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TAB 1 – REVIEW & APPROVAL OF MINUTES
March 9, 2016 Regular Meeting
March 29, 2016 Special Meeting
OST Committee Reports – Verbal

JOHN D. SKJERVEM
CHIEF INVESTMENT OFFICER
INVESTMENT DIVISION

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

STATE OF OREGON
OFFICE OF THE STATE TREASURER
350 WINTER STREET NE, SUITE 100
SALEM, OREGON 97301-3896

OREGON INVESTMENT COUNCIL
MARCH 9, 2016
MEETING MINUTES
Members Present:

Rukaiyah Adams, Katy Durant, Rex Kim, Steve Rodeman, John Russell, Ted
Wheeler

Staff Present:

Darren Bond, Deena Bothello, Tony Breault, Austin Carmichael, Karl Cheng,
Debra Day, May Fanning, Sam Green, Karl Hausafus, John Hershey, Julie
Jackson, Aliese Jacobsen, Mary Krehbiel, Michael Langdon, Carmen Leiva,
Perrin Lim, Tom Lofton, Ben Mahon, Mike Mueller, Paola Nealon, Jen Peet, Jen
Plett, Dave Randall, Tom Rinehart, Angela Schaffers, Priyanka Shukla, James
Sinks, John Skjervem, Michael Viteri, Byron Williams

Consultants Present:

David Fann and Tom Martin (TorreyCove); Allan Emkin, Christy Fields, David
Glickman, John Linder and Dylan Lorda (PCA); Janet Becker-Wold and Uvan
Tseng (Callan)

Legal Counsel Present:

Dee Carlson, Oregon Department of Justice

The March 9, 2016 OIC meeting was called to order at 9:00 am by Katy Durant, Chair.
I.

9:00 am
Review and Approval of Minutes
MOTION: Mr. Russell moved approval of the February 3, 2016 meeting minutes. Ms. Adams seconded
the motion, which then passed by a 5/0 vote.
COMMITTEE REPORTS
John Skjervem, OST Chief Investment Officer gave an update on the following committee actions taken
since the February 3, 2016 OIC meeting:
Private Equity Committee:
March 8, 2016
ACON Equity Partners IV, L.P.

$150 million

Alternatives Committee:
None
Opportunity Portfolio Committee:
None
Real Estate Committee:
None
II.

9:01 am
Lone Star Real Estate Fund V - OPERF Real Estate Portfolio
Staff and Pension Consulting Alliance recommended a $300 million commitment to Lone Star Real
Estate Fund V for the OPERF Real Estate Portfolio, subject to satisfactory negotiation of terms and
conditions with Staff working in concert with legal personnel.
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Lone Star Real Estate Fund V (“LSREF V”) is a continuation of Lone Star Real Estate Fund IV (LSREF
IV) which had its first and final close in April 2015 under a similar macro-economic investment
environment. LSREF IV raised $5.8 billion in capital commitments and must be at least 85% committed
prior to the first closing of LSREF V. Given the size of loan pools and capital reserve requirements for
European banks, Lone Star has committed LSREF IV capital at a more rapid pace than originally
anticipated and has thus returned to the market with this subsequent fund raise with largely the same
strategy and market outlook.
LSREF V has a targeted fund size of $5.0 billion with a hard cap of $5.5 billion. Similar to the prior Lone
Star Real Estate Funds, the investment objective of LSREF V is to capitalize on market dislocations and
acquire commercial real estate-related investments at a significant discount to intrinsic value. Lone Star
will target a broad range of financial instruments and other investment assets in global commercial real
estate markets including, but not limited to, the following: equity real estate investments; investments in
or originations of loans; securitized products; other equity investments; and derivative instruments
related to any of the foregoing.
LSREF V may invest globally in the three regions (Western Europe, the Americas and Asia) in which
Lone Star and Hudson Advisors have an established footprint. Given the current investable opportunity
for Lone Star’s opportunistic strategy, LSREF V is anticipated to have an approximate 75% allocation to
Europe, 15% to the Americas and 10% in Asia. Two notable changes from LSREF IV include: (i)
expanding Lone Star’s geographic opportunities to pan-Asia instead of the prior fund restriction to
Japan-only; and (ii) broadening the Americas investment opportunities to include South America, subject
to a 10% maximum exposure within LSREF V.
MOTION: Mr. Russell moved approval of the staff recommendation. Ms. Adams seconded the motion
which passed by a vote of 4/1 with Treasurer Wheeler voting no.
III.

9:50 am
Brookfield Infrastructure Fund III, L.P. - OPERF Alternatives Portfolio
Staff and TorreyCove recommended a $400 million commitment to Brookfield Infrastructure Fund III,
L.P. (“BIF III”) for the OPERF Alternatives Portfolio, subject to satisfactory negotiation of terms and
conditions with Staff working in concert with legal personnel.
Consistent with its history, Brookfield (the “Firm”) will focus BIF III capital on high-quality, core
infrastructure investments, primarily in the transportation, renewable power, utilities, and energy sectors.
Moreover, BIF III capital will be invested in geographies where Brookfield has an operating presence,
namely North America, Europe, South America and Australasia. Brookfield is differentiated by its owneroperator legacy and a key feature of its BIF III strategy is the Firm’s operations-oriented investment
approach which incorporates technical insight into valuation and execution decisions. Brookfield will
also leverage the scale and expertise of its existing operating platforms in order to add value postacquisition. To effect this strategy, Brookfield seeks sufficient influence over its investments through
control or co-control, targeting investments ranging from $400 million to $1 billion in size.
The Alternatives Portfolio target allocation to infrastructure is 20% to 30% (or approximately $1.7 billion
to $2.5 billion at current OPERF NAV). To date, OIC has approved $1.95 billion in aggregate
commitments to the sector, and Staff considers BIF III an anchor commitment within the OPERF
infrastructure portfolio. Brookfield is differentiated by their vertical integration and focus on mature, core
infrastructure assets, and a commitment to BIF III would provide an attractive complement to other
existing portfolio positions.
MOTION: Ms. Adams moved approval of the staff recommendation. Mr. Russell seconded the motion
which passed by a vote of 5/0.

IV.

10:40 am
OPERF Real Estate Portfolio – Policy and Benchmark Update
At the December 9, 2015 OIC meeting, staff and PCA presented a revised vision for OPERF’s real
estate portfolio. This vision included evaluating future real estate investments relative to a more
narrowly-defined role within the broader OPERF portfolio.
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Recommendations
1. Revise OPERF’s real estate allocation targets as outlined below:

Current
Target
Allocation
25‐35%

Public REITs

Recommended

LTV Limit
50%

Target
Allocation
45‐65%

LTV Limit
45%

15‐25%

N/A

0‐10%

N/A

Value Add

15‐25%

70%

10‐30%

65%

Opportunistic
TOTAL PORTFOLIO

20‐40%
100%

N/A
60%

10‐30%
100%

N/A
50%

Real Estate Classification
Core

Current

Recommended

2. Revise OPERF’s real estate performance benchmark to match the revised investment and portfolio
construction strategy:

Current

Recommended

Benchmark
5% real return / NPI

Benchmark
ODCE

Public REITs

5% real/ NAREIT; FTSE/EPRA/NAREIT

NAREIT; FTSE/EPRA/NAREIT

Value Add

6% real / NPI + 100 bps

ODCE + 100 bps

Opportunistic

7% real / NPI + 200 bps

ODCE + 300 bps

N/A

ODCE + 50 bps

Real Estate Classification
Core

OPERF Real Estate

3. Revise OIC Policy INV 501, attached, incorporating the above allocation targets and benchmark
recommendations. Further revise OIC Policy INV 501 to adopt previously updated policy and formatting
standards now used for other OPERF Alternatives Program portfolios. Finally, approve recommended
edits to the following appendices (attached herewith):
I.
II.
III.
IV.

Appendix A, Investments Valuation Policy – conforms real estate portfolio policy to that
governing other Alternatives Program investments.
Appendix C, Appraisals Policy – clarifies existing real estate portfolio policy.
Appendix G, Non-Mandate Property Exceptions – clarifies existing Non-Mandate Property
Exceptions policy.
The remaining appendices listed in INV 501 conform to, without changes, existing real estate or
Alternatives Program policy documents.
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MOTION: Treasurer Wheeler moved approval of the staff recommendation. Mr. Russell seconded the
motion which passed by a vote of 5/0.
V.

10:45 am
Oregon Local Government Intermediate Fund - Policy Update
Staff provided background on the Oregon Local Government Intermediate Fund (“OLGIF”) and
presented OLGIF guidelines for approval.
MOTION: Treasurer Wheeler moved approval of staff’s OLGIF guidelines recommendation. Mr. Russell
seconded the motion which passed by a vote of 5/0.

VI.

10:50 am
OPERF Q4 2015 Performance and Risk Report
Janet Becker-Wold from Callan Associates gave a fourth quarter 2015 investment performance update
on OPERF.

VII.

11:20 am
State Accident Insurance Fund – Annual Review and Update
Kerry Barnett and Gina Manley from SAIF gave an annual review and update.

VIII.

11:40 am
Asset Allocation & NAV Updates
Mr. Skjervem reviewed asset allocations and NAVs across OST-managed accounts for the period ended
January 31, 2016.

IX.

11:43 am
Calendar – Future Agenda Items
Mr. Skjervem presented the updated OIC forward calendar.

X.

11:45 am
Other Items
Mr. Skjervem gave an OPERF performance review for the period ended December 31, 2015.
11:50 am
None

Public Comments

Ms. Durant adjourned the meeting at 11:52 am.
Respectfully submitted,

Julie Jackson
Executive Support Specialist
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JOHN D. SKJERVEM
CHIEF INVESTMENT OFFICER
INVESTMENT DIVISION

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

STATE OF OREGON
OFFICE OF THE STATE TREASURER
350 WINTER STREET NE, SUITE 100
SALEM, OREGON 97301-3896

OREGON INVESTMENT COUNCIL
MARCH 29, 2016
MEETING MINUTES
Members Present (via phone): Rukaiyah Adams, Katy Durant, Rex Kim, Steve Rodeman, John Russell, Ted
Wheeler
Staff Present:

Darren Bond, Deena Bothello, May Fanning, Sam Green, Karl Hausafus, John
Hershey, Julie Jackson, Michael Langdon, Carmen Leiva, Jen Peet, Tom
Rinehart, James Sinks and John Skjervem

Consultants Present:

David Fann, Jeff Goldberger and Tom Martin (TorreyCove)

Legal Counsel Present:

Dee Carlson, Oregon Department of Justice

The March 29, 2016 Special OIC meeting was called to order at 10:00 am by Katy Durant, Chair.

I.

10:00 am
Cinven Sixth Fund, L.P. – OPERF Private Equity
Staff recommended approval of a €250 million commitment to Cinven Fund VI, L.P. subject to
satisfactory negotiation of terms and conditions with Staff working in concert with legal counsel. This
proposed commitment represents the planned continuation of an existing general partner relationship.
MOTION: Ms. Adams moved approval of the staff recommendation. Mr. Russell seconded the motion,
which then passed by a 5/0 vote.

Ms. Durant adjourned the meeting at 10:17 am.

Respectfully submitted,

Julie Jackson
Executive Support Specialist

TAB 2 – CENTERBRIDGE SPECIAL CREDIT PARTNERS III,
L.P. & CENTERBRIDGE SPECIAL CREDIT PARTNERS IIIFLEX, L.P.

Centerbridge Special Credit Partners III, L.P. & Centerbridge Special Credit Partners III‐Flex, L.P.
Purpose
Subject to satisfactory negotiation of terms and conditions with Staff working in concert with legal
counsel, Staff recommends a commitment of $500 million to Centerbridge Special Credit Partners III, L.P.
(“Fund III”) and Centerbridge Special Credit Partners III‐Flex, L.P. (“Fund III‐Flex”) for the OPERF Private
Equity Portfolio. Centerbridge (“the Firm”) is raising these two funds (the “Funds”) as a stapled offering
with limited partner commitments to be allocated 25% to Fund III and 75% to Fund III‐Flex. Therefore,
the specific recommendation for consideration is $125 million for Fund III and $375 million for Fund III‐
Flex. Centerbridge is an existing relationship for the OPERF Private Equity Program dating back to 2006
including previous commitments of $435 million across three Centerbridge Capital Partners funds.
Background
Centerbridge was founded in October 2005 by Jeffrey H. Aronson and Mark T. Gallogly, who bring
approximately 60 years of combined experience in distressed and private equity investing. Prior to
forming Centerbridge, Messrs. Aronson and Gallogly successfully collaborated on a number of distressed
investments in their capacities as head of distressed and leveraged loans at Angelo, Gordon & Co. and
head of private equity at The Blackstone Group, respectively. The Firm currently employs 250
professionals, including 90 investment professionals operating out of offices in New York and London.
The principal thesis behind the Firm’s development has been to build a unified investment team focused
on two investment strategies – distressed and private equity investing – thereby positioning
Centerbridge to capitalize on the synergies between the two platforms.
Centerbridge currently manages $25 billion in total assets across two investment complexes. The
Capital Partners platform has raised $14 billion across three previous funds focused on private equity,
distressed for control, and structured transactions. The Credit Funds platform focuses on non‐control
distressed debt investing and includes roughly $7 billion of aggregate net asset value in the Credit
Partners hedge funds and $4 billion of total capital commitments across two previous Special Credit
Partners funds. Centerbridge is now targeting $5 billion of total capital commitments for Centerbridge
Special Credit Partners III & III‐Flex as a continuation of the non‐control distressed strategy that Mr.
Aronson has successfully managed since the 1990s.
Strategy
The investment mandate for Centerbridge Special Credit Partners III & III‐Flex is highly opportunistic
which is not uncommon in the non‐control distressed debt space. While the mandate allows for
flexibility, it can be expected that the Funds will mostly acquire senior loans and high yield bonds issued
by middle and large market companies in North America and Europe that are experiencing some form of
stress (liquidity and/or operating issues, poor market sentiment, technical trading issues, etc.). Some
subset of those investments will result in reorganizations which may include formal bankruptcy
restructurings. In those instances, Centerbridge will rely on the team’s deep experience navigating the
bankruptcy process to create value for investors. While this may result in conversion to post‐
reorganization equity, the strategy used in Centerbridge Credit Funds does not pursue control. The
balance of the investments in the Credit Funds’ portfolios will consist of deep value investments that will
perform from a coupon perspective and appreciate in value as markets normalize and/or as the issuer
resolves its balance sheet and/or operating issues.
The Firm generally will not know which of those two buckets each situation will evolve into over time, so
the investment process for each portfolio investment remains consistent. As noted above,
Centerbridge’s unified model allows for the ability to invest up and down the capital structure in private

equity and distressed credit situations. The combination of the Firm’s distressed skills, which emphasize
credit, legal and event analysis, and its private equity capabilities, which focus on rigorous business
analysis and active value creation, enhances the Firm’s ability to source and execute attractive
investment opportunities across both investment platforms and in all market environments.
Issues to Consider
Attributes:
 Compelling Target Risk/Return Profile – Non‐control distressed debt strategies have the ability
to play a unique, niche role in the OPERF Private Equity Program. Across cycles, the target
return for non‐control distressed funds approaches that of private equity with net, fund level
IRRs in the mid‐teens. Further, while the return profile in non‐control distressed is highly
cyclical, these distressed credit cycles run counter to private equity cycles, thereby providing
negative correlation with the balance of the OPERF Private Equity portfolio. The efficiency of
capital commitments in these funds is also high with heavy recycling during a shorter
investment period followed by rapid distributions during reasonably brief liquidation periods.
Finally, from a risk perspective, these strategies are highly differentiated from private equity as
they emphasize secured debt securities, shorter holding periods with current income, and very
high levels of portfolio company diversification.
 Solid Long‐Term Track Record – Non‐control distressed debt is a fairly narrow niche of the
alternative investment landscape, and, as a result, there is a small universe of managers who
have a proven and successful record of navigating distressed cycles. The skill set required
combines deep value, contrarian investing with an intimate understanding of reorganization
processes and the nuanced paths to value creation through those negotiations. As noted above,
Mr. Aronson has acted in a lead portfolio manager capacity for non‐control distressed funds
since the 1990s, and he has produced a track record across multiple cycles that very few can
credibly claim to compete.
 Attractive Main/Reserve Fund Structure – By definition, non‐control distressed debt funds
depend on credit cycles to generate high levels of excess return. However, these cycles are also,
by definition, extremely unpredictable so there can be no guarantee that one will materialize
during the investment period of a given fund. Centerbidge is raising capital utilizing a “main
fund” and “reserve fund” structure to account for that inherent cyclicality and uncertainty. As
noted above, commitments will be allocated across Fund III and Fund III‐Flex in a ratio of 1:3.
Fund III will commence operations at the initial close, and Fund III‐Flex will be activated at the
Firm’s discretion at any point during the Fund III investment period should a robust credit cycle
materialize. No management fees will be charged for Fund III‐Flex until it is activated, and if
Fund III‐Flex does not commence activity during the activation window, limited partners will be
released from that portion of their capital commitments. Therefore, limited partners’ exposure
will be limited to the 25% commitment allocated to the “main fund” in the event that a distress
cycle does not materialize over the next several years.
Concerns:
 Key Man Risk – Centerbridge employs an impressive investment team, but to a large extent the
recommendation to invest in Centerbridge Special Credit Partners III & III‐Flex is an assertion of
confidence in Mr. Aronson’s capabilities as lead portfolio manager. Therefore, this investment
proposition carries with it an above average degree of key man risk. [Mitigant: High levels of key
man risk are a feature of virtually all distressed debt fund investments. As noted above, there is
a very small universe of top tier, non‐control distressed fund managers, and, almost without
exception, a visionary portfolio manager leads each of those funds. Importantly, effective key
man provisions can properly account for the singular importance of the lead portfolio manager.
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In the case of Centerbridge, Staff is sufficiently convinced that Mr. Aronson is fully engaged for
the lifecycle of Fund III & Fund III‐Flex, and Staff is comfortable with the Firm’s proposed key man
provisions should anything unexpected arise.]
Cyclicality – As noted above, the Centerbridge non‐control distressed strategy will perform best
in an environment characterized by difficult credit markets. Achieving excess returns in this
strategy becomes more onerous in periods when leveraged finance markets are composed, and
highly accommodative credit environments can be even more challenging. Therefore, the
Centerbridge Special Credit Partners III & III‐Flex opportunity is more tactical and cycle reliant
than most other Staff recommendations. [Mitigant: As noted in the attributes section above, the
risk/return profile for non‐control distressed differs significantly from private equity. In markets
that are not conducive to this strategy, returns will tend to be uninspiring, but because the
strategy focuses on debt investing, the downside of calling the cycle wrong is mostly opportunity
cost versus capital impairment. Further, the “main/reserve” fund structure helps to mitigate the
cyclicality risk to a certain degree as discussed in the attributes section above. Finally, distress
cycles are a seemingly inevitable episodic feature of credit markets, and, based on history, cycles
occur every seven to eight years on average. The last cycle commenced in 2008, and excess
liquidity since that downturn has driven activity in credit markets which could form the basis for
the next cycle.]
Recent Returns – The results for Centerbridge Special Credit Partners II (“Fund II”) currently stand
at levels below the returns generated across the balance of Mr. Aronson’s non‐control distressed
track record. [Mitigant: Fund II commenced operations in mid‐2012 with an investment period
that ran through mid‐2015. From a timing standpoint, this is a very challenging fund as the
recovery from the global financial crisis was well underway when it commenced, and the
investment period was characterized by abundant credit market liquidity driven by (largely
unforeseen) unprecedented central bank intervention and accommodation.
Further,
immediately after the end of the investment period there was a large drawdown in sub‐
investment grade markets putting the fund effectively at break‐even since inception.
Centerbridge is confident that Fund II will still generate a reasonable multiple of invested capital,
but, given the trajectory to date, it is highly unlikely that the IRR will match that of the long‐term
track record. Staff is confident that these recent challenges are mostly attributable to a highly
atypical investment environment and are not an indictment of Centerbridge’s non‐control
distressed investing capabilities. Staff further observes that other high profile managers in this
space have been facing these same challenges, so this is not a Centerbridge‐specific issue.
Finally, Staff believes that a challenging investment environment for Fund II may form the basis
of an attractive investment environment for Fund III & Fund III‐Flex.]

Terms
Staff is currently engaged in fund document negotiations, but at this stage the headline terms appear to
be broadly in line with market for non‐control distressed funds. Further information on terms is
available in the TorreyCove memo. Finally, no placement agent had contact with Staff in connection
with this offering.
Conclusion
Centerbridge Special Credit Partners III & III‐Flex represent a compelling, tactical opportunity for the
OPERF Private Equity Program. As noted in the introduction, Staff is recommending a capital
commitment of $500 million to be allocated across a two fund offering.
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MEMORANDUM
TO:

Oregon Public Employees Retirement Fund (“OPERF”)

FROM:

TorreyCove Capital Partners (“TorreyCove”)

DATE:

April 8, 2016

RE:

Centerbridge Special Credit Partners III, L.P. &
Centerbridge Special Credit Partners III-Flex, L.P. (together known as the “Fund”)

Strategy:
Centerbridge intends to employ a broad and flexible investment mandate to achieve attractive risk-adjusted
returns. The platform will primarily invest in corporate debt, distressed or otherwise unusual assets, asset-backed
instruments, and pools of non-performing loans. Such investments might include issuers who are the subject of
corporate reorganizations, restructurings, liquidity crises, mergers, spin-offs, leveraged buyouts, credit rating
changes or other situations when the market may be mispricing an asset’s intrinsic value. The Fund is expected to
be a non-control strategy, and primarily focused on North American and European opportunities. Centerbridge
will employ their “One Team” approach, believing the Firm’s experience and expertise in underwriting both equity
and distressed debt investments afford the Firm a unique advantage in accessing deal flow. Centerbridge
deliberately seeks situations that are complicated and misunderstood. The Firm is also often wanting to take an
active approach with their investments, sharing the belief that value is achieved by directing the outcome.
Please see attached investment memorandum for further detail on the investment opportunity.
Allocation:
A new commitment to the Fund would be allocated 100% to the Special Situations investment sub-sector and will
further be categorized as a Domestic investment. As of the September 30, 2015 report, OPERF’s allocation to
Special Situations is listed in the table below. It is important to note that since allocation is based on fair market
value, a commitment to the Fund would not have an immediate impact on OPERF’s current portfolio allocation.
Commitments to the Fund are complementary to OPERF’s existing fund commitments and provide the overall
portfolio with a further degree of diversification.

As of September 30, 2015
Special Situations

Target
5-15%

FMV
11%

FMV + Unfunded
12%

Conclusion:
The Fund offers OPERF an opportunity to participate in a differentiated portfolio of private equity investments
with relatively attractive overall terms. TorreyCove’s review of the General Partner and the proposed Fund
indicates that the potential returns available justify the risks associated with an investment in the Fund.
TorreyCove recommends that OPERF consider a commitment of $500 million to the Fund. TorreyCove’s
recommendation is contingent upon the following:

(1) Satisfactory negotiation or clarification of certain terms of the investment;
(2) Satisfactory completion of legal documents;
(3) Satisfactory continuation and finalization of due diligence;
(4) No material changes to the investment opportunity as presented; and
(5) Confidentiality maintained regarding the commitment of OPERF to the Partnership until such time as all the
preceding conditions are met.

TAB 3 – ALTERNATIVES PORTFOLIO REVIEW

OPERF Alternatives Portfolio
2016 Plan and Review
Ben Mahon, Senior Investment Officer
April 20, 2016
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Alternatives Portfolio 2016 Plan and Review

Alternatives Portfolio Background/Objectives
 Alternatives Portfolio Background:






Alternatives Portfolio approved at January 26, 2011 OIC meeting
Portfolio seeded July 1, 2011 with three investments from the Opportunity Portfolio
Target allocation for the Portfolio has increased twice since its inception:
• First, from 5% to 10% at June 26, 2013 OIC meeting
• Second, from 10% to 12.5% at June 3, 2015 OIC meeting
o Actual allocation at February 29, 2016 is 3.9%
Portfolio comprised of three primary sectors:
• Infrastructure = 20-30%
• Natural Resources = 30-40%
• Diversifying Strategies = 35-45%

 Alternatives Portfolio Objectives:
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Seek “real assets” and “diversifying strategies” exposures
Important source of diversification for OPERF
Less correlated returns, diversifying risk premias
Includes inflation hedging objective
Benchmark: CPI + 4%
Alternatives Portfolio 2016 Plan and Review

Enumerated in OIC
Investment Beliefs

OIC Investment Beliefs
 Diversification, asset class correlations and private market investment expectations and
considerations are all enumerated in the OIC’s investment beliefs, which serve to guide
portfolio construction, strategy and manager selection decisions in the Alternatives Portfolio.


Importance of asset allocation, which is the primary driver of risk and return:
Belief 1A: “To exploit market inefficiencies, the OIC must be contrarian, innovative and
opportunistic in its investment approach.”
Belief 2A: “Asset allocation is the OIC’s primary policy tool for managing the investment
program’s long-term risk/return profile.”
Belief 2B: “Portfolio construction, including diversification and correlation considerations,
is essential to maximizing risk-adjusted returns.”

 Private market investments can add significant value and represent a core OIC/OST
competency:
Belief 4A: “The OIC can capitalize on its status as a true, long-term investor by making
meaningful allocations to illiquid, private market investments.”
Belief 4B: “Dispersion in private market investment returns is wide; accordingly, topquartile manager selection and vintage year diversification are paramount.”
Belief 6B: “External incentive structures should be carefully evaluated to ensure proper
alignment with investment program objectives.”
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2015 Year in Review
 Progress-to-date
 Authorized $2.15 billion in commitments in 2015 (7 investments)
• $3.4 billion over the past two years (16 investments)
• $5.2 billion cumulatively since inception (32 investments across 21 firms)
 Portfolio exposures are balanced and within target ranges
 “Third inning” of portfolio development. Continue to refine strategy and develop
anchor positions complemented by specialists/next generation relationships.
 No shortage of deal flow! Challenge has been discriminating among opportunities.
 Staffing
 Mike Mueller added to Alternatives Portfolio team
 “Firsts” for the Portfolio
 First strategic relationship (AQR)
 First joint venture (Twin Creeks)
 First land-based agriculture investment (Brookfield Ag Fund II)
 First private open-ended investment (Teays River)
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2015 Year in Review, cont.
 During 2015, OIC authorized $2.15 billion in commitments across 7 investments
 4 of the commitments were new relationships; 3 were “re-ups” or extensions of existing
strategies
 2015 commitments comprised a diverse set of investment strategies
AUTHORIZED
INVESTMENT NAME

FIRST OPERF

COMMITMENT

DATE DRAWDOWN

AMOUNT

Brookfield Agriculture Fund II, L.P.

3/20/2015

N/A

$100,000,000

EnerVest Energy Institutional Fund XIV-C, L.P.

3/20/2015

9/25/2015

$150,000,000

Teays River Investments, L.L.C

4/14/2015

6/30/2015

$150,000,000

Twin Creeks Timber, L.L.C.

8/26/2015

3/31/2016

$200,000,000

9/9/2015

12/1/2015

$750,000,000

10/28/2015

N/A

$400,000,000

12/9/2015

N/A

$400,000,000

AQR Multi-Strategy Fund X, L.P.
Stonepeak Infrastructure Fund II, L.P.
Global Infrastructure Partners III-A, L.P.
TOTAL:
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$2,150,000,000
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Portfolio Initiatives
 Co-investment
 Staff and consultant commencing project to determine best approach for consideration
of a co-investment program
• Create a shortlist of potential co-investment partners, developing a framework
for implementation
• Assess additional resource (both internal and external) requirements
 Separate accounts/strategic relationships
 Staff and consultant evaluating existing anchor relationships for potential separate
account/strategic relationship programs
 Diversifying Strategies
 Kicked off “three-year plan” with Callan onsite February 22, 2016
 Assistance from Karl Cheng
 Infrastructure debt analysis
 Assessing potential role of infrastructure debt; drafting “white paper”
 Assistance from Tom Lofton
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Portfolio Initiatives, cont.
 Pipeline
 Value add infrastructure (North American/European, private markets)
 Agriculture (North American, private markets)
 Infrastructure debt (Global, private markets)
 Multi-sector natural resources (Global, private markets)
 Renewable power (Global, private markets)
 Transportation debt (Global, private markets)
 Managed futures (Global, public markets)
 Current Market Themes
 North American energy plays
 Commodity price declines
 Reduction in traditional lending
 Renewable power
 Emerging markets

8
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Commitments and Market Values
 Alternatives Portfolio weight increasing as a percentage of OPERF
 Since Portfolio inception, $5.2 billion of commitments have been authorized
CY Authorized Commitments*

Total Alts FMV

Alts FMV as a % of OPERF (rhs)

$2,500

3.4%
$2,300
$2,150

$2,000

2.5%

1.9%
$1,355$1,363

$1,000

2.0%

1.3%
$883

1.5%

$871
0.7%

0.8%

1.0%

$700

$460

$375

0.5%

$225

$0
2011

2012

0.0%
2013

2014

Source: State Street. Data as of December 31, 2015. $ in millions.
*Calendar Year 2011 commitments include initial transfer from Opportunity Portfolio.
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3.0%
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$500

4.0%
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2015

Portfolio Snapshot
 Sector exposures are within targeted allocation ranges
 Diversifying strategies and listed commodities funds are liquid and can be deployed
more quickly than illiquid investments in infrastructure, timber, agriculture and natural
resources…
 … while cognizant of allocation ranges, anticipate deviations to occur as the program
scales.
TARGET

MARKET

MARKET

RANGE

VALUE

VALUE

(%)

($)

(%)

25.0%

20-30%

$591.1

25.7%

$2,977.1

35.0%

30-40%

$790.5

34.4%

Diversifying Strategies

$3,402.4

40.0%

35-45%

$918.3

39.9%

TOTAL:

$8,506.1

100.0%

0-10%

$2,300.0

100.0%

TARGET

TARGET

($)

(%)

Infrastructure

$2,126.5

Natural Resources

SECTOR

Source: State State. Data as of December 31, 2015. $ in millions.
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Annual Cash Flow Activity
 As anticipated, Portfolio cash outflows have outweighed cash inflows by a meaningful
amount
 $500 million of 2015 contributions related to AQR Strategic Partnership
Contributions*

Distributions

Total Alts FMV

Annual Net Cash Flow

$2,500

$2,300.0

$2,000

$2,000
$1,363.3

$1,500

$1,500

$870.8

$1,000

$58.6

$1,000

$459.7

$375.5

$500

$67.1

$0
-$500

$500
$57.3

$126.2

$0

-$88.6
-$383.7

-$325.0

$63.9

-$155.8
-$435.1

-$377.8

-$237.7
-$500

-$363.9

-$1,000
-$1,102.0

-$1,038.1

-$1,500

-$1,000
-$1,500

2011

2012

2013

2014

Source: State Street. Data as of December 31, 2015. $ in millions.
*2011 cash flows include initial transfer from Opportunity Portfolio.
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2015

Portfolio Activity
 As of December 31, 2015, OPERF has contributed $2.4 billion in capital, funding
approximately 47% of aggregate capital commitments made since inception. Approximately
$2.7 billion of capital commitments remain outstanding.
 Since inception, a total of $373.1 million has been distributed to OPERF
 As new commitments continue to be made, the weighted-average age of the Portfolio has
remained consistent throughout its history, averaging approximately 2 years
 Since inception, 27 commitments to closed-end vehicles:
 3 have reached end of investment period
 0 have reached end of term
 0 have been fully realized
Contributions
Distributions
Net Cash Flow
Unfunded Commitments
Weighted Avg. Age of Commitments (yrs)

2011

2012

2013

2014

2015

-$383.7

-$155.8

-$435.1

-$363.9

-$1,102.0

$58.6

$67.1

$57.3

$126.2

$63.9

-$325.0

-$88.6

-$377.8

-$237.7

-$1,038.1

$282.5

$534.4

$574.3

$1,643.1

$2,353.6

2.0

2.1

2.1

Source: State Street/Alpha Frontier. Data as of December 31, 2015. $ in millions.
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1.9

1.6

Portfolio Structure/Relationships
Total OPERF Alternatives Portfolio
$2.3 billion NAV

Natural
Resources

Infrastructure

Diversifying
Strategies

$790.5 million NAV

$591.1 million NAV

$918.3 million NAV

Number of Relationships / Managers
Alinda
Alterna
EnCap Flatrock
GIP
Highstar
Mariner
LS Power
Reservoir
Stonepeak

Appian
Brookfield
EMG
EnerVest
NGP
Orion
SailingStone
Sheridan
Taurus
Teays River
Twin Creeks

9

AQR
Reservoir

11

* Source: State Street. Market values as of December 31, 2015.
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2

Portfolio Structure/Relationships Vision
Goals:
• Target 30 relationships
• Use for priority setting
• Assess current targets – are
they reasonable?

Total OPERF Alternatives Portfolio
$2.3 billion NAV
$8.5 billion target
$5.2 billion committed

Natural
Resources

Infrastructure

Diversifying
Strategies

$790.5 million NAV
$3.0 billion target
$2.2 billion committed

$591.1 million NAV
$2.1 billion target
$2.0 billion committed

$918.3 million NAV
$3.4 billion target
$1.1 billion committed

Number of Relationships / Managers
Alinda
Alterna
EnCap Flatrock
GIP
Highstar
Mariner
LS Power
Reservoir
Stonepeak

9

•
•

Envision 10-12 relationships
Larger manager and
investable universe, so
average commitment larger

Appian
Brookfield
EMG
EnerVest
NGP
Orion
SailingStone
Sheridan
Taurus
Teays River
Twin Creeks

AQR
Reservoir

11

•
•

Envision 14-16 relationships
Smaller manager and
investable universe, so
average commitment
smaller

* Source: State Street. Market values as of December 31, 2015.
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•
•

2

Envision 4-6
relationships
Maintain HF beta and
style premia-oriented
manager bias

Portfolio Pacing
 2016 Plan
 $1.5 – $2.0 billion in commitments
 Based on balanced portfolio allocation, not driven by need to fill an exposure
 Implies total commitments of $6.7 – $7.2 billion by year end
 Longer-term pacing
 Staff has been measured, given entry point risk, research requirements and resource
constraints
 At current pace, will not reach target allocation for several years
 Can deploy liquid strategies (e.g., diversifying strategies and listed commodities funds)
more quickly than “illiquid strategies” (e.g., infrastructure, timber, agriculture, minerals
& mining, etc.)
 Remain cognizant of exposures while aiming for vintage year diversification
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Appendix: Investment Process
 Very high-level summary of Alternatives Portfolio investment process
 In practice, many more variables, non-linear, and with numerous feedback channels
Fit

Skill Assessment

Timing/Opportunity Set

-Low expected overlap and

-Firm, team, strategy evaluation

-Valuations

correlation with other strategies

-Investment performance evaluation

-Fundraising activity

-Sources of risk/return

-Differentiated

-Contrarian approach

-Scope of mandate

-Culture

-Asymmetric return profile

-Pacing study

-Financial discipline

-Manager assessment of

-Relationship target

*Confidence manager will

opportunity set

*Additive to the Portfolio

achieve their objectives

*Awareness of cycles

Internal Review
Team > Director > CIO > Consultant
Underwriting Package
Scorecard > Reference Calls > Track Record > Memo
Terms and Conditions

Portfolio
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Appendix: Relative Risk & Return
Expectations

Expected Return

-Revenue merchant
-Greenfield construction
or development
-GDP/market exposure
-Private equity-like
-Revenue partially
contracted, inflation-linked
-Some development risk
-Opportunity to de-risk
-"More hair"
-Mature, operating asset
or property
-Revenue contracted,
inflation-linked, predictable
-Limited GDP sensitivity
-No "hair on the deal"

Higher Risk
-Target net returns of >15%
-Low cash yield
-E.g., NGP, EMG

Medium Risk
-Target net returns of 10-15%
-Moderate cash yield
-E.g., Stonepeak, GIP

Lower Risk
-Target net returns of 5-10%
-Income a meaningful component of total return
-E.g., AQR, Sheridan, Brookfield

Expected Risk
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TAB 4 – OPERF OVERLAY REVIEW

OPERF Policy Implementation
Overlay Manager Annual Update
Purpose
To provide the OIC an update on the OPERF overlay program, currently managed by Russell Investments.
Background
In September 2005, the OIC retained Russell Investments to implement an overlay program to equitize
OPERF’s cash balances. Specifically, Russell monitors and, if necessary, equitizes both excess cash held by
public equity & REIT managers and general OPERF cash held to meet benefit payments and fund capital
calls. Russell equitizes this cash through highly‐liquid futures contracts with margin requirements much
smaller than the contracts’ “face” or “notional” values. As part of its overlay program, Russell also
monitors OPERF’s asset allocation relative to its OIC‐established strategic targets (see attached OIC Policy
INV 215: OPERF Asset Allocation and Rebalancing Policy) and trades equity and fixed income futures
contracts to align the Fund’s overall asset allocation with these OIC‐established targets. For perspective
on Russell’s overlay program, OIC members receive a monthly update on the program’s overlay exposures
in the asset allocation section of the regular OIC meeting materials.
As of March 31, 2016, the OPERF overlay program was long $353 million in fixed income contracts and
long $1.1 billion in global equity contracts for a total notional exposure of $1.45 billion.
Staff Recommendation
None, information only.

TAB 5 – POLICY UPDATES

OIC Policy Updates
April 20, 2016
Purpose
To update several OIC policies to conform with Treasury’s new PolicyStat application.
Background
This is a continuation of the policy updates brought by staff beginning with the September 2015
OIC meeting.
As noted last September:
In April 2015, Kim Olson informed the OIC of a new online application, PolicyStat, acquired
by Treasury (OST) to facilitate the management of policies and procedures for the OIC and
the rest of OST. As the current OIC Policies and Procedures have been migrated to this new
application, staff is now engaged in a staged project to reformat existing documents to fit the
new rubric approved by Treasury management. Of particular significance is the segregation
of Policy and Procedure sections, a recommendation made by Cortex Applied Research
during a review completed in August 2012. As staff moves to implement these
recommendations going forward, revised policies will come before the OIC for approval,
while operating procedures will be approved by the Chief Investment Officer.
Discussion
This memo provides a brief summary of revisions to the attached policies. Due to the
significance or quantity of revisions in three instances (INV 901, 903, and 904), staff is including
both the revised and previous policy versions for side-by-side comparison purposes. The
remaining policies are provided only in their revised form as changes relative to previous
versions are modest.

Oregon Short Term Fund Board (INV 301)
1. INV 301: Staff to the Oregon Short Term Fund Board (OSTFB)
Moved document into the new policy format and made some linguistic adjustments for clarity.
Change in 2. Record and Distribute Minutes of OSTFB Meetings. “…the Executive Assistant to
the Deputy State Treasurer records and distributes minutes for those meetings.” Now “…the
Executive Assistant to the Director of Capital Markets shall record and distribute minutes for
those meetings.”

Public Equity Series (INV 602, 605-607)
2. INV 602: Equity Investments: Selecting and Terminating Investment Management
Firms.

Moved document into the new policy format and made some linguistic adjustments for clarity.
3. INV 605: Exercise of Voting Rights Accompanying Equity Securities.
Moved document into the new policy format, and made some linguistic adjustments for clarity.

4. INV 606: Equity Investments: Commission Recapture
Moved document into the new policy format, and made some linguistic adjustments for clarity.
Change in second summary sentence: “The Senior Investment Officer for Public Equity is
responsible for the selection of firms participating in OPERF’s commission recapture program.”
This was formerly the Chief Investment Officer’s responsibility.
1. Selection of Commission Recapture Firms, points (c) and (d). Under 1(c), added “quality” as
a criterion for evaluating the Commission Recapture agent’s back office functions. Eliminated
1(d): “A single recapture firm may be used if it is determined in the Fund’s best interest to do so.
Exclusive arrangements may result in significantly better income splits, and therefore, more
earnings to the Fund.”
2. Manager Recapture Targets. Eliminated the time phrase “annually” from “Staff shall notify
managers of their expected commission recapture targets.”
5. INV 607: Equity Investments: Manager Monitoring
Moved document into the new policy format, and made some linguistic adjustments for clarity.
Change in 2. On-site Visits. Eliminated the sentence “OIC members are encourage to visit
managers when convenient.”

Common School Fund Series (INV 901, 903-905)
6. INV 901: Common School Fund: Asset Classes, Asset Allocation, and Reporting
Requirements
Moved document into the new policy format, and made some linguistic adjustments for clarity.
This document is now a combination of three, previously separate CSF policies: INV 901:
Common School Fund: General Policies and Procedures; INV 902: Common School Fund: Asset
Classes and Allocation; and INV 906: Common School Fund: Reporting Requirements.

The three, previously separate policies were short, and staff determined that a revised, combined
version would simplify the Common School Fund series. The previously separate versions of
these three policies are included for comparative purposes.
Change: Formerly INV 902: 2. Reviews: “Asset allocation reviews will be performed
periodically to assure the CSF is positioned properly.” Now INV 901: 6. “Formal asset
allocation review will be performed at least every 3 years to ensure that the CSF is positioned
properly.”
Formerly INV 902: 3. Asset Classes: A. Equities: “Domestic and international investments which
represent a direct ownership of, or partnership in, a going concern.” Now INV 901: 7(a): Public
Equity. “Domestic and international investments that represent a direct ownership of, or interest
in, a corporation, and the shares of which are traded in public securities markets.”
Formerly INV 902: 4. Asset Allocation: “Cash is to be held only for business operating
purposes.” Now INV 901: statement eliminated.
Formerly INV 902, table under U.S. Fixed Income, changed benchmark from “Barclays Capital
Universal Bond Index” to “Barclays U.S Aggregate Bond Index.”
Formerly INV 902, note under the asset class table: “Note: The Target Allocation to private
equity is a longer term target, established by the Council in August 2007. As such, the Policy
Mix benchmark will be adjusted as investment commitments are drawn down.” Now INV 901:
note eliminated.
Formerly INV 906: “Formal review with the State Land Board shall be held at least annually,
typically in April of each year.” Now INV 901: 8. Reporting Requirements: “Formal review
with the State Land Board shall be undertaken at least annually.”
7. INV 903: Common School Fund: Public Equity Investments
Moved document into the new policy format. The new policy uses the same ideas as the old
policy, but the language and structure has changed significantly. The previous version of this
policy is included for comparison.
Change: 7. Performance Expectations/Reviews. Eliminated the following statement: “Enhanced
index portfolios are expected to achieve an out-performance of 100 basis points over the index,
net of fees, over a full market cycle.”
8. INV 904: Common School Fund: Fixed Income Investments
Moved document into the new policy format and made some linguistic and structural
adjustments for clarity. Due to the number of changes, the previous version of this policy is
included for comparative purposes.

Change: 2. Strategy. Changed benchmark portfolio from Barclays Capital Universal Index to
Barclays Capital U.S. Aggregate Bond Index.
Changed “Maintain an average portfolio duration of +/-20% of the Barclays Capital Universal
Index” to “Maintain a target duration band of +/-20% relative to the effective duration of the
Benchmark.”
Eliminated the following sentence: “Maintain an overall portfolio quality of at least “A” or
higher.”
Added the following sentences:
“Maintain a minimum-weighted, average credit quality of one rating category below that of the
Benchmark. For example, if the Benchmark’s average credit quality is AA2, the minimumweighted, average credit quality should be A2.”
“Actively-managed strategies are expected to outperform stated benchmarks on an after-fee and
risk-adjusted basis, over a full market cycle.”
“Quarterly manager reviews will focus on adherence to guidelines and assessments of investment
performance relative to objectives.”
3. Permitted holdings. Added the following sentences:
“Obligations of U.S. and non-U.S. corporations such as debentures issued by industrial, utility,
finance, commercial banking or bank holding company organizations, bank loans, common stock
received in connection with the restructuring of corporate debt.”
“Credit Criteria: In addition to the eligibility requirements described above, securities considered
for purchase must be rated investment grade at the time of purchase. If no ratings are available
for a particular security, then an equivalent credit rating, as deemed by the Manager, may be
used. The methodology utilized by the Benchmark Index shall be used to determine the rating
on any holding.”
“For certain securities or instruments, such as newly-issued bonds, expected ratings may be used
until actual ratings are issued and assigned by the rating agencies.”
4. Diversification. Changed “Not more than 10% of the portfolio may be invested in Emerging
Market Debt (dollar and non-dollar denominated) rated below investment grade” to “Not more
than 10% of CSF fixed income portfolio may be invested in non-dollar denominated securities.”
5. Portfolio Restrictions. Changed “No more than 30% of the total CSF fixed income
portfolio, at market value, may be maintained in securities rated less than Baa3” to “No more

than 10% of the total CSF fixed income portfolio, at market value, may be maintained in
securities rated less than Baa3.”
7. Performance Expectations/Reviews. Formerly “…this portfolio is expected to outperform the
index by at least 75 basis points, net-of-fees.” Now “…the CSF fixed income portfolio is
expected to outperform the index by at least 35 basis points, net-of-fees.”

9. INV 905: Common School Fund: Private Equity Investments
Moved document into the new policy format, and made some linguistic and structural
adjustments for clarity.
Change: 6. Performance Expectations/Reviews. Eliminated the following statement: “The
Target Allocation to private equity is a longer term target, established by the Council in August
2007. As such, the Policy Mix benchmark will be adjusted as investment commitments are
drawn down.”

Recommendation: Approve policy revisions and format changes as outlined in attached
documents.

TAB 6 – COMMON SCHOOL FUND

Common School Fund
2015 Annual Review
Purpose
Provide the Oregon Investment Council (OIC) with an update on the performance, structure and
asset allocation of the Common School Fund (CSF) as of December 31, 2015, in accordance with
OIC Policy 4.08.07.
CSF Performance
For the five‐year period ended December 31, 2015, the CSF earned 7.4 percent on an average
annual basis, outperforming its policy benchmark by 60 basis points (7.4% vs 6.8%). With a 0.5
percent return for the twelve‐month period ended December 31, 2015, nominal CSF
performance was certainly muted; however, on a relative basis, last year’s return was notably
above benchmark (0.5% vs ‐0.93%).
For the fiscal year ended June 30, 2015, the CSF’s 3.5 percent advance also beat the 2.4 percent
(net of fees) return from the 2015 NACUBO1‐Commonfund Study of Endowments (a composite
comprised of 812 U.S. Colleges and Universities). Over the five‐year trailing period, the CSF
returned 11.5 percent, compared to the average NACUBO endowment return of 9.8 percent.
Despite last year’s disappointing (and in many cases negative) asset class returns, the CSF
delivered positive, absolute results. On a relative basis, the CSF has outperformed its
benchmark over the past 1‐, 3‐ and 5‐year time periods.
Period ending 12/31/2015
Common School Fund
CSF Policy Benchmark
Excess Return

1‐Year
0.46%
‐0.93%

3‐Year
8.11%
6.98%

5‐Year
7.39%
6.84%

1.39%

1.13%

0.55%

Fixed Income
The two CSF fixed income managers employ an active strategy that seeks to capitalize on the
historical premium accruing to spread risk. This strategy generally involves underweighting U.S.
Treasury securities, relative to an index, and overweighting corporate debt. Over the past
three‐, five‐, seven‐ and ten‐year periods, aggregate performance for these two managers has
exceeded the BC Universal index, CSF’s fixed income policy benchmark.

1

National Association of College and University Business Officers, a global membership organization representing
more than 2,500 colleges, universities, and higher education service providers.
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Exhibit 1 – Fixed Income Managers

Period ending 12/31/2015
Fixed Income
BC Universal Index

1‐Year
‐0.03%
0.43%

3‐Year
1.74%
1.51%

5‐Year
4.14%
3.46%

Excess Return

‐0.46%

0.23%

0.68%

Public Equity
All CSF active equity managers with track records of at least five years exceeded their
benchmarks as of December 31, 2015. ClearBridge Investments, which replaced Columbia
Wagner last year in the core mid‐cap space, delivered positive returns, beating its underlying
benchmark on both an absolute and relative basis. Also of particular note was Arrowstreet’s
developed international equity performance which exceeded its benchmark by roughly 500
basis points over the same five‐year period. On both a short‐ and long‐term basis, favorable
benchmark‐relative equity results are associated with active management strategies in
international markets.
Exhibit 2 – Equity Managers

Period ending 12/31/2015
Domestic Equity
Russell 3000 Index

1‐Year
1.53%
0.48%

3‐Year
14.76%
14.74%

5‐Year
11.99%
12.18%

Excess Return
Period ending 12/31/2015
International Equity
CSF Custom International Index

1.05%
1‐Year
‐2.24%
‐5.66%

0.02%
3‐Year
5.26%
1.50%

‐0.19%
5‐Year
4.05%
1.06%

3.42%

3.76%

2.99%

Excess Return

Private Equity
The CSF private equity portfolio is now in its eighth year, utilizing predominately OPERF‐related
general partner relationships. Total commitments to date are $280 million, with $214 million
contributed through September 30, 2015. The first commitments were drawn in late 2007, and
to date the portfolio’s total value multiple is 1.4x with an IRR of 13.5 percent. General partners
represented in the portfolio include Apollo, Oak Hill, KKR, TPG Partners, Warburg Pincus, JP
Morgan and Oaktree.
Asset Allocation
CSF asset allocation is managed relative to a 70/30 equity‐to‐fixed income target. As of year‐
end 2015, the CSF’s actual allocations relative to established targets were within policy
tolerances.
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CSF

Policy

Target

Domestic Equities
International Equities
Private Equity
Total Equity

25-35%
25-35%
0-12%
65-75%

30%
30%
10%
70%

$426,108
388,883
167,267
982,258

29.9%
27.3%
11.7%
69.0%

Fixed Income

25-35%

30%

417,968

29.3%

0-3%

0%

23,968

1.7%

Cash
TOTAL CSF

$ Thousands

$1,424,194

Recommended Action
None, information only.
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Actual

100.0%

CSF Annual Review

April 20, 2015

Background on the Common School Fund
Source: Department of State Lands

The act of Congress admitting Oregon to the Union in 1859 granted sections 16 and 36 in every
township "for the use of schools." The provision of land for educational purposes was a
practical solution for the developing nation that was "land rich, but cash poor."
In Oregon, Congress granted roughly six percent of the new state´s land ‐ nearly 3.4 million
acres ‐ for the support of schools. Due to various circumstances, about 700,000 acres remain in
state ownership today.
These lands and their mineral and timber resources, as well as other resources under the State
Land Board´s jurisdiction (including the submerged and submersible lands underlying the
state´s tidal and navigable waterways) are managed "with the object of obtaining the greatest
benefit for the people of this state, consistent with the conservation of this resource under
sound techniques of land management."




Rangelands are leased to ranchers for grazing sheep and cattle.
Forestlands are managed for timber production.
Waterways are leased for uses such as sand and gravel extraction, houseboats, marinas
and log rafts. The rents and royalties received from these activities are deposited in the
Common School Fund, a trust fund for the benefit of Oregon´s K‐12 public schools.

Other sources of money contributing to the Common School Fund include:






Escheats ‐‐ property reverting to the state on an individual´s death because no heir or
will exists or can be found;
Unclaimed property, while the agency searches for the rightful owner;
Gifts to the state not designated for some other purpose;
Tax revenues from the production, storage, use, sale or distribution of oil and natural
gas; and
5% of the proceeds from the sale of federal lands.

The State Treasurer and the Oregon Investment Council invest the Common School Fund. In
recent years, fund values have ranged from $600 million to $1.4 billion, depending on market
conditions.
In addition, the Land Board must consider the issue of "intergenerational equity" in its
distribution policies. Fund distributions cannot benefit current students at the disadvantage of
future students, or vice‐versa.
In early 2005, the State Land Board announced a record $45.6 million distribution of earnings
from the Common School Fund to all K‐12 public schools and voted to modify the future
distribution policy for the fund. The turnaround in the stock market during 2004 created a
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significant increase in the value of the Common School Fund which reached $1 billion in
February 2006.
Changes to Oregon law and the investment policies of the State Land Board beginning in the
late 1980s significantly boosted earnings flowing to schools. Specifically, a 1988 Constitutional
Amendment allowed investment of the Common School Fund in the stock market, subject to a
legislatively‐established investment cap of 50 percent. The 1997 Legislature increased the cap
to 65 percent, a timely shift in strategy has nearly quadrupled the fund value due to stock
market appreciation and revenues generated from land management.
In 2009, the State Land Board adopted a distribution policy that distributes 4% of the fund’s
preceding 3‐year rolling average balance. If the balance of the fund has increased by 11% or
more, the distribution shall be 5% of the preceding 3‐year average balance.
Legislation passed in 2005 directed the Oregon Department of Education to send CSF revenues
directly to Oregon's 197 K‐12 public school districts.
Recent years’ distributions include the following:
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

$45.4 million
$48.5 million
$55.4 million
$40.4 million
$50.5 million
$48.8 million
$48.0 million
$53.1 million
$50.8 million
$54.2 million
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OREGON DEPARTMENT OF

S TAT E L A N D S

The State Treasurer and
Oregon Investment Council
invest the Common School
Fund, which exceeded its
performance benchmark

DEPARTMENT OF STATE L AND S FAC T SHEE T

Common School Fund
Benefits Oregon Schools
$53 million earmarked for state’s 197 K-12 districts in 2016
Since Oregon became a state in 1859, a little-known fund – the Common School
Fund – has provided hundreds of millions of dollars for Oregon public schools.
Common School Fund distributions are considered local revenue in the state
funding formula, and the dollars are not insignificant. In a district such as

over the three-year period

Corvallis, their share in 2016 ($903,506) supports the equivalent of 11 full-time

ending in 2015, earning a

teaching positions; in Bend, 18; and in Medford, 15.

8.11 percent average
annual return. The value
of the fund fluctuates with
changing market conditions, and is now valued at
$1.42 billion. Historically,
about 4 percent of the fund
has been distributed to
school districts annually.

State Land Board oversees Common School Fund
The act of Congress admitting Oregon to the Union in 1859 granted sections
16 and 36 of every township for the use of schools. Nearly 3.4 million acres –
roughly the size of Connecticut – came under state ownership.
Our “land-rich, cash-poor” state quickly sold many school lands, as state officials
felt private ownership of these lands would yield more for schools through
property taxes and other economic benefits. As a result, less than a fifth of
Oregon’s original acreage – about 750,000 acres – remains in state ownership.

2016 Common School Fund Distributions
A sampling of districts and the impact of their distributions

“Every education advocate
should understand the
Common School Fund’s role
in helping fund K-12 schools.”
Jim Paul, Director
Department of State Lands

School District
Astoria
Bend
Coos Bay
Corvallis
Hood River
Medford
Pendleton

Distribution
$168,255
$1,528,435
$270,734
$903,506
$355,006
$1,245,032
$289,469

Equal to*
2 full-time teachers
18 full-time teachers
3 full-time teachers
11 full-time teachers
4 full-time teachers
15 full-time teachers
3 full-time teachers

Portland
Salem

$4,647,808
$3,837,020

54.5 full-time teachers
45 full-time teachers

*Based on the annual statewide average of $85,253 per teacher for salary and
benefits; figures are rounded

Common School Fund
distributions are sent
to school districts twice
a year. By law, fund
distributions cannot benefit
current students at the
disadvantage of future
students, or vice-versa.

“Protecting and enhancing the Common School Fund is arguably the most
important thing we do as a state agency,” says Jim Paul, director of the
Department of State Lands, the administrative arm of the Land Board. “Our
goal is to have every education advocate understand its role in funding K-12
schools.”
Inputs into the fund include revenues from state-owned lands and
waterways, and from estates that transfer to the state from people who die
without a will and known heirs. All unclaimed property (money) the state
receives is held in the Common School Fund until the rightful owner is
located.

Goal is to grow the fund significantly over time
As the Common School Fund grows, so do distributions to Oregon school
districts. Since 2000, distributions have ranged from a low of $13 million
in 2004 to a high of $55.4 million in 2008. Distributions in the 2015-17
biennium will total about $110 million.
The Department of State Lands is strategically managing the fund’s real
estate assets to increase revenues to schools. Divesting of non-producing
lands, investing in high-quality lands, and ensuring that state land leases
reflect market values
are among the agency’s
strategies, says Paul.
“Every dollar helps

The Land Board’s Real
Estate Asset Management
Plan calls for a “clear
commitment to creating
a consistent stream of
revenue to increase annual
distributions to schools.”
It also recognizes the need
to strategically dispose of
selected land assets and
acquire assets with high
performance potential.

Oregon schools,” he says.
“Through balancing revenue
enhancement and resource
protection, our goal is to
provide sustainable funding
for schools forever.”

For more information and copies of this fact sheet, contact:
Julie Curtis: (503) 986-5298; julie.curtis@state.or.us
Oregon Department of State Lands
775 Summer St. NE, Suite 100 Salem, Oregon 97301-1279
(503) 986-5200 | www.oregonstatelands.us
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TAB 8 – CALENDAR/FUTURE AGENDA ITEMS

2016 OIC Meeting Calendar and Planned Agenda Topics

April 20:

OPERF Private Equity Manager Recommendation
OPERF Overlay Review
OPERF Alternatives Portfolio Review
CSF Annual Review
OIC Policy Updates

June 1:

OITP Review
OST Compliance Program Update
Securities Lending Update
OIC Real Estate Consultant Recommendation
Q1 2016 OPERF Performance & Risk Report

August 3:

OPERF Real Estate Manager Recommendation
Corporate Governance Update
OPERF Litigation Update
PERS Presentation and Joint Board Discussion
OIC Policy Updates

September 14:

Public Equity Program Review
OIC Private Equity Consultant Recommendation
OPERF Q2 2016 Performance & Risk Report
OSGP Update
OST Operational Review

October 26:

OSTF Review
Fixed Income Program Review
CEM Benchmarking Report
OIC General Consultant(s) Recommendation

December 7:

OPERF Q3 2016 Performance & Risk Report
Real Estate Program Review
OPERF Opportunity Portfolio Review
OIC Policy Updates

