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During the June 9, 2008 Executive Board meeting, a request was made to the Department of
Legislative Audit for a presentation detailing what the Cash Flow Fund is and the process for
prorating investment earnings to the funds.

Cash Flow Fund

When discussing the Cash Flow Fund, we must first correct a common misconception that there
is a fund somewhere in state government called the Cash Flow Fund. There is no state statute
which has created a fund called the Cash Flow Fund. The Cash Flow Fund, as it has been
called, is actually referring to the pooling of state public funds by the State investment
Council for investment purposes. As described in SDCL 4-5-23 (see page 3), the State
Investment Officer “is responsible for the investment of the state public funds . . . .” Using this
authority, SDCL 4-5-30 directs that the State Investment Officer “utilizing the facilities of the
state budgetary accounting system, shall poof cash accounts within the funds enumerated in

§ 4-5-23." (emphasis and underline added)

A layperson’s description of the Cash Flow Fund would be that it is an account where all of the
State’s idle monies have been pooled for investment purposes. There is a separate audit report
issued by our office for this account. In this report (see Attachment 1) we refer to the account
as the Cash Flow Portfolio. This is separated from the other managed portfolios because it has
specific classes of securities and investments that it can be invested in. Generally speaking,
these investments are shorter in duration and less risky so as to not tie up the available cash
flow needed to run the state’s operations.

As noted on page 5 of Attachment 1, the Investment in Cash Equivalents and investments in
short and long-term investments for the Cash Flow Portfolio totaled $841,873,569. The Cash
Flow Portfolio’s cash and investments is shown broken down by investment type on Attachment
2 and provides both cost values and fair values (market value).

The Bureau of Finance and Management performs a statewide bank reconciliation for the Cash
Flow Fund. As shown on Attachment 3, the reconciliation is performed between the Cash Flow
Portfolio, at cost, and the State's Accounting System. The State Accounting System balance
that was used in the reconciliation to the Cash Flow Portfolio was $852,808,335.71. Attachment
4 provides the cash balances of alf the companies on the State’s Accounting System that make



up the $852,808,335.71. As shown on Attachment 4, the Cash Flow Fund represents the sum
of the cash in the General Fund, Property Tax Reduction Fund, Highway Fund, university funds,
etc. The appropriations authorized as General, Federal and Other in the General Bill are loaded
on the accounting system at this fund level (i.e. against the General Fund, Highway Fund, etc.).
Appropriations cannot be made separately from monies in the Cash Flow Fund since, as stated,
the Cash Flow Fund is the General Fund, Property Tax Reduction Fund, Highway Fund,
university funds, etc.

Income Proration
SDCL 4-5-30 states:

...The Appropriations Committee of the Legislature, upon recommendations from the
commissioner of finance and management, shall certify those funds which are to participate in the
interest income of the pooled investments. The state investment officer shall credit the gain or
interest due as a result of investments made pursuant to § 4-5-29 on a pro rata basis to the
participating funds in the same ratio as the average daily cash balance of each fund bears to the
total average cash balance of all funds. . . .

The income proration is the distribution of the investment earnings of the Cash Flow Portfolio to
the companies on the State Accounting System based upon each company’s average daily
cash balance. The Bureau of Finance and Management makes the determination of the
companies on the State’s Accounting System that will participate in the earnings distribution
using the following criteria and submits their recommendations to the Appropriations Committee.

General guidelines used by the Bureau of Finance and Management to designate which
funds will participate in the earnings distribution.

1) State General Fund
2) Other Funds that are;

a) Generated by dedicated revenue,

b) Restricted to a closed system to which additional state appropriations
(general funds) are not available; and,
c) Not received as payment or appropriations from one entity to another for

the cost of specific services or products.

3) Federal Funds that are matched with or are used in conjunction with participating
funds other than the State General Fund.

4) Clearing account funds that are ultimately deposited in a participating fund other
than the State General Fund.

5) Trust funds that are holding assets upon which interest is paid when the assets
are claimed or returned.

A copy of the audit of the Schedule of Income Proration is shown as Affachment 5. As shown
on page 9 of the report, the distribution of net receipts was $34,481,518.90. The amount
reported in the State Investment Council audit report in Attachment 1, page 6, as Distribution to
Participating Funds was $34,578,213. The difference between these to amounts is $96,694 and
represents the School and Public Lands Portfolio's prorata share of the expenses to manage
the portfolios at the State Investment Council.



4-5-23. Public funds to be invested by investment officer--Functions transferred--Agreements
with risk-sharing entities.

The state investment officer is responsible for the investment of the state public funds as defined in
chapter 4-4. All functions, powers, and duties presently vested by law in any officer, official, employee,
agency, or commission which refates to the investment of the state public funds and accounts
enumerated in this section are transferred to the state investment officer. In addition, the state investment
officer may enter into agreements for the investment of cash accounts, reserves, and surplus funds with
public entities created for the purpose of risk sharing pursuant to chapter 1-24. These entities'
investments shall be restricted as provided in § 4-5-26. The agreements shall provide for the transfer of
money from the public entities investment pool to the investment council expense account as provided in
§ 4-5-30.

4-5-29. Investment officer authorized to make transactions--Duty to protect state interests.
Subject to any limitations, conditions, and restrictions contained in policy making regulations approved by
the State Investment Council or contained in state law or the State Constitution, the state investment
officer shall have the power to make purchases, sales, exchanges, and investments, for or on behalf of
any of the funds referred to in § 4-5-23 and it shall be his duty to see that moneys invested under the
provisions of §§ 4-5-12 to 4-5-39, inclusive, are at all times handled in the best interests of the state.

4-5-30. Pooling of cash accounts--Certification by appropriations committee--Prorating of
income--Transfer of money to investment council expense fund--Amount.

The state investment officer, utilizing the facilities of the state budgetary accounting system, shall pool
cash accounts within the funds enumerated in § 4-5-23. The Appropriations Committee of the Legislature,
upon recommendations from the commissioner of finance and management, shall certify those funds
which are to participate in the interest income of the pooled investments. The state investment officer
shall credit the gain or interest due as a result of investments made pursuant to § 4-5-29 on a pro rata
basis to the participating funds in the same ratio as the average daily cash balance of each fund bears to
the total average cash balance of all funds.

At the beginning of each fiscal year the state treasurer shaii transfer money from the South Dakota
retirement fund, cement plant retirement fund, health care trust fund, education enhancement trust fund,
the trust fund derived from the sale of state cement enterprises, and any other specific fund approved by
the Bureau of Finance and Management, other than the state pooled fund account, to the investment
council expense fund, which is hereby created in an amount equal to the ratio of the average assets in
each fund for the previous fiscal year to the total average assets managed by the investment council for
the previous fiscal year multiplied by the difference between the budget of the investment council for the
fiscal year and the beginning cash balance in the investment council expense account. At the beginning
of each fiscal year the state treasurer shall transfer money from the pooled income account to the
investment council expense account in an amount equal to the ratio of the average daily cash balance of
the pooled fund account for the previous fiscal year to total average assets managed by the investment
council for the previous fiscal year multiplied by the difference between the budget of the investment
council for the fiscal year and the beginning cash balance in the investment council expense account. At
the beginning of each fiscal year, the state treasurer shall transfer money from the general fund portion of
the pooled income account to the investment council expense account in an amount equal to the ratio of
the average daily cash balance of the permanent school and other educational fund provided for in Article
Vil of the Constitution for the previous fiscal year to total average assets managed by the investment
council for the previous fiscal year multiplied by the difference between the budget of the investment
council for the fiscal year and the beginning cash balance in the investment council expense account.

4-5-30.1. State investment officer shall conduct annual estimated and actual proration due to
generail fund.

Notwithstanding the provisions of § 4-5-30, on or about June first of each fiscal year the state investment
officer shall estimate the proration due to the general fund for the next fiscal year. No later than June
fifteenth of that fiscal year, the state investment officer shall credit the general fund with an amount equal
to ninety percent of the estimated proration due to the general fund for the next fiscal year. At such time
that the actual proration to the general fund is determined, the state investment officer shall credit or debit
the remaining proration due to the general fund.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
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

Woe have audited the financial statements of the Cash Flow, School and Public Lands, Dakota
Cement Trust, Cement Plant Retirement, Education Enhancement Trust and Healith Care Trust
portfolios as of and for the fiscal year ended June 30, 2007 and have issued our report thereon
dated September 28, 2007. 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 Government Auditing Standards, issued by the Comptroller Gieneral of the

United States.
| | i ial i

In planning and performing our audit, we considered the South Dakota investment Council's
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the South Dakota Investment Council’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the South Dakota Investment Council’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or amployees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's abillity to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that
resuits in more than a remote likelihood that a material misstatement of the financial statements

will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over tinancial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

lian r r

As part of obtaining reasonable assurance about whether the South Dakota Investment
Council's financial statements are free of materia! misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, and contracts, noncompliance with
which could have a direct and matenial 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 resuits of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

We noted certain matters that we reported to management of the South Dakota Investment
Council in a separate letter dated September 28, 2007.

This report is intended solely for the information and use of management, members of the South
Dakota Legislature and the citizens of South Dakota and is not intended to be and shouid not be
usad by anyone other than those specified. However, this report is a matter of public record,
and its distribution is not limited.

Martin L. Guindon, CPA

Auditor General

September 28, 2007
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INDEPENDENT AUDITOR'S REPORT

Executive Board
Legisiative Research Council

and

investment Council
State of South Dakota

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, 2007, as listed in the
table of contents. These financial statements are the responsibility of the South Dakota
Investment Council (SDIC). Our responsibility is to express an opinion on these 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 Government
Auditing Standards, issued by the Comptraller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe

that our audit provides a reasonable basis for our opinion.

The financial statements present only the above referenced investment portfolios managed by
the SDIC and do not purport to, and do not, present fairly the financial position of the State of
South Dakota as of June 30, 2007 and the results of its operations and cash flows for the fiscal
year then ended in conformity with accounting principles generally accepted in the United States

of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the net assets of the portfolios listed above as of June 30, 2007, and the changes in net assets
for the fiscal year then ended in conformity with accounting principles generally accepted in the

United States of America.



ATTACHMENT 1

In accordance with Government Auditing Standards, we have also issued our report dated
September 28, 2007 on our consideration of the SDIC's internal control over financial reporting
and on our tests of compliance with certain provisions of laws, reguiations, contracts and other
matters. The purpose of that report is to describe the scope of our testing on internal control
over financial reporting and compliance and the resuits of that testing, and not to provide an
opinion on the internal control over financial raporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audit.

Martin L. Guindon, CPA N

Auditor General

September 28, 2007
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SOUTH DAKOTA INVESTMENT COUNCIL
INVESTMENT PORTFOLIOS
NOTES TO THE FINANCIAL STATEMENTS

Reporting Entity:

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 SDIC provides investment management services on a prefunded cost
recovery basis as authorized by South Dakota Codified laws (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 the
Heaith Care Trust portfolios. The statements report investments by each portfolio. The
Cash Flow portfolio represents the state's aggregate idle fund monies for alt state funds,
except for certain funds for which separate portfclios have been established. The School
and Public Lands portfolio represents assets heid in permanent school funds. The Dakota
Cement Trust portfolio represents proceeds from the sale of the South Dakota Cement
Plant. The Cement Plant Retirement Fund pays retirement benefits to former employees
of the previously owned State Cement Plant. The Education Enhancement Trust porifolio
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 nursing facilities. In addition,
the Education Enhancement Trust and the Health Care Trust portfolios received
contributions from tobacco tax revenue in fiscal year 2007 for $3,846,057 and $3,962,605,
respectively, which increased the principal values in the trusts.

S ¢ Significant / inq Policies:
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 financial statements on the portfolios are reported on the full accrual basis of
accounting. Under the accrual basis of accounting, revenues are recognized in the
accounting period in which they are eamed, 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 their related income are transiated 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 Assets. Dividend income is racorded on the ex-dividend date and interest
income is accrued as earmned.
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C. i ecuriti

Investments are reported at fair value, which approximates market 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. Fair values for the fixed income
securities are obtained from Blocomberg Financial Markets, Merrill Lynch, and
Citigroup Global Markets. Domestic and Canadian equity security fair values are
obtained from FT Interactive Data's IDSI™ Services, and non-Canadian foreign
equity security values and spot foreign currency exchange rates are obtained from
HSBC Securities. Investments denominated in foreign currencies and foreign
currency cash balances are translated into U.S. dollars using the year-end spot
foreign currency exchange rates. Other cash equivalents are valued at cost plus
accrued interest. Fair values of foreign currency forward contracts are obtained from
Bloomberg Financial Markets. Fair values of limited partnership investments are
based on valuations on the underlying companies of the limited partnerships as
reported by the general partner.

The State Investment Officer is responsibie 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 portfolioc may be invested in the following classes of securities
and investments and not otherwise:

(1) Direct and indirect obligations of the United States government.
(2) Agencies and instrumentalitias 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 to the investments authorized by subdivisions (1) to (5) of this section,
inclusive, the investment council may also allocate a sum certain of state 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 initially fully subscribed, the investment officer shall
immaediately reoffer the unsubscribed sum to other qualified public depositories.
*Qualified public depository” is a state bank and loan association or federally
chartered credit union located in this state which receives or holds public deposits
and segregates eligible collateral for public deposits.
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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.

Depaosits:

Custodial Credit Risk. The custodiat 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% collateralized. 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 4-8A-7. Collateral is required to be
sagregated by each depository as approved by the South Dakota Public Deposit
Protection Commission. Coliateral may not be held in any safety deposit vault owned or
controlled either directly or indirectly by the pledging financial institution but must be
deposited for safekeaping in a financial institution that is a member of the Federal
Reserve. At June 30, 2007, pledged collateral for seven depositories did not equal at least
100 percent of the total public deposits in excess of depository insurance. As a result,
$108,302.91 of the Cash Flow portfolio's certificates of deposit was exposed to custodial
credit risk.

The SDIC has no formal deposit policy specific to custodial credit risk for the School and
Public Lands, Dakota Cement Trust, Cement Plant Retirement, Education Enhancement
Trust, and Health Care Trust portfolios. At June 30, 2007, these portfolios had bank
balances in various foreign currencies. These deposits are not collateralized or covered
by depository insurance. As a resuit, the following amounts were exposed to custodial
credit risk:

Education
School & Dakota CemantPlant  Enhancemant Health Care
Public Lands  Cement Trust Ratiremant Trust Trust
io Portfollo Portfolic Portfoilo ]
Foreign Currency Balances $1,008,024 52,155,030 $181,024 $3.832,004 174

Investments:

Securities Lending. State statutes and the SDIC policies permit the use of investments for
securities lending transactions. These transactions involve the lending of securities to
broker-deaiers and other entities for collateral in the form of cash or securities, with the
simuitaneous agreement to return the collateral for the same securities in the future. The
SDIC's securities custodian is an agent in lending securitiss and shall accept only cash
and government securities as collateral for any loan or loaned securities. The
maintenance percentage with respect to such loaned securities shall be 100% plus
accrued interest for government securities, 102% plus accrued interest for corporate debt
securities and 102% for equity securities.

The cash collateral is reinvested by the lending agent in accordance with contractual
investment guidelines that are designed to ensure the safety of principal and obtain a
moderate rate of return. The investment guidelines include very high credit quality
standards and also allow for a portion of the collateral investments to be invested with
short-term securities. The eamings generated from the collateral investments, iess the
amount of rebates paid to the dealers, results in the net earnings from lending activities,
which is then split on a percentage basis with the lending agent.
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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 term to maturity of the securities loans is matched with the term to maturity of the
investments of the cash collateral by investing in a variety of short-term investments. The
ability to pledge or sell collateral securities can be made without borrower default. in
addition, no restrictions exist on the amount of the loans.

These loans are part of the investment portfolios. Collateral consisting of cash valued at
102 percent of the market value of the securities loaned were placed in the SDIC Trust
Account for the securities lending program.

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 govemment will not be able to recover
the value of investment or collatera! securities that are in the possession of an outside
party. The securities lending collatera! at June 30, 2007 is presented in the following
schedule of custodial credit risk. The investments were uninsured and unregistered, with
the securities held by the counterparty, or by its trust department or agent, but not in South
Dakota's name. The SDIC's securities lending policies are detailed in the preceding
Securities Lending section.

School & Dakota Cament Plant
Cash Flow Public Lands Comant Trust Retirement

Portfoii Portfollo Portfalio
Securities Lending Collateral $150,870220 338917465 "'ﬁ.m.m $4,275 332

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 establishes 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
portfolio policy limits average portfolio duration to 2.88 years, and no holding's maturity
can exceed 5 years. 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 weighted modified durations (in years) of the various funds are listed in the

following table.

School & Public Lands Dakota Cement Trust
Cash Flow Portfolio Pertfolic Portfolic.
Wald. Wotd. Wigtd,
Moad. Mod, Mod.
Investmant Type £alrvValue Qur, Fair Vaiug Dut, EalVajue PITA
U.S. Treasuries $80,507,140 138 $10,133,012 8.94 $18,708 583 418
U.S. Treasury (nflation
Profected Securities 11,184,037 380 18,503 481 3.80
U.S. Agencies 270,813,532 1.57 14,820 203 M 10,985,941 10.07
U.8. Govemmaent-backed
loans 3,713,658 10.62
Investment grade oorporate
notes & bonds 412,734,800 189 22,160,087 458
High-ylald notes & bonds 2,808 028 503
High-yleld bond mutual fund 1,770,454 5.00
Mortgage-backed sacurities 23862413 47 35,002,734 4.83
Commercial paper 2,992 117 0.05 3,080,480 0.05
Total $744,055,580 $68.470,1 $11 0:43:022
Portfolio modifiad duration 1.81 5.01 479
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ATTACHMENT 1

Education

Cement Plant Enhancsmaent Trust Heatth Care Trust
—Raticement Portiolio Portiolio Potfolio
Mod. Med. Mod.

lovesiment Txoe FalrVahis  Dur Fait Valuo Dur, EaitVae  Dur
U.8. Treasuries $1,017.483 7.80 $1,138,310 541 $3,571,945 5.41
U.S. Treasury Bills 99,084 o
U.S. Treasury STRIPS 283,410 18.11 913,498 8.80 2,888,044 8.90
U.S. Traasury Infiation

Protected Securities 27,020,813 298 8,826,498 275
{.8. Agencias 858,380 514 1,540,461 8,50 4,703,445 8.62
Investment grada corporats

notes & bonds 1,800,386 400 2,510,741 3.20 7,877,084 320
High-yisid notss & bonds 554,104 $.02
High-yleld bond mutual fund 39136811 5.00 1,059,568 3.00
Morigage-backed securities 3300912 482 3000481 468 12,800370  4.67
Municipal bonds 116,125,935 4570
Commercial paper 10,884 0.02 5,004,208 0.02

Total $7.8 §,§§§ 177,1 $45.250,160

Portfolio modified duration 539 4.59 407

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 portfolio actively managed
portion 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 rating
Baa3. The maximum overweight of Baa3 rated holdings versus the benchmark is 5% of
the Cash Flow portfolio. The SDIC 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 average
percentage invested in each asset category and the fund allocation range that each asset
category can vary during the fiscal year. As of June 30, 2007, 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.

Schoo! & Dakotn Cement Plant Education
Cash Flow Public Lands Cement Trust Retirement Enhancemant Heatih Care

Portfolio Portfolio _Potiolio Portfolia Trust Portfolio  Tnust Postfolio

Moody's rating: Falr Valug Ealr valus EalcVaiue Eair Value EalrValye

Ana $343,818,770  §26470500 355,370,760 $7.020278  $91.804.485  $21.670,779

Aa 155,337,603 5,021,508 648,832 30,204,001 3,004,877

A 239,059,616 3,881,718 317,354 4,488,563 1,054,188

Baa 12,703,451 9,313,087 592,621 672,549 1,794,785
Ba 2,569,937 571,077

B 248,008 48,506

P41 2,902,117 3,089,400 18,984,682 5,694,208

Unrated 1,770,454 1,942,200 7,917,252 1,818,947
Total $761,707,630 _ $31,233,181 __ $62317,661  $10 163,062,501 8,850

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 does have a policy in place limiting it investments in individual holdings.
Information regarding the Cash Flow portfolio policy is located under the Credit Risk
saction. The SDIC 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 porffolios as of June 30, 2007.
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ATTACHMENT 1

Foreign Currency 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 portfolios’ exposure to foreign currency risk derives from their
positions in foreign currency and foreign currency-denominated equity investments. To
match the unhedged benchmark, the SDIC's normal policy is not to hedge foreign
currency back to U.S. dollars. Policy does allow hedging under certaln circumstances
when deemed appropriate by the State Investment Officer and portfolio manager. The
portfolios’ exposure to foreign currency risk at June 30, 2007, was as follows (in U.S.
dollar fair values):.

School & Public Lands Dakota Coment Trust - Cament Plant

Portfollo Portfolio Retirement Portfolio
Cumency Equitins Cash Equities Cash Eauities Cash
British Pound §2,983,521 $72,189 $5,128,709 $300,643 $2,601,162 $18,481
Canadian Dollat 207,581 80,830
Danish Krone 142
Buro 4,115,485 380,508 6,638,892 776910 3,052,108 52,009
Japanese Yen 1,324,742 83,774 2,800,931 873,200 1,367,478 8,789
Korasn Woen 385488
Mexican Peso 40,797 17,605
Singspore Dollar 1,140
Swedish Krona 2
Swiss Franc 342,214 471473 1 627,41; 314,377 827 12,248
Total $8 082 31008024 $16,108, $2,155030 $8,805 892 $181,024
Education Enhancemant Health Care Trust
Trust Portfoio Portfolio

Currency Enuitios Cash Equliies Cash
British Pound $7,245348  $525,268 $2,333,342 $35,262

Euro 9,154,458 1,042,084 2584,323 302,300
Japanese Yen 3,715,873 482 320 981,760 122,112
Swiss Franc 1,801,030 1602412 456,285 300,501

Total SAHTITM3 338 $8,355.710 $760,174

Investments with outside managers, which are not included in the table above, may
expose the portfolios to additional foreign currency risk. The fair values of externally-
managed global equity and arbitrage equity investments and investments in real estate
and private equity limited partnerships were as follows (in U.S. dollar fair values):

School & Dakola Cement Plant Education

Pubtic Lands Cament Trust Retirement Enhancement Health Care
Pertfolic Portfolio Portfollo Teust Portfolio Tovst Poitfollo
Global Bquity $1,462,310
Asbitrage Equity 2,234,850
Raal Estate &
Privats Equity 12,771,777 821 9,598,303 $20,869,103 £,445,13;
Total 1271777 821 13,313,163 $20,869,193 $7,445.13

The percentage rate of return for fiscal year 2007 for the Cash Flow, School and Public
Lands, Dakota Cement Trust, Cement Plant Retirement, Education Enhancement Trust
and Health Care Trust portfolios were 4.4%, 14.8%, 15.1%, 20.6%, 14.4% and 14.7%,
respectively. The Cash Flow portfolio percentage was derived by dividing the total
investment income by the average daily investment balances. The other percentages
were derived using the time-weighted rate of return calculation and the geometric linking of

those returns.
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ivatives:

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 derivative products through the investment management of the SDIC
and its outside managers.

The SDIC purchases and sells financial and interest rate futures as a means of adjusting
the Cement Plant Retirement portfolio mix at a lower transaction cost than the transactions
which would otherwise cccur in the underlying portfolios. Futures contracts outstanding at
June 30, 2007 were as follows:

Numbaer of

Desciption Exolration Date  Open Podltion EaiiValue
S&P 500 Index September 2007 Short 3 ($1,127.513)
US Tressury Note  September 2007 Long 9 $1,023,840
WTI Crude July 2007 Short 2 ($141,380)
WTI Crude August 2007 Short 3 (9212,040)
WTI Crude Septembar 2007 short 2 (5141,380)

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. 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 use of futures contracts is subject to various market risks. The
maximum amount at risk from the purchase (long position) of a futures contract is the
contract value. The amount at risk from the sale (short position) of a futures contract
depends upon the amount the contract increases in value. Although short positions have
thearetically no maximum risk, the Cement Plant Retirement portfolic’s short positions are
hedged against the underlying portfolio to limit the exposure. Each S&P 500 contract is
defined as 250 times the price of the S&P 500 index. Each note and bond contract is
defined as 100,000 par value of a 6 percent U.S. Treasury security adjusted for duration.
Each WTI Crude contract is defined as 1,000 times the price of the West Texas
Intermediate (WTI).

The SDIC enters into foreign exchange forward contracts for the Cement Plant Retirement
portfolio to hedge foreign currency exposure and to reduce the impact of foreign currency
fluctuations. The SDIC does not engage in foreign currency speculation. The contracts
do not subject Cement Plant Retirement portfolio to risk due to exchange rate movements
as gains and losses on the contracts offset gains and losses on the positions being
hedged. Cement Plant Retirement portfolio’s theoretical rigk in these transactions is the
cost of replacing, at current market rates, these contracts in the event of default by the
other party. SDIC believes the risk of incurring such losses is remote as the contracts are
entered into with major financial institutions.

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 in the form of GNMAs and FNMAs. These securities are sensitive to
prepayments by mortgagees, which is likely in declining interest rate environments,
thereby reducing the value of these securities. The SDIC invests in mortgage-backed
securities to diversify the portfolic and increase the return while minimizing the extent of
risk. Details regarding the interest rate risks for these investments are included with the
interast rate risk disclosures.
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P i nt 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 80% of the estimated
proration in June and the remaining portion in the following fiscal year as provided by law.

The cash income received from investments in the School and Public Lands portfolio is
distributed to the trust funds administered by the Department of Schoo! and Public Lands.

The cash income from investments in the Dakota Cement Trust and Cement Plant
Retirement portfolios is received and deposited into the respective trust funds. Annual
distributions are made from the Dakota Cement Trust to the State General Fund. Monthly
distributions are made from the Cement Plant Retirement portfolio to a third party
administrator that pays retirement benefits to former Cement Plant employees.

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 end of
each fiscal year, amounts equal to four percent of the market value of the Education
Enhancement Trust and the Health Care Trust portfolios are transferred to the State
General Fund. The transfer amount cannot invade the principal of either trust.

Amounts equal to the Cement Plant Retirement, Dakota Cement Trust, Education
Enhancement Trust, and Health Care Trust portfolios’ pro rata shares of the SDIC fiscal
year budgeted expenditures 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.

14



Fixed Income Securities
Treasuries
US Agencies
Corporate Notes

Cash Equivalents
Commercial Paper
CD's
Demand Deposits
Mutual Funds
Blackrock Temp Fund
Total State Assets Reported

Apportionment from S&PL
Portfolio transfers
Total Cash Flow Portfolio

Total State Assets Reported

Purchased Interest at Investment Council
State Assets Total Used for Bank Reconciliation

Cost

ATTACHMENT 2

Fair Value

59,815,038.31
269,518,964.44
411,177,304.97

59,730,468.75
267,310,015.25
407.476,252.35

740,511,307.72

0.00
34,033,000.00
7,332,136.29

67,945,763.43

734,516,736.35

0.00
34,033,000.00
7,332,136.29

68,159,108.65

[ 849,822,207.44

5,640.64

2,172,433.22
847,655,414.86

844,040,981.29
5,640.64

2,173,052.96 This would be the fair value
841,873,568.97 | s ihe cash/investments

849,822,207 44
461,910.66

850,284,118.10

reported on page 5 of
Aftachment 1

» To ATTACHMENT 3




ATTACHMENT 3

STATEMENT OF BANK RECONCILIATION
CASH ELOW FUND — CENTRAL ACCOUNTING SYSTEM & STATE TREASURER
FOR THE MONTH ENDING JUNE 30, 2007

FINAL State Assetsin
Cash and State
investmenls Qutstanding Accounting
State Treasurer Warants System

Total State Assets In Cash and Investments, }Sg

CENTRAL ACCOUNTING SYSTEM:

MSA Pooled Cash 809,695,185.50
MSA Restricted Cash s 43113,150.21
Total MSA Cash o TG, 852,008,335.71 4
Less Outstanding Warrant Cash Balance - (29,784,853.60) 29,784,853.60 4,853.60
MSA Cash Balance less Outstanding Warrant Fund 823,023, 482,14
Adjustments to Outstanding Warrants: .
Auditor log warrant iming differences (89,241.02} {89,241.02)
Warrants pald by the bank on June 30 (4,278,234.21) (4,278,234.21)
Misc timing difference {0.15) {0.15)
AUD ACH {18,091.22} 18,091.22
Retirement timing difference
Payroll timing difference 0.00
Medicaid timing difference (802,536.15) 802,536.15
Child Support timing diffarence (224,466.36) . 224486.36
Adjustments to Outstanding Warrants 1,045 113,73 {3,322.361.65)
Adjusted Outstanding Warrants {30,828,967.33) 26,462,491.95
Adjustments to Receipts: :
Cash Receipts in Bank at June 30, not on MSA until July 5,862.00
Deposits in Transil, Agency had cash but it was not in the bank 2,996.55
at June 30 - the document posted to MSA in June - i
Other Agency Adjustments: '
AUDITOR (Auditor logs - Internal ditference between 8000 and agency cash) 2,358.53
BFM : (2.172433.22)
Bop (251.39)
CASHRECANVEST 20,215.44
CENTPAY 14.16
boL 246.92
DOR _ 89,530.85
DOSS (1,497,257.66)
HEBOR 8,244.58
HEBHSU {625.61)
HESDSU _ {2.00}
HEUSD ‘ ' (2,405.75)
S&PL 5,640.64
TCSADJ 469.79
TOURISM (3.453.35)
TOTAL CASH FLOW FUND $  B17.204.714.88 $ §17,284,714.88



STATE ACCOUNTING SYSTEM BALANCES

Cash with
Company State Treasurer
Number _ _Company Name at 6/30/07
1000  State General Fund 82,439,970.79
2001  Regents Central Office-Federal 274,530.43
2002 DENR-Federal (1,567,953.82)
2003  Federal Fund-Dept. of Human Services (1,007,591.43)
2004  Social Services-Federal (7,238,744.78)
2006  Attorney General-Federal (575,493.83)
2007  Secretary of State-Federal 11,151,658.82
2008  Tourism & Development-Federal (218,438.43)
2010  Tourism, Arts & History - Federal (8,390.00)
2012  Dept. of Labor-Federal 114,098.23
2013  School For Deaf-Federal 1,270.69
2014  SDSBVI - Federal (55,635.57)
2016  Public Utilities Commission - Federal 7,881.66
2018  Dept. of Health - Federal (109,561.85)
2019  Dept. of Agriculture - Federal 361,622.86
2021  Dept. of Corrections - Federal 1,739,975.73
2023  Game, Fish and Parks - Federal 2,332,259.93
2024 DECA - Federal 3,908.05
2025  Military Affairs - Federal {673,940.25)
2026  Animal Industry Board - Federal 754,666.51
2027  Public Safety - Federal {229,716.94)
2029 Game, Fish and Parks - Federal 6,560,439.97
2030  Military Indirect Costs-Federal 41,906.19
2031 Unified Judicial System - Federal (7.466.95)
2033  Transportation - Federal 6,703,338.88
2034  Buwreau of Administration - Federal 1,869,473.70
2035  Public Safety - Emergency Management (171,582.33)
3000  Attorney General - Other 846,910.55
3001  School and Public Lands - Other 263,532.16
3002 Wheat Commission 646,111.09
3006  Dept. of Tourism - Other 345,042.31
3007  Statewide Maintenance and Repair 2,548 328.13
3008 SDPBfTower Rent 1,367.72
3010  Law Enforcement Revolving (638,315.43)
3011  Other Funds 645,072.97
3012  Unified Judical System - Other 1,988,692.70
3013  Secretary of State - Other 56,518.05
3014  PUC - Other 152,475.06
3015  Private Activity Bond Fund 1,306,246.66
3016  Future Fund 17,827,298.28
3017  Investment Office Operations 1,655,631.38
3021  Veterans' Home L&E 97,631.49
3023  Corrections L&E 2,956,734.19
3026  SD Public Broadcasting - Other 325,427.87
3027 SDPB-PBC 282,163.31
3029  Extraordinary Litigation Expense Fund (368,753.64)
3030 Employment Security Contingency 150,804.10
3032  School For Deaf - Other 775,089.51
3033  Property Tax Reduction 89,276,269.12
3034  School for Visually Handicapped (SPL) 28,548.41
3035 Insurance Admininistration 26,335,883.78
3036  Petroleum Release Compensation 5,723,679.98
3037 8. D. Gaming Commission Fund-Commerce 786,590.08
3038 Tax Releif Fund 883,065.88
3040  State Highway Fund 13,534,703.14
3041  Aeronautics 6,731,032.31
3042 Railroad 3,013,744.02
3043  Public Transit and T3 3,169,962.16
3044  Railroad Trust 16,719,637.17
3046  Dept. of Human Services - Other 3,080,398.23
3047  Health - Other 2,280,716.17
3048  Bailer Inspection Fund 25,622.28
3049 Tobacco Prevention & Reduction 4.361,568.20
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STATE ACCOUNTING SYSTEM BALANCES

Cash with
Company State Treasurer
Number Company Name at 6/30/07
3050  Agriculture Services Revolving 1,886,831.69
3052  Rural Rehabilitation 5,110,259.60
3053  American Dairy Association 584,951.05
3054 OQilseeds/Soybean Fund 3,011,077.61
3055  Corn Utilization Council 1,403,629.60
3056  Agriculture Revolving Fund 728,874.73
3057 Brand Board 1,271,248.75
3059  Fire Suppression (3,389,858.98)
3080 Fire Equipment Shop 4,087.62
3061  Soil Conservation Districts 38,749.24
3062 Land Reclamation 100,000.00
3083  Pesticide Recycling & Disposal 1,738,381.55
3072  Other Funds - Participating 11,082,111.78
3073  Water and Environment 10,183,512.02
3074  Other Funds - Non-Participating (42,280.45)
3076 Revenue - Other 277,618.51
3078  Energy Development Impact 135,372.44
3079 DSS - Local Donated 8,457,043.00
3080  Catastrophic County Poor Relief 631,195.15
3085  Higher Education Facilities Fund 11,697,549.83
3090 SDRS Supplemental Retire Admin 153,114.34
3091 DHS/VR Telecommunication 1,980,962.03
3095  School for the Deaf - Other 97,959.00
3107 SDSBVI - Other 426,059.56
3113  Maintenance & Repair 2,691,543.55
3121 GF&P Admininistration 355,817.32
3122 Game and Fish Fund 18,216,516.38
3123  Predator Animal Control 373,687.29
3124  GF&P Land Acquisition Fund 49,019.92
3125  Parks And Recreation 17,785,713.02
3126  Snowmoaobile Trails Fund 1,450,868.62
3128 PUC Other Funds - Informational 2,001,598.38
3138 Education and Culturat - Other 5,347,366.03
3139  Office of History - Other 187,069.90
3143  Fine Arts 7,289.30
3144  Public Safety - Other (171,450.79)
3145  Historical Preservation Grant & Loan 367,275.33
3146  State Library 170,533.33
3147  National Guard Museum 139,573.82
3148  Military and Veterans' Affairs - Other 243,508.02
3149  Veterans Funds 100,858.84
3150  Animal Industry Board 5,701.94
3151 Livestock Disease Emergency 1,703,088.01
3177  Motor Vehicle Fund 2,642,031.03
3178  Energy Conservation Fund 8,841,939.60
3181  Banking 43,691.83
3183  Insurance and Securities 294,200.54
3184  Motorcycle Ed/Appraisers 179,019.66
3185  Bred Racing 569,087.19
5008 Inmate Funds 39,061.52
5016  Resident Investment 73,753.37
5017  Veterans's Home Resident Investment 199,891.08
5020  School For Deaf Investment 17,570.05
6001 Information Services 1,440,404.96
6002 Telecommunications 1,666,001.68
6003  Records Management 156,413.74
6004  Buildings And Grounds 527,418.24
6005 Central Mail Services 386,409.62
6006  Central Supply 21542192
6007  Central Duplicating 524,034.78
6008  Fleet & Travel Management 898,233.10
6009  Personnel-Labor & Management 432,594.56
6010  Central Accounting and Payroll Systems 7,057,618.08
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STATE ACCOUNTING SYSTEM BALANCES

Cash with
Company State Treasurer
Number Company Name at 6/30/07
6011 Rural Development Tele., Network 533,564 25
6012  Aircraft Operations and Maintenance 145,750.36
6013  Building Authority 62,077,145.42
6014  Risk Management 17,808.43
6015  Purchasing and Printing 64,902.40
6016  State Engineer 640,403.89
6018  Heaith Internal Service 784,171.84
6019  BOA Support Services 198,535.81
6022  Public Safety 202,781.05
6501 Postage Administration 24,152.22
6502  State Radic Teletype 488,307.25
8503  Professional and Licensing 5,658,474.09
6504  Pheasantland Industries 2,604,207.30
6507 Rodent Control 300,031.43
6508 Voc. Rehab. Industries 71,312.63
6509  State Flag Fund 2,149.75
6510  Tourism & Development (RED!) 38,198,048.05
6511  Federal Surplus Property 142,225.91
6515  State Fair Board 329,405.71
6516  State Lottery Operating Fund 6,923,787.21
6517  Railroad Authority Fund 3,750,268.96
8518  Science and Technology Authority 33,186,365.13
6520 Dept. of Revenue & Regulation 2,582 820.52
6521  Health Insurance Risk Pool 6,819,489.27
8000  Main Agency Fund 111,887,422 40
8301 Unemployment Compensation 225.950.76
8302  A.G. Antitrust Litigation 427.601.94
8303  Judiciary-Childs Qwn 6,795.24
8304  Dept. of Labor - Other 596,556.94
8306  Oahe Conserv. Subdistrict 339,894.41
8313  Social Services Childs Own 160,648.62
8314  DHS Set-Aside Funds 89,898.23
8315  Public Entity Liability Pool 11,058,485.08
8316  PUC Hearing 50,843.18
8324  Unclaimed Property 50,000.00
8328 Community Based Educatiocn 356,720.86
8501  Vocational Education Facilities Fund 1,500,000.00
8602  Higher Ed. Scholarships 58,360.93
8901  S.D. Retirement System 5,217,030.56
9000  Warrant Imprest (State Auditor) 29,784,853.60
9001  Hous. & Aux. Facil. Sinking (SDSM&T) 808,557.45
9002 Hous. & Aux. Facil. R & R (SDSM&T) 876,532.90
9004  Proj. 67 Bond & Interest (BHSU) 2,324,216.04
9005 BHSU-Proj. 67 R&R 2,404,095.25
9006  Real Property Acquisition {DSU) 14,853.39
9007 Revenue Bond & Interest (DSU) 274,464.83
9008  Deferred Maintenance (DSU) 12,236.19
9009  Maintenance and Repair (DSU) 622,887.26
9010  SDSU System Ret. Sinking (SDSU) (1,714,206.75)
8011  Debt Service Reserve Consalidation (SDSU) 12,359.77
8014  Ch 61 Debt Service Reserve (SDSU) 3.47
9015 Ch 61 R&R Reserve (SDSU) (71,857.34)
9018 Ch 80 R & R Reserve (SDSU) 808,102.88
901¢  Ch 80 Operating Reserve (SDSU) 274,332.85
9020 R & R Reserve Consolidated (SDSU) 14,446,334.81
9021 R & R Reserve Food Service (SDSU) (35,302.11)
9022 Local R& R({USD) 1,996,234.67
9024  Old Main Debt Service {(USD) 1,028,988.00
9025 Res Life/CSE M & E (USD) 14,571,530.22
9026  Tuition & Fees Fund (USD) 4,966,177.57
9027  Trojan Center Expansion (DSU) 0.01
8030  Payroll Clearing 167.45
89031  BOR Payroll Clearing Fund 55,835.57

ATTACHMENT 4



STATE ACCOUNTING SYSTEM BALANCES ATTACHMENT 4

Cash with
Company State Treasurer
Number Company Name at 6/30/07
9032  Building Projects (NSU) 2,017,761.58
9040  Schooi & Public Lands Fund (SDSM&T) 50.22
9041  Board of Regents - Other 6,457,857.79
9042  Federal Funds (SDSU-CES) 294.24
9048 SDSU-SPL 3,568.64
9049  Ag. Experiment Station (SDSU) 60,248.34
9050 USD-SPL 5,012.07
9053 NSU-SPL 96.08
9054 BHSU-SPL 1,488.79
8056 DSU-SPL 50.23
8060 SDSMAT Investment 345,423.42
9061 NSU-Investment 4,038,995.56
9062 BHSU-Investment 10,116,021.17
9063 DSU-Investment 1,591,151.08
9064  SDSU-Investment (256,907.91)
9065 USD-Investment 13,492,563.50
9200 SDSU - Federal {3.213,811.08)
9201  Higher Education-Federal 264,372.98
9220 Cement Plant 1,5643,241.94
Total Cash with State Treasurer 852,808,335.71

To bank reconciliation in Attachment 3
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427 SOUTH CHAPELLE
C/0 800 EAST CAPITOL
PIERRE SD 57501-8070

(605)773-3595
FAX (608)773-6454

MARTIN L. GUINDON, CPA
AUDITOR GENERAL

INDEPENDENT ACCOUNTANT'S REPORT

Executive Board
Legislative Research Council

and

Investmant Council
State of South Dakota

and

Bureau of Finance and Management
State of South Dakota

We have examined management's assertion that the accompanying Schedule of income
Proration for the South Dakota Cash Flow Portfolio for the fiscal year ended June 30, 2007 is
presented in accordance with the criteria set forth in paragraph three. This schedule is the
responsibility of the Bureau of Finance and Management. Our responsibility is to express an
opinion on this schedule based on our examination. We have audited the financial statements
of the South Dakota Cash Flow Portfolio for the fiscal year ended June 30, 2007, and have
issued our report thereon dated September 28, 2007.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accounts and, accordingly, included examining, on a test
basis, evidence supporting the Bureau of Finance and Management’s Schedule of Income
Proration and performing such other procedures as we considered necessary in the
circumstances. We believe that our examination provides a reasonable basis for our opinion

The method for prorating the investment income earned by the South Dakota Cash Flow
Portfolio is defined in South Dakota Codified Law 4-5-30. This law requires the State
Investment Officer to use the facilities of the state accounting system for determining the
amount of income to credit each fund on a prorata basis in the same ratio that the average daily
cash balance of each fund bears to the total average daily cash balance of all funds. The State
Investment Officer determines the amount of investment eamnings to be distributed and the
Bureau of Finance and Management obtains approva! from the Appropriations Committee of
the Legistature of the listing of funds that will participate in the earnlngs distribution and
determines the distribution to the Individual funds.



ATTACHMENT 5

In our opinion, the Schedule of Income Proration referred to above presents fairly, in all material
respects, the investment income cradited to the various participating state funds for the fiscal
year ended June 30, 2007 in compliance with the method indicated in the preceding paragraph.

This report ig intended solely for the information and use of management and members of the
South Dakota Legisiature and should not be used for any other purpose. This restriction is not
intended to limit the distribution of this report, which is a matter of public record.

Martin L. Guindon, CPA

Auditor General

September 28, 2007



ATTACHMENT 5

SOUTH DAKOTA CASH FLOW PORTFOLIO
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

STATE ORGANIZATION Net Proration

Fund

Fund Description Amount

3002 Wheat Commission 37,816.44
3050 Agricultural Services Revolving 77,058.10
3052 Rural Rehabilitation 237,676.48
3053 American Dairy Association 20,725.90
3054 Oilseeds/Soybean Fund 113,620.33
3055 Corn Utilization Council 127,224.14
3057 Brand Board 59,669.69
3083 Pesticide Recycling and Disposal 75,079.05
3151 Livestock Disease Emergency 66,490.85
6503 Veterinary Medical Examiners 1,402.58
6503 Veterinary Board Reserve 1,757.88
6507 Rodent Control 12,369.43
6515 State Fair Board B,874.66
Total Department of Agriculture 839,395.53
OFFICE OF ATTORNEY GENERAL _
3000 Attorney General-Other 31,688.31
8302 Antitrust Litigation 18,473.50
Total Office of Attorney General 50,161.81
BUILDING AUTHORITY
6013 Building Authority 686,868.01
BUREAU OF ADMINISTRATION
3007 Special Revenue Fund 94,735.25
3029 Extraordinary Litigation Fund 16,452.91
8003 Records Management 7.532.48
6004 Buildings and Grounds 11,259.26
6005 Central Mail Services 12,874.85
68008 Central Supply 11,375.77
6007 Central Duplicating 20,495.17
6008 Fleet and Travel Management 67,463.32
8015 Purchasing & Printing 5,297.91
6016 State Engineer 23,056.44
6019 Support Services 5,972.58
8511 Federal Surplus Property 13,363.93
8315 Public Entity Liability Pool 460,676.88
Total Bureau of Administration 750,556.76
BUREAU OF FINANCE AND MANAGEMENT
6010 Central Accounting and Payroll Systems 279,116.82
9220 Cement Plant 79,898.00
359,014.82

DEPARTMENT OF AGRICULTURE

Tota! Bureau of Finance and Management

3




SOUTH DAKOTA CASH FLOW PORTFOLIO
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

ATTACHMENT 5

STATE ORGANIZATION Net Proration
Fund Fund Description Amount
BUREAU OF INFORMATION AND TELECOMMUNICATIONS
8001 Information Services 19,198.84
6002 Telecommunications 78,852.90
68011 Rural Development Telecommunications Network 12,172.58
Total Bureau of Information and Telecommunications 110,224 .32
BUREAU OF PERSONNEL
3035 Insurance Administration 1,272,028.60
6009 Personnei-Labor/Management 21,558.54
8521 Risk Pool 259,171.91
8000 Lincoin Mutual 1,014.79
8301 Unemployment Compensation _6,237.08
Total Bureau of Personnel 1,560,010.92
DEPARTMENT OF CORRECTIONS
2021 Corractions - Federal 35,076.78
3011 Corrections-Other 23,267.92
5008 Inmate Funds 1,580.97
6504 Pheasantland Industries 79.517.64
Total Department Of Corrections 139,443.31
DEPARTMENT OF EDUCATION
3138 Hagen-Harvey Scholarship Program 35,473.29
8501 Vocational Education Facilities Fund 63.957.684
Total Department of Education 99.431.13
DEPARTMENT OF ENVIRONMENT AND NATURAL RESOURCES :
3072 Environment and Natural Resources-Other Funds 465,838.42
3073 Water Facilities Construction 473,335.34
8000 Environmental Impact Studies 9.72
Total Department of Environment and Natural Resources 939,181.48
DEPARTMENT OF GAME, FISH AND PARKS
2029 Game Fish and Parks (Federal) 305,629.12
3122 Game and Fish Fund 725,400.83
3123 Predator Animal Control 19,986.24
3124 Land Acquisition Fund 816.43
3125 Custer State Park 56,431.64
3125 Custer State Park Improvement Fund 93,383.47
3125 Homestake Mining Company Natural Resource Recovery Fund 17,560.03
3126 Snowmobile Trails Fund 684,726.62
Total Department of Game, Fish and Parks 1,284,044.38




SOUTH DAKOTA CASH FLOW PORTFOLIO
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

ATTACHMENT 5

STATE ORGANIZATION Net Proration
Fund Fund Description Amount
GOVERNOR'S OFFICE
3015 Private Activity Bond Fund 49,267.39
DEPARTMENT OF HEALTH

3049 Tobacco Prevention & Reduction 37,719.48
6018 Health Internat Service Fund 41,701.97
8503 Chiropractic Board 4,341.18
6503 Board of Dentistry 20,549.22
6503 Board of Hearing Aids 1,715.88
6503 Funeral Board 1,114.15
8503 Board of Medical and Osteopathic Examiners 26,640.99
6503 Board of Massage Therapy 374.08
6503 Board of Nursing 16,637.55
8503 Board of Nursing-Colleague In Caring 206.04
6503 Board of Nursing-LPN 505.34
6503 Board of Nursing-RN 2,038.94
8503 Center For Nursing 3,408.08
8503 Nursing Tuition Reimbursement 51.38
6503 Health Profassionals Recruitment 2003 454.86
8503 Health Professionals Recruitment 2004 2,852.39
6503 DOH 8,523.84
6503 Nursing Home Administrators 491943
6503 Optometry Board 1,200.93
6503 Board of Pharmacy 24 538,98
6503 Podiatry Examiners 1,996.13

Total Department of Health 199 490.64

DEPARTMENT OF HUMAN SERVICES

5016 Resident Investment Funds 5,080.52
8503 Counseling Board 3,281.04
8503 Board of Psychology Examiners 3,369.48
6503 Board of Social Work Examiners 1,589.70
6503 Board for Alcohol and Drug Professionals 7,514.31
6508 Departmant of Human Services Enterprises 3,711.83
8314 Set-Aside Funds 3,081.03

3085
8602
9026
8041

Total Department of Human Services

BOARD OF REGENTS
Higher Education Facilities Fund
Higher Education Scholarships
Tuition and Fees Fund
Other Budgeted-Regents
Total Board of Regents

 ore0771

261,338.63
2,856.95
572,416.34
77,830.25

914,040.17




SOUTH DAKOTA CASH FLOW PORTFOL!O
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

ATTACHMENT 5

STATE ORGANIZATION Net Proration
Fund Fund Description Amount
BLACK HILLS STATE UNIVERSITY
9004 Project 67 Bond and Interest 74,685.09
8005 Project 67 Renewal and Replacement 146,438.10
9054 BHSU-SPL 156.29
9062 Investment 87,8686.10
Total Black Hills State University 309,165.58
DAKOTA STATE UNIVERSITY
9006 Real Property Acquisition 621.82
8007 Revenue Bond and Interest 8,862.12
9008 Deferred Maintenance 512.34
9009 Maintenance and Repair 21,631.37
9056 DSU-SPL 30.16
9063 Investment 11,856.23
Total Dakota State University 43.714.14
NORTHERN STATE UNIVERSITY
9032 Building Projects 89,554.12
9053 NSU-SPL 162.19
9061 Investment 45.238.27
Total Northern State University 134,954.58
SCHOOL FOR THE BLIND AND VISUALLY IMPAIRED
3107 Visually Impaired (Cther) 1,892.95
SCHOOL FOR THE DEAF
3032 Gifts 28,724.62
5020 Investment 206.48
Total Schoo! for The Deaf 28,931.08
SCHOOL OF MINES AND TECHNOLOGY
8001 Housing and Auxiliary Facilities Sinking 32,314.52
8002 Housing and Auxiliary Facilities Renewal and Replacement 24,837.41
9040 SDSMA&T-SPL 64.81
9060 Investment 12,458.49
89,675.23

Total School of Mines and Technology




ATTACHMENT 5

SOUTH DAKOTA CASH FLOW PORTFOLIO
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

STATE ORGANIZATION Net Proration

Fund

Fund Description

Amount

SOUTH DAKOTA STATE UNIVERSITY

8010 System Retirement Sinking 3,897.68
8011 Debt Service Reserve Consolidation 4,725.19
8014 College Housing 61 Debt Service Reserve 0.44
9015 College Housing 61 Renewal and Replacement Reserve 7,489.90
9018 College Housing 80 Renewal and Replacement Reserve 41,840.37
8019 College Housing 80 Operating Reserve 11,459.¢1
8020 Renewal & Replacement Reserve Consolidated 504,882.87
9021 Renewal & Replacement Reserve (Food Service) 6,028.79
9048 SDSU-SPL 404.49
9049 Agriculture Experiment Station-SPL 684.63
8064 Investment 242.597.48
Total South Dakota State University 824.011.75
UNIVERSITY OF SOUTH DAKOTA
9022 Local Renewal and Replacement 76,144.26
9023 Consolidated Project Reserve (3,021.82)
8024 Old Main Debt Service 20,483.79
9025 Raesident Life/Coyote Student Center 657,254.24
9050 USD-SPL 135.07
9065 Investment 213,708.94
Total University of South Dakota 973,704.48
DEPARTMENT OF LABOR
3030 Employment Security Contingency 3,684.74
8304 Labor-Other 15,881.31
6503 Board of Accountancy 12,845.00
6503 Board of Barber Examiners 474.71
6503 Cosmetology Commission 2,414.65
6503 Plumbing Commission 12,568.08
6503 Board of Technical Professions 7,691.05
6503 Electrical Commission 40.631.86
Total Department of Labor 96,291.50
DEPARTMENT OF MILITARY AND VETERANS' AFFAIRS
3021 Veterans' Home L&E 22,878.65
3022 Veterans' Home Capital Fund 10.20
3147 Nationa! Guard Museum 5,977.19
3149 Veteran's Funds 4,365.66
5017 Veteran's Home Reasident Agency Fund 8,235.63
41,487.33

Total Department of Military and Veterans' Affairs
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SOUTH DAKOTA CASH FLOW PORTFOLIO
SCHEDULE OF INCOME PRORATION
For the Fiscal Year Ended June 30, 2007

STATE ORGANIZATION Net Proration

Fund

Fund Description Amount

DEPARTMENT OF PUBLIC SAFETY

3184 Motorcycle Education/Appraiser 6,467.19
6022 Public Safety Internal Service 707459
Total Daepartment of Public Safety 13,541.78
PUBLIC UTILITIES COMMISSION
2016 Public Utilities Commission - Federal 1,525.99
3014 Public Utilities Commission - Other Budgeted 5,321.78
3128 Public Utilities Commission - Other Informational 111,800.01
8316 Public Utilities Commission Hearing (2,600.69)
Total Public Utilities Commission 116,047.09
SOUTH DAKOTA RETIREMENT SYSTEM
3080 Supplemental Refirement Administration 6,332.75
8000 Supplemental Retirement Contributions 667.88
‘8000 Regents Supplemental Retirement Contributions 1,454.66
8000 Political Subdivision Supplemental Retirement Contributions 151.70
8000 Special Pay Plan - State 163.06
8000 Special Pay Plan - Regents 1,470.80
8000 Special Pay Plan - Political Subdivision (25.28)
8801 Retirement System 382,572.14
Total South Dakota Retirement System 302,787.79
DEPARTMENT OF REVENUE AND REGULATION
3036 Petroleum Release Compensation 242,477.06
3037 Gaming Commigsion Fund 67,887.92
3038 Tax Relief Fund 5,733.01
3078 Revenue (Other Budgeted) 30,629.07
3177 Motor Vehicle Fund 92,588.18
3183 Insurance and Securities 148,090.12
3185 South Dakota Bred Racing Fund 37,343.77
6516 lottery Operating Fund 482,887.90
8520 Revenue and Regulation Enterprise 141,9981.99
8000 Titles and Registration 432,614.25
8000 Motor Fuel Tax 552,556.77
8000 Fees, Licenses and Permits-Agency Pass-through 429.57
Total Department of Revenue and Regulation 2,235,229.61
DEPARTMENT OF SCHOOL & PUBLIC LANDS _
3001 Other Special Revenue 7,328.91
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STATE ORGANIZATION Net Proration
Fund Fund Description Amount
SECRETARY OF STATE
2007 Secretary of State Federal 521,281.66
DEPARTMENT OF SOCIAL SERVICES
3079 Local Donated 42,291.88
8000 Child Support Pass Through 13,877.74
8313 Child's Own 5,445.25
8328 Community Based Education 17,207.49
Total Department of Social Services 78,822.36
DEPARTMENT OF TOURISM & STATE DEVELOPMENT
3006 Tourism - Other 33,020.28
3016 Future Fund 681,857.09
3145 Historical Preservation Grant & Loan 15,807.13
3178 Energy Conservation Fund 392,980.77
6510 Tourism & Development Enterprise 1,744,826.19
6518 South Dakota Authorities 1,376,809.56
Total Department of Tourism & State Development 4,245 301.02
DEPARTMENT OF TRANSPORTATION
2033 Transportation Federal 406,484.49
3040 Transportation Highway Fund 535,580.86
3041 Aeronautics 265,930.78
3042 Raiiroad 115,245.90
3043 Public Transit 173,294.989
3044 Railroad Trust 932,429.80
6012 Aircraft Operations & Maintenance 2,734.66
6517 Railroad Authority Fund _ 201,349.19
Total Department of Transportation 2,633,050.67
UNIFIED JUDICIAL SYSTEM
3012 Other Funds : 84,197.21
8303 Drug Screening 432.30
Total Unified Judicial System 64,629.51
STATE TREASURER
1000 State General Fund 1,271,368.25
3082 Special Revenue Funds 43.94
Distributed to General Fund in FY0?7 12,369,539.31
Total State Treasurer 13,640,951.50
TOTAL DISTRIBUTION OF NET RECEIPTS $ 34,481'518.90




