
ILLINOIS STATE BOARD OF INVESTMENT 

Transition Management Policy 

Transition management is defined as the professional management of trading out of one portfolio of 

marketable securities (“legacy” portfolio) and into another portfolio of marketable securities (“target” 

portfolio), while controlling for the timeliness of trades, explicit and implicit costs, and market 

exposure relative to a predetermined benchmark. Transition management includes, but is not limited 

to, the termination and hiring of investment advisers. It also may apply to rebalancing between asset 

classes, large cash contributions/withdrawals to and from an investment adviser, and strategy changes 

within the Fund. Transition management is most commonly utilized in domestic equity, international 

equity and fixed income portfolios.  

A. Objective  

Transitions are an important and inevitable element of portfolio management. The optimal method 

to use in executing a transition may vary significantly from one transition to another based on the 

types of assets involved and the timeframe in question. Generally, the Board’s objective in a transition 

is to implement the change in a cost-effective, timely manner while maintaining the appropriate market 

exposure. The cost of a transition includes:  

• Commission cost: the fee paid to a broker for executing a transaction.  

• Bid/ask spread cost: the amount by which the ask price exceeds the bid.  

• Market impact cost: the effect trading will have on the market price of the securities traded.  

• Opportunity cost: the cost of market movements over the time it takes to trade.  
 

Efforts should be made to minimize the total cost rather than any single cost component.  

B. Transition Manager Pool  

The transition manager pool shall comprise a well-qualified group of transition managers with the 

skillset and expertise to provide services across a range of transition assignments. The Board’s 

investment staff (“Staff”) shall oversee the transition manager pool in coordination with the Board’s 

General Consultant (“Consultant”). Staff, in coordination with the Consultant, shall periodically 

review the composition of the transition manager pool to ensure the slate of managers remains 

optimal. Following the review and any competitive selection process needed to ensure a well-qualified 

transition manager pool, Staff and the Consultant shall recommend to the Board a transition manager 

pool comprised of a minimum of three transition managers.  

Each transition manager selected for the transition pool shall enter a transition management 

agreement with the Board, which shall establish terms and conditions for the relationship and include 

stringent confidentiality terms to protect against information leakage to the marketplace. Entry into a 

transition management agreement with the Board shall not be construed as a guarantee of a minimum 

level of transition assignments to be assigned to the transition manager.  

C. Transition Assignment 

Prior to a transition, Staff or the Consultant shall solicit proposals (a transition work request) for the 

upcoming transition assignment from the transition manager pool. Staff and the Consultant shall 



review the responses and provide a written memo to the Executive Director / Chief Investment 

Officer (“ED/CIO”) recommending which transition manager to engage as best suited for the 

particular transition. The ED/CIO shall review the recommendation memo and provide written 

approval. The details of the specific transition shall be incorporated into a transition work order with 

the selected manager, which the ED/CIO has the authority to execute on the Board’s behalf.  

In some instances, Staff may believe it is more appropriate for one of the Board’s investment advisers 

to provide transition services. In this instance, Staff shall provide complete documentation of its 

reasoning in a recommendation submitted to the ED/CIO for approval, including any 

recommendations provided by the Consultant. 

For transitions occurring prior to the finalization of the Board’s transition manager pool or during an 

on-going competitive selection process, Staff and the Consultant shall solicit proposals from at least 

three qualified transition managers and prudently select the transition manager best suited to handle 

the particular transition assignment. 

D. Board Reporting  

Staff shall provide a detailed performance evaluation for each transition assignment at the Board’s 

next regularly scheduled meeting following the applicable transition, assessing the transition manager’s 

performance, cost effectiveness, and implementation efficiency.  

In addition, in years when more than one transition took place, Staff will provide to the Board  an 

annual summary report of all portfolio transitions that occurred over the course of the fiscal year at 

the first meeting of the Board following the conclusion of the fiscal year.  
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