65010 - Department Of Commerce 75-Board of Investments

Program Biennium Comparison

The following table compares the 2021 biennium appropriated budget and the 2023 biennium budget request by type of
expenditure and source of funding.

Program Biennium Comparison
Appropriated Requested Biennium Biennium
Budget ltem Budget 20-21 Budget 22-23 Change % Change
Personal Services 8,580,669 8,775,540 194,871 2.27 %
Operating Expenses 6,665,484 7,041,816 376,332 5.65 %
Debt Service 2,099 0 (2,099) (100.00)%
Total Expenditures $15,248,252 $15,817,356 $569,104 3.73%
Proprietary Funds 15,248,252 15,817,356 569,104 3.73%
Total Funds $15,248,252 $15,817,356 $569,104 3.73%

Program Description

Article VIII, Section 13 of the Montana Constitution created the Unified Investment Program, which includes all state agency
funds. The Board of Investments (the “Board”), by law, invests the Unified Investment Program. Local governments may
also invest with the Board. As of June 30, 2020, the Board managed over $21.6 billion in pension funds, trust funds,
insurance reserves, state operating funds, and certain local government funds. To facilitate management of the Unified
Investment Program, a combination of investment pools and separate accounts are utilized to meet the financial goals and
expectations of the agencies and entities which entrust these funds to the Board. Investments not managed in pools are
included in All Other Funds-Direct Holdings.

Name of Pool Eligible Participants

1. Consolidated Asset Pension Pool Retirement systems funds only

2. Trust Funds Investment Pool Various state trust funds

3. Short Term Investment Pool Eligible local & state agencies

4. All Other Funds—Direct Holdings Non-pool state agency investments

The Board issues a “consolidated” financial statement for the investment pools and All Other Funds -Direct Holdings that
provides a comprehensive view of total pool and All Other Funds-Direct Holdings’ assets.

In addition to the Board’s investment responsibilities, it is charged with creating solutions to financial issues facing new
and expanding businesses in the state of Montana. To accomplish this goal, the Board administers several different loan
programs that can be specifically tailored to meet an individual business' or local government's needs. The In-State
Investment Program consists of commercial loans funded by the coal tax trust, low interest loans for first time home buying
Montana veterans, and loans for the development and preservation of homes and apartments to assist eligible low and
moderate-income applicants.

The Board also issues tax-exempt bonds and lends the proceeds to Montana state agencies, universities, and local
governments for various projects.

The Board of Investments is funded with both enterprise and internal service type proprietary funds, with no direct
appropriations provided in HB 2.

The Boards of Investments’ responsibilities are mandated primarily in Article VIII, Section 13 of the Montana Constitution,
Title 2, Chapter 15, and Title 17, Chapters 5 and 6, MCA.
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Program Highlights Board of Investments

Major Budget Highlights

» The Board of Investments 2023 biennium budget request is
approximately $569,000 or 3.7% higher than the 2021 biennium
budget

» The executive proposal includes increases in the non-budgeted
proprietary fund primarily due to statewide present law adjustments
for personal services, fixed costs, and an administrative cost
adjustment

Program Actuals and Budget Comparison

The following table compares FY 2020 actual expenditures to the 2021 biennium appropriated budget and the
2023 biennium budget request by type of expenditure and source of funding.

Program Actuals and Budget Comparison
Actuals Approp. Approp. Request Request
Budget ltem Fiscal 2020 Fiscal 2020 Fiscal 2021 Fiscal 2022 Fiscal 2023
FTE 0.00 32.00 32.00 33.00 33.00
Personal Services 4,089,325 4,248,536 4,332,133 4,382,881 4,392,659
Operating Expenses 2,977,251 3,381,160 3,284,324 3,540,702 3,501,114
Debt Service 2,100 2,099 0 0 0
Total Expenditures $7,068,676 $7,631,795 $7,616,457 $7,923,583 $7,893,773
Proprietary Funds 7,068,676 7,631,795 7,616,457 7,923,583 7,893,773
Total Funds $7,068,676 $7,631,795 $7,616,457 $7,923,583 $7,893,773

Program Discussion -
FY 2020 Appropriations Compared to FY 2020 Actual Expenditures

The Board of Investments expended 96.3% of its $7.6 million FY 2020 budget. Operating expenses were 88.1% expended
due to cancellations of trainings, conferences, meetings, and the associated travel.

FY 2020 Appropriations Compared to FY 2021 Appropriations

There are differences between FY 2020 and FY 2021 appropriations in personal services, operating expenses, and debt
services. Significant differences include:

» Personal services - $83,597 increase due to the state employee pay plan
« Operating expenses - $96,836 decrease as a result of 100.0% of the biennial audit appropriation being allocated
in FY 2020
Executive Request
The Board of Investments is requesting an increase above the FY 2021 base in proprietary funds for personal services and

operating expenses of approximately $307,000 in FY 2022 and $277,000 in FY 2023. The proposed increase is primarily
due to statewide present law adjustments for personal services, fixed costs, and an administrative adjustment.
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Funding

The following table shows proposed program funding by source of authority.

Department of Commerce, 75-Board of Investments
Funding by Source of Authority
HB2 HB2 Non-Budgeted Statutory Total % Total

Funds Ongoing OTO Proprietary Appropriation All Sources All Funds
General Fund 0 0 0 0 0 0.00 %

State Special Total $0 $0 $0 $0 $0 0.00 %
03048 BOI Montana Loan Deferment Pro 0 0 0 0 0 0.00 %

Federal Special Total $0 $0 $0 $0 $0 0.00 %
06014 BOI Municipal Finance Programs 0 0 1,316,593 6,470,788 7,787,381 34.94%
06527 Investment Division 0 0 14,500,763 0 14,500,763 65.06 %

Proprietary Total $0 $0 $15,817,356 $6,470,788 $22,288,144 100.00 %)
Total All Funds $0 $0 $15,817,356 $6,470,788 $22,288,144

The Board of Investments is entirely supported through non-budgeted proprietary funds and statutory appropriations. These

funds are discussed in the Proprietary Rates section of the narrative.

Program Budget Summary by Category

The following table summarizes the total budget by base, present law adjustments, and new proposals. For a description

of these categories, please see the glossary.

Budget Summary by Category
General Fund Total Funds:
Budget Budget Biennium Percent Budget Budget Biennium Percent
Budget ltem Fiscal 2022 Fiscal 2023  Fiscal 22-23 of Budget Fiscal 2022 Fiscal 2023  Fiscal 22-23 of Budget
2021 Base Budget 0 0 0 0.00 % 7,616,457 7,616,457 15,232,914 96.31 %
SWPL Adjustments 0 0 0 0.00 % 184,530 51,791 236,321 1.49%
PL Adjustments 0 0 0 0.00 % 122,596 225,525 348,121 2.20%
New Proposals 0 0 0 0.00 % 0 0 0 0.00 %
Total Budget $0 $0 $0 $7,923,583 $7,893,773  $15,817,356

Present Law Adjustments

The "Present Law" Adjustments table shows the changes from the base appropriation to the proposed budget. "Statewide
Present Law" adjustments (DP 1, DP 2, DP 3) are standard categories of adjustments made to all agencies. Decisions on

these items were applied globally to all agencies.
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Present Law Adjustments
Fiscal 2022 Fiscal 2023
General State Federal Total General State Federal Total
FTE Fund Special Special Funds FTE Fund Special Special Funds
DP 1 - Personal Services
0.00 0 0 0 50,748 0.00 0 0 0 60,526
DP 2 - Fixed Costs
0.00 0 0 0 133,952 0.00 0 0 0 (8,629)
DP 3 - Inflation Deflation
0.00 0 0 0 (170) 0.00 0 0 0 (106)
DP 4 - ServiceNow
0.00 0 0 0 (6,208) 0.00 0 0 0 (6,208)
DP 7502 - BOI ADMINISTRATIVE COSTS ADJUSTMENTS NAPROP
0.00 0 0 0 128,804 0.00 0 0 0 231,733
Grand Total All Present Law Adjustments
0.00 $0 $0 $0 $307,126 0.00 $0 $0 $0 $277,316

*"Total Funds" amount includes funding from sources other than General Fund, State Special, or Federal Special (i.e. Proprietary).

DP 1 - Personal Services -

The executive requests adjustments to the present law personal services budget. This request has been broken into the
following categories, and further detail is shown in the agency summary:

1. Expected Changes

2. Personal services management decisions
3. Modifications made to the personal services budget in the 2021 biennium

DP 2 - Fixed Costs -

The executive requests adjustments to provide the funding required in the proposed budget to pay increases in fixed costs
assessed by other agencies within state government for the services they provide. Examples include the following: warrant
writer, motor pool, etc. The rates charged for these services are approved in the section of the budget that provides the
services.

DP 3 - Inflation Deflation -

The executive requests adjustments to reflect budgetary changes generated from the application of inflation and deflation
factors to specific expenditure accounts. Affected accounts include food, postage, gasoline, and others.

DP 4 - ServiceNow -

The executive requests a decrease in funding because of the purchase of ServiceNow licenses and programs for the 2023
biennium. The executive is anticipating operating efficiencies and other savings by using ServiceNow.

DP 7502 - BOI ADMINISTRATIVE COSTS ADJUSTMENTS NAPROP -

Based on historical trends, operational costs have increased 3.0% per year for items including contracted services, travel,
rent, and indirect costs. The executive requests authority to compensate for these increases.

New Proposals

The New Proposals table shows new changes to spending
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New Proposals
Fiscal 2022 Fiscal 2023
General State Federal Total General State Federal Total
FTE Fund Special Special Funds FTE Fund Special Special Funds
DP 7501 - BOI 1.00 ADMINISTRATIVE ASSISTANT FTE NAPROP
1.00 0 0 0 0 1.00 0 0 0 0
Total 1.00 $0 $0 $0 $0 1.00 $0 $0 $0 $0

*"Total Funds" amount includes funding from sources other than General Fund, State Special, or Federal Special (i.e. Proprietary).

DP 7501 - BOI 1.00 ADMINISTRATIVE ASSISTANT FTE NAPROP -

Since June 30, 2018, the investment pool has increased by almost $3.5 billion. In addition, the board’s accounting and
investment operations have continued to grow more and more complex. The size and diversity of the investment portfolio,
participant transactions, reporting standards, outside regulatory requirements, and GASB changes all contribute to the
increased complexity. The executive requests 1.00 FTE to aid in complying with these requirements.

Other Issues -

Proprietary Rates

The Board of Investments has two programs funded with proprietary fund, which include:

* The Industrial Revenue Bond, which funds the INTERCAP Program
* The Investment Division Program, which funds the investment programs

The Board of Investments’ customers include state agencies, the university system, local governments, financial
institutions, and local economic development organizations.

Industrial Revenue Bond 1-95 — 06014

Proprietary Program Description

The Industrial Revenue Bond proprietary fund is used to fund the INTERCAP Program. The INTERCAP program only loans
funds to eligible governmental units as defined under 17-5-1604, MCA. The Board sells tax-exempt bonds and lends the
proceeds to eligible governments for various projects. Loan terms range from one to 15 years, and short-term loans to
finance cash flow deficits or bridge financing are also available.

Proprietary Program Narrative

The following 2023 Biennium Report on Internal Service and Enterprise Funds shows the actual and projected expenditures
and related revenues associated with the Industrial Revenue Bond proprietary fund.
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2023 Biennium Report on Internal Service and Enterprise Funds
Agency # Agency Mame: Program Name:
5010 Department of Commerce Board of Investments
Fund Fund Name
06014 BOI Municipal Finance Programs
Actual Budgeted Proposed Proposed
Fy 20 Fy 21 Fy 22 FY 23

Operating Revenues

Fees and Charges

Investment Eamings 2482154 4077987 2482154 4077987

Total Operating Revenues 2482154 4077987 2482154 40779587
Expenses

Personal Senvices 387,349 460,299 456,148 471,975

Other Operating Expense 192,039 195.261 224772 202,550
Total Operating Expense 579,388 655,560 680,921 674,525
Operating Income (Loss) 1,902,766 3422427 1,801,233 3,403 462
Other Expense 2,007,982 3235394 3235394 3235394
Total Nonoperating Revenues (Expenses) 2007982 3235394 3235394 3235394
Income (Loss) Before Contributions and Transfers 3,910,748 6,657,821 5,036,627 6,638,856
Transfers In 7,734 42.000 20,000 40,000
Change in Net Position 3,918,482 6699821 5,056,627  b6.675.856
Beginning Net Position - July 1 14,106,956  18,025.438 24,725 259 29,781,886

Prior Period Adjustments

Change in Met Position 3916482 6,699,821 5,056,627 6,678,856
Ending Net Position - June 30 18,025,438 24725259 29.781,886 36,460,742
Net Position (Fund Balance) Analysis

Unrestricted Met Position 5,688,603 5917636 4503475 4711543
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Expenses

Overall, the executive is proposing increases in personal services and operating expenses. These increases are primarily
due to statewide present law adjustments for personal services and operating expenses.

Revenues

Nearly all bond program revenues are generated by the difference between interest rates on bonds sold and the interest
rate charged on loans to borrowers. Since these revenues are only received from the trustee on an annual basis, a 270-day
fund balance is required to provide adequate funding for the bond program between draws. Remaining revenues are
received monthly from the board’s contract with the Montana Facility Finance Authority.

Proprietary Rates
The Board of Investments recovers its costs from the entities that use its services. Typically, this has been done by

requesting a maximum level of expenditures and setting a fee at that level. Fees proposed for the INTERCAP Program are
shown below.

Requested Rates for Enterprise Funds
Fee/Rate Information

Actual FY | Budgeted FY| Proposed FY| Proposed FY
2020 2021 2022 2023

Budgeted Revenues
Fees & Investment Revenues |$ 3,382,843|$ 4,119,987|$ 2,502,154|$ 4,117,987

The INTERCAP Program is funded with an enterprise fund, which is a type of a proprietary fund. As such, the legislature
does not appropriate the funds or approve the rates for the program. Instead, the legislature reviews the report for the
enterprise fund and identifies concerns with the financial position of the fund.

Investment Division — 06527

Proprietary Program Description

The Investment Division proprietary fund, an internal service fund, funds the Investment Program. The Board of
Investment’s customers include state agencies, the university system, local governments, financial institutions, and local
economic development organizations.

Proprietary Program Narrative

The following 2023 Biennium Report on Internal Service and Enterprise Funds shows the actual and projected expenditures
and related revenues associated with the Investment Division proprietary fund.
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2023 Biennium Report on Internal Service and Enterprise Funds
Agency # Agency Name: Program Mame:
65010 Department of Commerce Board of Investments
Fund Fund Name
06527  Investment Division
Actual Budgeted Proposed Proposed
Fy 20 FY 21 Fy 22 Fy 23
Operating Revenues
Fees and Charges
Charges for Senices 7,253,787 7,253,787 747401 7,695543
Other Operating Revenues 42 - -
Total Operating Revenues 7,253,829 7,263,787 747,401 7695543
Expenses
Personal Semices 3,701,976 3,871,834 4154181 4,285,208
Other Operating Expense 2,787,312 3,089,063 3,315,930 3,298,564
Total Operating Expense 6,489 288 6,960,897 7470111 7583772
Operating Income (Loss) 764 541 292 890 1,290 111,771
Income (Loss) Before Contributions and Transfers 764,541 292,890 1,290 111,771
Change in Net Position 764,541 292,890 1,290 111,771
Beginning Net Position - July 1 261,671 1,026,212 1,319,102 1,320,392
Change in Met Position 764,541 292,890 1,290 111,771
Ending Net Position - June 30 1,026,212 1,319,102 1,320,392 1,432,163
Net Position (Fund Balance) Analysis
Unrestricted Met Position 1,026,212 1319102 1,320,392  1,432163

Expenses

Overall, the executive is proposing increases in personal services and operating expenses. These increases are primarily
due to statewide present law adjustments for personal services and operating expenses.
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Revenues

Nearly all Investment Program revenues are generated from charges to each account that the board invests. The revenue
objective of the Investment Program is to fairly assess the costs of operations while maintaining a 60-day working capital
reserve.

Proprietary Rates

The Board of Investments recovers its costs from the entities that use its services. Typically, this has been done by
requesting a maximum level of expenditures and setting the fee at that level.

Requested Rates for Internal Service Funds
Fee/Rate Information

Approved Approved Requested Requested
FY 20 FY 21 FY 22 FY 23
BOI Administrative Feg
Rate 7,198,414 7,198,414 7,471,401 7,695,543

Authority / Allocation Methodology: The revenue objective of the Board of Investments is
to assess the costs of operations to each portfolio the Board invests while attempting to
maintain a reasonable and prudent 60 day working capital reserve.

The rates approved by the legislature are the maximum the program may charge during the biennium. They are not the
rates the program must charge.
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