report including the audited financial statements for the year ending 
June 30, 2009. 
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Portfolio Statistics & Compliance, as of March 31, 2010: 
Compliance Policy Actual Par Value 

Maturity Distribution 
Portfolio maturities less than 93 days > 50% 67.86% $6,950,380,000
Portfolio maturities between 94 days  & 366 days 12.55% 1,285,657,000
Portfolio maturities greater than 1 year < 25% 19.59% 2,006,451,000
Maturities greater than 3 years  0%   0.00%  0

Total Maturity Distribution 100.0% $10,242,488,000
Diversification 

US Treasury, TLGP and Agency Securities  
US Treasury & Agency Securities 0-100% 41.14% $4,213,446,000
TLGP/FDIC-Backed Securities < 50% 8.99% 921,250,000

Total US Treasury & Agency and TLGP Securities 0-100% 50.13% $5,134,696,000
Corporate Indebtedness  

Commercial Paper (minimum A-1/P-1) < 50% 19.20% 1,966,595,000
Corporate Bonds < 50% 29.89% 3,061,122,000
Bank Notes < 50% 0.00% 0

Total Corporate Indebtedness (aggregate < 50%) < 50% 49.09% 5,027,717,000
Time Certificate of Deposit’s < 20% 0.49% 50,075,000
NOW/FDIC Deposits 0.29% 30,000,000

Total Diversification 100.00% $10,242,488,000
Top Ten Holdings 

1. Fannie Mae 33% 14.63% $1,498,670,000
2. Federal Home Loan Bank 33% 13.92% 1,425,784,000
3. Freddie Mac 33% 9.93% 1,017,292,000
4. TLGP/FDIC-Backed 50% 8.99% 921,250,000
5. UBS AG Stamford CT 5% 3.14% 321,650,000
6. JP Morgan Chase & Co 5% 3.11% 318,992,000
7. Wells Fargo & Co 5% 2.94% 301,443,000
8. Barclays Bank PLC 5% 2.78% 285,000,000
9. ING (US) Funding 5% 2.59% 265,000,000
10. GE Capital Corp 5% 2.50% 255,834,000

Total Top Ten Holdings 64.54% $6,610,915,000
Total Average Credit Quality 

Moody’s or Standard & Poor’s Minimum 
Aa2 or AA Aa2/AA  

Interest Rate Exposure (weighted average maturity) 
WAM, exposure in days  200 days  

Fixed versus Floating Weights: 
Fixed Rate  74.46% $7,626,557,000 
Variable Rate  25.54% $2,615,931,000 

 
Performance (Total Return, %), ending February 28, 2010: 
 February 3 mos. YTD 1 yr 2 yrs 3 yrs 4 yrs 5 yrs 
OSTF 0.09 0.28 0.31 2.55 1.52 2.80 3.42 3.43 
91 Day T-Bills 0.00 0.02 0.01 0.20 0.81 2.14 2.85 2.96 
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Proposed Revisions to OSTF Portfolio Rules (Policy 4.02.03): 
Under ORS Chapter 294.895, the Oregon Short-Term Fund Board shall review the rules promulgated 
by the Senior Fixed Income Investment Officer.  
 
At the OSTF Board Meeting held on January 26, 2010, staff proposed revisions to the Portfolio Rules. 
Staff discussed the addition/revision to the Rules with the following members of the board:  
 

o Doug Goe, OSTF Board Chair, Orrick, Herrington & Sutcliffe LLP 
o Gary Wallis, City of Wilsonville 
o Wayne Lowry, Sherwood School District 
o Laurie Steele, Marion County 
o Deanne Woodring, Davidson Fixed Income Management, Inc. 
o Bob Woodruff, Nike Inc. (NOT PRESENT) 

 
Motions were made and seconded to approve the revisions to the Oregon Short-Term Fund Portfolio 
Rules for subsequent consideration by the OIC. 
 
Staff emphasizes the proposed revisions are not an attempt to “reach for yield” but, rather, to enhance 
diversification and reduce the volatility historically associated with double-A rated financials. Staff 
would continue to maintain the same minimum average credit quality requirement (AA/Aa2) as well as 
focusing on the primary investment objectives of the fund, namely, preservation of principal and 
liquidity. 
 
Below are summaries of the four proposed revisions with the full description of the revisions, as 
presented to the OSTF Board and the February Local Government Newsletter, in a subsequent section. 
 
Revision/Addition #1 – Allow Foreign Government Securities and their Instrumentalities, Section 
VI (A) (4) 
 
In the current low rate environment, staff believes diversification is a major benefit to the OSTF. The 
addition of this guideline would allow high quality US$ denominated foreign government securities 
and their instrumentalities. Staff proposes (a) a maximum 25% to the sector, (b) a maximum 10% per 
issuer, and (c) minimum long-term ratings of AA-, Aa3, or AA-, or better, by Standard & Poor’s, 
Moody’s Investors Services, or Fitch Ratings, respectively, at the time of purchase. Examples: 
Province of Ontario, rated AA- (stable), Aa1 (stable), AA (stable), respectively, at about +25 bps 
versus FHLB for 3-year maturities, and Export Development Canada, rated AAA (stable), Aaa 
(stable), AAA (stable), by S&P  and Moody’s, respectively, at about +3-5 bps versus Freddie Mac 3-
year maturities. 
 
The benefits of diversification into US$ denominated foreign government bonds and their 
instrumentalities will improve the overall risk profile of the OSTF and will dampen the volatility of a 
portfolio with historically high exposures to financial and GSE debt.  
 
VI. Diversification and Limitations of Portfolio 
 

A. Eligible Securities: 
 

1. Foreign Government Securities and their Instrumentalities 
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a. 25% maximum of portfolio in foreign government securities and their 
instrumentalities. 

b. 10% maximum of portfolio per issuer 
c. Foreign government securities must have minimum long-term ratings of AA-, 

Aa3, or AA-, or better, by Standard & Poor’s, Moody’s Investors Services, or 
Fitch Ratings, respectively, at the time of purchase. 

 
 
Revision #2 – Allow domestic and foreign corporate indebtedness subject to a maximum 5% of the 
portfolio per issuer, Section VI (A) (5) (b) 
 
Currently, the OSTF purchases domestic subsidiaries of foreign institutions, for example, BNP Paribas 
Finance Inc. U.S. commercial paper whose parent company is BNP Paribas. As in revision #1, this 
revision would provide further diversification of the OSTF via high quality US$ denominated issuers 
across industries.  
 
This revision removes the perverse constraint of disallowing the OSTF to take shorter term risk (< 1 
year to maturity) in the obligations of non-U.S. corporations that do not issue debt out of a domestic 
subsidiary.  Furthermore, as in revision #1, this revision would provide further diversification of the 
OSTF via high quality U.S.$ denominated issuers across industries. 
 
VI. Diversification and Limitations of Portfolio 
 

A. Eligible Securities: 
 

5. Corporate Indebtedness 
b. 5% maximum of portfolio per issuer in domestic commercial paper and 

corporate notes. 
 
 
Revision #3 – Allow corporate securities with minimum long-term ratings of A-, A3, or A-, or better, 
by Standard & Poor’s, Moody’s Investor Services, or Fitch Ratings, respectively, at the time of 
purchase, Section VI (A) (5) (d) 
 
Staff proposes to reduce the minimum long-term ratings of corporate securities to A-, A3, or A-, or 
better, by S&P, Moody’s, or Fitch, respectively, at the time of purchase. The current required 
minimum long-term ratings for corporate securities are AA-, Aa3, or AA- by the respective ratings 
agencies. As in revisions #1 and #2, staff believes diversification is a major benefit to the OSTF. Since 
the onset of the credit crisis, the universe of 1-3 year AAA and AA rated securities, as measured by 
market value and number of issuers, has declined.  
 
With the hiring of the Senior Credit Analyst/Investment Officer, who has done a tremendous job of 
fine-tuning the credit exposure of the OSTF over the past nineteen months, staff is well-positioned to 
identify relative value across the ratings and industry universe. This revision would allow solid 
diversification with numerous industrials and utilities, including issuers such as Boeing Company, 
Campbell Soup Company, Cisco Systems Inc., ConocoPhillips, Deere & Company, Dell Inc., 
GlaxoSmithKline PLC, Hewlett-Packard Company, IBM Corp, Kellogg Company, Mid-American 
Energy Company, Nike Inc., Oracle Corp., PacifiCorp, Praxair Inc., Target Corp., Verizon 
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Wireless/Cellco Partnership, depending on availability of issuers bonds in the secondary market or 
their funding needs in the debt markets. 
 
The benefits of diversification into single-A rated industrials and utilities, and away from financials, 
improve the overall risk profile of the OSTF and will dampen the volatility, especially in times of 
crisis.   
 
VI. Diversification and Limitations of Portfolio 
 

A. Eligible Securities: 
 

5. Corporate Indebtedness 
d. Corporate notes must have minimum long-term ratings of A- AA-, A3 Aa3, or 

A- AA-, or better, by Standard & Poor’s, Moody’s Investors Services, or Fitch 
Ratings, respectively, at the time of purchase. 

 
 
Revision/Addition #4 – Allow municipal debt obligations with a  minimum long-term rating of AA-, 
Aa3, or AA-, or better, or are rated in the highest category for short-term municipal debt by 
Standard & Poor’s, Moody’s Investors Services, or Fitch Ratings, respectively, at the time of 
purchase, Section VI (A) (9) 
 
In the current low interest rate environment municipal bonds and short-term securities, especially 
taxable municipal securities, may offer competitive yields compared to the typical taxable fixed 
income markets. During market dislocations, even tax exempt municipal securities may offer 
competitive and attractive yields.  
 
The addition of Section VI (A) (9) provides potential diversification depending on market conditions in 
high quality municipal securities.  
 
VI. Diversification and Limitations of Portfolio 
 

A. Eligible Securities: 
 

9. Municipal debt obligations (agencies, instrumentalities, and political subdivisions) that 
have long-term ratings of AA-, Aa3 or AA-, or better, or are rated in the highest 
category for short-term municipal debt by Standard & Poor’s, Moody’s Investors 
Services, or Fitch Ratings, respectively, at the time of purchase. 

 
 
Staff recommends approval of these four revisions 



Oregon Short-Term Fund Annual Review 
April 28, 2010 

 - 8 - 

Presentation at OSTF Board Meeting, 01/26/10, and via February LGP Newsletter 
 
Purpose: 
To propose four revisions/additions to Investment Policy 4.02.03, the Oregon Short-Term Fund 
Portfolio Rules, specifically as it pertains to VI (A), Diversification and Limitations of Portfolio – 
Eligible Securities. The last revision to the rules occurred on January 15, 2009, and was approved by 
the Oregon Investment Council on January 28, 2009. 
 
Revision/Addition #1 – Allow Foreign Government Securities and their Instrumentalities 
 
The addition of this guideline allows high quality US$ denominated foreign government securities and 
their instrumentalities. Staff will be restricted to (a) a maximum 25% to the sector, (b) a maximum 
10% per issuer, and (c) minimum long-term ratings of AA-, Aa3, or AA-, or better, by Standard & 
Poor’s, Moody’s Investors Services, or Fitch Ratings, respectively, at the time of purchase.  
 
Why allow Foreign Government Securities? 
 
The number of double-AA and higher rated U.S. debt issuers have declined over the previous two 
years.  Furthermore, there is significant concentration of financial institution debt in the short end of 
the market (3-year maturities and less).  Consequently, staff believes guideline revisions to allow 
further diversification is a major benefit to the OSTF. 
 
Staff’s primary impetus for proposing this change is to gain access to high quality Canadian Provincial 
debt and Government-backed debt.    In general, US$ denominated Canadian Provincial debt pricing 
and corresponding yields are comparable to similarly rated U.S. debt.  The primary benefit of US$ 
Canadian bonds is diversification to help reduce the OSTF’s historically high exposure to financial 
institutions and U.S. GSE’s such as Fannie Mae and Freddie Mac.  As with corporate debt, staff will be 
highly discriminatory and will utilize fundamental research in addition to credit ratings to make 
investment choices.  Currently, U.S. banking regulatory authorities assign a 0% risk-weighting to 
Canadian provincial debt investments and Canada has the lowest debt to GDP of any of the G7 
countries at 33% versus 53% for the U.S. in 2008. 
 
Examples:  
 

A. Province of Ontario, rated AA- (stable), Aa1 (stable), AA (stable), 3-year debt is offered at 
yields almost even with Bank of New York Mellon 3-year debt rated AA-, Aa2: with the debt 
of both entities offered at yields of approximately 2.1% as of 2/3/10. 

B. Export Development Canada, rated AAA (stable), Aaa (stable), AAA (stable), by S&P  and 
Moody’s, respectively, at about +3-5 bps versus Freddie Mac 3-year maturities as of 2/3/10.  

 
The benefits of diversification into US$ denominated foreign government bonds and their 
instrumentalities will improve the overall risk profile of the OSTF and will dampen the volatility of a 
portfolio with historically high exposures to financial and GSE debt. 
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Text of New Portfolio Rule: 
VI. Diversification and Limitations of Portfolio 

A. Eligible Securities: 
4. Foreign Government Securities and their Instrumentalities 

a. 25% maximum of portfolio in foreign government securities and their 
instrumentalities. 

b. 10% maximum of portfolio per issuer 
c. Foreign government securities must have minimum long-term ratings of 

AA-, Aa3, or AA-, or better, by Standard & Poor’s, Moody’s Investors 
Services, or Fitch Ratings, respectively, at the time of purchase. 

 
 
Revision #2 – Allow domestic and foreign corporate indebtedness subject to a maximum 5% of 
the portfolio per issuer 
 
Currently, the OSTF is allowed to purchase US$ denominated corporate indebtedness regardless of the 
issuer’s sovereign location.  For example, the 1 – 3 year US$ debt of a foreign corporation is an 
eligible investment, but shorter term commercial paper (typically 30 – 180 days to maturity) issued by 
the same entity is ineligible.  The OSTF regularly purchases the CP issued from the domestic 
subsidiaries of foreign institutions, for example, BNP Paribas Finance Inc. U.S. commercial paper 
whose parent company is BNP Paribas.  
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This revision removes the perverse constraint of disallowing the OSTF to take shorter term risk (< 1 
year to maturity) in the obligations of non-U.S. corporations that do not issue debt out of a domestic 
subsidiary.  Furthermore, as in revision #1, this revision would provide further diversification of the 
OSTF via high quality U.S.$ denominated issuers across industries.  
 
Text of Revised Portfolio Rule: 
VI. Diversification and Limitations of Portfolio 

A. Eligible Securities: 
5. Corporate Indebtedness 

b. 5% maximum of portfolio per issuer in domestic commercial paper and 
corporate notes. 

 
 
Revision #3 – Allow corporate securities with minimum long-term ratings of A-, A3, or A-, or 
better, by S&P, Moody’s, or Fitch, respectively, at the time of purchase 
 
As originally discussed at the December 4, 2009 OSTF Board meeting and formally discussed at the 
January 26, 2009 Board meeting, the minimum long-term ratings for corporate securities has been 
lowered to A-, A3, or A-, or better, by S&P, Moody’s, or Fitch, respectively, at the time of purchase. 
The previously required minimum long-term ratings for corporate securities were AA-, Aa3, or AA- by 
the respective ratings agencies. As in revisions #1 and #2, staff believes diversification is a major 
benefit to the OSTF. Additionally, since the onset of the credit crisis, the universe of 1-3 year AAA 
and AA rated securities, as measured by market value and number of issuers, has declined (see 
Exhibits 1-3).  
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Exhibit 2 
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Exhibit 3 
 12/31/09 12/31/06 Delta 
# of Issues 
Aaa 2 24 -22 
Aa 79 112 -33 
A 242 230 12 
Baa 256 127 129 
Market Value 
Aaa 0.29% 4.66% -4.37% 
Aa 15.69% 23.39% -7.70% 
A 33.48% 29.76% 3.72% 
Baa 23.04% 15.19% 7.85% 

 
 
With the hiring of the Senior Credit Analyst/Investment Officer, who has done a tremendous job of 
fine-tuning the credit exposure of the OSTF over the past seventeen months, staff is well-positioned to 
identify relative value across the ratings and industry universe.  
 
This revision allows solid diversification benefits with numerous industrials and utilities, including 
issuers such as Campbell Soup Company, Cisco Systems Inc., ConocoPhillips, Deere & Company, 
Dell Inc., Hewlett-Packard Company, IBM Corp, Kellogg Company, Mid-American Energy Company, 
Nike Inc., Oracle Corp., PacifiCorp, Praxair Inc., and United Technologies Corp., to name a few (see 
Exhibit 12). Implementation will depend on staff’s outlook for corporate credit and the availability of 
issuers bonds in the secondary market or their funding needs in the primary markets. 
 
Why lower the acceptable credit quality of corporate indebtedness? 
 
Staff emphasizes the purpose of this revision is not to “reach for yield” by allowing lower rated credits. 
In fact, contrary to what some might expect, single-A rated industrials and utilities are generally more 
expensive (that is, risk premiums or spreads for similar maturities will be lower versus U.S. Treasuries 
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or Libor) than higher rated double-A rated banks and financials. As mentioned above, allowing single-
A rated industrials and utilities provides important diversification benefits to reduce overall price 
volatility (mark-to-market valuations) over market cycles which can be more prevalent with a high 
concentration in one industry, e.g., banks and financials. Staff believes greater industry diversification 
improves the overall risk profile of the OSTF. At the end of 2009, there were 20 industrial issuers rated 
double-A in the Barclays 1-3 year Investment Grade Index, but the number of single-A issuers 
represented in the index increased 6x to 124, providing staff with a much larger choice set.  There is 
often very little or no benefit for larger fixed asset heavy industrial companies in achieving a higher 
than single-A rating.  Often, industrial companies benefit most from double-A rated and higher ratings 
if they have significant financing subsidiaries. In order to gain access to a diverse set of industrial 
issuers, staff believes it is necessary to reduce the minimum credit rating for corporate debt. 
 
As examples, the following table and graphs (Exhibits 5-10) illustrate some of the differences between 
Wells Fargo & Company, currently rated A1/AA-/AA-, by Moody’s, S&P, and Fitch, respectively (and 
was rated Aa3 between 01/06/09 – 03/25/09, before being downgraded by Moody’s, AA by S&P 
between 01/05/09 – 06/17/09, AA by Fitch from 01/02/09 – 07/22/09), International Business 
Machines Corp., currently rated A1/A+/A+, by Moody’s, S&P, and Fitch, respectively (downgraded 
from AA- on 05/30/07 by Fitch, no changes by Moody’s or S&P since the mid to late 90’s), and 
United Technologies Corp., currently rated A2/A/A+, by Moody’s, S&P, and Fitch, respectively (no 
changes by Moody’s, S&P, or Fitch since 10/03, a downgrade by S&P from A+).  
 
For the past two years, note the differences in risk premiums of these three issuers in the first columns 
(3yr CDS), the yield differences (again, staff is not looking to enhance yield with lower credits), and, 
most important, the monthly and quarterly price volatility on the right side of the table (Exhibit 13). 
 
Another illustration of the benefits of diversification away from financials can be seen in the graph 
(Exhibit 11) between the Bank of America Merrill Lynch 1 – 3 Year U.S. Financial Corporates and 1 – 
3 Year U.S. Industrial Corporates indices, which include issues rated Baa3 through Aaa. In 12/07, the 
financials index had an average credit quality of Aa3 and the industrials index was at A3; as of 01/10, 
the financials average credit quality had declined to A1 and the industrials was unchanged at A3. As 
was the case with the Wells Fargo/IBM/United Technologies examples, theses indices show the 
meltdown of the financial sector: One could sell single-A rated industrials and buy double-A rated 
financials and pick up +684 basis points (bps) at the height of the crisis (03/11/09).  
 
Flash back to May 2002:  

• The Federal Reserve was in the midst of an easing cycle as a result of the Enron and 
WorldCom debacles and a more typical economic slowdown that culminated in a then-record 
low of a 1.00% Federal Funds rate from 06/03 – 06/04,  

• The unemployment rate was 5.8%,  
• CPI was at 1.2% (climbing to 3% by February 2003),  
• Annualized GDP registered -1.1% for 3Q01 then increased to 6.9% by 3Q03,  
• The 2-year Treasury was ~3.20%,  
• The 10-year Treasury was ~5.05%,  
• The 2’s/10’s curve was at ~+190 bps, peaked at +275 bps in August 2003 then inverted to -20 

bps in November 2006, steepening since then to the current +282 bps (the 30-year wide spread 
was +287 bps reached on 01/11/10).   
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With this backdrop from May 2002, one could sell double-A rated financials and buy single-A rated 
industrials and pick up +170 bps. In fact, for nearly the entire ten year period from 1997 through 
August 2007, single-A rated industrials traded at a discount to double-A rated financials. The summer 
of 2007 marked the start of the credit crisis and 1 – 3 year single-A rated industrials have traded at a 
premium to 1 – 3 year double-A rated financials ever since. 
 
The benefits of diversification into single-A rated industrials and utilities, and away from financials, 
improve the overall risk profile of the OSTF and will dampen the volatility, especially in times of 
crisis. 
 
It is also important to note that the reasons for an economic downturn will directly impact industry 
performance:  
 

• In a financial crisis, companies with leveraged balance sheets, i.e., banks and other financial-
related companies may suffer from a lack of liquidity, as witnessed in the recent credit crisis; 
Non-financials tend to have more predictable cash flows and less need to access the debt 
markets, thus providing investors with additional comfort. 

 
• In a more typical economic downturn, i.e., a growth slowdown without a financial crisis, 

industrials oftentimes are impacted to a greater degree than banks and financials; the slowdown 
in the economy may directly impact sales and revenues and investors reaction is typically to 
“lighten up” on such companies as risk premiums will tend to widen. 

 
Final thoughts on this revision: 
 

• The total weighted minimum average credit quality rule of the OSTF will remain unchanged at 
AA or Aa2 by S&P or Moody’s, respectfully. In other words, staff may buy single-A rated 
corporate indebtedness, but must also maintain the same overall OSTF credit quality as in the 
past. 
 

• Ratings don’t always tell the entire story as we have seen in the most recent market crisis. This 
revision allows more flexibility and safety through enhanced diversification of the OSTF. 
 

Text of Revised Portfolio Rule: 
VI. Diversification and Limitations of Portfolio 

A. Eligible Securities: 
5. Corporate Indebtedness 

d. Corporate notes must have minimum long-term ratings of A- AA-, A3 
Aa3, or A- AA-, or better, by Standard & Poor’s, Moody’s Investors 
Services, or Fitch Ratings, respectively, at the time of purchase. 

 
Revision/Addition #4 – Allow municipal debt obligations with a minimum long-term rating of 
AA-, Aa3, or AA-, or better, or are rated in the highest category for short-term municipal debt 
by S&P, Moody’s, or Fitch, respectively, at the time of purchase 
 
In the current low interest rate environment municipal bonds and short-term securities, especially 
taxable municipal securities, may offer competitive yields compared to the traditional taxable fixed 
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income markets. During market dislocations, even tax-exempt municipal securities may offer 
competitive and attractive yields.  
 
Build America Bonds (BABs) are an example of the opportunity set in the municipal debt market.   
BABs are US Government subsidized taxable municipal bonds created through the American 
Recovery and Reinvestment Act of 2009 to help state and local governments lower borrowing costs.  
Yields on BABs are attractive relative to other investment alternatives currently available to the OSTF.  
With 2009 issuance of $55 billion and expected issuance of $140 billion or more in 2010, staff expects 
the BABs market to exhibit the depth and liquidity appropriate for the OSTF. 
 
As with the prior three revisions, this one, too, provides potential diversification, depending on relative 
value analysis, in high quality, double-A rated municipal securities.  
 
Text of New Portfolio Rule: 
VI. Diversification and Limitations of Portfolio 

A. Eligible Securities: 
9. Municipal debt obligations (agencies, instrumentalities and political 

subdivisions) that have long-term ratings of AA-, Aa3 or AA-, or better, or are 
rated in the highest category for short-term municipal debt by Standard & 
Poor’s, Moody’s Investors Services, or Fitch Ratings, respectively, at the time of 
purchase. 
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Exhibit 5, Wells Fargo & Company (A1/AA-/AA-) 3-Year CDS, 12/07 – 01/10, in bps: 

 
 
Exhibit 6, Wachovia Corp. (A1/AA-/AA-) 3-Year CDS, 12/07 – 01/10, in bps: 
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Exhibit 7, IBM Corp (A1/A+/A+) 3-Year CDS, 12/07 – 01/10, in bps: 

 
 
Exhibit 8, United Technologies Corp. (A2/A/A+) 3-Year CDS, 12/07 – 01/10, in bps: 
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Exhibit 9, Yield spread history, IBM 4.95% 03/11 and WFC 5.35% 03/11, 12/07 – 01/10, in bps: 

 
 
Exhibit 10, Yield spread history UTX 6.35% 03/11 and WFC 5.35% 03/11, 12/07 – 01/10, in bps: 
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Exhibit 11, Bank of America ML Indices: 1-3yr Financials vs. 1-3yr Industrials, 12/07 – 01/10, in bps: 

 
 

For the past 
2+ yrs, 

financials 
have been 

cheaper than 
industrials 

 

However, for 
the 10 yrs 
prior, the 

opposite was 
generally the 

case 



Oregon Short-Term Fund Annual Review 
April 28, 2010 

 - 19 - 

Exhibit 12 
Sample A-Rated Corporate Issuers       Long-Term Short-Term 

Company Ticker Country Industry Major Group 
Industry 
Group Moody’s S&P Fitch Moody’s S&P Fitch 

Boeing Co BA US Industrials Capital Goods Aerospace/ 
Defense A2 A A+ P-1 A-1 F1 

Campbell Soup Co CPB US Industrials Consumer 
Non-Cyclical 

Food-
Wholesale A2 A A P-1 A-1 F1 

Cisco Systems Inc CSCO US Industrials Technology Telecom 
Equipment A1 A+         

ConocoPhillips COP US Industrials Energy Integrated 
Energy A1 A A P-1 A-1 F1 

Deere & Co DE US Industrials Capital Goods Machinery A2 A   P-1 A-1   

GlaxoSmithKline PLC GSK UK Industrials Healthcare Pharmaceuticals A1 A+ A+ P-1 A-1 F1 

Hewlett-Packard Co HPQ US Industrials Technology Computer 
Hardware A2 A A+ P-1 A-1 F1 

IBM Corp IBM US Industrials Technology Software/ 
Services A1 A+ A+ P-1 A-1 F1 

Mid-American Energy Co BRK US Utilities Utility Electric-
Integrated A2 A- A P-1 A-2 F1 

NIKE Inc NKE US Industrials Consumer 
Cyclical 

Apparel/ 
Footwear A1 A+   P-1 A-1   

Oracle Corp ORCL US Industrials Technology Software/ 
Services A2 A A P-1 A-1 F1 

PacifiCorp BRK US Utilities Utility Electric-
Integrated A2 A A- P-2 A-2 F2 

Praxair Inc PX US Industrials Basic Industry Chemicals A2 A   P-1 A-1   

United Technologies UTX US Industrials Capital Goods Aerospace/ 
Defense A2 A A+ P-1 A-1 F1 

Verizon Wireless/Cellco VZW US Industrials Telecom Telecom-
Wireless A2 A A       
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Exhibit 3yr CDS (basis points) Yield (%) Price ($) Price Returns 
13 WFC IBM UTX WFC IBM UTX WFC IBM UTX WFC IBM UTX WFC IBM UTX WFC IBM UTX 
  Mdy A1,     

S&P AA-, 
Fitch AA- 

Mdy A1,   
S&P A+, 
Fitch A+ 

Mdy A2, 
S&P A,    
Fitch A+ 

5.35% 4.95% 6.35% 5.35% 4.95% 6.35% 5.35% 4.95% 6.35% 5.35% 4.95% 6.35% 5.35% 4.95% 6.35% 
  03/15/11 03/22/11 03/01/11 03/15/11 03/22/11 03/01/11 Monthly Quarterly Yearly 

Jan-10 95.7 28.5 28.0 0.887 0.952 1.382 104.947 104.506 105.295 0.16% 0.29% -1.36%             
Dec-09 73.5 20.9 22.4 1.295 1.438 0.493 104.778 104.200 106.724 0.41% -0.18% 0.34% 0.36% -1.24% -0.40% 7.76% -1.74% -1.33% 
Nov-09 96.0 28.8 38.0 1.900 1.532 1.186 104.351 104.390 106.358 -0.84% -1.11% -0.60%             
Oct-09 89.3 22.0 33.7 1.465 0.903 1.020 105.225 105.550 106.995 0.78% 0.06% -0.15%             
Sep-09 70.7 18.6 29.9 2.235 1.158 1.202 104.402 105.488 107.152 0.65% 0.03% 0.08% 0.96% -0.17% 0.08%       
Aug-09 84.5 29.2 28.7 2.849 1.388 1.547 103.725 105.452 107.068 0.22% -0.15% -0.37%             
Jul-09 87.4 29.2 26.6 3.104 1.453 1.525 103.500 105.614 107.466 0.10% -0.05% 0.37%             
Jun-09 147.1 50.8 58.7 3.265 1.579 1.981 103.400 105.666 107.066 2.30% -0.23% -1.05% 4.86% -0.32% -0.66%       
May-09 120.2 54.6 56.0 4.739 1.609 1.570 101.026 105.911 108.190 -0.32% 0.46% 0.95%             
Apr-09 271.5 51.5 61.1 4.582 1.995 2.312 101.350 105.425 107.160 2.94% -0.55% -0.57%             
Mar-09 327.9 70.2 92.8 6.249 1.832 2.176 98.370 106.004 107.770 -2.37% 1.23% 1.19% 1.75% -0.01% -0.35%       
Feb-09 220.4 81.1 80.6 4.979 2.581 2.972 100.706 104.700 106.485 -0.37% -1.64% -1.09%             
Jan-09 135.0 77.4 84.3 4.804 1.869 2.543 101.080 106.412 107.645 4.38% 0.37% -0.46%             
Dec-08 120.8 84.5 116.2 7.020 2.148 2.442 96.650 106.015 108.143 0.14% 2.53% 4.71% 14.12% 4.01% 4.66% -5.10% 3.12% 2.15% 
Nov-08 186.0 123.2 95.9 7.025 3.430 4.896 96.511 103.334 103.046 1.57% 1.11% -0.17%             
Oct-08 98.3 80.3 63.0 7.702 3.978 4.861 95.000 102.182 103.225 12.63% 0.41% 0.11%             
Sep-08 389.4 39.3 34.4 13.753 4.191 4.964 83.000 101.762 103.107 -14.46% -1.82% -2.69% -20.39% -0.34% -2.88%       
Aug-08 305.6 32.7 40.5 7.557 3.458 3.853 95.000 103.611 105.877 -0.12% 0.38% 0.56%             
Jul-08 235.1 29.8 35.5 7.439 3.656 4.159 95.116 103.213 105.288 -5.06% 1.07% -0.75%             
Jun-08 183.7 50.8 43.2 5.376 4.119 3.921 99.926 102.110 106.075 -1.32% -0.69% 0.22% -1.95% -3.25% -2.11%       
May-08 132.0 33.1 33.8 4.863 3.879 4.072 101.244 102.810 105.845 -0.64% -1.06% -0.31%             
Apr-08 108.8 26.1 27.7 4.634 3.512 4.013 101.892 103.903 106.171 0.02% -1.47% -2.02%             
Mar-08 160.6 42.9 45.5 4.661 3.024 3.328 101.875 105.429 108.315 -1.37% 0.63% 0.35% 0.29% 2.58% 2.31%       
Feb-08 182.1 58.0 53.4 4.187 3.295 3.527 103.273 104.760 107.940 0.62% 0.90% 0.38%             
Jan-08 109.5 24.6 34.8 4.434 3.646 3.730 102.629 103.821 107.535 1.03% 1.07% 1.60%             
Dec-07 96.3 18.2 23.4 4.810 4.042 4.357 101.575 102.706 105.814                   
Source: Bloomberg CMA NY CDS data; Bloomberg TRAC price and yield data 

                      
Avg. 158.7 46.4 49.5 4.839 2.564 2.847 100.406 104.422 106.452 0.04% 0.06% -0.03% 0.00% 0.16% 0.08%       
High 1,665.0 149.0 119.0 13.753 4.191 4.964 105.225 106.412 108.315 12.63% 2.53% 4.71% 14.12% 4.01% 4.66%       
Low 47.0 15.0 19.0 0.887 0.903 0.493 83.000 101.762 103.046 -14.46% -1.82% -2.69% -20.39% -3.25% -2.88%       

                                      
WB Wells Fargo & Company announced acquisition of Wachovia Corp on 09/24/08;      

Acquisition completed on 01/02/09 
                    

WFC                     

In the most recent crisis (as the yellow highlighting suggests), even strong financials 
(in this example, WFC) experienced higher spread and market value volatility than 

lower rated industrials such as IBM and United Technologies (UTX) 
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Policies and Procedures  Activity Reference:  4.02.03 
 
 
FUNCTION: Short- Term Investments 
ACTIVITY: Portfolio Rules 
 
 
POLICY: The Oregon Investment Council has, with advice from the Treasurer, from 

OST investment staff, and from the Oregon Short-Term Fund Board, 
adopted specific rules for investing the Oregon Short-Term Fund (OSTF).  
These rules are included as sample form A. 

 
 
PROCEDURES: 
 
 1. Verify Compliance With Portfolio Rules.  The Senior Fixed Income Investment 

Officer and the Short Term Investment Officer(s) receive an Oregon Short-Term 
Fund Daily Compliance Report.  This report summarizes OSTF holdings by type of 
investment (asset allocation), by investment issuer, by time until investment maturity, 
and by investment quality (rating). The Daily Compliance Report also summarizes 
each Portfolio Rule as an "Objective," and compares the actual current portfolio to the 
objectives.  The OSTF staff reviews this report, daily, to ensure compliance with 
portfolio rules. 

 
 2. Oversight of Compliance.  The Deputy State Treasurer, Chief Investment Officer, 

Chief Audit Executive, Risk & Compliance Officer, and Investment Accounting staff 
receive and review this same report daily.The Chief Investment Officer and the 
Internal Audit Manager/IT Security Officer receive and review this same report 
monthly.  For meetings at which the OSTF is discussed, the Oregon Short-Term Fund 
Board and the Oregon Investment Council receive and review the compliance report. 

 
 3. Correction of Non-Compliance.  If the OSTF is found to be out of compliance with 

one or more adopted portfolio rules, the Senior Fixed Income Investment Officer or 
the Short Term Investment Officer(s) shall sell (or purchase) the securities necessary 
to bring about compliance as soon as is prudently feasible. 

 
 
SAMPLE FORMS, DOCUMENTS, OR REPORTS (Attached): 
 
 A. Oregon Short-Term Fund Portfolio Rules 
 
 B. Portfolio Compliance Report 
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Sample Form  A 
 
 

Oregon Short-Term Fund Portfolio Rules 
 
 
These are the most current Portfolio Rules for the Oregon Short-Term Fund which have been 
adopted by the Oregon Investment Council. 
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Portfolio Rules 
For The 

Oregon Short-Term Fund 
 

Amended January 28April 28, 20102009 
 
I. Scope 
 

These rules apply to the investment of cash from all state and eligible local 
government participants of the Oregon Short-Term Fund (“OSTF”).   These rules are 
established under the authority of, and shall not supersede the requirements 
established under, ORS Chapter 293. 

 
II. Investment Objectives 

 
The primary objectives of investment activities, in priority order, shall be 
preservation of principal, liquidity, and yield. 

 
A. Preservation of Principal: Safety is the foremost objective of the OSTF rules. 

Investments shall be undertaken in a manner that seeks to ensure the preservation 
of capital in the overall portfolio. The objective will be to mitigate credit risk and 
interest rate risk (see specific guidelines below). 

 
B. Liquidity: The OSTF shall remain sufficiently liquid to meet all state agency and 

local government operating requirements that may be reasonably anticipated.  
This is accomplished by structuring the OSTF so that securities mature concurrent 
with cash needs to meet anticipated demands. Furthermore, since all possible cash 
demands cannot be anticipated, the OSTF should consist largely of securities with 
active secondary or resale markets. 

 
C. Yield:  The OSTF shall be designed with the objective of attaining a market rate 

of return throughout budgetary and economic cycles, taking into account the 
investment risk constraints and liquidity needs. Return on investment is of 
secondary importance compared to the safety and liquidity objectives described 
above. The majority of the OSTF is limited to highly rated/low risk securities in 
anticipation of earning a fair return relative to the risk being assumed. 

 
III. Standards of Care 

 
A. Prudence:  The standard of prudence to be used by investment officers shall be the 

“prudent investor” standard and shall be applied in the context of managing the 
OSTF as a whole.  Pursuant to ORS Chapter 293.726:  
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(1) The investment funds shall be invested and the investments of those funds 
managed as a prudent investor would do, under the circumstances then 
prevailing and in light of the purposes, terms, distribution requirements 
and laws governing each investment fund. 

(2) The standard stated in subsection (1) of this section requires the exercise 
of reasonable care, skill and caution, and is to be applied to investments 
not in isolation but in the context of each investment fund’s investment 
portfolio and as a part of an overall investment strategy, which should 
incorporate risk and return objectives reasonably suitable to the particular 
investment fund. 

 
B. Ethics and Conflicts of Interest:  Officers involved in the investment process shall 

refrain from personal business activity that could conflict with the proper 
execution and management of the investment program, or that could impair their 
ability to make impartial decisions. Officers and employees shall, at all times, 
comply with the State of Oregon Government Standards and Practices code of 
ethics set forth in ORS Chapter 244, as well as all policies of the OST. 

 
C. Delegation of Authority:  The Senior Investment Officer and the Investment 

Officer(s) (or the Investment Analyst acting under the direction of the Investment 
Officers) shall act in accordance with established written procedures and internal 
controls for the operation of the investment program consistent with these 
Portfolio Rules. No person may engage in an investment transaction except as 
provided under the terms of these Portfolio Rules and the procedures established 
by OST staff. The Senior Investment Officer and the Investment Officer(s) are 
jointly responsible for all transactions undertaken, and shall establish a reasonable 
system of controls to regulate the activities of subordinate employees. 

 
IV. Safekeeping and Custody 

 
A. Authorized Financial Dealers and Institutions:  All financial institutions and 

broker/dealers who desire to become qualified for investment transactions must 
supply, as appropriate: 

 
(1)   Audited financial statements  

 
(2) Licensing Representation form provided by OST  

 
(3) Understanding and acknowledgement of OSTF Portfolio Rules located at 

http://www.ost.state.or.us/About/Investment/http://www.ost.state.or.us/div
isions/finance/shorttermfundrules.htm 

 
B. Internal Controls:  The Senior Investment Officer and Investment Officer(s) 

jointly collaborate to establish and maintain an adequate internal control structure 
designed to reasonably protect the assets of the OSTF from loss, theft or misuse. 
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C. Delivery vs. Payment:  All trades where applicable will be executed by delivery 

vs. payment (DVP) to ensure that securities are deposited in an eligible financial 
institution prior to the release of funds. 

 
D. Safekeeping:  Securities will be held by a third-party custodian as evidenced by 

safekeeping receipts. 
 
V. Maturity Distribution of Portfolio 
 

A. 50% of the portfolio must mature within 93 days. 
 

B. A maximum of 25% of the portfolio may mature over one year. 
 

C. No investment may mature in over 3 years as measured from settlement date.   
The OSTF Daily Compliance Report adheres to trade date accounting, thus 
creating potential short term exceptions on the Daily Compliance Report when a 
“new issue” 3-year security is purchased. Any such securities will be disclosed on 
the Daily Compliance Report, when purchased. 

 
D. For securities that have been called by the issuer, the effective call date will be 

used as a proxy for the maturity date. 
 

E. For variable rate securities, the period remaining to the next reset date will be 
used as a proxy for the maturity date. 

 
VI. Diversification and Limitations of Portfolio 
 

A. Eligible Securities: 
 

(1) U.S. Treasury Securities 
a. 100% of the portfolio may be in U.S. Treasury securities. 

 
(2) Senior unsecured debt obligations guaranteed by the Federal Deposit 

Insurance Corporation (FDIC) under the Temporary Liquidity Guarantee 
Program (TLGP); Eligible TLGP debt obligations carry the full faith and 
credit of the United States. 
a. 50% maximum of portfolio per FDIC-guarantee exposure. 

 
(3) U.S. Government Agency Securities 

a. 100% of the portfolio may be in U.S. Government Agency securities.  
b. 33% maximum of portfolio per agency issuer. 

 
(4) Foreign Government Securities and their Instrumentalities 

a. 25% maximum of portfolio in foreign government securities and their 
instrumentalities. 
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b. 10% maximum of portfolio per issuer. 
c. Foreign government securities must have minimum long-term ratings 

of AA-, Aa3, or AA-, or better, by Standard & Poor’s, Moody’s 
Investors Services, or Fitch Ratings, respectively, at the time of 
purchase. 

 
(45) Corporate Indebtedness 

a. 50% maximum of portfolio in corporate indebtedness. 
b. 5% maximum of portfolio per issuer in domestic commercial paper 

and corporate notes. 
c. Commercial Paper (CP) must have top-tier short term ratings by at 

least two nationally recognized credit rating agencies at the time of 
purchase (Standard & Poor’s = minimum A-1, Moody’s Investors 
Services = minimum P-1, Fitch Ratings = minimum F1). 

d. Corporate notes must have minimum long-term ratings of A-A-, A3a3, 
or A-A-, or better, by Standard & Poor’s, Moody’s Investors Services, 
or Fitch Ratings, respectively, at the time of purchase. 

d.e. 25% maximum of portfolio in total foreign exposure (government and 
corporate indebtedness) 

 
(56) Negotiable Certificates of Deposit (NCD’s) 

a. 20% maximum of portfolio in NCD’s. 
b. 5% maximum of portfolio per issuer in domestic bank NCD’s. 
c. NCD’s must have minimum ratings of AA-, Aa3, or AA-, or better, by 

Standard & Poor’s, Moody’s Investors Services, or Fitch Ratings, 
respectively, at the time of purchase. 

 
(67) Bankers' Acceptances (BA’s) 

a. 20% maximum of portfolio in BA’s. 
b. 5% maximum of portfolio per issuer in domestic bank BA’s 
c. BA’s must have minimum ratings of AA-, Aa3, or AA-, or better, by 

Standard & Poor’s, Moody’s Investors Services, or Fitch Ratings, 
respectively, at the time of purchase. 

 
(78) Time Certificates of Deposit (TCD’s) 

a. 20% maximum of portfolio in TCD’s. 
b. Permitted TCD’s will be limited to qualified depositories as defined in 

ORS Chapter 295.005. 
c. Maximum TCD exposure per depository must be no more than 5% of 

the bank’s total deposits, or $100,000, whichever is greater. Maximum 
credit union exposure per depository shall be $100,000. 

 
(9) Municipal debt obligations (agencies, instrumentalities, and political 

subdivisions) that have long-term ratings of AA-, Aa3 or AA-, or better, or 
are rated in the highest category for short-term municipal debt by Standard 
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& Poor’s, Moody’s Investors Services, or Fitch Ratings, respectively, at 
the time of purchase. 

 
(810) Repurchase Agreements 

a. Maximum maturity will be 90 days. 
b. Net capital of counterparty must be greater than $100 million. 
c. Repurchase Agreements must equal no more than 2% of liabilities of 

the counterparty. 
d. No more than 5% of OSTF assets shall be placed with the same 

counterparty for repurchases. 
e. Counterparty must be a Primary Dealer as recognized by the Federal 

Reserve Bank.  The only exception is OST’s custodial agent as a non-
primary dealer counterparty. 

f. The counterparty must have a signed repurchase agreement. 
g. Collateral must be delivered to the OST's account at its custodian or to 

an account established for the OST pursuant to the terms of the 
specific Repurchase Agreement in the name of the Office of the State 
Treasurer. 

h. Collateral for repurchase agreements may be U.S. Treasury or U.S. 
Agency Discount and Coupon securities only.  Collateral must have a 
final maturity of three years or less.  The market value of the delivered 
collateral must be maintained at not less than 102% of the cash 
invested. 

 
(911) Reverse Repurchase Agreements 

a. Maximum maturity will be 90 days. 
b. Net capital of counterparty must be greater than $100 million. 
c. Reverse Repurchase Agreements must equal no more than 2% of 

liabilities of the counterparty. 
d. No more than 5% of OSTF assets shall be placed with the same 

counterparty for reverse repurchase agreements. 
e. Counterparty must be a Primary Dealer as recognized by the Federal 

Reserve Bank. 
f. The counterparty must have a signed repurchase agreement. 
g. Acceptable reinvestment vehicles include securities that may 

otherwise be purchased outright. 
h. Securities will be reversed on a fully collateralized basis. 
i. Reverse repurchase investments for interest rate arbitrage shall only be 

done on a matched book basis. 
 

B. All portfolio investments will be denominated in US$ only. 
 

C. 10% maximum of portfolio per issuer on all securities and support commitments 
with the exception of U.S. Treasury (100% maximum) and Government Agency 
securities (33% per issuer). 
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D. Securities that have been downgraded to below the minimum ratings will be sold 
or held at the Senior Investment Officer’s (SIO) discretion. In the absence of the 
SIO, or if the SIO is inaccessible, the Investment Officer(s) will have discretion to 
sell or hold the downgraded securities. Such securities will be disclosed in the 
OSTF Daily Compliance Report and actively monitored by OST staff.  The 
Senior Investment Officer, or the Investment Officer(s), is responsible for 
bringing the OSTF back into compliance as soon as is practicable. 

 
E. Total weighted average credit quality of the portfolio shall be a minimum of AA 

or Aa2, by Standard & Poor’s or Moody’s Investors Services, respectively, using 
the following and appropriate long term and short term ratings valuations for the 
purchased securities at the time of purchase:  

 
  

Value Moody’s Ratings S&P Ratings 
 Long Term Short Term Long Term Short Term 
1 US Treasury  US Treasury  
1 Agency  Agency  
1 Aaa  AAA  
2 Aa1  AA+  
3 Aa2  AA  
4 Aa3 P-11 AA- A-1+ 
5 A1 P-1 A+ A-1 
6 A2  A  
7 A3 P-2 A- A-2 
8 Baa1  BBB+  
9 Baa2  BBB  
10 Baa3  BBB-  

 
(1) The target weighted average credit quality shall be < 3.50 by Standard & 

Poor’s or Moody’s Investors Services (AA or Aa2).  
 

F. No commitments to buy or sell securities may be made more than 14 business 
days prior to the anticipated settlement date, or receive a fee other than interest for 
future deliveries. 

 
VII.   Securities Lending for Reinvestment of Cash Collateral 
 

A. Acceptable reinvestment vehicles include securities that may otherwise be 
purchased outright in accordance with the Portfolio Rules for the Oregon Short-
Term Fund (Sections VI).  Within the securities lending program only, cash 
collateral may also be reinvested in: 

 
(1) Maximum of 15% in asset backed securities rated AAA/Aaa, limited to 

auto loan and credit card issues with an average life of three years or less.  
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(2) Maximum of 25% in A, or higher, rated corporate floating rate notes with 
a maximum final maturity of three years, and fixed rate corporate notes 
with a maximum final maturity of two years; up to 65% maximum in 
corporate indebtedness including commercial paper. 

(3) Repurchase agreements collateralized by U.S. Treasury or U.S. 
Government Agency securities with a maximum original maturity of 30 
years.   No more than 25% of assets shall be placed with the same 
counterparty.  

(4) All Repurchase Agreements (under the Special Indemnification by State 
Street clause) must be fully collateralized by collateral, determined by 
State Street in its discretion, limited to the following: U.S. Treasuries, U.S. 
Treasury STRIPS, Federal Agency Obligations, Corporate securities rated 
A- or higher, Asset-Backed Securities rated A- or higher, Agency MBS 
pass throughs rated AAA, Commercial Paper rated A-1/P-1 or higher, or 
any combination thereof.2 For purposes of calculating average credit 
quality, current ratings of the indemnifier, State Street Corp, will be used. 

(5) The target weighted average credit quality shall be < 3.8 by Standard & 
Poor’s or Moody’s Investors Services. 

 
B. Net capital of lending counterparty must be over $100 million. 

 
C. Securities will only be loaned on a fully collateralized basis. 

 
D. Lending counterparty must be a Primary Dealer as recognized by the Federal 

Reserve Bank, and have a signed master securities lending agreement.   
 

E.   The market value of the delivered collateral must be maintained at not less than 
102% of the market value of the securities loaned. 

 
F. Reverse Repurchase Agreements are prohibited within the securities lending 

program. 
 

G. 25% of the reinvestment portfolio must mature within 93 days; up to 50% of the 
portfolio may mature in over one year. 

 
                                                 
1 Unlike S&P, Moody’s does not differentiate short term ratings with a plus (+), which indicates that the obligor’s 
capacity to meet its financial commitment on these obligations is extremely strong. As such, in terms of average 
credit quality valuation, Moody’s short term ratings/valuations will correspond to the lowest S&P short term 
ratings/valuations. 
2 Special Indemnification of Client By State Street:  Notwithstanding any provision herein to the contrary, if the 
value of the Liquidation Proceeds under Reverse Transactions (entered into between State Street (as agent for the 
Client) and a counterparty in respect of whom an event of default has occurred under the agreement governing such 
Reverse Transactions) is less than the cash to be delivered by that counterparty under such Reverse Transactions on 
the date of close-out of the same, State Street shall indemnify the Client for any such difference.  The term 
“Liquidation Proceeds” means the market value of the securities used to collateralize the Reverse Transaction(s) on 
the date that State Street takes action with respect to such securities under the applicable agreement.  The term 
“Reverse Transactions” means each transaction entered into between the Client and a counterparty (through the 
agency of State Street) under the terms of an agreement pursuant to which the counterparty initially transfers 
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securities to the Client and the Client transfers cash to the counterparty.  All of such Reverse Transactions will be 
entered into in connection with the investment of cash Collateral received from Borrowers in connection with Loans 
hereunder." 
 



As of:

CUSIP 
Number Security Name Interest 

Rate
Maturity 

Date Shares/Par Value Base Total Cost WAM % Total

3/31/2010

Oregon Short-Term Annual Review
April 28, 2010

'002824AS9 ABBOTT LABS 5.600 05/15/11 14,670,000 15,018,642 410 0.14%
'02666QZQ9 AMERICAN HONDA FIN CORP MTN 0.300 05/11/10 38,000,000 37,834,167 41 0.37%
'03979GAK1 ARDEN RLTY LTD PARTNERSHIP 5.200 09/01/11 9,000,000 9,041,735 519 0.09%
'05722MDC8 BAKER HUGHES INC 0.170 04/12/10 50,000,000 49,997,403 12 0.49%
'060505DG6 BANK OF AMERICA CORP 0.420 08/13/10 25,000,000 25,000,000 135 0.24%
'06052AAF8 BANK OF AMERICA NA 0.287 09/13/10 75,000,000 75,000,000 166 0.73%
'939USP005 BANK OF THE CASCADES NOW 0.500 05/03/10 30,000,000 30,000,000 33 0.29%
'0660P1D57 BANKAMERICA CORP 0.150 04/05/10 50,000,000 49,999,167 5 0.49%
'916TLE007 BANNER BANK 0 190 05/12/10 575 000 575 000 42 0 01%'916TLE007 BANNER BANK 0.190 05/12/10 575,000 575,000 42 0.01%
'06739JD42 BARCLAYS BANK BPLC 1.620 09/18/12 75,000,000 75,000,000 902 0.73%
'06739JSX2 BARCLAYS BANK PLC 1.330 02/14/11 100,000,000 100,000,000 320 0.97%
'06737JD77 BARCLAYS U.S. FDG LLC 0.140 04/07/10 50,000,000 49,998,833 7 0.49%
'06765XAB5 BARLCAYS BK PLC UK GOVT CR 1.052 03/05/12 60,000,000 60,020,500 705 0.58%
'073928S53 BEAR STEARNS CO INC 0.442 11/28/11 98,843,000 98,263,715 607 0.96%
'073902PQ5 BEAR STEARNS COS INC 0.439 02/01/12 55,900,000 55,284,770 672 0.54%
'073902KG2 BEAR STEARNS COS INC 0.479 01/31/11 15,100,000 14,944,829 306 0.15%
'084670AU2 BERKSHIRE HATHAWAY INC 2.125 02/11/13 40,000,000 39,986,626 1,048 0.39%, , , , ,
'084670AY4 BERKSHIRE HATHAWAY INC DEL 0.680 02/11/13 110,000,000 110,000,000 1,048 1.07%
'09290BD51 BLACKROCK INC 0.190 04/05/10 33,595,000 33,594,291 5 0.33%
'0556N1D26 BNP PARIBAS FIN INC 0.190 04/02/10 42,000,000 41,999,778 2 0.41%
'0556N1D91 BNP PARIBAS FIN INC 0.190 04/09/10 50,000,000 49,997,889 9 0.49%
'0556N1D83 BNP PARIBAS FIN INC 0.180 04/08/10 25,000,000 24,999,125 8 0.24%
'0556N1D59 BNP PARIBAS FIN INC 0.180 04/05/10 100,000,000 99,998,000 5 0.97%
'17314JAN3 CITIBANK NA 1.375 08/10/11 50,000,000 49,934,790 497 0.49%
'17314JAF0 CITIBANK NA 0.222 06/04/12 50,000,000 50,000,000 796 0.49%
'17307SD17 CITIGROUP FDG INC 0 180 04/01/10 75 000 000 75 000 000 1 0 73%'17307SD17 CITIGROUP FDG INC 0.180 04/01/10 75,000,000 75,000,000 1 0.73%
'17307SD82 CITIGROUP FDG INC 0.200 04/08/10 50,000,000 49,998,056 8 0.49%
'17313YAH4 CITIGROUP FUNDING INC 0.301 07/12/12 50,000,000 50,000,000 834 0.49%
'17314AAE2 CITIGROUP FUNDING INC 0.589 03/30/12 50,000,000 50,158,407 730 0.49%
'172967EG2 CITIGROUP INC 0.400 08/13/10 58,000,000 57,902,090 135 0.57%
'17290CAA4 CITIGROUP INC 0.279 05/07/12 50,000,000 50,000,000 768 0.49%
'17314JAQ6 CITIGROUPINC 0.271 09/21/12 50,000,000 50,000,000 905 0.49%
'197995004 COLUMBIA COMMUNITY BANK 0.210 04/14/10 100,000 100,000 14 0.00%
'197995004 COLUMBIA COMMUNITY BANK 0.200 06/09/10 100,000 100,000 70 0.00%197995004 COLUMBIA COMMUNITY BANK 0.200 06/09/10 100,000 100,000 70 0.00%
'2027A0DS5 COMMONWEALTH BANK AUST 1.250 11/20/12 100,000,000 100,000,000 965 0.97%
'22541LBJ1 CREDIT SUISSE FIRST BOSTON USA 0.450 08/15/10 54,102,000 54,012,487 137 0.53%
'22546QAB3 CREDIT SUISSE NEW YORK 3.450 07/02/12 50,000,000 51,793,243 824 0.49%
'313589YT4 FANNIE DISCOUNT NOTE 0.150 06/30/10 75,000,000 74,975,625 91 0.73%
'313589WS8 FANNIE DISCOUNT NOTE 0.130 05/12/10 50,000,000 49,992,597 42 0.49%
'3136FHT62 FANNIE MAE 2.150 06/29/12 38,500,000 38,755,962 821 0.38%
'31398AXQ0 FANNIE MAE 0.352 05/27/11 75,000,000 74,981,250 422 0.73%
'31398AYK2 FANNIE MAE 0.388 06/29/12 100,000,000 100,000,000 821 0.97%
'3136 2 8 A A 0 99 0 /30/12 100 000 000 100 000 000 0 9 %'3136FH2U8 FANNIE MAE 0.599 07/30/12 100,000,000 100,000,000 852 0.97%
'31398AZF2 FANNIE MAE 2.000 09/28/12 25,000,000 25,000,000 912 0.24%
'31398AZH8 FANNIE MAE 1.250 09/28/11 50,000,000 50,000,000 546 0.49%
'31398AZK1 FANNIE MAE 2.050 10/19/12 50,000,000 50,037,121 933 0.49%
'31398AZU9 FANNIE MAE 1.625 04/30/12 76,000,000 76,271,757 761 0.74%
'3136FJQL8 FANNIE MAE 1.625 05/24/12 50,000,000 50,063,600 785 0.49%
'31398AC26 FANNIE MAE 1.750 12/28/12 60,000,000 59,858,436 1,003 0.58%
'31398AE32 FANNIE MAE 0.750 01/22/13 107,250,000 107,250,000 1,028 1.05%
'313385VX1 FED HOME LN DISCOUNT NT 0.090 04/23/10 81,495,000 81,489,601 23 0.79%313385VX1 FED HOME LN DISCOUNT NT 0.090 04/23/10 81,495,000 81,489,601 23 0.79%
'313385VQ6 FED HOME LN DISCOUNT NT 0.060 04/16/10 6,019,000 6,018,850 16 0.06%
'313385YN0 FED HOME LN DISCOUNT NT 0.170 06/25/10 9,000,000 8,996,388 86 0.09%
'313385VF0 FED HOME LN DISCOUNT NT 0.120 04/07/10 45,000,000 44,999,100 7 0.44%
'313385YT7 FED HOME LN DISCOUNT NT 0.130 06/30/10 10,000,000 9,996,750 91 0.10%

1
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'313385VV5 FED HOME LN DISCOUNT NT 0.120 04/21/10 20,000,000 19,998,667 21 0.19%
'313385WC6 FED HOME LN DISCOUNT NT 0.120 04/28/10 36,630,000 36,626,398 28 0.36%
'31331Y3U2 FEDERAL FARM CR BKS 3.300 07/21/10 108,700,000 108,750,729 112 1.06%
'31331XE40 FEDERAL FARM CREDIT BANK 5.250 09/13/10 13,000,000 13,287,937 166 0.13%
'31331Y3P3 FEDERAL FARM CREDIT BANK 3.500 10/03/11 50,000,000 49,999,484 551 0.49%
'3133XMES6 FEDERAL HOME LN BK 4.375 10/22/10 50,000,000 50,014,693 205 0.49%
'313385WA0 FEDERAL HOME LN BK 0.120 04/26/10 100,000,000 99,991,667 26 0.97%
'313385UZ7 FEDERAL HOME LN BK CONS DSC NT 0.080 04/01/10 25,000,000 25,000,000 1 0.24%
'313385XG6 FEDERAL HOME LN BK CONS DSC NT 0 150 05/26/10 50 000 000 49 988 542 56 0 49%'313385XG6 FEDERAL HOME LN BK CONS DSC NT 0.150 05/26/10 50,000,000 49,988,542 56 0.49%
'313385VN3 FEDERAL HOME LN BK CONS DSC NT 0.120 04/14/10 75,000,000 74,996,750 14 0.73%
'313385WZ5 FEDERAL HOME LN BK CONS DSC NT 0.130 05/19/10 24,150,000 24,145,814 49 0.24%
'313385XJ0 FEDERAL HOME LN BK CONS DSC NT 0.120 05/28/10 21,825,000 21,820,853 58 0.21%
'313385XY7 FEDERAL HOME LN BK CONS DSC NT 0.110 06/11/10 50,000,000 49,989,153 72 0.49%
'313385VH6 FEDERAL HOME LN BK CONS DSC NT 0.095 04/09/10 15,000,000 14,999,683 9 0.15%
'3133XBTH8 FEDERAL HOME LN BKS 4.250 06/11/10 35,170,000 35,445,067 72 0.34%
'3133XFLE4 FEDERAL HOME LN BKS 5.250 06/11/10 11,000,000 11,107,254 72 0.11%
'3133XRN22 FEDERAL HOME LN BKS 3.500 07/16/10 87,000,000 86,994,827 107 0.85%3133XRN22 FEDERAL HOME LN BKS 3.500 07/16/10 87,000,000 86,994,827 107 0.85%
'313397YE5 FEDERAL HOME LN MTG 0.155 06/17/10 50,000,000 49,983,424 78 0.49%
'3137EABL2 FEDERAL HOME LN MTG CORP 2.875 06/28/10 13,000,000 13,083,752 89 0.13%
'3137EABH1 FEDERAL HOME LN MTG CORP 2.375 05/28/10 20,000,000 20,070,497 58 0.19%
'313397WS6 FEDERAL HOME LN MTG DISC NTS 0.130 05/12/10 50,000,000 49,992,597 42 0.49%
'313397WX5 FEDERAL HOME LN MTG DISC NTS 0.140 05/17/10 40,000,000 39,992,844 47 0.39%
'313397WJ6 FEDERAL HOME LN MTG DISC NTS 0.140 05/04/10 50,000,000 49,993,583 34 0.49%
'313397XW6 FEDERAL HOME LN MTG DISC NTS 0.140 06/09/10 50,000,000 49,986,583 70 0.49%
'313397XN6 FEDERAL HOME LN MTG DISC NTS 0.140 06/01/10 50,000,000 49,988,139 62 0.49%
'313397YB1 FEDERAL HOME LN MTG DISC NTS 0 190 06/14/10 16 213 000 16 206 668 75 0 16%'313397YB1 FEDERAL HOME LN MTG DISC NTS 0.190 06/14/10 16,213,000 16,206,668 75 0.16%
'3133XUZY2 FEDERAL HOME LOAN BANK 0.750 10/05/11 100,000,000 100,000,000 553 0.97%
'3133XUXC2 FEDERAL HOME LOAN BANK 0.500 10/18/10 50,000,000 50,032,677 201 0.49%
'3133XVAT8 FEDERAL HOME LOAN BANK 1.000 10/19/11 75,000,000 75,000,000 567 0.73%
'3133XVU25 FEDERAL HOME LOAN BANK 1.125 11/27/12 27,285,000 27,285,000 972 0.27%
'3133XVJ44 FEDERAL HOME LOAN BANK 0.375 10/26/10 36,250,000 36,250,000 209 0.35%
'3133XVGS4 FEDERAL HOME LOAN BANK 0.500 05/10/11 42,000,000 42,000,000 405 0.41%
'3133XVBP5 FEDERAL HOME LOAN BANK 0.750 04/13/12 50,000,000 50,007,436 744 0.49%
'3133XV3L3 FEDERAL HOME LOAN BANK 0.200 09/28/10 26,525,000 26,515,375 181 0.26%3133XV3L3 FEDERAL HOME LOAN BANK 0.200 09/28/10 26,525,000 26,515,375 181 0.26%
'3133XV3D1 FEDERAL HOME LOAN BANK 1.250 10/15/12 40,000,000 39,998,062 929 0.39%
'3133XVS93 FEDERAL HOME LOAN BANK 0.500 12/02/11 27,425,000 27,425,000 611 0.27%
'31398AVW9 FEDERAL NATL MTG ASSN 2.000 04/01/11 55,600,000 55,627,147 366 0.54%
'31359MGT4 FEDERAL NATL MTG ASSN 6.250 02/01/11 266,812,000 275,829,192 307 2.60%
'31398APV8 FEDERAL NATL MTG ASSN 2.375 05/20/10 39,900,000 40,016,614 50 0.39%
'31359MNU3 FEDERAL NATL MTG ASSN 5.250 08/01/12 143,432,000 152,179,641 854 1.40%
'313589WX7 FEDERAL NATL MTG ASSN DISC NTS 0.130 05/17/10 26,176,000 26,171,652 47 0.26%
'313589XJ7 FEDERAL NATL MTG ASSN DISC NTS 0.140 05/28/10 50,000,000 49,988,917 58 0.49%
'313589XN8 FEDERAL NATL MTG ASSN DISC NTS 0.150 06/01/10 50,000,000 49,987,292 62 0.49%
'313589VN0 FEDERAL NATL MTG ASSN DISC NTS 0.080 04/14/10 10,000,000 9,999,711 14 0.10%
'3133XUE33 FEDRAL HOME LOAN BANK 1.250 08/06/12 199,010,000 198,936,485 859 1.94%
'33738MAE1 FIRST UN NATL BK NC 7.800 08/18/10 5,570,000 5,725,339 140 0.05%
'351807AH5 FRANCHISE FIN CORP AMER 8.750 10/15/10 5,000,000 5,105,631 198 0.05%
'3128X8WC2 FREDDIE MAC 1.750 04/20/11 140,579,000 140,577,562 385 1.37%
'3128X9XU9 FREDDIE MAC 0.374 02/03/12 200,000,000 200,000,000 674 1.95%
'3128X9L99 FREDDIE MAC 1.800 03/18/13 100,000,000 100,000,000 1,083 0.97%
'3128X6CL8 FREDDIE MAC 5 450 09/14/12 17 500 000 17 694 082 898 0 17%'3128X6CL8 FREDDIE MAC 5.450 09/14/12 17,500,000 17,694,082 898 0.17%
'313397YT2 FREDDIE MAC DISCOUNT NT 0.145 06/30/10 120,000,000 119,957,375 91 1.17%
'313397XP1 FREDDIE MAC DISCOUNT NT 0.120 06/02/10 50,000,000 49,989,667 63 0.49%
'313397YM7 FREDDIE MAC DISCOUNT NT 0.140 06/24/10 50,000,000 49,983,667 85 0.49%
'36962GM76 GENERAL ELEC CAP CORP 0.431 11/21/11 6,570,000 6,308,664 600 0.06%
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'36962GS70 GENERAL ELEC CAP CORP 0.349 10/21/10 7,000,000 6,932,254 204 0.07%
'36962GZ80 GENERAL ELEC CAP CORP 0.332 06/06/11 25,000,000 24,269,497 432 0.24%
'36967HAP2 GENERAL ELEC CAP CORP 0.456 03/12/12 25,000,000 25,000,000 712 0.24%
'36962G3X0 GENERAL ELEC CAP CORP 0.654 06/09/10 23,000,000 22,773,567 70 0.22%
'36962G2S2 GENERAL ELEC CAP CORP 5.000 12/01/10 3,500,000 3,469,579 245 0.03%
'36962G2N3 GENERAL ELEC CAP CORP 0.320 08/15/11 15,714,000 14,924,531 502 0.15%
'36962GW83 GENERAL ELEC CAP CORP 0.310 05/10/10 46,550,000 46,477,746 40 0.45%
'36962GZ49 GENERAL ELEC CAP CORP 0.379 11/01/12 25,000,000 24,343,397 946 0.24%
'36962G2E3 GENERAL ELEC CAP CORP 0 299 01/26/11 39 500 000 37 996 037 301 0 38%'36962G2E3 GENERAL ELEC CAP CORP 0.299 01/26/11 39,500,000 37,996,037 301 0.38%
'36967HAG2 GENERAL ELEC CAP CORP FDIC GTD 1.625 01/07/11 40,000,000 39,989,516 282 0.39%
'36967HAA5 GENERAL ELEC CAP CORP FDIC GTD 0.654 06/09/10 15,000,000 15,000,000 70 0.15%
'36959JD26 GENERAL ELEC CAPT CO 0.100 04/02/10 50,000,000 49,999,861 2 0.49%
'38146FAC5 GOLDMAN SACHS GROUP INC FDIC 0.752 12/03/10 50,000,000 50,000,000 247 0.49%
'38146FAG6 GOLDMAN SACHS GROUP INC FDIC G 0.500 11/09/11 75,000,000 75,000,000 588 0.73%
'38141ELE7 GOLDMAN SACHS GROUP INC MTN 0.388 06/28/10 131,475,000 131,333,426 89 1.28%
'40429JAG2 HSBC FIN CORP 0.500 05/10/10 61,935,000 61,886,546 40 0.60%
'40429CCQ3 HSBC FIN CORP 4.750 04/15/10 15,415,000 15,412,620 15 0.15%40429CCQ3 HSBC FIN CORP 4.750 04/15/10 15,415,000 15,412,620 15 0.15%
'4497W1D11 ING (US) FUNDING LLC 0.180 04/01/10 50,000,000 50,000,000 1 0.49%
'4497W1D60 ING (US) FUNDING LLC 0.180 04/06/10 15,000,000 14,999,625 6 0.15%
'4497W1FW1 ING (US) FUNDING LLC 0.220 06/30/10 50,000,000 49,972,500 91 0.49%
'4497W1DD5 ING (US) FUNDING LLC 0.190 04/13/10 50,000,000 49,996,833 13 0.49%
'4497W1D94 ING (US) FUNDING LLC 0.190 04/09/10 50,000,000 49,997,889 9 0.49%
'4497W1FW1 ING (US) FUNDING LLC 0.230 06/30/10 50,000,000 49,971,250 91 0.49%
'459056HQ3 INTL BK FOR RECON + DEV 1.400 04/14/11 150,000,000 149,961,004 379 1.46%
'45905UGK4 INTL BK RECON + DEVELOP 2.100 06/15/12 50,000,000 49,993,836 807 0.49%
'47816GH93 JOHNSON & JOHNSON 0 240 08/09/10 100 000 000 99 913 333 131 0 97%'47816GH93 JOHNSON & JOHNSON 0.240 08/09/10 100,000,000 99,913,333 131 0.97%
'46625HDC1 JP MORGAN CHASE + CO 0.421 01/17/11 53,149,000 52,839,573 292 0.52%
'46623EHH5 JP MORGAN CHASE + CO 0.301 06/22/10 71,000,000 70,998,976 83 0.69%
'46623EJA8 JPMORGAN CHASE + CO 0.902 02/26/13 25,000,000 25,000,000 1,063 0.24%
'481247AH7 JPMORGAN CHASE + CO FDIC 0.332 02/23/11 12,000,000 12,000,000 329 0.12%
'481247AB0 JPMORGAN CHASE+CO FDIC GTD TLG 0.752 12/02/10 100,000,000 100,000,000 246 0.97%
'50000BD98 KOCH RESOURCES  LLC 0.170 04/09/10 30,000,000 29,998,867 9 0.29%
'50000BD72 KOCH RESOURCES  LLC 0.190 04/07/10 35,000,000 34,998,892 7 0.34%
'50000BD98 KOCH RESOURCES  LLC 0.190 04/09/10 50,000,000 49,997,889 9 0.49%50000BD98 KOCH RESOURCES  LLC 0.190 04/09/10 50,000,000 49,997,889 9 0.49%
'52517P2K6 LEHMAN BROTHERS HLDGS INC 5.645 05/25/10 171,115,000 167,709,993 55 1.67%
'981MSA904 LEHMAN RECEIVABLE 0.000 20,187,000 19,873,864 0.20%
'58934BDN1 MERCK & CO. INC 0.140 04/22/10 50,000,000 49,995,917 22 0.49%
'59217ECA0 MET LIFE GLOB FUNDING I 0.858 09/17/10 225,000,000 225,000,000 170 2.19%
'59157UFW5 METLIFE SHORT TERM FDG 0.250 06/30/10 25,000,000 24,984,375 91 0.24%
'61747YBM6 MORGAN STANLEY 0.349 05/07/10 43,391,000 43,362,210 37 0.42%
'61746BDD5 MORGAN STANLEY 2.350 05/14/10 10,000,000 9,993,984 44 0.10%
'61757UAL4 MORGAN STANLEY FDIC GTD TLGP 0.530 02/10/12 52,250,000 52,436,176 681 0.51%
'61757UAA8 MORGAN STANLEY FDIC GTD TLGP 2.900 12/01/10 100,000,000 99,979,918 245 0.97%
'61757UAC4 MORGAN STANLEY FDIC GTD TLGP 1.102 12/01/11 27,000,000 27,000,000 610 0.26%
'617446YT0 MORGAN STANLEY GROUP INC 0.501 01/18/11 21,300,000 20,897,043 293 0.21%
'64105HDE9 NESTLE CAP CORP 0.150 04/14/10 50,000,000 49,997,292 14 0.49%
'64105HFW7 NESTLE CAP CORP 0.160 06/30/10 15,000,000 14,994,000 91 0.15%
'64105HDF6 NESTLE CAP CORP 0.150 04/15/10 50,000,000 49,997,083 15 0.49%
'64105HD66 NESTLE CAP CORP 0.110 04/06/10 50,000,000 49,999,236 6 0.49%
'64105SFW3 NESTLE FIN FRANCE S. 0.160 06/30/10 35,000,000 34,986,000 91 0.34%
'64952WAU7 NEW YORK LIFE GLOBAL FDG 0 349 01/13/12 50 000 000 50 000 000 653 0 49%'64952WAU7 NEW YORK LIFE GLOBAL FDG 0.349 01/13/12 50,000,000 50,000,000 653 0.49%
'717081DC4 PFIZER INC 2.207 03/15/11 50,000,000 50,000,000 349 0.49%
'7426M5FW9 PRIVATE EXP. FUNDING 0.170 06/30/10 25,000,000 24,989,375 91 0.24%
'7426M5D19 PRIVATE EXP. FUNDING 0.150 04/01/10 25,000,000 25,000,000 1 0.24%
'74273MD86 PROCTER + GAMBLE INTL FDG 0.150 04/08/10 50,000,000 49,998,542 8 0.49%
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'74433HD19 PRUDENTIAL FNDG LLC 0.150 04/01/10 35,000,000 35,000,000 1 0.34%
'74433HD19 PRUDENTIAL FNDG LLC 0.180 04/01/10 75,000,000 75,000,000 1 0.73%
'74977RCB8 RABOBANK NEDERLAND 0.389 01/22/13 100,000,000 100,000,000 1,028 0.97%
'74977LD53 RABOBANK USA FINL CO 0.160 04/05/10 50,000,000 49,999,111 5 0.49%
'74977LD12 RABOBANK USA FINL CO 0.150 04/01/10 50,000,000 50,000,000 1 0.49%
'77119MD61 ROCHE HOLDING INC 0.160 04/06/10 44,000,000 43,999,022 6 0.43%
'83365SD18 SOCIETE GEN NO AMER 0.175 04/01/10 50,000,000 50,000,000 1 0.49%
'83365SD91 SOCIETE GEN NO AMER 0.175 04/09/10 23,000,000 22,999,106 9 0.22%
'83365SD75 SOCIETE GEN NO AMER 0 175 04/07/10 50 000 000 49 998 542 7 0 49%'83365SD75 SOCIETE GEN NO AMER 0.175 04/07/10 50,000,000 49,998,542 7 0.49%
'83365SFW8 SOCIETE GEN NO AMER 0.240 06/30/10 50,000,000 49,970,000 91 0.49%
'83365SD83 SOCIETE GEN NO AMER 0.180 04/08/10 50,000,000 49,998,250 8 0.49%
'86099L948 STERLING SAVINGS BANK 0.200 06/09/10 4,300,000 4,300,000 70 0.04%
'86561BED3 SUMITOMO CORP. AMER. 0.330 05/13/10 9,000,000 8,996,535 43 0.09%
'8672EPAC1 SUNCORP METWAY LTD 0.633 12/17/10 50,000,000 50,000,000 261 0.49%
'89233P2J4 TOYOTA MTR CR CORP MTN BK ENT 0.350 08/17/10 45,000,000 44,908,227 139 0.44%
'90333WAA6 U S BK NATL ASSN MINNEAPOLIS 6.375 08/01/11 13,800,000 14,189,844 488 0.13%
'90261XFC1 UBS AG STAMFORD 1.169 05/05/10 21,650,000 21,591,203 35 0.21%90261XFC1 UBS AG STAMFORD 1.169 05/05/10 21,650,000 21,591,203 35 0.21%
'90261XFT4 UBS AG STAMFORD CT 1.750 09/06/11 200,000,000 200,000,000 524 1.95%
'90261XFR8 UBS AG STAMFORD CT 3.455 07/29/11 100,000,000 100,000,000 485 0.97%
'69199J005 UMPQUA BANK 0.210 04/14/10 15,000,000 15,000,000 14 0.15%
'69199J005 UMPQUA BANK 0.190 05/12/10 15,000,000 15,000,000 42 0.15%
'69199J005 UMPQUA BANK 0.200 06/09/10 15,000,000 15,000,000 70 0.15%
'90477ED68 UNILEVER CAPITAL CRP 0.150 04/06/10 50,000,000 49,998,958 6 0.49%
'912828JC5 UNITED STATES TREAS NTS 2.875 06/30/10 100,000,000 100,180,031 91 0.97%
'92976FBW2 WACHOVIA BANK NA 5.000 09/28/11 35,000,000 36,179,546 546 0.34%
'929903CG5 WACHOVIA CORP NEW 0 381 10/15/11 92 608 000 90 492 825 563 0 90%'929903CG5 WACHOVIA CORP NEW 0.381 10/15/11 92,608,000 90,492,825 563 0.90%
'929903DF6 WACHOVIA CORP NEW 0.379 04/23/12 87,265,000 84,976,325 754 0.85%
'929903BH4 WACHOVIA CORP NEW 0.377 03/15/11 10,000,000 9,814,564 349 0.10%
'949746NB3 WELLS FARGO + CO 4.875 01/12/11 2,100,000 2,133,237 287 0.02%
'949744AB2 WELLS FARGO + CO FDIC GTD TLGP 1.104 12/09/11 50,000,000 50,000,000 618 0.49%
'949746NC1 WELLS FARGO + CO NEW 0.351 01/12/11 25,000,000 24,492,118 287 0.24%
'94974BAZ3 WELLS FARGO + CO NEW MED TRM 3.980 10/29/10 16,200,000 16,162,605 212 0.16%
'94974BEJ5 WELLS FARGO CO 0.286 06/18/10 27,700,000 27,537,099 79 0.27%

10,262,675,000 10,269,849,566 200 100.00%
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Maturity Distribution           Par ValuePercent of ParObjectiveIn Compliance
Portfolio to Mature Within 93 Days:

A. 1 to 30 Days 30.254 3,098,776,000.00%
B.  31 to 60 Days 16.379 1,677,646,000.00%
C. 61 to 93 Days 21.225 2,173,958,000.00%

67.858 6,950,380,000.00Subtotal - Portfolio to Mature Within 93 Days: %Yes > 50%

Portfolio to Mature Between 94 and 366 Days:

D. 94 to 136 Days 2.887 295,700,000.00%
E. 137 to 182 Days 2.393 245,095,000.00%
F. 183 to 273 days 2.548 260,950,000.00%
G. 274 to 366 Days 4.725 483,912,000.00%

12.552 1,285,657,000.00Subtotal - Portfolio to Mature Between 94 and 366 Days: %

Portfolio to Mature Beyond One Year:

H. 367 to 550 Days 5.175 530,049,000.00%
I. 551 to 730 Days 2.464 252,425,000.00%
J. 731 to 912 Days 7.805 799,442,000.00%
K. 913 to 1096 Days 4.145 424,535,000.00%

19.589 2,006,451,000.00Subtotal - Portfolio to Mature Beyond One Year: %Yes < 25%

100.000 10,242,488,000.00%Total

199.74Weighted Average Maturity: (Days)

Called Securities
FNMA  31398AVW9,  par value  $55,600,000.00  called on  4/1/2010,  original maturity on  4/1/2011
IBRD  459056HQ3,  par value  $150,000,000.00  called on  4/14/2010,  original maturity on  4/14/2011

Maturities > 3 years (1097+ days) All securities held mature within 1,096 days

     Diversification of Portfolio
US Treasury and Agency Securities 41.137 4,213,446,000.00Any % %

FDIC Guaranteed Corporates Yes 8.994 921,250,000.00<50% %

Corporate Indebtedness
Corporate Notes 29.887 3,061,122,000.00%

Commercial Paper 19.200 1,966,595,000.00%

49.087 5,027,717,000.00Total Corporate Indebtedness Yes < 50% %

TCD Yes 0.489 50,075,000.00<20% %

FDIC/NOW Deposits 0.293 30,000,000.00%

100.000 10,242,488,000.00%

Agency Securities, Largest Holdings by a single Issuer 14.63Yes < 33% %

Corporate Indebtedness, Largest Holdings by a single Issuer
(excludes TLGP corporate issues)

3.14Yes <   5% %

Corporate exposure including Ltr of Credit (excludes TLGP
corporate issues)

3.14Yes <  10% %

Office of the State Treasurer
Investment Accounting System

350 Winter Street NE Suite 100
Salem, Oregon  97301-3896

(503) 378-4633
OSTF Daily Compliance

March 31, 2010
Short-term Portfolio Guidelines
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3.05
2.90

Standard & Poor's Weighted Average Credit Quality
Moody's Weighted Average Credit Quality

Credit Quality
AA
Aa2

Yes
Yes

< 3.5
< 3.5

Today's Trades Meet Compliance Quality Rules : Yes

Commercial Paper Yes At least 2 of 3, minimum A-1 (S & P), P-1 (Moody's), F1 (Fitch)

Corporate Bonds/Notes/Bank Notes downgraded after purchase :
Amount Issuer Name S&P Moody's FitchMaturityCUSIP

MORGAN STANLEY                A A25/7/201061747YBM643,391,000.00 A
HSBC FIN CORP                 A A35/10/201040429JAG261,935,000.00 NA
AMERICAN HONDA FIN CORP MTN   A+ A15/11/201002666QZQ938,000,000.00 NA
MORGAN STANLEY                A A25/14/201061746BDD510,000,000.00 A
LEHMAN BROTHERS HLDGS INC     NR WR5/25/201052517P2K6171,115,000.00 NR
GOLDMAN SACHS GROUP INC MTN   A A16/28/201038141ELE7131,475,000.00 A+
CITIGROUP INC                 A A38/13/2010172967EG258,000,000.00 A+
BANK OF AMERICA CORP          A A28/13/2010060505DG625,000,000.00 A+
MORGAN STANLEY GROUP INC      A A21/18/2011617446YT021,300,000.00 A

Other
Weighted Average Yield 0.9798 %

Lehman rates set to -0- percent for this calculation.

     Trade Commitments:
No open trades greater than 14 business days, trade to settle

Date Printed: 3/31/2010 3:37:31 PM170 Daily OSTF Compliance Distribution
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TAB 7 – OST INTERMEDIATE TERM BOND FUND 

 



Oregon Intermediate Term Pool 

Purpose 

To obtain approval from the OIC to implement and operate a fixed income investment pool 
named the “Oregon Intermediate Term Pool” (OITP) under policies and guidelines provided 
herein.  Further, this presentation seeks to obtain the OIC’s adoption of the OITP Policies and 
Guidelines. 

Background and Objective 

Certain state agencies and state sponsored entities have monies available to invest on a longer 
term basis than the Oregon Short-Term Fund (OSTF) allows.  Currently, the investment options 
available to most state entities are restricted by Oregon Revised Statutes (ORS) and governed by 
the OIC.  Except in specific and limited circumstances provided by ORS, the only investment 
vehicle available for state agencies and sponsored entities is the Oregon Short Term Fund. 

The Oregon Intermediate Term Pool (OITP) will provide certain state-owned and sponsored 
entities the opportunity to place funds, not needed for short-term cash needs, in a vehicle that is 
able to accept greater market risk, within certain parameters, in order to achieve improved 
investment returns. 

OITP has been an ongoing objective for OST, and has been influenced by the current economic 
conditions, interest from state agencies, and OST’s capability of providing additional 
opportunities for agencies to invest funds.  The OST has been approached a number of times 
over the years, by state entities with larger “investable” balances in the OSTF or with discretely 
managed funds, with requests to establish a longer duration co-mingled fund.  The issue has 
become more pressing recently with the changes at the Oregon University System (OUS) and 
their efforts to consolidate finances.  OUS’ resulting consolidation of balances creates a 
significant corpus with which to launch a longer term investment vehicle that fits with their 
investment needs.  In staff’s opinion, other potential investors in the pool will be the Oregon 
Department of Transportation (ODOT) and the Department of Consumer and Business Services 
(DCBS) as well as several other agency separate accounts managed by investment staff.  It is 
anticipated that combining these accounts will create improved economies of scale from both an 
administrative and portfolio management perspective. 

This presentation includes Policies and Guidelines that will govern the OITP.  In addition, the 
OITP Prospectus, which will be presented to state agency investors, is included to further the 
OIC’s understanding of OITP’s purpose and operating constraints as well as provide insight into 
the manner in which OITP will be presented. 

 

 



Implementation 

Staff expects to have the necessary administrative needs completed for OITP to become 
operational on July 1, 2010.  Process mapping, responsibility assignment, and compliance and 
control procedures have been established.  In addition, the OITP Policies and Guidelines, 
Prospectus, and administrative processes have been reviewed by internal audit staff.  Pending 
OIC approval of OITP’s implementation, OST Investment Accounting staff and Fixed Income 
Investment Staff will begin testing administrative and compliance procedures in May and June.  
Fixed Income Staff will also reach out to eligible state agencies to inform them of OITP.  

 Recommendation 

Staff recommends that the OIC approve the implementation and operation of the Oregon 
Intermediate Term Pool and approve the OITP Policies and Procedures. 
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OFFICE OF THE STATE TREASURER Investment Manual 
Policies and Procedures  Activity Reference: 4.03.04 
 
 
FUNCTION: Intermediate Term Pool Investments 
ACTIVITY: Portfolio Rules 
 
SCOPE: The Oregon Investment Council (OIC) has, with advice from the 

Treasurer and Oregon State Treasury (OST) investment staff, adopted a 
policy and specific rules for investing the Oregon Intermediate Term 
Pool (“OITP” or “Pool”).  The policy and rules are included as sample 
form A. 

 
POLICY: The OITP is expected to provide a total return consistent with an 

investment grade quality short duration diversified fixed income 
portfolio.  Based upon historical market performance, it is anticipated 
that returns over extended periods will be greater in the OITP than in 
shorter maturity alternatives such as the OSTF portfolio. 

 
 This OITP is not structured to provide 100% net asset value on each 

participant’s initial investment at all times. Therefore an investor in 
OITP may lose money due to changes in market conditions.  For 
consistency with the portfolio’s total return objective, the value of each 
participant’s investment will be determined on a proportional basis to 
the net value of the entire portfolio. 

 
OBJECTIVE: The investment objective of the OITP is to maximize total return within 

the desired risk parameters and fixed income investments prescribed in 
the portfolio guidelines.  Investment management emphasis is placed on 
maximizing investment value and coupon income.   

 
AUTHORITY: Subject to the terms and conditions of this policy and under the authority 

of ORS Chapter 293, the designated Oregon State Treasury (OST) Fixed 
Income Investment Officer(s) shall have the full discretionary power to 
direct the investment, exchange, liquidation, and reinvestment of assets 
in the OITP.  The OIC and Oregon State Treasury expects that OST 
investment staff will recommend changes to these guidelines at any time 
that they are viewed to be at variance with the investment objectives or 
market and economic conditions. 

 
 
COMPLIANCE APPLICATION AND PROCEDURES: 
 
 

1) Compliance Oversight Committee: The Compliance oversight Committee is 
responsible for monitoring the OITP portfolio’s compliance with its Guidelines and 
working with Fixed Income Investment Staff to ensure that non-compliance is 
corrected.  The oversight committee for the OITP consists of the persons occupying the 
following positions: 

1. OST Chief Investment Officer 
2. Deputy State Treasurer 
3. OST Assistant Controller. 
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2) Guideline Compliance Oversight:  The OITP Oversight Committee and designated 
OST Fixed Income Investment Staff shall receive a Daily Compliance Report produced 
by the Investment Accounting Division.  This report should summarize OITP holdings 
in sufficient detail to monitor compliance with all guidelines. The Daily Compliance 
Report should also summarize each Portfolio Guideline as an "Objective," and compare 
the actual current portfolio to the objectives. 
  

3) Correction of Non-Compliance.  If the OITP is found to be out of compliance with 
one or more adopted portfolio guidelines or is being managed inconsistently with the 
portfolio’s policy, Fixed Income Investment Staff shall bring the portfolio into 
compliance as soon as is prudently feasible.  Actions to bring the portfolio back into 
compliance; and justification for actions taken to bring the portfolio into compliance 
shall be documented by Fixed Income Investment Staff. 
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Portfolio Rules 
For The 

Oregon Intermediate Term Pool 
 
 
I. Scope 
 

These rules apply to the investment of cash from all eligible and approved 
participants of the Oregon Intermediate Term Pool (“OITP”).   These rules are 
established under the authority of, and shall not supersede the requirements 
established under, ORS Chapter 293. 

 
II. Investment Objective 

 
A. The investment objective of the OITP is to maximize total return within risk 

parameters and fixed income investments prescribed in the portfolio guidelines.  
Investment management emphasis is placed on maximizing investment value and 
coupon income. 

 
III. Standards of Care 

 
A. Prudence:  The standard of prudence to be used by investment staff shall be the 

“prudent investor” standard and shall be applied in the context of managing the 
OITP as a whole.  Pursuant to ORS Chapter 293.726:  

(1) The investment funds shall be invested and the investments of those funds 
managed as a prudent investor would do, under the circumstances then 
prevailing and in light of the purposes, terms, distribution requirements 
and laws governing the Pool. 

(2) The standard stated in subsection (1) of this section requires the exercise 
of reasonable care, skill and caution, and is to be applied to investments 
not in isolation but in the context of the investment Pool’s investment 
portfolio and as a part of an overall investment strategy, which should 
incorporate risk and return objectives reasonably suitable to the 
investment Pool. 

 
B. Ethics and Conflicts of Interest:  Staff involved in the investment process shall 

refrain from personal business activity that could conflict with the proper 
execution and management of the investment program, or that could impair their 
ability to make impartial decisions. Fixed Income Investment Staff shall, at all 
times, comply with the State of Oregon Government Standards and Practices code 
of ethics set forth in ORS 244, as well as all policies of the OST. 
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C. Delegation of Authority:  Fixed Income Investment Staff shall act in accordance 
with established written procedures and internal controls for the operation of the 
investment program consistent with these Portfolio Rules. No person may engage 
in an investment transaction except as provided under the terms of these Portfolio 
Rules and the procedures established by OST staff.  Senior Fixed Income 
Investment Officers are jointly responsible for all transactions undertaken, and 
shall establish a reasonable system of controls to regulate the activities of 
subordinate employees. 

 
IV. Safekeeping and Custody 

 
A. Authorized Financial Dealers and Institutions:  All financial institutions and 

broker/dealers who desire to become qualified for investment transactions must 
supply, as appropriate: 

 
(1)   Audited financial statements  

 
(2) Licensing Representation form provided by OST  

 
(3) Understanding and acknowledgement of OITP Portfolio Rules located on 

the Oregon State Treasury’s website. 
 

B. Internal Controls:  Fixed Income Investment Officer(s) and designated Fixed 
Income Investment staff should jointly collaborate to establish and maintain an 
adequate internal control structure designed to reasonably protect the assets of the 
OITP from loss, theft or misuse. 

 
C. Delivery vs. Payment:  All trades where applicable will be executed by delivery 

vs. payment (DVP) to ensure that securities are deposited in an eligible financial 
institution prior to the release of funds. 

 
D. Safekeeping:  Securities will be held by a third-party custodian as evidenced by 

safekeeping receipts. 
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V. Investment Guidelines 
 

1. Eligible Investments: Investments shall be limited to the following: 
(1) Oregon Short Term Fund; 
(2) Obligations issued or guaranteed by the United States (US) Treasury or by 

US federal agencies and instrumentalities, including inflation-indexed 
obligations; 

(3) Non-US Government Securities and their Instrumentalities; 
i. Non-US government securities and Instrumentalities must have 

minimum long-term ratings of AA-, Aa3 or better at the time of 
purchase and must be rated by at least two Nationally Recognized 
Statistical Rating Organizations (NRSRO). 

(4) Certificates of deposit;  
(5) Bankers acceptances that are eligible for discount at a US Federal Reserve 

Bank; 
(6) Corporate debt obligations (e.g., commercial paper, term debt, etc.); 
(7) Taxable debt securities issued by US states or local governments and their 

agencies, authorities and other US state government-sponsored enterprises; 
(8) Repurchase Agreements; 

i. Maximum maturity will be 180 days.  
ii. Counterparties must have a minimum Standard & Poor’s or Moody’s 

Investor Services credit rating of “AA” or “Aa2” for one year or 
longer maturities or “A-1” or “P-1” for less than one year maturities. 

iii. Repurchase Agreements must equal no more than 5% of liabilities of 
the counterparty. 

iv. No more than 10% of OITP assets shall be placed with the same 
counterparty for repurchases. 

v. Counterparty must be either a Primary Dealer as recognized by the 
Federal Reserve Bank or the Oregon State Treasury’s custodial agent 
as non-primary dealer counterparty. 

vi. The counterparty must have a signed repurchase agreement.  
vii. Collateral must be delivered to the Oregon State Treasury 's account 

at its custodian or to an account established for the Oregon State 
Treasury pursuant to the terms of the specific Repurchase Agreement 
in the name of the Oregon State Treasury. 

viii. Collateral for repurchase agreements may be U.S. Treasury or U.S. 
Agency Senior Unsubordinated securities only. 

ix. The market value of the delivered collateral must be maintained at 
not less than 102% of the cash invested. 
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(9) Reverse Repurchase Agreements 
i. Maximum maturity will be 180 days. 

ii. Counterparties must have a minimum Standard & Poor’s or Moody’s 
Investor Services credit rating at least equivalent to “AA” or “Aa2” 
for one year or longer maturities or “A-1” or “P-1” for less than one 
year maturities. 

iii. Reverse Repurchase Agreements must equal no more than 5% of 
liabilities of the counterparty. 

iv. No more than 10% of OITP assets shall be placed with the same 
counterparty for reverse repurchase agreements. 

v. Counterparty must be a Primary Dealer as recognized by the Federal 
Reserve Bank. 

vi. The counterparty must have a signed reverse repurchase agreement. 
vii. Acceptable reinvestment vehicles include securities that may 

otherwise be purchased outright. 
viii. Securities will be reversed on a fully collateralized basis. 

ix. Reverse repurchase investments for interest rate arbitrage shall only 
be done on a matched book basis. 
 

2. Denomination: All securities will be denominated in US$ only. 
 

3. Form: All securities will be non-convertible to equity. 
 

4. Benchmark: The benchmark for the portfolio is the The BofA Merrill Lynch 1-5 
Year AAA-A US Corporate & Government Index    
 

5. Risk Parameters:  
(1) Credit Risk: 

i. Investment Rating: 
1. Unless noted otherwise, securities must be rated investment 

grade or higher by a nationally recognized statistical rating 
organization (NRSRO), i.e., Moody's Investor Services; 
Standard and Poor's Inc. or Fitch, at the time of purchase.  If 
a security is rated by more than one NRSRO, the lowest 
rating is used to determine eligibility. 

(2) Diversification: 
i. Assets in the account shall be sufficiently diversified by type and 

maturity to allow for anticipated withdrawals; 
ii. No more than 3% of the par value of portfolio shall be invested in 

one security. This restriction does not apply to obligations issued or 
guaranteed by the United States (US) Treasury or by US federal 
agencies and instrumentalities; 

iii. No more than 5% of the par value of portfolio shall be invested in 
the securities of one issuer.  This restriction does not apply to 
obligations issued or guaranteed by the United States (US) Treasury 
or by US federal agencies and instrumentalities; 
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iv. No more than 25% of the portfolio shall be invested in the securities 
of one sector as defined by the Bloomberg Industry Sector 
Classification. This restriction does not apply to obligations issued or 
guaranteed by the United States (US) Treasury or by US federal 
agencies and instrumentalities. 
 

(3) Interest-rate Risk:  
i. The portfolio modified duration shall not exceed 3.0 years. 

ii. The maximum maturity on any allowed investment is constrained as 
follows: 

1. The maximum stated maturity should not be greater than 
10.25 years from the date of settlement. 
 

(4) Liquidity: 
i. To insure the flexibility necessary to take defensive action when 

appropriate, positions should be in issues with sufficient float to 
facilitate, under most market conditions, prompt sale without severe 
market effect. 

 
VI. Securities Lending for Reinvestment of Cash Collateral 
 

A. Acceptable reinvestment vehicles include securities that may otherwise be 
purchased outright in accordance with the Portfolio Rules for the Oregon 
Intermediate Term Pool (OITP).  Within the securities lending program only, cash 
collateral may also be reinvested in: 

 
(1) Maximum of 15% in asset backed securities rated AAA/Aaa, limited to 

auto loan and credit card issues with an average life of three years or less.  
(2) Maximum of 25% in A, or higher, rated corporate floating rate notes with 

a maximum final maturity of three years, and fixed rate corporate notes 
with a maximum final maturity of two years; up to 65% maximum in 
corporate indebtedness including commercial paper. 

(3) Repurchase agreements collateralized by U.S. Treasury or U.S. 
Government Agency securities with a maximum original maturity of 30 
years.   No more than 25% of assets shall be placed with the same 
counterparty.  

(4) All Repurchase Agreements (under the Special Indemnification by State 
Street clause1) must be fully collateralized by collateral, determined by 
State Street in its discretion, limited to the following: U.S. Treasuries, U.S. 
Treasury STRIPS, Federal Agency Obligations, Corporate securities rated 
A- or higher, Asset-Backed Securities rated A- or higher, Agency MBS 
pass throughs rated AAA, Commercial Paper rated A-1/P-1 or higher, or 
any combination thereof.1 For purposes of calculating average credit 
quality, current ratings of the indemnifier, State Street Corp, will be used. 
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(5) The target weighted average credit quality shall be < 3.8 by Standard & 
Poor’s or Moody’s Investors Services. 

 
B. Net capital of lending counterparty must be over $100 million. 

 
C. Securities will only be loaned on a fully collateralized basis. 

 
D. Lending counterparty must be a Primary Dealer as recognized by the Federal 

Reserve Bank, and have a signed master securities lending agreement.   
 

E.   The market value of the delivered collateral must be maintained at not less than 
102% of the market value of the securities loaned. 

 
F. Reverse Repurchase Agreements are prohibited within the securities lending 

program. 
 

G. 25% of the reinvestment portfolio must mature within 93 days; up to 50% of the 
portfolio may mature in over one year. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 Special Indemnification of Client By State Street:  Notwithstanding any provision herein to the 
contrary, if the value of the Liquidation Proceeds under Reverse Transactions (entered into between 
State Street (as agent for the Client) and a counterparty in respect of whom an event of default has 
occurred under the agreement governing such Reverse Transactions) is less than the cash to be 
delivered by that counterparty under such Reverse Transactions on the date of close-out of the same, 
State Street shall indemnify the Client for any such difference.  The term “Liquidation Proceeds” 
means the market value of the securities used to collateralize the Reverse Transaction(s) on the date 
that State Street takes action with respect to such securities under the applicable agreement.  The 
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term “Reverse Transactions” means each transaction entered into between the Client and a 
counterparty (through the agency of State Street) under the terms of an agreement pursuant to 
which the counterparty initially transfers securities to the Client and the Client transfers cash to the 
counterparty.  All of such Reverse Transactions will be entered into in connection with the 
investment of cash Collateral received from Borrowers in connection with Loans hereunder." 



Oregon Intermediate Term Pool Prospectus 
 
Purpose 
 
The Oregon Intermediate Term Pool (OITP) provides Oregon state‐owned and sponsored entities with a 
vehicle to invest dollars not needed to cover short‐term needs and able to withstand greater price 
volatility to achieve returns often associated with longer‐term investments. 
 
 
Description 
 
The Oregon Intermediate Term Pool will be managed to maintain a short duration through a diversified 
portfolio of high quality fixed income investments. The OITP’s management objective is to maximize 
total return, which includes investment value and coupon income within the desired risk parameters 
and fixed income investments prescribed in the portfolio guidelines.  Based upon historical market 
performance, it is anticipated that returns over extended periods will be greater in the OITP than in 
shorter maturity alternatives such as the Oregon Short Term Fund. 
 
The investment guidelines require that funds be invested in investment grade quality securities and in a 
manner that provides a superior level of total return at a reasonable level of risk measured over a long 
period.  The investment staff will achieve the investment objectives through active management of the 
portfolio with the objective to meet or exceed the BofA Merrill Lynch 1‐5 Year AAA‐A US Corporate & 
Government Index. 
 
This pool is not structured to provide 100% net asset value on each participant’s initial investment at all 
times.  Due to interest rate changes and market movements, it is possible to lose money by investing in 
the OITP.  For consistency with the portfolio’s total return objective, the value of each participant’s 
investment will be determined on a proportional basis to the net market value of the entire portfolio.   
Shares of the OITP represent a divisible interest in the underlying securities and are not federally insured 
or guaranteed by the U.S. Government, Federal Deposit Insurance Corporation, any federal agency or 
the State of Oregon. The OITP has not been approved by the Securities and Exchange Commission. 
 
Principal investment strategies: 
Eligible investments are detailed in the OITP guidelines, but in general, the OITP may invest, subject to 
diversification requirements, in several types of investment grade rated debt market instruments 
denominated in U.S. dollars. These may include: 
 

• Obligations of U.S. and non‐U.S. private issuers;  
• Obligations of the U.S. government and its agencies and instrumentalities; 
• Obligations issued or guaranteed by non‐US governments and instrumentalities; 
• Taxable debt securities issued by US states or local governments and their agencies, authorities 

and other US state government‐sponsored enterprises; 
• Repurchase agreements and Reverse repurchase agreements. 

 
 
 
 



Credit quality:  
The OITP invests in securities that, at the time of purchase, are investment grade rated by nationally 
recognized rating agencies, such as Moody’s or Standard & Poor’s.  
 
 
Interest Rate Sensitivity: 
The overall portfolio must maintain an average modified duration* of 3.0 years or less.  Limitations on 
individual investment terms to maturity vary by security type, but in general, securities have a maximum 
term of 10.25 years.  
 

* Modified duration is the time weighted value of future cash flows on a portfolio of investments and reflects the expected 
percentage change in price of the portfolio for every one hundred basis point (one percentage point) change in interest rates. For 
example, the price of a portfolio with an average modified duration of 3 years would be expected to increase by 3% for every 1% 
reduction in interest rates. 

 
Diversification: 
Except for US Treasury and US Agency securities, no more than 5% may be invested in the securities of 
any one issuer.  Further exposure limits by sector, and industry are detailed in the OITP guidelines.  
 
 
Management Authority 
 
Subject to the terms and conditions of the OITP guidelines, the Fixed Income Investment Staff of the 
Oregon State Treasury (OST) shall have the full discretionary power to direct the investment, exchange, 
liquidation, and reinvestment of assets in the OITP.  
 
 
Participant Investments 
 
The OITP is a voluntary investment vehicle for participants. Participation in the OITP is open to all State 
Agencies with funds that are allowed to be invested.  An agency can request to join the OITP by 
submitting a completed application which will require evidence of the applicant’s statutory authority to 
invest in the OITP. This application must be approved by the agency's director before submission to OST. 
 
Since the OITP is by nature invested with a relatively longer average maturity than a short‐term portfolio 
and since proportionate ownership in the OITP is based on market value, participants can expect the 
value of their investment in the OITP to fluctuate over time. Participating agencies should therefore only 
invest monies that they consider longer‐term in nature (such as 3.5 years or longer). 
 
Each application should identify the contact person(s) authorized to request transactions. It is the 
Participant’s responsibility to notify the OST Fixed Income Investment Staff of changes to the list of 
authorized persons.  Changes will only be accepted if the request is signed by agency's director.  OST 
Fixed Income Investment Staff will not knowingly process any request made by a person not listed as an 
authorized person.  It is the Participant’s responsibility to safeguard information required to request a 
transaction. The OST will not be responsible for transactions made using such confidential information. 
 
OITP will use the Oregon Short‐term Fund (OSTF) as its “cash account”.   Investments in OITP will be 
funded from the participant’s OSTF account.  It is the OITP participant’s responsibility to maintain 
sufficient funds in OSTF to avoid OSTF overdraft charges that may result from OITP transactions. 



 
OITP will require a 10 business day notification period prior to transferring participant funds from the 
Oregon Short‐term Fund. 
 
 
Withdrawal of Funds 
 
Because of the longer‐term nature and lower liquidity levels of the OITP relative to the Oregon Short 
Term Fund, a participant’s ability to redeem shares in OITP will be subject to restrictions.   

• OITP will offer month‐end liquidity only, i.e., participants will be able to sell shares on the first 
business day of each calendar month‐end.  The sale value per share will be calculated as of the 
end of the business day at month‐end.   

• The maximum number of shares allowed to be sold at month‐end may be limited based upon 
the size of OITP and may be subject to change.  Updated guidelines will be posted on the Oregon 
State Treasurer’s website. 

• Orders to sell OITP shares will be subject to a ten business day notification period whereas it will 
be the responsibility of the participant to notify OITP administrators of the amount and timing of 
sale transaction. 

 
Funds from sale transactions will be transferred to the OITP participant’s OSTF account 10 business days 
following the transaction date. 
 
Custodian and Book of Record 
 
State Street Corporation is the custodian for the OITP.  OST will use State Street as the book of record.   
 
Income Distribution Policy 
 
OITP does not distribute income or capital gains. The value of participant holdings is reflected in the net 
asset value (NAV) of shares outstanding.  Participants are able to access the value of their investment by 
redeeming shares at the NAV per share calculated at the time of redemption. 
 
Yields 
 
Yields are quoted as annualized returns. Yields may be impacted by the timing of deposits and 
withdrawals from accounts. 
 
Management/Administrative Fee 
 
The OITP takes its management charge from the capital and/or income generated by the Pool. The 
management fee is set by ORS 293.718 and may not exceed 0.435 basis points per month. The basis 
point charge will be calculated and netted against the monthly ending pool balance and will therefore 
be reflected in the net asset value of the pool.  
 
 
 
 
 



Transfers from the Oregon Short‐Term Fund (OSTF) ‐ Treatment of Unreserved Investment losses 
 
Some transfers from OSTF may be subject to charges. In order to provide for an equitable outcome for 
monies remaining in the OSTF, transfers from OSTF to OITP will be subject to “Investment Loss Reserve” 
charges determined by the amount transferred relative to unreserved OSTF investment losses.   This fee 
will be will be applied to the OSTF’s investment loss reserves.  Transfer amounts subject to a loss reserve 
charge will be limited to the participant’s OSTF balance on the date of OSTF investment loss occurrence.  
If or when the OSTF investment losses are recouped, proceeds greater than expected recoveries will be 
used to reimburse “Investment Loss Reserve” charges on a pro‐rata basis. 
 
 
What are the risks of investing in the OITP? 
 

• Interest rate risk ‐ The OITP holds fixed income investments and may be affected by changes in 
interest rates.  As interest rates rise, the value of fixed income investments tends to fall.  In 
contrast, if interest rates fall the value of these investments may rise. 
 

• Credit risk ‐ Credit risk is the risk that a government or company that issues a fixed income 
security cannot repay principal or pay interest when due which will result in a loss to the OITP. 
This risk tends to increase as an issuer’s credit rating declines.  The OITP invests in securities 
rated ‘investment grade’ at the time of purchase.  The rating on securities held by the OITP may 
fall below ‘investment grade’.  The OITP may continue to hold securities downgraded below 
‘investment grade’ at the discretion of the portfolio manager. 

 
• Income/Yield fluctuation ‐ The amount of income earned by the OITP will go up or down 

depending on day‐to‐day variations in market interest rates. Investing in high quality 
instruments may result in a lower yield (the income on your investment) than investing in lower 
quality or longer‐term instruments. When interest rates are very low, the OITP’s expenses could 
absorb all or a significant portion of the pool’s income  

 
• Portfolio selection – OST Fixed Income Staff judgment about the credit quality or value of, or 

market trends affecting, a particular security or about the market and interest rates generally 
may prove to be incorrect and cause the value of OITP to decline. 

 
• Prepayment Risk ‐ the potential for an issuer of a security to call or prepay principal prior to the 

stated maturity date. This generally occurs as interest rates fall and proceeds from the call are 
potentially reinvested at a lower rate and reduce the return generated by OITP investments. 

 
• Structured securities ‐ Structured securities contain embedded derivative components such as 

call options.  For example, securities with an embedded call option may be subject to early 
redemption, i.e., “be called”, by the issuer.  The embedded optionality in structured securities 
may cause these securities to perform differently than expected.  Debt securities issued by US 
Agencies often have call options. 

 
 
 
 



How will I be kept informed about my investment? 
 
Participant information such as account statements, confirmations are provided by the Investment 
Accounting Division of Oregon State Treasury.  OST’s Investment Accounting will also provide all 
information for fiscal year‐end financial reporting. 
 
The following will be posted on the Oregon State Treasury’s website and updated each month‐end: 

• OITP net asset value per share; 
• OITP Investment Performance; 
• A schedule of OITP investments; 
• OITP Guideline Compliance Reports.  

 
 
Where is the share price published? 
 
The share price (the Net Asset Value per share of OITP) is published on Oregon State Treasury’s website 
and may also be obtained by contacting the Investment Division within the Oregon State Treasury. 
 
 
OITP Contact Information: 
 
Account Administration: 
Oregon Intermediate Term Pool 
Office of the State Treasurer 
Investment Division 
350 Winter Street, NE, Suite 100 
Salem, OR 97301‐3896 
 
Phone: (503) 378‐4155 
Fax: (503) 378‐6772 
Email: OITP@ost.state.or.us 



 

 

 

 

TAB 8 – OIC ANNUAL POLICY UPDATES 

 

































































































































 

 

 

 

TAB 9 – LITIGATION UPDATE 

Executive session is being held pursuant to ORS 192.660(2)(h) 



 

 

 

 

TAB 10 – ASSET ALLOCATIONS & NAV UPDATES 

 



Asset Allocations at March 31, 2010
Variable Fund Total Fund

OPERF Policy Target $ Thousands Pre-Overlay Overlay Net Position Actual $ Thousands $ Thousands

Public Equity 41-51% 46% 21,515,648        41.3% 854,546                      22,370,194       42.9% 979,208                    23,349,402       
Private Equity 12-20% 16% 10,327,972        19.8% 10,327,972       19.8% 10,327,972       
Total Equity 57-67% 62% 31,843,620        61.1% 854,546                      32,698,166       62.7% 33,677,374       
Opportunity Portfolio 1,121,865          2.2% 1,121,865         2.2% 1,121,865         
Fixed Income 22-32% 27% 13,351,279        25.6% 24,232                        13,375,511       25.7% 13,375,511       

Real Estate 8-14% 11% 4,921,362          9.4% -                              4,921,362         9.4% 4,921,362         

Cash*   0-3% 0% 893,097              1.7% (878,778)                    14,319              0.0% 11,021                      25,340              

TOTAL OPERF 100% 52,131,223$      100.0% -$                            52,131,223$    100.0% 990,229$                  53,121,452$    

*Includes cash held in the policy implementation overlay program.

SAIF Policy Target $ Thousands Actual

Total Equity 7-13% 10.0% 423,501 10.5%

Fixed Income 87-93% 90.0% 3,481,654 86.0%

Cash 0-3% 0% 142,067 3.5%

TOTAL SAIF 100% $4,047,222 100.0%

CSF Policy Target $ Thousands Actual

Domestic Equities 25-35% 30% $346,416 34.1%
International Equities 25-35% 30% 342,944 33.8%
Private Equity 0-12% 10% 28,670 2.8%
Total Equity 65-75% 70% 718,030 70.7%

Fixed Income 25-35% 30% 287,996 28.4%

Cash 0-3% 0% 8,890 0.9%

TOTAL CSF $1,014,916 100.0%

HIED Policy Target $ Thousands Actual

Domestic Equities 25-35% 30% $19,089 30.1%
International Equities 25-35% 30% 21,024 33.2%
Private Equity 0-10% 10% 5,147 8.1%
Total Equity 65-75% 70% 45,260 71.4%

Fixed Income 25-35% 30% 17,793 28.1%

Cash 0-3% 0% 330 0.5%

TOTAL HIED $63,383 100.0%
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TAB 11 – CALENDAR – FUTURE AGENDA ITEMS 

 



2010 OIC Forward Agenda Topics 
  
 
May 26:  OPERF A/L Study 

OPERF Overlay Update 
Securities Lending Reinvestment Discussion 
OPERF 1st Quarter Performance Review 

 
July 28:  OPERF Real Estate Annual Review 
   Annual Audit Update 

Passive/Active Analysis & OPERF Equity Attribution 
 
September 29: CEM Annual Review 
   CSF Annual Review 
   General Consultant Review 
 
October 27:  OPERF Opportunity Portfolio Annual Plan 
 
December 1: OPERF 3rd Quarter Performance Review 
   HIED Annual Review  




