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The Montana Board of Investments managed a combined $17.7 billion of 
investments for state entities and local governments as of June 30, 2017. 
Additionally, the board had approximately $107.9 million in bonds payable 
and $94.8 million in loans receivable as of June 30, 2017, associated with 
the Intermediate Term Capital Program. Our audit work over the board’s 
financial statements identified errors in the presentation and disclosure 
of financial statement information, including misclassification of assets, 
overstatements of participant purchase and sale activity, overstatement 
of realized gains, and misclassification of cash flows. These errors, when 
considered in the aggregate, indicate a material weakness in internal 
controls over financial reporting at the board. This report contains a 
recommendation related to this control deficiency.

Context
Article VIII, Section 13 of the Montana 
Constitution requires the Legislature to provide 
for a Unified Investment Program (UIP) for 
public funds, and §17-6-201, MCA, requires 
the Montana Board of Investments (board) to 
administer the program. The board has sole 
authority to invest public retirement system 
funds and state compensation insurance fund 
assets, in accordance with state law and the 
Montana Constitution. In addition, the board 
manages the investments of state agencies and 
certain investments of local governments, such 
as cities, counties, and school districts. 

To manage the UIP, the board has created 
three investment pools that operate similar 
to mutual funds. State agencies and local 
governments may participate in two of the 
pools, provided they meet the requirements for 
participation. The state’s retirement systems are 
the only eligible participants for the third pool. 
The board also manages direct investments 
for eligible state agencies, including the 
investments of the Montana State Fund. 

(continued on back)

During fiscal year 2017, the board changed its 
internal pool structure for the state’s retirement 
system investments. The board consolidated 
investments from five pools into a single 
pool, to align the accounting and investment 
performance structure with the asset allocations 
established by the board. The new pool is titled 
the Consolidated Asset Pension Pool (CAPP). 

As of, and for the fiscal year ended, June 30, 
2017, the board managed approximately 
$17.7 billion of investments in the UIP and 
distributed approximately $255.8 million in 
income to participants. 

The board also administers the state’s 
Municipal Finance Consolidation Act (MFC) 
and Economic Development Bond Act 
(EDB) programs, known as the Enterprise 
Fund Program. Under the MFC, the board 
is authorized to issue up to $190 million in 
bonds. The proceeds of the Intermediate Term 
Capital Program (INTERCAP) bonds issued 
under the MFC are loaned to eligible Montana 
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Recommendation Concurrence

Concur 1

Partially Concur 0

Do Not Concur 0

Source:  Agency audit response included in 
final report.

The Montana Constitution and state law 
require the board to be audited annually. The 
board issues separate financial statements for 
the UIP and Enterprise Fund Program. Our 
audit work included: reviewing the board’s 
transition to CAPP; analyzing the financial 
statements and note disclosures; examining 
the underlying financial activity and tying 
it to support from external parties, as 
applicable; and reviewing and testing selected 
control systems. We also tested the board’s 
compliance with selected state laws and 
regulations recognized to have a direct effect 
on the determination of material amounts 
and disclosures in the financial statements.

state and local governments to finance capital 
improvements or other needs as authorized 
by law. The board makes firm commitments 
to fund loans through the INTERCAP 
program. At June 30, 2017, the board had 
approximately $107.9 million in bonds payable 
$94.8 million in loans receivable for the 
INTERCAP program. Additionally, the board 
had $30 million in outstanding INTERCAP 
loan commitments.

In addition to the INTERCAP program, 
under both the MFC and EDB programs, the 
board is authorized to provide governments 
with access to financing through the issuance 
of conduit (no-commitment) debt. Assets and 
revenues of the borrower are pledged to repay 
the debt. Because the board has no obligation 
for this debt, these bonds are not reflected 
on the Enterprise Fund Program financial 
statements. They are, however, disclosed in 
the notes. At June 30, 2017, the total conduit 
debt outstanding under the MFC program 
was $12.0 million, and there was no debt 
outstanding under the EDB program. 

Results

Our work identified errors in the 
presentation and disclosure of information 
in the UIP and Enterprise Fund Program 
financial statements. For the UIP, errors in 
financial reporting included a $1.7 billion 
misclassification of assets between cash 
equivalents and investments, a $326.1 million 
overstatement of participant purchase and 
sale activity, a $362.3 million overstatement 
of realized gains, and incorrectly placing 
supplementary information within the 
financial statements. For the Enterprise Fund 
Program, errors included misclassification of 
cash flows and incomplete note disclosures 
associated with an approximate $8.5 million 
bond anticipation note. 

We communicated these errors to the board 
as part of the audit, and the board made 
the necessary adjustments to the financial 
statements and notes to correct the errors. 
However, these errors, when considered in 
the aggregate, indicate a material weakness 
in internal controls over financial reporting 
at the board. This report contains a 
recommendation to the board related to this 
control deficiency.


