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EXECUTIVE REVIEW AND COMPENSATION COMMITTEE SPECIAL MEETING

Thursday, February 6, 2025 - 4:00 PM
Virtual Only
Click here to join the meeting

AGENDA

|.  Call to Order and Approval of Agenda (Committee Action)
II. Incentive Compensation Program Policy (Committee Action)

[ll.  Adjournment

Any individual requiring an auxiliary aid or service, please contact the Retirement and Investment Office (701) 328- 9885 at
leastthree (3) days priorto the scheduled meeting.


https://teams.microsoft.com/l/meetup-join/19%3ameeting_NGJmM2YxNzAtZmM5NS00OTBmLWFkNWEtZmI2NDdhMjJlZTA3%40thread.v2/0?context=%7b%22Tid%22%3a%222dea0464-da51-4a88-bae2-b3db94bc0c54%22%2c%22Oid%22%3a%225ed643f7-254f-4557-a193-ea42f948e728%22%7d

2. Incentive Compensation Program Policy

Executive Summary

North Dakota Century Code Chapter 54-52.5 provides that North Dakota RIO may
develop an incentive compensation program for full-time equivalent investment and
fiscal operations positions necessary for the management of the investment of funds
under the control of the SIB.

In carrying out its responsibilities, the Board has developed and administers an incentive
compensation plan that reflects careful consideration of the following:

e To achieve its long-term strategic and investment objectives, RIO must have
high-quality investment management staff.

e A reasonable and competitive incentive compensation plan is critical to attracting
and retaining high quality staff.

« Staff should be motivated to earn the highest possible returns for RIO at
reasonable costs and controlled levels of risk.

« Given that RIO needs to provide competitive pay to attract and retain qualified
staff, a significant portion of total pay opportunities should be provided through
performance-based incentives, a practice that is universally accepted in the
financial marketplace. Under RIO’s incentive compensation plan:

— Investment-related awards should be earned only when net investment
performance is above defined benchmarks (i.e., when value is created for
client funds).

— The greatest share of the excess value should accrue to the client funds,
not to RIO staff.

The incentive compensation plan is rigorously managed by RIO’s Executive Review
and Compensation Committee (ERCC) to ensure compliance with all applicable
statutes and related rules and guidelines.

Authority

North Dakota Century Code Chapter 54-52.5 provides that North Dakota RIO may
develop an incentive compensation program for full-time equivalent investment and
fiscal operations positions necessary for the management of the investment of funds
under the control of the SIB. This document specifies the policies and procedures
related to the administration of annual incentive compensation.

This incentive compensation plan (the Plan) provides for payment of incentive
compensation awards to full-time equivalent investment and fiscal operations positions
necessary for the management of the investment of funds under the control of the SIB
(Participants) and supersedes all prior incentive compensation plans and/or
arrangements for Participants. Participants under this Plan include all unclassified
investment services related staff as may be determined by the SIB, ERCC, and
Executive Director. The Effective Date of the Plan is July 1, 2024. Each plan year
starts at the beginning of the fiscal year on July 1.



Plan Objectives

As developed and adopted by the Board, this Plan is designed to:

1. Help attract and retain talented investment professionals.

2. Help RIO earn the highest possible investment returns at a reasonable cost and
at controlled levels of risk.
Reward long-term investment performance.
Reflect the RIO client fund above-benchmark, net of all performance.
Motivate staff to make good decisions for RIO client funds, including
implementation decisions related to asset allocation.
Foster a collaborative approach to investing RIO’s assets under management.
Reward measurable and achievable performance.
Be clear and easily communicated in terms of the Plan’s objectives, design
features and associated incentive compensation opportunities.
9. Be perceived as fair by RIO’s employees and potential recruits.
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Administration and Management

The SIB reserves the right to modify, terminate, and/or rescind any or all of the compensation
schedules, provisions, policies, and procedures contained in this and all supporting documents at any
time. This document describes a policy and does not provide a contract, guarantee of payment,
guarantee of participation in the Plan in subsequent years, or guarantee of employment among RIO,
the Board, and the Participants. Should an error in calculation or in data be discovered before or after
the award distribution, RIO reserves the right to make an adjustment and recover any incentive
compensation award distributed based on the erroneous data or calculation.

The Executive Director will administer the Plan with oversight by the ERCC. The Executive Director
may delegate certain administrative responsibilities to other employees at RIO, including the Chief
Investment Officer and the Chief Financial Officer/Chief Operating Officer.

Compensation plan participants may present questions related to the Plan to the Executive Director.
The Executive Director will work with the appropriate persons to answer such questions. The
Executive Director, ERCC, and SIB will have full discretion to conclusively decide all questions or
matters relating to the interpretation of the provisions and administration of this Plan.

The SIB must approve any question or matter whose resolution requires a material modification to the
Plan, such as a change to the performance standards or maximum award levels. Any such
amendments or changes to the Plan may be proposed by the Executive Director or the ERCC but
must be recommended by the ERCC and approved by the SIB.

Eligibility

Positions that are eligible for incentive compensation are full-time equivalent investment and fiscal
operations positions necessary for the management of the investment of funds under the control of
the SIB as set forth in this plan. Any temporary employment or project positions are not eligible. Plan
participation is determined based on employment status and the Executive Director’s assessment of
the position’s impact on RIO’s overall investment performance. Participants must have worked in a
covered position at least three full consecutive calendar months during the year to be eligible for
incentive compensation under the Plan, and incentive compensation will paid on a pro-rata basis if
not employed the entire fiscal year. The Executive Director will confirm any new positions that will be
eligible under the Plan during the next fiscal year.

Employment at RIO in good standing on the day of payment is a pre-requisite for receiving any



incentive compensation payment, except in the case of retirement, disability, death or otherwise as
provided below. For purposes of this Plan, “employment in good standing” means (a) the
Participant’s performance is rated above “Developing” in the Participant’s most recent performance
review, (b) the Participant is not on a performance improvement plan.

Eligibility upon Separation

Generally, a Participant must be employed by RIO as of the date the incentive compensation is paid
out in order to be eligible to receive the payment. In the case of disability or death occurring during the
fiscal year, any Board-approved incentive compensation amount may be paid to the Participant, the
amount to be determined by the Executive Director, subject to approval by the SIB, based on the time
worked during the fiscal year and subject to the Participant’s termination meeting the qualifications in
the next paragraph, if not employed as of the date of payment. These payments will be made at the
same time as any other incentive compensation award. No incentive compensation will be awarded if
the Participant was employed for less than three consecutive months during the fiscal year in which
the disability or death occurred.

If a Participant terminated employment prior to payment of an award, the full amount of the incentive
compensation award will be paid to the Participant (or beneficiary in the case of death) only upon the
following conditions:

e |If the Participant’s separation is due to the Participant’s disability.

e [f the Participant’s separation is due to the Participant’s death.

e |If the Participant’s termination is due to reasons other than the Participant’s
disability or death, and his/her last day of active employment is prior to the
payment date then no incentive compensation award will be payable to the
Participant.

Plan Concepts/Mechanics

The Plan’s terms and conditions are described in this document. A summary of the Plan’s overall
mechanics is as follows:

. Prior to or near the beginning of each fiscal year, Participants will be assigned
a maximum incentive compensation opportunity, which effective as of the Plan
year will be expressed as a percentage of his or her base salary at the
beginning of the fiscal year (or the Participant’s start date if employed after the
start of the fiscal year). Maximum incentive compensation opportunities will
vary by position based on differing levels of accountability and responsibility.

. Maximum incentive compensation opportunities will be weighted or allocated to
specific quantitative and discretionary Plan components. Several Plan
components are based on Value Added. Value Added (VA) means the
weighted average of outperformance of funds as described within the plan.

e  After year-end, depending on performance, awards will be determined for each
stand-alone Plan component.

. Notwithstanding any other provision in this Plan and regardless of any
incentive compensation award calculations hereunder, no incentive
compensation award shall be made unless and until approved by the SIB, in its
sole discretion. The SIB may award, adjust (up or down), modify or deny any
incentive compensation amounts calculated pursuant to the Plan. All incentive
compensation awards hereunder are discretionary.



Step 1: Set Each Participant’s Maximum Incentive Compensation Opportunity

Prior to or near the beginning of each fiscal year, or the Participant’s start date if employed after the
start of the fiscal year, Participants will be assigned a maximum incentive compensation opportunity,
which will be expressed as a percentage of his or her base salary. Unless approved by the Executive
Director, maximum incentive compensation opportunities will vary by the position held for most of the
year (i.e., position held through June 30 for existing employees) and based on differing levels of
accountability and responsibility.

Current maximum incentive compensation opportunities are set forth below.

Maximum
Incentive Position Title
Award
100% Chief Investment Officer
Executive Director
90% Deputy Chief Investment Officer
75% Portfolio Manager (new FTE’s)
Chief Risk Officer
Senior Investment Officer
60% Chief Financial Officer/ Chief Operating Officer
50% Investment Officer
Risk Officer
Accounting Manager
25% Sr. Investment Accountant

Investment Accountant

Step 2: Calculate the Maximum Incentive Compensation Opportunity for the Plan

The maximum incentive compensation opportunity for the entire Plan will be calculated
by aggregating the maximum incentive compensation opportunities for each
Participant.

Step 3: Allocate each Participant’s Maximum Incentive Compensation Opportunity to

Performance Components

Each Participant’s maximum incentive compensation opportunity will be weighted or
allocated among standalone quantitative and qualitative performance components.

All Roles
Weight Performance Allocation Method
Component
80% Fund VA Minimum: (10%) >=1 bp
-3-year rolling Maximum: (100%) 50
bps
20% Individual Goals Discretionary




Any proposed changes to incentive compensation weightings will be reviewed and
approved by the Executive Director and the ERCC, and approved by the SIB, prior to
the beginning of each fiscal year.

Step 4: Calculate the Performance Components

VA Performance Components

The Plan’s quantitative components focus on weighted average of the Legacy Fund,
PERS pension fund, TFFR fund, and the WSI fund actual, relative investment
performance at Client Fund level compared with SIB-approved benchmarks. Client fund
performance is measured on a net of all basis (i.e., net of all direct and indirect costs).
Asset Class and Team performance is measured net of direct costs.

The SIB approves an Incentive Compensation Metric (ICM) performance verified by the
SIB’s independent Benchmark and Hurdle Rate consultant. The Incentive
Compensation Metric represents the amount of outperformance of the applicable
benchmark necessary to earn the full incentive compensation opportunity.
Performance-award scales are derived from the ICM and define the linkage between
RIO’s actual, relative, net investment performance and a corresponding percentage of
the maximum incentive compensation opportunity that is earned.

Prior to or near the beginning of each performance year, any requested changes to the
ICM(s) or performance-award scales must be submitted, in writing, by the Executive
Director to the ERCC and from the ERCC to the SIB for review and approval, and to the
Hurdle Rate and Benchmark Consultant for review and verification. There will be a
comprehensive review of the ICM(s) up to every three to five years at the discretion of
the SIB.

Under RIO Plan:

The percentage of the maximum quantitative incentive compensation opportunity
earned:

- Equals 0% when performance is at or below benchmark.

- Equals 10% when net performance exceeds the benchmark by one full basis
point.

- Increases pro rata, from 10% to 100%, for net performance that is between one
full basis point above the benchmark, and the ICM.
- Equals 100% when net performance equals or exceeds the benchmark by the
full ICM’
Portfolio VA

In the first three years of the Plan, the first year Fund VA will be the one year weighted
average Fund VA, the second year of the plan will be the two-year compound Fund VA
and the third year will be the three-year compound average of the weighted average of
the Legacy Fund, the PERS pension fund, TFFR fund, and WSI fund actual, relative
investment performance at Client Fund level compared with SIB-approved benchmarks.
Thereafter, the weighted average Fund VA applied to all participants is a rolling three-
year average of the weighted average of the Legacy Fund, the PERS pension fund,
TFFR fund, and WSI fund actual, relative investment performance at Client Fund level
compared with SIB-approved benchmarks.

For Participants that join RIO on or after the beginning of the fiscal year, the weighted
average Fund VA applied to all participants will be used. The payout will be made pro-



rata based on the percentage of plan year time employed that starts with the beginning
of the fiscal year on July 1.

For Participants that joined RIO prior to the plan year starting with the beginning of the
fiscal year but have been employed for fewer than three years as of the start of the fiscal
year, the weighted average Fund VA applied to all participants will be used.

Individual Goals Component

The Individual Goals component is set by the manager of the Participant as part of the
performance evaluation process. The final performance evaluation of each Participant is
approved by the Executive Director. In addition, such Participants will be evaluated on
leadership/behavioral and organizational competence factors. Some factors that may be
considered include training and mentoring of staff, contribution to organizational strategic
planning, and participation in projects or initiatives to update business and/or analytical
processes and tools and the associated technology applications. The Executive Director
will determine the amounts awarded for Individual Goals in consultation with managers.
Step 5: Allocate Discretionary Components Among Relevant Participants

Quantitative components are allocated to Participants directly without modification.
Discretionary components for Individual Goals components, will be allocated by the
Executive Director.

Step 6: Present Final Award Recommendations to the Board of Trustees

The Executive Director’'s award recommendations will be made to the ERCC. The ERCC
will make a recommendation regarding the incentive compensation awards to the SIB for
approval. For all Participants, an incentive compensation award is contingent on approval
of the award by the SIB, in its sole discretion.

Step 7: Payment of Awards

Incentive compensation awards will be determined and authorized as soon as practical
following the close of each fiscal year, with a target of within the first four months of each
fiscal year for the previous fiscal year.

RIO shall be entitled to withhold or deduct, as applicable, from the amount of any
payment under this Plan or any other compensation due to the Participant, all federal,
state, city and other taxes and all other amounts, as applicable.

"ICMs are intended to reflect levels of net performance that are considered top quartile, based upon
expected levels of risk and return.

Policy Implemented: May 17, 2024.
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