
M I N U T E S 
 

SOUTH DAKOTA INVESTMENT COUNCIL 
Sioux Falls, South Dakota 

November 15, 2011 
 

 
1) Roll Call 
 
 The meeting was called to order at 8 a.m. on 
November 15, 2011 by Chair Joseph Anglin.  Council 
members in attendance were Joseph Anglin, Hugh Bartels, 
Jon Hunter, Jarrod Johnson, Jim Means, Rich Sattgast, 
Wesley Tschetter and Rob Wylie. 
 
 Others attending all or part of the meeting 
included: 
 
     Investment Office 

Matt Clark   Arianna Rehfeldt 
Brett Fligge   Jan Zeeck 
Tammy Otten   Jeff Ellefson 
Chris Nelson   Scott Hess 
Sherry Nelson   Laurie Riss 
Melissa Hanson-Woidyla 

     Retirement Laws Committee 
Senator Tom Nelson    Senator Bruce Rampleberg 
Senator Billie Sutton    Senator Larry Tidemann 
Representative Patrick Kirschman  Representative Tad Perry 
Representative Manny Steele   Representative Hal Wick 

     SDRS Board of Trustees 
James Hansen     James Johns 
Louise Loban     Darwin Longieliere 
Bonnie Mehlbrech    David Merrill 
Kent Osborne     K.J. Peterson 
Eric Stroeder     Sandra Zinter 

     Legislative Research Council 
Annie Mehlhaff     Terry Miller 

     South Dakota Retirement System Staff 
Travis Almond     Susan Jahraus 
Michelle Mikkelsen    Damian Prunty 
Jane Roberts     Jacque Storm 

     Buck Consultants 
Doug Fiddler     David Slishinsky 

     Others 
 Bob Litz, Minnehaha County Auditor  Pam Nelson, Minnehaha County Treasurer 
 Mike Keeley, School Administrators 
 
 
(Note:  For sake of continuity, the following minutes are not necessarily in chronological order.  Documents 
referenced are on file in the Investment Office, and public access is subject to the provisions of SDCL 1-27.) 

AGENDA ITEMS: 

1) Roll Call 
2) Minutes 
3) Higher Education Savings Program Update 
4) CD Program Update 
5) Compensation Committee Update 
6) SDIC Subcommittee Appointments 
7) Sarbanes Oxley Compliance Checklist Review 
8) SDIC Code of Ethics & Personal Investing 

Guidelines – Review 
9) Iran Divestiture Update 
10) Audit Committee Update 
11) FY 2011 Investment Performance Presentation 
12) SDIC FY 2011 Annual Report 
13) Investment Update – FY 2012 
14) Equity Research Presentation 
15) New/Old Business 
16) Future Meeting Dates 
17) Adjournment 
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2) Minutes 
 

JIM MEANS MOVED, SECONDED BY WESLEY TSCHETTER, TO APPROVE THE MINUTES OF THE 
AUGUST 22, 2011 INVESTMENT COUNCIL MEETING.  MOTION PASSED UNANIMOUSLY. 
 
3) Higher Education Savings Program 
 

Sherry Nelson presented an update on the Higher Education Savings Program and the 
CollegeAccess 529 Plan.  She provided an update on assets, accounts, and the compliance schedule.  
She noted the Program Management Agreement requires Council approval of the auditor. 
 

HUGH BARTELS MOVED, SECONDED BY RICH SATTGAST, TO APPROVE PRICEWATERHOUSE-
COOPERS AS THE AUDITOR FOR COLLEGEACCESS 529 PLAN FOR THE YEAR ENDING DECEMBER 31, 
2011.  MOTION PASSED UNANIMOUSLY. 
 
 Nelson reviewed the information previously provided to the Council on the plan changes 
being suggested by Allianz.  The proposed changes are to the underlying funds comprising the age-
based portfolios and customized portfolios, as well as a change to the Select fund line-up.  She 
noted that consideration was given to a variety of attributes of the funds including fund expense 
ratios, investment styles, manager experience and longevity, performance history of the funds and 
the rationale behind the proposed changes.  Nelson stated that the proposed funds are believed to be 
reasonable choices for the higher education savings program. 
 
 ROB WYLIE MOVED, SECONDED BY JIM MEANS, TO APPROVE THE PORTFOLIO CHANGES TO THE 
COLLEGEACCESS529 PLAN PROPOSED BY ALLIANZ GLOBAL DISTRIBUTORS AND PRESENTED TO THE 
INVESTMENT COUNCIL ON THIS DATE AND TO AUTHORIZE THE STATE INVESTMENT OFFICER TO 
EXECUTE THE NECESSARY DOCUMENTS AND TAKE ANY OTHER ACTIONS DEEMED NECESSARY OR 
DESIRABLE TO CARRY OUT THE PORTFOLIO CHANGES AS PRESENTED.  MOTION PASSED UNANIMOUSLY. 
 
4) CD Program Update 
 
 Sherry Nelson reviewed her memo summarizing the results of the CD Program.  Fifty-one 
banks, one savings and loan and five credit unions participated this year, twelve fewer than last 
year.  The total accepted was $22.452 million, a decrease of $2.481 million.  The rate of .64% was 
based on the one-year Treasury note yield of .14% on 9/28/11 plus a risk and liquidity premium of 
.50%.  A listing of the participating financial institutions and a report on program statistics were 
provided. 
 
5) Compensation Committee Update & FY 2013 Budget Request Update 
 
 Joe Anglin, Chair of the Compensation Committee, stated he did not have a formal update at 
this time.  Matt Clark stated there will be a better understanding of the fiscal year 2013 budget 
recommendation after the Governor’s budget address on 12/6/11. 
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6) SDIC Subcommittee Appointments 
 
 Joe Anglin reviewed changes to the Council subcommittees.  On the Compensation 
Committee will be Wesley Tschetter as Chair, Joe Anglin and Jarrod Johnson.  On the Audit 
Committee will be Hugh Bartels as Chair, Jon Hunter and Rich Sattgast.   
 
7) Sarbanes Oxley Compliance Checklist Review 
 

Otten reviewed the Sarbanes-Oxley compliance checklist.  As a government agency, the 
Investment Council does not need to comply with Sarbanes Oxley, but the report outlines how we 
would compare if required. 
 
8) SDIC Code of Ethics & Personal Investing Guidelines Review 
 
 Clark reviewed the Code of Ethics & Personal Investing Guidelines for the Investment 
Council.  The SDIC guidelines state that the Council will annually review and certify their 
understanding of and compliance with the guidelines.  The same procedure used for staff will be 
used for the Council to fulfill this requirement at the end of each fiscal year.  Clark also discussed 
the gift policy and personal investing policy for Investment Office staff.   
 
9) Iran Divestiture Update 
 

Otten discussed the Compliance with Iran Divestiture Law – Update memo dated 11/1/11 
that had been previously mailed to the Council.  She reported on the requirements and the time table 
as detailed in the South Dakota and Federal law and how the Council complied with each law.  The 
current scrutinized companies list was provided. 
 
10) Audit Committee Update 
 
 Wesley Tschetter, Chair of the Audit Committee, distributed his report on the audit 
completed by Legislative Audit for FY 2011 on the Cash Flow Fund, Cement Plant Retirement 
Fund and all of the trust funds.  He noted the audit went smoothly, and he complimented staff on the 
clean audit.  
 
 Discussion continued on the use of Legislative Audit by the Investment Council for the Cash 
Flow Fund and trust funds as required by law.  It was noted that Legislative Audit trains select staff 
members to audit the investments and related internal controls.  The SDRS Board of Trustees hires 
KPMG for their audit, which includes field work in the Investment Office reviewing investment 
transactions and valuations. 
 
11) FY 2011 Investment Performance Presentation 
 

Otten presented an overview of the FY 2011 SDRS total fund performance including market 
environment, peer universe comparisons, risk analysis and return attribution.  
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12) SDIC FY 2011 Annual Report 
 
 The four Investment Accountants, Cindy Pickering, Sami Kangas, Peggy Naessig and 
Krystal Seeley, were introduced.  The Accounting department is responsible for compiling and 
producing the annual report.  Pickering presented an overview of the various sections of the FY 
2011 Investment Council Annual Report assisted by Kangas.  The report is also posted on the SDIC 
website.  As a result of the on-line access, only a limited number of reports were printed and mailed 
to Council members, legislators, various Pierre offices, the SDRS Board of Trustees, and past 
Council members. 
 
13) Investment Update – FY 2012 
 

Tammy Otten presented the Motions and Actions report from the August 22, 2011 Council 
meeting.  The September 30, 2011 quarterly investment update and October 31 estimated asset and 
total return reports were previously mailed to the Council.  The trust fund FY 2012 and projected 
FY 2013 distributions were discussed. 

 
The estimated asset and return information for SDRS, CPRF and the four trust funds through 

November 13, 2011, were provided.   
 

14) Equity Research Presentation 
 

Melissa Woidyla, Arianna Rehfeldt, Jan Zeeck and Jeff Ellefson gave a presentation on the 
Global Equity Modeling Process.    

 
Woidyla began with an overview of the modeling process and listed the steps of company 

research, risk rating, normalized earnings, invested capital and return on invested capital, long term 
growth, and valuation.  She addressed understanding both company and industry concerns and 
described the issues considered when determining risk rating.  She discussed the line by line 
normalization of the income statement to determine sustainable normal earnings.  The adjustments 
made to the balance sheet to determine invested capital and return on invested capital were 
described.  She discussed the uses of earnings to project normalized long term earnings growth.  
Finally, she described how the normalized inputs are used by a discounted cash flow model to 
determine the price to value of each company. 

 
Rehfeldt walked through the global equity modeling process using Target as an example.  

She started with a general overview of the company and its competitive advantage and moat.  She 
highlighted the strengths and weaknesses of the company used to establish the company’s risk 
rating.   

 
Rehfeldt walked through the income statement normalization, emphasizing organic growth, 

revenues, operating margin, tax rate and interest expense as Target’s main inputs.  She then showed 
the adjustments made to the normal earnings to better reflect the economic profitability of the 
company.  She reviewed the incremental return on assets and how that was determined by the 
normal earnings and an adjusted invested capital base.  She then highlighted two components of 
leverage, free liabilities and debt capital, used to determine the incremental return on equity and the 



Investment Council Minutes 
November 15, 2011 
Page 5 
 
 
resulting investment allocation to the organic business.  The breakdown of growth was shown and 
highlighted how Target allocated earnings for reinvestment and other purposes. Rehfeldt discussed 
how the inputs discussed determined the company’s intrinsic value.   

 
In summary, she showed a chart that graphed portfolio shares and the company’s price to 

value over the last year.  
 
Zeeck discussed the similarities and differences of analyzing a bank versus a nonfinancial 

company.  She detailed the key inputs that are normalized (earning assets, net interest margin, fee 
income, loan loss provision, and efficiency ratio) to determine sustainable earnings power.  She then 
addressed how recent regulation and legislation would likely lower leverage, profits and returns on 
invested capital for the banking industry. 

 
Ellefson gave a summary overview of US Bancorp while presenting the firm’s strengths and 

weaknesses. He walked through the income statement normalization process focusing on average 
interest earning assets, the net interest margin, fee related revenues, and the efficiency ratio.  The 
derivation of a normalized loan loss provision was also discussed.  Ellefson then presented the 
inputs which drive the expected future earnings growth rate of the firm.  He also discussed how the 
inputs determine the company’s intrinsic value. 
 

There were questions and further discussion about team dynamics, bank legislation, the 
evolution of the equity modeling process, the number of companies researched by each portfolio 
manager, and the frequency of updates. 
 
15) New/Old Business 
 
 No new or old business was presented for the next meeting agenda. 
 
16) Future Meeting Dates 
 
 The next Investment Council meeting will be held in Pierre in conjunction with the 
Appropriations Hearing.  The date will be provided to the Investment Council as soon as the budget 
hearings are scheduled. 
 
17) Adjournment 
 
 Chair Anglin declared the meeting adjourned at 12:10 p.m. 
 
 


