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AUDITOR GENERAL 

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING ANO ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS 
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

Executive Board 
Legislative Research Council 

and 

Investment Council 
State of South Dakota 

We have audited, in accordance with the auditing standards generally accepted in the United 
States of America and the standards applicable lo financial audits contained in Government 
Auditing Standards issued by the Comptroller General of the Untted States, the financial 
statemenls of the Cash Flow, School and Public Lands, Dakota Cement Trust, Cement Plant 
Retirement, Education Enhancement Trust, and Health Care Trust portfolios, which comprise 
the statement of net position as of June 30, 2013, and the related slatement of changes in net 
position for the year then ended, and the related notes to the financial statemenls, and have 
issued our report thereon dated September 27, 2013. 

Internal Conlrol Oyer Financial Reporting 

In planning and performing our audit of the financial statements, we considered lhe South 
Dakota Investment Council's internal control over financial reporting (Internal control) to 
delermine the aud~ procedures that are appropriale in the circumstances for the purpose of 
expressing our opinion on the financial slatements, bu1 not for the purpose of expressing an 
opinion on the effectiveness of the South Dakota Investment Council's internal control. 
Accordingly, we do not express an opinion on the effectiveness of the South Dakota Investment 
Council's internal control. 

A deficiency in internal control exists when the design or operaUon of a control does nol allow 
management or employees, in the normal course of performing their assigned funclions, to 
prevent, or detect and correct misstatements on a timely basis. A material weakness is a 
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable 
possibility that a material misstatement of the entity's financial statements will not be prevented, 
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control that is less severe than a material weakness, yet 
important enough to merit attention by those charged with governance. 



      

Our consideration of internal control was for the limited purpose described in the first paragraph 
of this section and was not designed to identify all deficiencies in internal control that might be 
material weaknesses or significant deficiencies. Given these limltations, during our audit we did 
not identify any deficiencies in internal control th al we consider to be material weaknesses. 
However, material weaknesses may exist that have not been identified. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the South Dakota Investment 
Counci l's financial statements are free from material misstatement, we performed tests of its 
compliance with certain provisions of laws, regulations, and contracts, noncompliance with 
which could have a direct and material effect on the determination of financial statement 
amounts. However, providing an opinion on compliance with those provisions was not an 
objective of our audit, and accordingly, we do not express such an opinion. The results of our 
tests disclosed no instances of noncompliance or other matters that are required to be reported 
under Govemment Auditing Standards. 

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of 
the entity's internal control or on compliance. This report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the entity's 
internal control and compliance. Accordingly, this communication Is not suitable for any other 
purpose. As required by South Dakota Codified Law 4-1 1-11 , this report is a matter of public 
record and its distribution is not limited. 

Martin L. Guindon, CPA 
Auditor General 

September 27, 2013 
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MARTIN L. GU/NOON. CPA 
AUDITOR GENERAL 

INDEPENDENT AUDITOR'S REPORT 

Executive Board 
Legislative Research Council 

and 

Investment Council 
State of South Dakota 

Report on the Rnancial statements 

We have audited the accompanying financial statements of the Cash Flow, School and Public 
Lands, Dakota Cement Trust, Cement Plant Retirement, Education Enhancement Trust. and 
Health Care Trust portfolios as of and for the fiscal year ended June 30, 2013, and related notes 
to the financial statements, as listed in the table of contents. 

Management's Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial 
statements in accordance with accounting principles generally accepted in the United States of 
America; this includes the design, implementation, and maintenance of internal control relevant 
to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor's Responsibililv 

Our responsibility is to express an opinion on these financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Govemment 
Auditing Standards, issued by the Comptroller General of the United States. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

An audit involves perfonning procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgment, including the assessment of the risks of material misstatement of the financial 
statements. whether due to fraud or error. In making those risk assessments, the auditor 
considers Internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate In the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's Internal control . Accordingly, we express no such opinion. An audit also includes 
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evaluating the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 

We believe that the audit evidence we have obtained Is sufficient and appropriate to provide a 
basis for our audit opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects. 
the financial position of the portfolios listed above as of June 30, 2013, and the changes In Its 
financial position for the year then ended in accordance with accounting principles generally 
accepted in the United States of America. 

Emphasis of Malter 

As explained in the following table and in Note 2 to the financial statements, the financial 
statements include investments whose carrying values have been estimated by management in 
the absence of readily determinable fair values. Management's estimates are based on 
information provided by the fund managers or the general partners: 

Portfolio 
School and Public Lands 
Dakota Cement Trust 
Cement Plant Retirement 
Education Enhancement Trust 
Health Care Trust 

Amount 
$ 39,738,618 
S 58,251 ,869 
S 18,318,991 
$ 86,240,454 
$ 23,034,558 

Percent of Financial Position 
18% 
22% 
34% 
20% 
19% 

The financial statements present only the above referenced investment portfolios managed by 
the South Dakota Investment Council and do not purport to , and do not, present fairly the 
financial position of the State of South Dakota as of June 30, 2013 and the changes in its 
financial position and Its cash flows, where applicable. for the fisca l year then ended in 
conformity with accounting principles generally accepted in the United States of America. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated 
September 27, 2013, on our consideration of the South Dakota Investment Council's internal 
control over financial reporting and our tests of Its compliance with certain provisions of laws, 
regulations, contracts, and other matters. The purpose of that report is lo describe the scope of 
our testing of internal control over financial reporting and compliance and the results of that 
testing, and not to provide an opinion on the internal control over financial reporting or on 
compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering Soulh Dakota Investment Council's lnlernal 
control over fi:ancial re".°rti"iind compliance. 

~~ 
Auditor General 

September 27, 2013 
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1. Reporting Entitv: 

SOUTH DAKOTA INVESTMENT COUNCIL 
INVESTMENT PORTFOLIOS 

NOTES TO THE FINANCIAL STATEMENTS 

The South Dakota Investment Council (SDIC) is a principal, functional sub-unit of state 

government. The SDIC is responsible for the investment of the state's monies in the state 
treasury. The sore provides investment management services on a prefunded cost 
recovery basis as authorized by South Dakota Codified Law (SDCL) 4-5-30. 

The statements represent the financial activity of the Cash Flow, School and Public Lands, 

Dakota Cement Trust, Cement Plant Retirement, Education Enhancement Trust, and 
Health Care Trust portfolios. The statements report investments by each portfolio. The 
Cash Flow portfolio represents the state's aggregate idle fund monies for all state funds, 

except certain funds for which separate portfolios have been established. The School and 
Public Lands portfolio represents assets held In permanent school funds. The Dakota 
Cement Trust portfolio represents proceeds from the sale of the South Dakota Cement 

Plant. The Cement Plant Retirement portfolio pays retirement benefits to former 
employees of the previously owned State Cement Plant. The Education Enhancement 
Trust portfolio represents assets held in trust from the master settlement agreement 
between the State of South Dakota and major United States tobacco product 
manufacturers. The Health Care Trust portfolio represents assets held in trust from 
federal reimbursement for Medicaid and Medicare costs associated with publicly owned 

and operated mning facilities. 

2. Summary of Significant Accoontjng Poljcies: 

a. Basis of Presentation: 

The accompanying financial statements of the investment activity of the SDIC are 
prepared in accordance with generally accepted accounting principles (GAAP) for 
governments as prescribed by the Governmental Accounting Standards Board 
(GASB). 

b. Basis of Accounting: 

The statements for the portfolios are reported on the full accrual basis of accounting. 
Under the accrual basls of accounting, revenues are recognized in the accounting 
period in which they are earned and expenses are recognized in the period incurred. 
Security transactions and the related gains and losses are recorded on a trade date 
basis using the average cost method. Purchases and sales of foreign investments 
and the related income are translated at the rate of exchange on the respective 
transaction dates. Realized and unrealized gains and losses resulting from foreign 
currency changes are included in the Statement of Changes in Net Position. 
Dividend income Is recorded on the ex-dividend date and interest income is accrued 
as earned. 
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c. Cash and Cash Egujvaleots: 

Cash includes demand deposits and foreign currency cash balances. Cash 
equivalents include short-term inveslments with original matlKities of three months or 
less. Foreign currency cash balances are translated into United States dollars (USO) 
using the year-end spot foreign currency exchange rates. Other cash equivalents 
are valued at cost plus accrued interest. 

d. Valuation of Securi1ies: 

Investments are reported al fair value, which approximates mar1<et value, In 
accordance with GASB Statement No. 31 . Fair value is the amount at which a 
financial Instrument could be exchanged in a current transaction between willing 
parties, other than in a forced or liquidation sale. 

Certificates of deposit are reported at cost and U.S. Treasury bills at cost plus 
accrued interest, which is a reasonable estimate of fair value. Fair values for the 
fixed income securities are index prices obtained from Bank of America Merrill Lynch 
fOf investment-grade and high-yield securities, Citigroup Global Markets for agency 
mortgage-backed securities, and Bloomberg Financial Markets for short-term (less 
than one year) fixed income securities. Domestic and Canadian equity security fair 
values are obtained from FT Interactive Data and are based on the composite price 
which is the last price transmitted fOf a security. Non-Canadian fore ign equity 
security values are obtained from Exshare and are based on an exchange-specific 
closing price for a security. Spot foreign currency exchange rates are obtained from 
Reuters. Investments denominated in foreign currencies are translated into USO 
using the year-end spot foreign currency exchange rates. Fair values of foreign 
currency forward contracts are calculated based on rates obtained from Bloomberg 
Financial Marnets. 

Alternative investments consist of Investments in a variety of mar1<ets and Industries 
through limited partnerships, corporate entities, co-investments, and other 
Investment vehicles. For Investments where no readily determinable fair value 
exists, the SDIC valuation estimates are based on valuations of the underlying 
companies as determined and reported by the fund manager or general partner. For 
all of these alternat.ive Investments, the SDIC has determined that the net asset 
value reported by the underlying fund approximates the fair value of the investment 
These fair values estimates are subjective and based on judgment. The attemative 
investments fair values as a percentage of net position on June 30, 2013 lor Cash 
Flow, School and Public Lands, Dakota Cement Trust, Cement Plant Retirement, 
Education Enhancement Trust, and Health Care Trust portfolios were 0%, 18%, 
22%, 34%, 20% and 19%, respectively. 

Foreign exchange rate gains and losses are included with the net appreciation In fair 
value of investments. Futures contracts are marked to marnet based on quoted 
futures prices with changes in fair value renected in the current period. 

e. Use of Estimates: 

The preparation of financial statements In accordance with GAAP requires 
management to make estimates that affect the reported amounts of net position on 
June 30, 2013. Actual results could differ from those estimates. 
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3. Deposits. Investments and Securities Lending: 

The State Investment Officer Is responsible for the investment of state public funds. State 
public funds in the Cash Flow portfolio are invested using the pooled deposit and 
investment concept which preserves the integrity of the fund cash balances of each state 
fund while simultaneously allowing the deposit and investment of aggregate idle fund 
monies. The Cash Flow portfolio may be invested in the following classes of securiUes 
and Investments and not otherwise: 

(1) Direct and indirect obligations of the United States government; 

(2) Agencies and instrumentalities of the United States government; 

(3) Direct obligations of the State of South Dakota and any of its political subdivisions: 

(4) Obligations consisting of notes, bonds, debentures, and certificates which are direct 
obligations of a solvent corporation or trust existing under the laws of the United 
States or any state thereof, if such investments are rated in the four highest 
classifications established by at least two standard rating services: or 

(5) Savings accounts, share accounts. certificates of deposit of banks, savings and loan 
' associations. building and loan associations and bankers' acceptances; 

(6) In addition lo the investments authorized by subdivisions (1) to (5) of this section. 
inclusive, the investment council may also allocate a sum certain of slate public 
funds for investment in the accounts and certificates of South Dakota banks and 
associations. This sum shall initially be offered to South Dakota banks and 
associations, and if not init ially fully subscribed, the investment officer shall 
immediately reoffer the unsubscribed sum to other qualified public depositories. 
"Qualified public depository" is a state bank or trust company or national bank or a 
state chartered or federal savings and loan association or a federally chartered credit 
union located in this state which receives or holds public deposits. 

The remaining portfolios are governed by the prudent man rule; that is, the SDIC should 
use the same degree of care as a prudent man. The SDIC dictates the limits on the 
percent the portfolios invest in various asset classes. 

Deposits: 

Custodial Credi/ Risk. The custodial credit risk for deposits is the risk that, in the event of 
the failure of a depository institution, a government will not be able to recover deposits or 
will not be able to recover collateral securities that are in the possession of an outside 
party. The Cash Flow portfolio's certificates of deposit and other deposits in state financial 
institutions In excess of depository insurance must be 100% coHateralized. Collateral is 
valued at the lower of cost or market as reported In the quarterly call reports prepared by 
the qualified public depositories pursuant to SDCL 4-6A-7. Collateral Is required to be 
segregated by each depository as approved by the South Dakota Public Deposit 
Protection Commission. Collateral may not be held in any safely deposit vault owned or 
controlled either directly or indireclly by the pledging financial institution, but must be 
deposited for safekeeping In a financial institution that is a member of the Federal 
Reserve. On June 30, 2013, pledged collateral for three depositories did not equal at least 
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100 percent of the total public deposits in excess of depository insurance. As a result, 
$77,367 or the Cash Flow portfolio's certificates of deposit was exposed to custodial credit 
risk.. 

The SDIC has a fonnal deposit policy specific to custodial credit risk for the global equity 
portfolios of School and Public lands, Dakota Cement Trust, Cement Plant Retirement, 
Education Enhancement Trust, and Health Care Trust. The policy states that the USD 
equivalent of any non-USD currency cannot exceed 2.0% of the portfolio fair value on a 
trade date+ 7 day basis and aggregate cash (including USO) cannot exceed 4.0% of the 
portfolio fair value. On June 30, 2013, these portfolios had bank balances in various 
foreign currencies. These deposits are not collateralized or covered by depository 
insurance. As a result, the following amounts were exposed to custodial credit risk: 

Comenl Educallon 
Sd,ool & Dakota Plant l:nhancomonl Health Caro 

Public Landa Cement Trust Retirement Truot Trutt 
POflfolio Portfolio Port!olio Portfolio Portlolio 

For11ign Currency Balances __ $26=."'78e,9:..__.....:,.$2""7c.,:,43::,7,...__ __ S.,29,.::,,:,;57,_,5:..__ --"$43=,4,c36"--- -'S~ 

Investments: 

Securities Lending. State statutes and the SDIC policies permit the use of Investments for 
securities lending transactions. These transactions involve the lending of corporate debt, 
foreign equity securities, and domestic equity securities to broker-dealers for collateral in 
the form of securities, with the simultaneous agreement to return the collateral for the 
same securities in the future. The SDIC's securities custodian is an agent in lending 
securities and shall accept only U.S. Government securities or its agencies as collateral 
for any loan or loaned securities. The collateral required must equal 102% of fair value 
plus accrued interest for corporate debt securities, 102% offalr value for U.S. equity 
securities and 105% of fair value for foreign securities except in the case of loans of 
foreign securities which are denominated and payable in US Dollars, in which event the 
collateral required is 102% of fair value. The earnings gene,ated from the collateral 
investments results in the gross earnings from lending activities, which is then split on a 
percentage basis with the lending agent. 

At year-end. the SDIC has no credit risk exposure to borrowers because the amounts the 
SDIC owes the borrowers exceed the amounts the borrowers owe the SDIC. The contract 
with the lending agent requires the agent to indemnify the SDIC if the borrowers fail to 
return the loaned securities and the collateral is inadequate to replace the securities lent. 

All securities loans can be terminated on demand by either the SDIC or the borrower. The 
SDIC does not have the ability to pledge or sell collateral securities unless the borrower 
defaults, therefore no asset and corresponding liability for the collateral value of securities 
received has been established on the Statement of Net Position. Regarding restrictions 
on loans, the securities lending agreement does Wmlt the total value of securities that can 
be out on loan on any given day. 

Custodial Credit Risk. The custodial credit risk for investments is the risk that, in the event 
of the failure of the counterparty to a transaction, a government will not be able to recover 
the value of investment or collateral securities that are in the possession of an outside 
party. The SDIC's securities lending policies are detailed in the preceding Securities 
lending section. As of June 30, 2013, the SDIC does not have custodial credit risk with 
regard to the security lending. 
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Interest Rate Risk. Interest rate risk is the risk that changes in interest rates will adversely 
affect the fair value of an investment. SDIC policy limits or es1ablishes ranges for the 
durations of the fixed income portfolios held by the various funds. Modified duration 
estimates the sensitivity of a bond's price to Interest rate changes. The Cash Flow 
duration portfolio policy limits average portfolio duration to 2.88 years, and no holding's 
maturity can exceed 5 years. One exception to the 5 year maturity rule is that the portfolio 
may participate in initial offering of securities with a maturity of up to 5 years, 3 months. 
The Cement Plant Retirement investment grade fixed income portfolio's duration must fall 
between 70% and 130% of the duration of the Citigroup Broad Investment Grade (BIG) 
Index. The Investment grade fixed income portfolios of Dakota Cement Trust, Health Care 
Trust, Education Enhancement Trust, and School and Public Lands are benchmarked to 
the duration of the Citigroup Broad Investment Grade (BIG) Index. The internally
managed high yield fixed income portfolios have a duration range of 85% to 115% of the 
Citigroup High-Yield Cash Pay Capped Index duration. The trust funds' Treasury Inflation 
Protected Securities (TIPS) investments have a range of 5 to 10 years to maturity at 
purchase. The weighted modified durations (in years) of the various funds are listed In the 
following table. 

lnye9tment boa 
U.S . Treasl.fiea 
U.S . TreaSuty lnftaUon 

Protoaed Securttlet 
U.S . Agencios 
U.S . Go"""'ment-88a<ed Loans 
ln-1menl O.ade C<lrporatea 
High Yield Corporates 
Agency MOl!gage-S.d<od 

Securteles 
Non-Agency Mortg1190-

Bad<ed Seci.rltles 
Total 

Portfolio moclfied duralion 

Investment IYRI 
U.S . Treaaulies 
U.S . Treasuiy Bils 
U.S . Trouury STRIPS 
U.S . Treasury Inflation 

Prolected Securitles 
U.S. Agencies 
lnwtlmen1 Grode C<lrporetes 
High Yleld C<,rporatH 
Agency Mortg*'8oclced 

Sewrillea 
Non-Agency Mor1g190-

88a<ed Securities 
Municipal Boods 

Total 
Portfolio modiied duraijon 

Caah Flow Portfollo 

Wgtd. 
Mod. 

flll.:nlill lllll. 

$180,328,834 1.75 

1143,665,132 2.31 

$1 .023,1193,968 
2.21 

Cemil!!lriPlanl 
Rotlromcnt Por1fol10 

~ 
$930,104 

109,990 
332,921 

"35,373 
2.~1.306 

881 ,828 

2,387,071 

2,r.44,745 

$10,034,236 

Wgld. 
Mod. 
Dll.. 
6.46 
0.22 
9.99 

4.57 
4.23 
4.03 

4.79 

0.22 

3.71 

School & Public 
Lando Por1follo 

Wgtd 
Mod. 

fllr..'lllll§ i1lll. 
$6,4117,222 6A6 

g,045,386 t.60 
5,006,508 7.36 
1,475,637 12.75 

16,234,712 4.24 
2,233,998 4.03 

16,657,963 4.81 

8 ,125.210 0.58 
~5,266,634 

4.21 

Educa1ion 
Enhancemnnt 
TMI Porffolio 

Wg1d. 
Mod. 

E&iL\/lll!I ~ 
$6.815,Cn 6.415 

1.873.91 1 9.99 

17,773,788 1.61 
2,938,595 4.57 

16,570.726 4.24 
4,773,r.43 4.03 

15,9~.745 4.114 

16,996,188 0.57 
46,738,127 5.39 

$129,377,700 
4.12 

Oa~oto Cement 
Trusl Portfolio 

Wgtd. 
Mod. 

~ Oli.r. 
$7,930,044 5.46 

11,25M05 1.62 
6,486,245 7.56 

19,979,206 4.24 
3,031.434 4.03 

19,664,493 4.72 

10,.236.338 0.57 
ii:8,636,183 

4.00 

Hllaflh Cara 
TrustPorffollo 

W(lld. 
Mod . 

~ l.ll!!. 
$3,538,781 6.46 

4,857,925 1.62 
2,885,558 7.57 
8,8S4.059 4.24 
1,308,765 4,03 

8,570,099 4.75 

4,493,102 0.56 

$34.,508,289 
4.02 

The School and Public Lands, Cement Plant Retirement, Dakota Cement Trust, Education 
Enhancement Trust, and Health Care Trust fixed income portfolios invest in mortgage
backed securities. These securities are sensitive to prepayments by mortgagees, which is 
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likely in declining interest rate environments, thereby reducing the value of these 
securities. The SOIC invests in mortgage-backed securities to diversify the portfolio and 
Increase the return while minimizing the extent of risk. 

Credit Risk. Credit risk is the risk that an Issuer or other counterparty to an investment will 
not fulfill its obligations. SDIC policy establishes a percentage range and a normal 
allocation to various credit risk categories. The Cash Flow duration portfolio can invest 4% 
of the portfolio into each corporate security rated Aaa or Aa, 2% in A-rated, 1 % in Baa1 or 
Baa2, and 0.5% in individual holdings of corporate securities rated Baa3. The maximum 
overweight of Baa3 rated holdings versus the benchmark is 5% of the Cash Flow duration 
portfolio. The SOIC sets the Investment policy annually for the Dakota Cement Trust, 
School and Public Lands, Cement Plant Retirement, Education Enhancement Trust, and 
Health Care Trust portfolios. This policy establishes the benchmark percentage invested 
in each asset category and the minimum and maximum range that each asset category 
can vary during the fiscal year. On June 30, 2013, the portfolios held the following 
investments, excluding those issued by or explicitly guaranteed by the U.S. Government, 
which are not considered to have credit risk. The investments are grouped as rated by 
Moody's Investors Service (at fair value). 

E.cllcallon 
School & 01Jcot11 Cement PIMt - H111tn Cart 

Cash FIDW Pl..lblcllf'ds Cemont lrull Retnmeol Tru,I Trull 
Flortfo!io Po- - Pc:wtfolio -lo . ..,. ... 

.. _.,<>ling: 
AN $288,,U7,8 13 '30,081.1129 $lli,N7,2NI 15,271 ,53) UUH,232 122.00 1.vo 

"" lllf.20<,10. l ,280,27' • • 035.725 . g, ,3110 20,713,05 1,787.2Qt 
A 592,Vl2,V4 1 5.280.74• o,500,V23 M ,931 23,047,725 2.815,'15) 
1).11 67.253,524 7.62029 Ull7.• B2 ,.., ... 22 1,087.078 • • ,&e.26.3 
1).1 1.108,MO 1,-45,1,118 2,:1.090 2,201.:m 81-f.i,Oil 
8 2.107,881 2.77'4,!173 690,200 • .390.121 1,200,202 
CH S,160,ee• • ,040,00D 1,079,<403 6,255.185 1,789,0li2 
C. 2.254 ... 5 2,791 ,S97 643.g1e .4 • .121.e:1 , 1.2•1.eo1 
Uflfatt!M:1 1 ,:MJ 381 1 I V7159 '191'17 e 325 D11 1•1 • 12 

Tola! 11 ooo gei,2<e !l!!,21' ,1g3 S72 870,7• 2 110,982,,:12 S13e 172 326 E:! • 17061 

Concentration of Credit Risk. Concentration of credit risk is the risk of loss that may be 
attributed to the magnitude of a government's investment in a single issuer. The Cash 
Flow portfolio has a policy in place limiting its investments in individual holdings. 
Information regarding the Cash Flow Portfolio policy is localed in the Credit Risk section. 
The SOIC does not have a formal policy in place to limit investments In any particular 
issuer for the Dakota Cement Trust, School and Public Lands, Cement Plant Retirement, 
Education Enhancement Trust, and Health Care Trust portfolios. Additionally, there are no 
single issuer exposures (excluding those issued by or explicitly guaranteed by the U.S. 
Government, or involving mutual funds or investment pools) within the portfolios that 
comprise 5% of the overall portfolios on June 30, 2013. 

Foreign Cu"ancy Risk. Foreign currency risk is the risk that changes in exchange rates 
will adversely affect the fair value of an Investment or deposit. The School and Public 
Lands, Dakota Cement Trust, Cement Plant Retirement , Education Enhancement Trust, 
and Health Care Trust partfolios' exposure to foreign currency risk derives from their 
positions in foreign currency and foreign currency-denominated equity investments. To 
match the unhedged benchmark, the SOIC's normal policy is not to hedge foreign 
currency back to USO. SOI C's policy does allow hedging under certain circumstances 
when deemed appropriate by the State Investment Officer and portfol io manager. The 
portfolios' exposure to foreign currency risk on June 30, 2013, was as follows (in USO fair 
values): 
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4. 

School & l'<iblic Landi o,..ota Cernont Trusl Cement Plant 
Porttolio POltfolio ReUromenl Portlollo 

~ .Em!!ffl ~ fuB!iliu. !:&lb ~ !:&lb 
Austnollan Dollar $12,290 $634 
British Po•nd $5,2S4,669 $7,314,690 1,436.378 19,204 
Canadian Do1111, 890,289 $9,535 884,095 $9,170 245,816 2,5:15 
Euro 6,583,628 8,058,321 1,689,433 778 
Jap11neH Yen 4,398,748 17,254 3,792,163 18.267 1,027,649 6,424 
So\Jlh Ko1e.., Won 66,918 
Swil• Franc 7 036 275 7 860 878 1,654,852 

Tolol $24,165,609 $26,789 $27,910,145 $27,437 $6,033,333 $29,575 

Education 
Enhonc:ernenl Trust Healtll C11ro Tru11 

Por1folio Portfol o 

~ ~ !.UJI ~ !;n!! 
BlililhPound $11,988,802 $3,458,584 
Canadian Oolar 1,398,933 $ 14,633 <468,639 $1,475 
Euro 13,292,285 3,657,363 
Jap..,.seYen 5,765,244 28,803 1,522,801 8,312 
SWin Franc 12 094 331 3 329 54 8 

T0111I ~,509,595 $43,436 $ I 2,436,935 $9,787 

Investments with external manageis, which are not included in the table above, may 
expose lhe portfolios to additional foreign currency risk. The fa ir values of externally
managed global equity, hedge fund, distressed, real estate, and private equity investments 
were as follows (In USO fair values): 

Educalioo 
School & P,t,rc 0 .. 0111 CemenlPlant enhancement Health Care 

Lands Cement Trust Retirement TIIISI Trusl 
POl1folio Portfolio Portfolo Portfolio Portfolio 

Global Eql.ily $ $ 1,098,026 s 
H..ctgeFund 458,092 
Dis1rnsed 1,134,887 1,842,301 878,666 2,665,560 677,758 
Real Estete 23,130,981 34,591 ,566 8,111 .996 ~.631 ,463 13,652,898 
Pflvate Equity 5,925.255 9,389,625 5,703,510 13,669,783 3,541 ,592 

Toi.al $ 30.191 ,123 $ 45,823.495 $ 16,050.290 66,966,806 s 17,772,246 

Rs1te of Retum: 

The percentage rates of return for fiscal year 2013 for the Cash Flow, School and Public 
Lands, Dakota Cement Trust, Cement Plant Retirement, Education Enhancement Trust, 
and Heahh Care Trust portfolios were 1. 5%, 17.6%, 17.8%, 19.0%, 17.3% and 17.9%, 
respectively. The Cash Flow percentage was derived by dividing the total Investment 
income by the average dally investment balances. The other percentages were derived 
using the gross-of-fee time-weighted rate or return calculation and the geometric linking of 
those returns. 

5. Derivatives: 

Derivatives are generally defined as contracts whose values depend on, or derive from, 
the value of an underlying asset, reference rate, or index. The SDIC's portfolios are 
exposed to various derival.ive products through the investment management of the SDIC 
and its external managers. The fo llowing notes detail the detivalives instruments used in 
the SDI C's internally-managed portfolios. All of the SDI C's derivatives are classified as 
investmenl derivatives. 
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Futures Contracts: 

A futures contract is a contract to buy or sell units of an Index or financial Instrument at a 
specified future date at a price agreed upon when the contract is originated. The SDIC 
purchases and sells futures contracts as a means of adjusting the Cement Plant 
Retirement portfolio asset allocation at a lower transaction cost than the transactions 
which would otherwise occur in the underlying portfolios. During the fiscal year ended 
June 30, 2013, S&P 500 futures and 10-year U.S. Treasury Note futures were utilized in 
the Cement Plant Retirement portfolio. Upon entering into such a contract, the Cement 
Plant Retirement portfolio pledges to the broker cash or U.S. Government securities equal 
to the minimum initial margin requirement of the futures exchange. Additionally, the 
Cement Plant Retirement portfolio receives or pays a daily variation margin, which is an 
amount of cash equal to the daily fluctuation in value of the contract. The pending 
variation margin on June 30, 2013, of $5,241 is presented in the Statement of Net Position 
as ·oue from brokers - futures transactions.• The change in fair value of the futures 
contracts is presented In the Statement of Changes in Net Position as "Net appreciation In 
fair value of investments." The net change in fair value from futures contracts for the fiscal 
year ended June 30, 2013, was $123,378. Futures contract positions on June 30, 2013 
were as follows: 

Open Number of FolrVailAo 
llmmll!1n ~mlra!l,ul ~ fR1l!ga ~ ~!i!Dlrliil Slct ~ 
10-Year US Tre,..,ry September 201 J Long 100,000 par value $379,688 
Nole Mure 6% US Tsy Nole 
S&P500future Soplomber 2013 Sholl 3 $250• UP 500 ($1 ,1 99,U5) 

Muresprice 

Foreign Currency Forward Contracts: 

The SDIC enters into foreign exchange forward contracts for the Cement Plant Retirement 
portfolio lo manage foreign currency exposure. as permitted by portfolio policies. The fair 
values of the contracts are presented In the Sta.tement of Net Position as "Forward foreign 
exchange contracts ." The change ln fair value of the forward contract.s is presented in the 
Statement of Changes in Net Position as "Net appreciation in fair value of Investments." 
The net change in fair value from foreign currency forward contracts for the fiscal year 
ended June 30, 2013, was ($8,529). On June 30, 2013, the foreign currency forward 
contracts outstanding were as follows: 

Notion•! Amount ~ 

Foowanlulo 282.~73 Euros 81812013 $2,019 

Credit Risk. The SDIC is exposed to credit risk on derivative instruments that are in asset 
positions. The SDIC attempts to minimize credit risk by entering into derivatives contracts 
with major financial inslilutions. On June 30, 2013, the aggregate fair value of foreign 
currency forward contracts in asset positions was $2,019. This represents the maximum 
loss that would be recognized at the reporting date if all counlerparties failed t.o perfOllll as 
contracted. The credit ratings of the counterparties are as follows: 

Moody'• 
l.!l!iLBlliJJg 

All 

Numbe,or 
Countomartkn 

I 
Eitl:'.l1lll 

$2,019 

Interest Rate Risk. The SDIC is exposed to interest rate risk on its 10-year U.S. Treasury 
Note futures contract . As Interest rates increase, the value of the futures contract 
decreases. 
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Foreign Currency Risk. The Cement Plant Retirement portfolio is exposed to foreign 
currency risk on Its foreign currency forward contracts because they are denominated in 
foreign currencies. The net fair value of the foreign currency forward contracts in USD is 
$2,019. 

6. Proration of Investment Income: 

The cash income received from pooled investments in the Cash Flow portfolio is prorated 
to state funds which have been certified as participating funds by the Legislative 
Appropriations Committee. The cash Income is prorated to each individual participating 
fund using the ratio of its average daily cash balance to the total average daily cash 
balance of all funds. The Income Is distributed to the participating funds, except the 
General Fund, in the next fiscal year. The General Fund is credited 90% of the estimated 
proration in June and the remaining portion the following fiscal year as provided by 
SDCL 4-5-30. 1. 

The cash income received from investments in the School and Public Lands portfolio Is 
received and deposited into the trust fund. Annual distributions of the receipted Income 
are distributed lo the permanent school and other educational and charitable funds 
administered by the commissioner of School and Public Lands. 

The cash income from investments in the Dakota Cement Trust portfolio is received and 
deposited into the trust fund. By June 30v,. annual distributions offour percent of the 
lesser of the average fair value of the sixteen most recent calendar quarter ends as of the 
prior December 31" or the fair value as of the prior December 31 11 are made from the 
Dakota Cement Trust to the State General Fund. 

The cash income from investments in the Cement Plant Retirement portfolio is received 
and deposited into the fund. Monthly distributions are made from the Cement Plant 
Retirement Fund to former Cement Plant employees for retirement benefits. 

The cash income from investments in the Education Enhancement Trust and Health Care 
Trust portfolios is received and deposited into the respective trust funds. At the beginning 
of each fiscal year, amounts equal to four percent of the average fair value at the end of 
the sixteen most recent calendar quarter ends as of the prior December 31" are 
transferred from the Education Enhancement Trust and the Health Care Trust portfolios to 
the State General Fund. The transfer amount cannot invade the principal of either trust. 

Per SDCL 4-5-30, amounts equal to the Cement Plant Retirement, Dakota Cement Trust, 
Education Enhancement Trust, and Health Care Trust portfolios· pro rate shares of the 
SDIC fiscal year budgeted expendrtures are transferred to the SDIC Operating Expense 
Fund. An amount equal to the Cash Flow and School and Public Lands portfolios ' pro rata 
share of the SDIC fiscal year budgeted expenditures is deducted from the Cash Flow 
portfolio income and transferred to the SDIC Operating Expense Fund. 

7. Commitments: 

On June 30, 2013, the SDIC had uncalled capital commitments to private equity and real 
estate limited partnerships funds. The commitments may be called at the discretion of the 
general partner or may never be called. As capital is called, it is funded from capital and 
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earnings returned by the limited partnerships or from other assets. Approximate uncalled 
capital commitments on June 30, 2013. were as follows: 

Priv•I• Equity 
Rea!E.iote 

Total 

Sd1ool & P\Jblic 
Lands Po<lfollo 

$7,850,295 
3,424,03 

$11,274,728 

Dakota c.ment 
Trust PDltfollo 

$9,727,193 
4,220,221 

St 3,947,414 

16 

CemeriPlant 
Retirement 
Port!Qllo 

$3,121 ,230 
1,213,816 

Educlltioli 
Enhanooment 
Trust Portfolio 

StS, 131 ,517 
6,464,481 

$21 ,615,998 

He1lhC110 
Trust POflfOIIO 

$4,333,318 
1,928,901 

$6,262,219 


