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I .  General  Investment Goals 
 
The following broad investment goals are adopted by the Board, consistent with generally 
accepted standards, Plan Document, City Charter, and California State Constitution: 
 
1. The overall goal of the Water and Power Employees’ Retirement Plan’s (“The Plan”) 

investment assets is to provide Plan participants with post-retirement benefits as set forth in 
the Plan documents, including the Retiree Health Benefits Fund. This will be accomplished 
through a carefully planned and executed investment program. 

 
2. A secondary objective is to achieve an investment return which will allow the percentage of 

Department revenues necessary to fund the Plan to be maintained consistent, or reduced, 
and which will provide for a full funding of the Plan's liabilities. 

 
3. The Plan assets will be managed on a total return basis. While the Plan recognizes the 

importance of the preservation of capital, it also adheres to the principle that varying degrees 
of investment risk are generally rewarded with compensating returns. The Board’s Investment 
Policy has been designed to produce the most favorable long-term total portfolio return 
consistent with reasonable levels of risk. Consequently, prudent risk-taking is warranted within 
the context of overall portfolio diversification. As a result, investment strategies are considered 
primarily in light of their impact on the Plan’s total assets with consideration of the Board's 
responsibility as established by the City Charter and by Article 16, Section 17 of the California 
State Constitution. 

 
4. The Plan’s investment program shall at all times comply with existing and future applicable 

City, State, and Federal regulations. 
 
5. All transactions undertaken will be for the sole benefit of the Plan’s participants and 

beneficiaries and for the exclusive purpose of providing benefits to them and defraying 
reasonable administrative expenses associated with the Plan. 

 
6. The Plan has a long-term investment horizon, and utilizes an asset allocation which 

encompasses a strategic, long-run perspective of capital markets. It is recognized that a 
strategic long-run asset allocation plan, implemented in a consistent and disciplined manner 
will be the major determinant of the Plan’s investment performance. 

 
7. Investment actions are expected to comply with "prudent person" standards as described: 

 
"...with the care, skill, prudence, and diligence under the circumstances then prevailing 
that a prudent man acting in a like capacity and familiar with such matters would use in 
the conduct of an enterprise of a like character and with like aims".1 

                                                 
1 ERISA 404(a) (1) (B) 
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I I . Policies and Procedures 
 
The policies and procedures of the Board’s investment program are designed to maximize the 
probability that the investment goals will be fulfilled. Investment policies may evolve as fund 
conditions change and as investment conditions warrant. The Board will review the Investment 
Policy Statement for any amendments as needed, but no less than triennially. 
 
2.1 Asset Allocation Policy 
 
The Board adopts and implements an asset allocation policy that is predicated on a number of 
factors, including: 

 
 A projection of actuarial assets, liabilities, benefit payments and required contributions; 
 Historical and expected long-term capital market risk/return behavior; 
 An assessment of future economic conditions, including inflation and interest rate levels; 
 The current and projected funding status of the Plan; and 
 The results of an Asset/Liability Study completed at a minimum every 5 years. 

 
This policy provides for diversification of assets in an effort to maximize the investment return of 
the Plan consistent with market conditions. Asset allocation modeling identifies asset classes the 
Plan will utilize and the percentage that each class represents of the total fund. Due to the 
fluctuation of market values, positioning within a specified range is acceptable and constitutes 
compliance with the policy. It is anticipated the Plan’s asset allocation policy may be subject to 
periodic revisions. 
 
The Board will periodically monitor and assess the actual asset allocation versus policy and will 
rebalance as appropriate. 
 
The Board implements its asset allocation policy through the use of full discretion investment 
managers who invest the assets of the portfolios assigned to them, subject to specific investment 
guidelines provided by the Board. 
 
In accordance with Board Resolution 21-27, adopted by the Board December 9, 2020, the Long-
Term Asset Allocation Target for the investment of the Plan's assets is shown below. Also on 
December 9, 2020, under Board Resolution 21-28, the Board adopted an Interim Asset Allocation 
Target to allow for a smooth transition to the Long-Term Asset Allocation Target. The Interim 
Asset Allocation Target will be evaluated annually at fiscal year-end as the Plan works towards 
the approved Long-Term Asset Allocation Target. The Long-Term and Interim Asset Allocation 
Targets are as follows: 
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  Long-Term Interim 

Domestic Equity 22.0% 22.0% 
International Equity 18.5% 18.5% 
Global Equity 4.5% 4.5% 
Fixed Income 21.6% 22.1% 
Private Credit 2.4% 1.9% 
Real Return 5.0% 5.0% 
Hedge Funds 5.0% 5.0% 
Real Estate 10.0% 10.0% 
Private Equity 10.0% 10.0% 
Cash Equivalents 1.0% 1.0% 
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2.2 Asset Class and Portfolio Component Definitions 
 
The Board will utilize the following portfolio components to fulfill the Long-Term Asset Allocation 
Target and total fund performance goals established in this document. 
 
1.  Domestic Equities – The Board expects that over the long run, total returns on domestic 

equities will be higher than the returns of fixed income securities, understanding such returns 
may be subject to substantial volatility over shorter periods of time. For purposes of further 
investment diversification the Board adopted five components of the Plan’s domestic equity 
holdings as follows (see Board Resolutions 03-23 of October 9, 2002 and 03-19 of September 
18, 2002): 

 
 Index Funds / Core Stocks – This portfolio will provide broadly diversified, core exposure 

through index funds to the US equity market, primarily in large capitalization companies. 
Index funds provide primary liquidity for asset allocation rebalancing. The target index fund 
to be tracked by this segment shall be the Russell 1000 Index. 

 
 Large Value Stocks – Large Cap Value stocks, covering the upper range of market 

capitalization, are expected to outperform the broad market during periods when the 
market prefers companies with a large margin of safety, such as downturns, or when the 
market rewards undervalued companies during rebounds. Value stocks typically exhibit 
higher dividend yield, lower P/E ratios, or lower Price/Book ratios. 

 
 Large Growth Stocks – Large Cap Growth stocks, covering the upper range of market 

capitalization whose valuations are more directly tied to future earnings prospects. Often, 
growth stocks sell at higher prices relative to expected or historical earnings growth in 
anticipation of sustained or accelerating growth. Growth stocks typically exhibit above 
average levels of positive earnings momentum, long-term earnings growth or return-on-
equity. Strategies targeting growth stocks can range from those that focus on more volatile 
speculative growth stocks or more defensive sustainable growth stocks. 

 
 Small Value Stocks – The principal characteristic of the small value stock component is 

its emphasis in stocks with market capitalization generally ranging from $200 million - $2.0 
billion which are undervalued due to a short-term event or issue which has caused the 
market to depreciate its value. Managers targeting small cap value stocks seek to invest 
where issues are less significant or less persistent than the market estimates. Value 
stocks typically exhibit higher dividend yield, lower P/E ratios, or lower Price/Book ratios. 
 

 Small Growth Stocks – The principal characteristic of the small growth stock component 
is its emphasis in stocks with market capitalization from $200 million - $2.0 billion which 
are generally characterized by faster growth and higher long-term returns during rising 
markets. Growth stocks typically exhibit above average levels of positive earnings 
momentum, long-term earnings growth or return-on-equity. Strategies targeting growth 
stocks can range from those that focus on more volatile speculative growth stocks or more 
defensive sustainable growth stocks. 

 
2. Non-U.S. Equities – The Board expects that over the long run, total returns of Non-U.S. 

equities will be similar to the returns of domestic equities and will provide diversification to the 
domestic equity asset class, as well as to the aggregate investment portfolio. The following 
three components of the Plan’s International equity holdings were adopted by the Board (see 
Resolution 03-22 of October 9, 2002): 

 
 Large Cap Developed Market Stocks – This portfolio component provides exposure to 
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broadly diversified equity markets outside the U.S. and consequently plays a significant 
role in diversifying the Board’s portfolio. This segment will concentrate on larger 
companies in established developed equity markets around the world. 
 

 Small Cap Developed Market Stocks – This portfolio component provides exposure to 
broadly diversified equity markets outside the U.S. and consequently plays a significant 
role in diversifying the Board’s portfolio. This segment will concentrate on smaller 
companies in established developed equity markets around the world. 

 
 Emerging Markets – This portfolio component is made up of equity positions in 

companies located in emerging, rapidly growing countries around the world. Because 
these are countries which are typically in the early development stages of economic 
growth, the returns in these countries are expected to be higher and more volatile on a 
year-to-year basis. 

 
3. Global Equity – The Board expects that over the long run, total returns of Global equities will 

be similar to the returns of domestic equities and non-U.S. equities and will provide 
diversification to the domestic equity and non-U.S. equity asset classes, as well as to the 
aggregate investment portfolio. 
 

4. Fixed Income – The primary role of the fixed income portfolio is to provide a more stable 
investment return and to generate income while diversifying the Plan’s investment assets. The 
following three components of the Plan’s fixed income holdings were adopted by the Board 
(see Resolution 13-91 of June 26, 2013): 

 
 Principal Protection – This segment will provide exposure to U.S. fixed income securities 

that contain relatively low levels of risk and exhibit lower volatility than other fixed income 
sectors or strategic classes. The portfolio will be entirely investment grade, and 
predominately consist of U.S. Treasuries, U.S. Agencies, and Securitized issues. Duration 
will be shorter than the broad fixed income market. Marginal allocations to outside 
benchmark securities (e.g. Foreign Sovereigns, Supranationals, etc.) will also be 
permitted, but subject to the investment grade rating requirement. 

 
 Extended Global Credit – This segment will provide exposure to fixed income securities 

that contain various levels of credit risk, and thus provide higher income and volatility than 
other fixed income sectors or strategic classes. The portfolio will primarily include fixed-
rate instruments, but floating-rate securities will also be allowed. The portfolio will include 
both investment grade and non-investment grade rated securities, with an emphasis on 
Corporate Debt. Allocations to other entities, such as Non-U.S. Agencies, Local 
Authorities, Foreign Sovereigns, and Supranationals will also be included. Tactical 
allocations to sectors with less-or-no credit risk, such as U.S. Treasuries, will be allowed 
at the manager’s discretion. Exposure to this segment is meant to provide additional 
income and return to the fixed income portfolio, consistent with its higher risk profile 
compared to the Principal Protection segment. 

 
 U.S. Bank Loans – This segment will provide exposure to relatively illiquid floating-rate 

securities that provide a high level of income. The portfolio will emphasize non-investment 
grade issuers. Exposure to this segment is meant to provide additional income and return 
to the fixed income portfolio, as well as partially insulate the fixed income portfolio from 
interest rate risk. This segment will exhibit a higher risk profile compared to the Principal 
Protection segment. 
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5. Private Credit – This portfolio is expected to provide portfolio diversification and additional 
return over the Plan’s public fixed income portfolio, consistent with its higher risk profile 
compared to other segments of the Plan’s portfolio. As an asset class, private credit typically 
involves a lower level of market efficiency than that which characterizes public fixed income, 
benefits from an illiquidity premium and enjoys a natural level of resistance to market 
sensitivity due to its yield-driven return. 
 

6. Private Equity – This portfolio is expected to provide portfolio diversification and additional 
return over and above the Plan’s public markets portfolio, consistent with its higher risk profile 
compared to other segments of the Plan’s portfolio. Examples of Private Equity Investment 
holdings will include venture capital, leveraged buyouts, distressed debt, and special equity 
funds. 

 
7. Real Estate – This portfolio is expected to provide portfolio diversification due to real estate's 

low correlation with the returns of publicly traded equities and fixed income. 
 
8. Real Return – This portfolio is expected to provide a consistent return in excess of inflation. 

Stable real returns should provide diversification versus other strategic classes. The real 
return class can contain numerous asset segments that, and when combined, is expected to 
produce the desired investment return and volatility outcome. Changes to the following two 
components of the Plan’s real return holdings were adopted by the Board (see Resolution 19-
72 of March 13, 2019): 

 
 Treasury Inflation Protection Securities (“TIPS”) – This segment is designed to provide 

inflationary adjusted income through exposure to the U.S. TIPS market. This segment is 
expected to match or outperform inflation over a market cycle. 
 

 Commodities – This segment will provide exposure to areas available in the U.S. 
commodities market including Energy, Livestock, Agriculture, Industrial Metals and 
Precious Metals. It is expected that Commodities will provide positive exposure to rapid 
changes in inflation and inflation expectations. 

 
9. Hedge Funds – This portfolio is expected to provide portfolio diversification with low 

correlation of returns to publicly traded equities and fixed income. It is designed to enhance 
the risk-adjusted performance of the Plan and add incremental diversification versus the other 
class segments. 

 
2.3 Responsibilities and Delegations 
 
Responsibilities of the Board 

The Board shall: 

1. Act in a fiduciary capacity in the exercise of its duties. 
2. Approve and amend the Investment Policy and Annual Strategic Policies. 
3. Approve investment opportunities considered for the Plan. When evaluating investment 

opportunities: 

a. Review due diligence reports prepared by the Consultant(s)/Investment Staff. 
b. Interview management teams of proposed investments, as necessary. 
c. Approve or reject proposed investment opportunities. 

4. Monitor the performance of the Consultant(s). 
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5. Receive and review performance reports from the Consultant(s)/Investment Staff. 
 

Responsibilities of the Investment Staff 

The Investment Staff shall: 

Recommendations to the Board  
 Assist Consultant(s) in developing recommendations regarding Investment Policies, 

Strategies and Guidelines. 
 

 Investment Opportunity Sourcing 
 Review investment referrals received from Board members, etc. 
 As desired, perform initial gatekeeper functions by meeting with groups, and reviewing the 

investment documentation. 
 Perform preliminary due diligence prior to referring to the Consultant(s) for further due 

diligence. 
 
Due Diligence  

 Forward contact information and materials to Consultant(s) for desired opportunities. 
 Coordinate full due diligence review. 

o Initiate outside legal review (recommended). 
o Communicate status of legal review to Consultant(s). 

 Review Consultant(s) due diligence report, analysis, and recommendations for qualitative 
and quantitative reasonableness. 

 Assist Consultant(s) with on-going monitoring and due diligence. 
 
Investment Administration 

 Execute documents for investments approved by the Board. 
o Review and execute contracts, modifications, and other documentation. 
o Manage day-to-day Plan operations including setting up communications, setting 

up custodial accounts, data requirements and standard wire instructions. 
o Coordinate capital calls and distributions. 
o Review and process a variety of reports from Managers. 

 Keep Consultant(s) apprised of operations, as needed. 
 
Performance Monitoring  

 Receive and review quarterly reports from Managers. 
 Receive and review full performance report (quarterly) and Strategic Plan (annually) from 

Consultant(s). 
 
Consultant Evaluation 

 Review and assess: 
o Program performance. 
o Quality of analytical and technical work. 
o Responsiveness to requests from the Board and Investment Staff. 
o Availability to attend Board meetings and meetings with Investment Staff given 

reasonable advance notice. 
o Ability to identify and mitigate risks. 
o Ability to proactively informing Investment Staff of new investment opportunities or 

risks in the market place. 
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Responsibilities of the Consultant(s) 

The Consultant(s) shall: 

1. Act in a fiduciary capacity when exercising duties. 
2. Report directly to the Board/Investment Staff on matters of policy. 
3. Review the policy annually and notify the Board/Investment Staff if revisions are needed. 
4. Bring non-conforming issues to the attention of the Board/Investment Staff. 
5. Complete due diligence on potential investment opportunities. 
6. Review proposed investments and make recommendations. 
7. Complete manager and strategy due diligence on an as-needed basis. 
8. Monitor the performance of the Plan and compliance with the Policy. 

a. Consultant receives monthly and quarterly performance reports from Managers. 
b. Consultant verifies performance of the Managers and reconciles data of the 

Manager and Custodian. 
9. Monitor and report on risk. 
10. Prepare quarterly performance report and present to the Board/Investment Staff. 
11. Provide the Board/Investment Staff with research items relevant to the Plan. 
12. Provide ongoing education to the Board/Investment Staff. 

 
Additionally, the Consultant(s) shall follow the procedures outlined below when conducting a 
Public Markets Manager search. 

Investment Due Diligence 
 Long List of Candidates - Analyze the following aspects: 

o Investment Strategy 
o Organizational Structure 
o Background and Experience 
o Track record 
o Terms 
o Alignment of Interest 

 
Upon completion, review findings with the Plan’s Board and recommend finalist 
candidates. 

 
 Finalist Candidates 

o Conduct onsite visits as appropriate. 
o Upon completion, prepare and issue to the Plan’s Board a finalist book to 

accompany finalist presentations. 
o Arrange meeting to review materials and performance interviews 
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I I I . Investment Management Policy 
 
The Board will retain external investment managers to manage portfolios using a specific style and 
methodology. Managers are expected to establish an account for the Retirement Fund and an 
account for the Retirement Health Benefits Fund (individually, the “Account” and collectively, the 
“Accounts”). The Accounts should be equivalent to each other in structure, holdings, and 
performance. In instances where equivalent accounts cannot be created due to different asset 
sizes of the accounts, available account structures, or restrictions on the type of funds the 
manager can receive, the Board shall determine an appropriate alternative product and account 
structure as similar to the original portfolio as possible. Managers will have authority for 
implementing investment strategy, security selection, and trade execution, subject to the specific 
Manager Guidelines, contract, and legal restrictions, or other Board direction. Performance 
objectives will also be developed for each manager. The performance of the portfolio will be 
monitored and evaluated on a regular basis relative to each portfolio component's benchmark 
return and, if available, relative to a peer group of managers following similar investment styles. 
 
Investment actions are expected to comply with "prudent person" standards. Each investment 
manager will be expected to act as a fiduciary and to know the Investment Guidelines of the Board 
and comply with those at all times. 
 
The Board will also review each investment manager's adherence to its investment policy, and any 
material changes in the manager's organization (e.g. personnel changes, new business 
developments, etc.). The investment managers retained by the Board will be responsible for 
informing the Board of such material changes. 
 
Investment managers under contract with the Board shall have discretion to prudently establish 
and execute transactions with securities broker/dealer(s) as a manager may select. The 
investment managers shall obtain best execution with respect to every portfolio transaction. The 
following transactions will be prohibited: short sales; selling on margin; "prohibited transactions" 
as defined under the Employee Retirement Income Security Act (ERISA); and, transactions that 
involve a broker acting as a "principal," where such broker is also the investment manager who 
is making the transaction. Authorized transactions shall be those specifically outlined in writing by 
the Board. 
 
The investments of the Board’s assets will be subject to the following general policies: 
 
3.1 Manager Selection 
 
The selection of investment managers must be accomplished in accordance with Board Policy. 
Each investment manager is expected to operate under formal contract delineating 
responsibilities and appropriate performance expectations. The Board will monitor investment 
manager exposure in the pursuit of creating a diversified portfolio. Exposures will be monitored 
mindful of asset class, investment team structure (single relative to team), size of firm, account 
structure (separate account vs. commingled), liquidity, and other considerations as needed. 
 
3.2 Manager Authority 
 
The Board’s investment managers shall direct and manage the investment and reinvestment of 
assets allocated to their accounts in accordance with this document, applicable Local, State and 
Federal statutes and regulations. Investment managers shall also be subject to specific 
investment policies and guidelines adopted by the Board, and executed contracts. 
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3.3 Proxy Voting 
 
Proxy voting rights will be managed with the same care, skill, diligence and prudence as is 
exercised in managing other assets. Proxy voting rights will be exercised in the sole interest of 
the Plan’s members and beneficiaries in accordance with all applicable statutes consistent with 
the Board proxy policies. (Please refer to the guidelines developed by the proxy advisor, 
contained in Appendix B, for specific policy language). 
 
3.4 Derivatives 
 
The Board’s investment managers may be permitted, under the terms of specific individual 
investment guidelines (as approved by the Board, in writing, and consistent with the manager’s 
mandate), to use derivative instruments as set forth in such manager’s investment guidelines, to 
control portfolio risk. Derivatives are contracts or securities whose returns are derived from the 
returns of other securities or indices. Allowable derivative instruments include, but are not limited 
to, futures and forwards. Examples of appropriate applications of derivative strategies include 
hedging interest rate and currency risk, maintaining exposure to a desired asset class while 
effecting asset allocation changes; and adjusting portfolio duration for fixed income. In no 
circumstances can managers borrow funds to purchase derivatives. If authorized in writing by the 
Board, Managers must ascertain and carefully monitor the creditworthiness of any third parties 
involved in any authorized derivative transactions. 
 
3.5 Rebalancing 
 
The allocation to each asset class and to investment styles within asset classes is expected to 
remain stable over most market cycles. 
 
As markets move over time, the actual asset mix of the Plan’s portfolios may diverge from the 
target allocations established by the Board through the asset allocation process. If Plan assets 
are allowed to deviate too far from the target allocations, there is a risk that the portfolio will fail to 
meet the objectives set by the Board. On the other hand, continual rebalancing may result in 
significant transaction costs. 
 
The Board is responsible for final approval of all rebalancing recommendations. The Board will 
not attempt to time rises or falls in equity or bond markets by moving away from long-term targets 
because (1) market timing often results in lower returns than longer term strategies, and (2) there 
is no evidence that one can adequately predict market returns and subsequently time the market. 
 
Plan Investment Staff are responsible for monitoring the portfolios and, with input from the 
investment consultant, making rebalancing recommendations to the Board. Plan Investment Staff 
are responsible for implementing rebalancing decisions made by the Board. 
 

A. With respect to each asset class and to the sub-asset classes for which the Board has set 
a target allocation, the Board, in consultation with its investment consultant, will establish 
rebalancing range limitations. 

 
B. Investment Staff will monitor the portfolio’s asset allocation relative to the target allocations 

and report to the Board. If the actual allocations fall within the defined ranges rebalancing 
may occur, but no rebalancing will be required. If actual allocations to an asset class, or 
to a sub-asset class, fall outside the predetermined range, Investment Staff, in 
consultation with the investment consultant will develop recommendations for rebalancing, 
including the time-frame for accomplishing the proposed rebalancing. Upon approval by 
the Board, Investment Staff will implement the proposed rebalancing. Rebalancing will not 
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wait for scheduled meetings, although rebalancing can occur at such meetings. In the 
event that market conditions generate a need to rebalance between meetings, the 
Investment Staff, in consultation with the investment consultant, will review the situation 
and recommend a course of action to the President of the Board. The President shall 
determine whether a special meeting of the Board shall be called to approve a rebalancing 
action. 
 

C. In making its recommendations for any required rebalancing, Investment Staff, in 
consultation with the investment consultant should generally prioritize implementation 
procedures as follows: 

 
1. Drawing cash out of the portfolio (for benefit payments and expenses) from asset 

classes that are above their range limitations (using interest payments, rental 
revenues and dividends); and 

 
2. Selling overweighted assets and/or buying underweighted assets. 

 
Long-Term Asset Allocation Targets and Ranges –  

Asset Class 
Target  

(% of Total 
Portfolio) 

Maximum  
(% of Total 
Portfolio) 

Minimum  
(% of Total 
Portfolio) 

Range 
+/- % 

Equity  45.0% 51.8% 38.3% +/-15% 
         
  Domestic Equity 22.0% 25.3% 18.7% +/-15% 
   Large Cap 19.2% 22.1% 16.3% +/-15% 
    Large Cap Value 7.6% 8.7% 6.5% +/-15% 
    Large Cap Passive 4.9% 5.6% 4.2% +/-15% 
    Large Cap Growth 6.7% 7.7% 5.7% +/-15% 
   Small Cap 2.8% 3.4% 2.2% +/-20% 
    Small Cap Value 1.4% 1.7% 1.1% +/-20% 
    Small Cap Growth 1.4% 1.7% 1.1% +/-20% 
         
  International Equity 18.5% 22.2% 14.8% +/-20% 

    
Large Cap Developed Markets 
Passive 4.0% 4.8% 3.2% +/-20% 

   
Large Cap Developed Markets 
Active 6.8% 8.2% 5.4% +/-20% 

   Small Cap Developed Markets 2.7% 3.2% 2.2% +/-20% 
    Emerging Markets 5.0% 6.0% 4.0% +/-20% 
         
     Global Equity 4.5% 5.4% 3.6% +/-20% 
     
Fixed Income 24.0% 27.6% 20.4% +/-15% 

Fixed Income   21.6% 24.8% 18.4% +/-15% 
    Principal Protection 12.0% 13.8% 10.2% +/-15% 
    Extended Global Credit 8.6% 9.9% 7.3% +/-15% 
    Bank Loans 1.0% 1.1% 0.8% +/-15% 
         

Private Credit 2.4% 3.6% 0.0% +50/-100% 
     
Real Return 5.0% 7.5% 0% +50/-100% 
    Passive Short Duration TIPS 3.5% 5.3% 0% +50/-100% 
    Commodities 1.5% 2.3% 0% +50/-100% 
    Timber 0.0% 0.3% 0%  
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Hedge Funds 5.0% 7.5% 0% +50/-100% 
Real Estate 10.0% 15.0% 0.0% +50/-100% 
Private Equity 10.0% 15.0% 0.0% +50/-100% 
Cash Equivalents 1.0% 1.5% 0.5% +-/50% 

Note all targets and ranges rounded to the nearest decimal point.   
*Actual allocation may fall outside the Target Ranges during periods of implementation. 
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IV. Environmental, Social, and Governance Policy 
 
4.1 Purpose 
 
The Board invests in a multi-billion-dollar portfolio in a unique and complex social economic 
environment. As a major pension plan with a very long-term investment horizon, the success of 
the Plan is linked to global economic growth and prosperity. Consistent with the fiduciary 
responsibilities to its beneficiaries, the Board will strive to incorporate Environmental, Social, and 
Governance (ESG) considerations into the analysis of its investment decisions. Sustainable 
returns over long periods of time are in the economic interest of the Plan. 
 
4.2 Definition 
 
ESG is a term typically used by investors to represent the evaluation of both financial and non-
financial (ESG) factors when making an investment decision. The “E” is for Environmental and 
represents practices that reduce detrimental changes in the environment.  They include mitigating 
global climate change, greenhouse gas emissions, and pollution. The “S” is for Social and 
represents practices that improve social conditions in various areas such as employees, the 
community that a company is in, and the products they provide. The “G” is for Governance and 
represents practices related to business operations and the treatment of employees and 
customers. Governance-related topics include executive pay, board diversity, and business 
ethics. 
 
4.3 Proxy Voting 
 
Proxy voting is a vital and recurring way to assist the Board in voicing its concerns and 
preferences. Appendix B: Proxy Voting Policy provides the objectives and process of voting on 
proxy items falling under the general categories of corporate governance, business-related, and 
social-related items.  
 
4.4 Manager Selection and Retention 
 
When selecting an investment manager, the guidelines in Section III – Investment Management 
Policy and Section V – Selection, Termination, and Monitoring of Investment Managers provide 
the objectives and process in selecting investment managers. An additional step to be included 
in manager selection is to include whether or not the candidate investment managers have an 
ESG policy. 
  
4.5 Private Equity, Real Estate, and Private Credit 
 
In addition to investing in the public markets, the Plan invests in private market through its Private 
Equity and Real Estate asset classes.  The primary ways of investing are through Private Equity 
funds, commingled Real Estate funds, separate Real Estate accounts, and Private Credit funds. 
The Board accesses these investments through the Plan’s general, private equity, and real estate 
Advisors. The Board’s holistic approach to investing means that the Board makes investment 
decisions based on a variety of factors. This is especially relevant because in Private Equity, Real 
Estate, and Private Credit, the Board is making a direct decision to invest or not. 
 
The Board’s Advisors follow the same approach when performing due diligence on Private Equity, 
Real Estate, and Private Credit General Partners (and their funds) that might be a potential fit for 
the Private Equity, Real Estate, and Private Credit portfolios. An additional step in the due 
diligence process performed by the Board’s Advisors regarding potential General Partners is to 
ask whether or not the manager has an ESG policy. Staff believes that inquiring of the ESG 
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policies of General Partners is an important aspect of the due diligence process and demonstrates 
that the Board is committed to its ESG policy. 
 
4.6 Hedge Funds 
 
In addition to Private Equity, Real Estate, and Private Credit, the Plan invests in private markets 
through its Hedge Fund asset class. The primary way of investing is through a Hedge Fund of 
Funds, although direct Hedge Fund investments are permitted. The Board accesses underlying 
Hedge Fund investments through its Hedge Fund of Funds managers and general consultant. 
The Board’s holistic approach to investing means that the Board makes investment decisions 
based on a variety of factors. 
 
The Board’s managers and Advisors follow the same approach when performing due diligence 
on Hedge Fund managers that might be a potential fit for the Hedge Fund portfolio. An additional 
step in the due diligence process performed by the Board’s managers and Advisors regarding 
potential Hedge Fund managers is to ask whether or not the manager has an ESG policy. Staff 
believes that inquiring of the ESG policies of managers is an important aspect of the due diligence 
process and demonstrates that the Board is committed to its ESG policy. 
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V. Selection, Termination, and Monitoring of Investment Managers 
 

5.1 Selection Process of Investment Managers 
 
The process of investment manager selection shall originate with the Board. Unless the Board 
decides otherwise, all searches shall be conducted by Investment Staff and the Board’s investment 
consultant. 
 
The first step shall involve the establishment of appropriate minimum criteria such as minimum 
asset base, performance history, special firm qualifications, years of experience, etc. that reflect an 
appropriate level of institutional investment service. Based upon these criteria, Investment Staff 
and/or consultant shall design the appropriate request for proposal (“RFP”) or request for 
information (“RFI”) to be delivered to the institutional marketplace. 
 
Investment Staff and/or consultant shall devise a scoring system to evaluate the qualifications of 
the RFP/RFI respondents. Their objective shall be to narrow the field to several firms for in-depth 
review and finalist selection. The finalists shall then be scheduled for Board presentations. 
Following the Board’s selection, Investment Staff shall negotiate final terms and conditions with 
the chosen manager(s) and complete the review and negotiation of all appropriate contracts and 
agreements. 
 
5.2 Process for Investment Manager Termination 
 
The Board reserves the right to terminate an investment manager for any reason, including, but not 
limited to, any of the following: 
 

 Failure to comply with the guidelines agreed upon for management of the Board’s portfolio, 
including holding unauthorized issues. 
 

 Failure to achieve performance objectives specified in the manager's guidelines. 
 

 Significant deviation from the manager's stated investment style, philosophy, and/or 
process. 
 

 Loss of key personnel. 
 

 Evidence of illegal or unethical behavior by the investment management firm. 
 

 Unwillingness to cooperate with reasonable requests by the Board, such as information, 
meetings or other material related to its portfolios. 

 
5.3 Monitoring Investment Managers 

 
1. Background - Why Investment Manager Monitoring Is Important 
 

The monitoring of the Plan’s investment managers is critical because it is part of the fiduciary 
responsibility of the Board on behalf of Plan participants and beneficiaries. As the fiduciary for 
the Plan, the Board is responsible for determining when and whether certain factors may be 
detrimentally impacting an investment manager’s ability to invest on behalf of the Plan. In 
cases where such factors are deemed to have an irreversible detrimental impact, the Board 
should have a formal mechanism for taking the appropriate action with respect to the 
investment manager(s) in question. The procedures and criteria below allow such a process 
to take place. 
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For example, one key factor might be an investment manager’s investment personnel. What 
happens if key investment personnel managing a portfolio on behalf of the Plan leave the 
firm? Since institutional investing is (in a very strong sense) a service business, changes in 
personnel could significantly alter an investment manager’s ability to produce favorable long-
term investment results. Another example would be deterioration of an investment portfolio’s 
performance versus a pre-assigned benchmark, or versus other similarly managed portfolios, 
which might signal a significant change in an investment manager’s style or investment 
process. If the change in process is, indeed, material, then an institution (such as the Plan) 
that utilizes that investment manager might elect to replace that investment manager with 
another firm that has a process that better matches the institutional user’s original 
intentions/objectives. Finally, for a variety of reasons, a portfolio’s investment performance 
simply may not prove satisfactory (i.e., consistent and/or prolonged underperformance versus 
a pre-assigned benchmark). In such cases, the Board may lose confidence in the respective 
investment manager’s ability to add value. The monitoring procedures and criteria provide the 
Board with a systematic process for taking specific action(s) if such circumstances arise. 

 
2. How the Investment Manager Monitoring Procedures Will Work 
 

As highlighted above, ongoing monitoring of the Plan’s investment managers is a necessary 
component of the Board’s fiduciary role. Specifically, these procedures allow the Board to take 
action if they are not satisfied with specific aspects of an investment manager’s activities 
and/or investment performance. In addition, investment monitoring helps an institution 
achieve consistent long-term investment success. 
 
These monitoring procedures are designed to take place in sequence in order to provide an 
ample amount of information and feedback to the Board before any significant changes are 
decided upon. It is expected that the Board shall delegate all or a portion of these tasks to its 
investment consultant. 
 
The Board may review and modify investment performance criteria (as outlined below) or 
other portions of this document periodically on an as needed basis. 
 
There are two major groups of monitoring activities: Ongoing Monitoring and Periodic 
Monitoring. Both the investment manager and the Board (and/or its investment consultant) 
conduct certain monitoring functions. A significant aspect of the Ongoing Monitoring activity 
is the measurement and assessment of investment performance. This procedure is described 
below. 
 

3. Ongoing Monitoring Activities 
 
Investment Performance Review of Investment Manager(s) and its (their) Investment 
Portfolio(s) 
 
As part of the ongoing reporting process, the investment manager will report quarterly and 
trailing annualized performance of the respective portfolio(s) to the Plan and its consultant on 
a quarterly basis (i.e., every three months). In addition, the investment manager will provide 
performance attribution statistics that explain the causes of under- or out-performance relative 
to the established benchmarks. 
 
The investment manager will also report any changes in investment-related personnel, 
organization or investment approach/strategy that may potentially impact the investment 
results of the portfolio in question. 
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Independent Evaluation of Investment Performance by the Plan 
 
The Plan (or its investment consultant) will evaluate investment performance on a quarterly 
basis using the investment performance criteria outlined below. Such evaluations will also be 
used to verify the quarterly performance information disclosed by the investment managers 
themselves (see above). If the investment manager(s) do(es) not meet one or more of the 
criteria below, the Board will place the specific investment manager(s) on watch status for 
investment performance reasons. 
 
The quarterly evaluation will indicate (i) whether an investment manager is on watch status; 
(ii) the reason for watch status, (iii) the approximate date the investment manager and the 
respective portfolio was placed on watch status, (iv) the length the investment manager has 
been on watch status, and (v) additional comments. If the investment manager/portfolio was 
placed on watch status for investment performance reasons, the status report will also include 
post-watch investment performance to gauge if the investment manager is addressing 
investment performance issues. 
 
Periodic Monitoring Activities 
 
As part of its ongoing fiduciary responsibilities, as well as in assessing the potential of an 
investment manager to produce future added value, the Plan and its investment consultant 
should regularly review several qualitative aspects of an investment manager’s management 
and practices. Key qualitative factors include, but are not limited to: 
 

 Compliance with the guidelines agreed upon for management of the Board’s portfolio, 
including holding unauthorized issues; 

 Review of the investment manager(s) investment strategy and style, especially the 
buy/sell disciplines; 

 Review of portfolio activity, specifically the turnover rate, number of holdings, and 
execution costs; 

 Risk profile relative to the portfolio’s benchmark; 
 Review of organizational structure; 
 Stability of investment manager personnel and organization; 
 Review of investment manager contractual obligations to the Plan (including 

management fees); 
 Evidence of illegal or unethical behavior by the investment management firm; 
 Unwillingness to cooperate with reasonable requests by the Board, such as 

information, meetings or other material related to its portfolios. 
 
As discussed in the above two sections, certain investment manager(s) may (i) fail to meet 
pre-established investment performance criteria and/or (ii) may prove sub-standard across any 
number of qualitative factors. In such cases, the next step would be for the Plan (or the Plan’s 
investment consultant) to produce a document called a Portfolio Review. This Portfolio Review 
would explain those factors where the investment manager(s) and/or portfolio(s) are failing to 
meet specific criteria and provide a basis for putting investment manager(s) on watch status. 
The Portfolio Review would typically be in the form of a memo to the Board. 

 
4.  Watch Status of an Investment Manager/Portfolio 
 

The purpose of a watch list is to focus attention and discussion on the managers that need it 
– due to difficulties or changes. However, being placed on the watch list does not suggest 
termination is imminent, as all managers, even top performers, experience some periods of 
underperformance. An investment manager/portfolio attains watch status if at least one of two 
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events occurs: (i) the portfolio’s rolling 60 month net return is less than the benchmark’s return 
at two consecutive calendar quarter end dates, or (ii) after the Portfolio Review is conducted, 
Investment Staff and/or the investment consultant recommends to the Board that an 
investment manager is a candidate for watch status. However, a manager with less than 60 
months of performance with the Plan may be placed on watch for material underperformance 
relative to the benchmark. An investment manager/portfolio may also be placed on watch at 
any time as a result of qualitative factors, including but not limited to: 
 

 Violation of investment guidelines 
 Deviation from stated investment style and/ or shifts in the firm’s philosophy or process 
 Turnover of one or more key personnel 
 Change in firm ownership or structure 
 Significant loss of clients and/or assets under management 
 Significant and persistent lack of responsiveness to client requests 
 Litigation 
 Failure to disclose significant information, including potential conflicts of interest 
 Chronic violations of the Plan’s Investment Policy 
 Any other issue or situation of which the Investment Staff, the Advisory Consultant 

and/or Board become aware that is deemed material. 
 

The Board then approves or disapproves the recommendation. If the Board approves the 
recommendation to place a specific investment manager on watch status, Investment Staff 
will issue a formal notification to the investment manager. This formal notification of watch 
status will include, but not be limited to, the following items: 

 
 Meeting date when the Board approved the recommendation to place the investment 

manager on watch; 
 Reason(s) for placing the investment manager on watch status; and 
 Conditions for being released from watch status (see below). 

 
Typically, once a manager is placed on watch status, it should exhibit improvement before 
being removed. However, there may be instances resulting from an organizational 
change/issue where a long watch period is warranted as there could be several material 
phases to the situation. For example, if a senior investment professional announces their 
plans to retire in the future in conjunction with the firm’s succession plan for their departure, 
the investment manager would attain watch status at the point of the retirement 
announcement through the transition period, and after the senior investment professional had 
left. 
 
Release from Watch Status 
 
Investment managers that show indications of an improvement, as reviewed by the 
investment consultant and determined by the Board, in one or more of the factors described 
earlier may be released from watch status. Examples of improvements warranting a change 
in status are: 
 

 Improved investment performance; 
 Investment style characteristics return to, and remain at, levels originally agreed upon; 
 Qualitative factors (such as organizational structure stabilizes, personnel adjustments, 

compliance requirements, etc.) are met/satisfied. 
 

To release an investment manager from watch status, the Board must formally take action to 
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do so. This action should be supported by documentation (produced by Investment Staff 
and/or investment consultant) similar in format to the Portfolio Review described above. This 
document would highlight original reasons for the watch status and discussion of how the 
investment manager has addressed these issues and warrants release from watch status. 
 
Replacement/Termination 
 
If an investment manager is not released from watch status within a reasonable time, then the 
investment consultant should recommend that the Board replace and/or terminate the 
investment manager. The Board then approves or disapproves the recommendation. 
 
To terminate and/or replace an investment manager, the Board must formally take action to 
do so. This action should be supported by documentation (produced by Investment Staff 
and/or investment consultant) similar in format to the Portfolio Review described above. This 
document would highlight original reasons for the watch status and discussion of continued 
developments during watch status that led to the termination/replacement recommendation. 
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VI. Policy for the Use of Placement Agents and Third-Party Marketers 
 
This Policy is intended to supplement any applicable provisions of City, State or Federal law. 
 
Purpose 
 
The goal of this Policy is to prevent impropriety or the appearance of impropriety, to provide 
transparency and confidence in the decision-making process of the Plan, to help ensure that the 
Plan’s investment decisions are made by the Board solely on the merits of the investment 
opportunity in accordance with the Board Members’ fiduciary responsibility and to help avoid the 
appearance of undue influence on the Board or illegal pay-to-play practices, in the award of 
investment related contracts. 
 
This Policy sets forth the circumstances under which the Plan requires the full and timely 
disclosure of payments to Placement Agents2 in connection with the Plan’s investments. This 
Policy is intended to apply broadly to all investment contracts. The Plan adopts this Policy to 
require specific, timely, and updated disclosure of all Placement Agent relationships, 
compensation, and fees. 
  
This Policy shall apply in addition to, and is intended to supplement, any applicable state and city 
ethics, campaign finance, and lobbying laws found in the Los Angeles City Charter, Governmental 
Ethics, Lobbying and Campaign Finance Ordinances, the California Political Reform Act, and the 
California Constitution. 
 
Notification of this Policy will be sent to all firms that currently provide services to the Plan and all 
firms considered by Investment Staff or Consultants to be potential interview candidates. The 
Plan’s Board Members, Investment Staff, and Consultants will accept no gifts of any kind from 
any such firms. Firms who currently have contracts with the Plan will be required to disclose any 
relationships and payments made to any Placement Agency in relation with the Plan’s 
investments. 
 
Objectives  
 

 Formalize the Plan’s practice regarding appropriate disclosure of the use of Placement 
Agents ensuring that the Plan’s investment decisions are consistent with the Plan’s 
Statement of Investment Objectives, Goals, and Guidelines and with the Board’s fiduciary 
duties. 

 
 Make additional information available to the Plan’s Board Members, Investment Staff and 

Consultants when evaluating an investment opportunity to ensure that the use of 
Placement Agents is identified early during the due diligence process. 

 
 Provide transparency and confidence in the Plan’s investment decision-making through 

maximum disclosure and avoidance of conflicts of interest. 
 

Application 
 
This Policy will apply to each of the Plan’s Investment Management Agreements entered into 
after the date this Policy is adopted, as well as to the Plan’s existing Investment Management 
Agreements. 
                                                 
2 Any person or entity hired, engaged, retained by, or acting on behalf of an Investment Manager or on behalf of another Placement 
Agent as a finder, solicitor, marketer, consultant, broker, or other intermediary to market, solicit, obtain access to the Plan, and/or 
raise money or investments either directly or indirectly from the Plan. 
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Responsibilities 
 
All investment proposals presented to the Plan shall state whether the Investment Manager 
(“Manager”) uses Placement Agents or third-party marketers, and, if so, shall identify any such 
Placement Agent or third-party marketer and describe his or her capacity used in relation to the 
specific mandate. 
  
Responsibilities of the Investment Managers 
  
At the time investment discussions are initiated between the Plan and a Manager, and prior to 
the Plan investing with any Manager, the Manager shall submit to the Plan’s Investment Staff a 
written statement of whether the Manager or any of its principals, employees, agents, or affiliates 
has compensated or agreed to compensate any person or entity to act as a Placement Agent or 
third-party marketer in connection with the Plan investments. If the Manager has used a 
Placement Agent in connection with any of the Plan investments, the statement should include 
the following information (Placement Agent Information): 
  

A. The name of the Placement Agent; 
 

B. Description of the amount paid or agreed to be paid to the Placement Agent; and 
description of the services rendered or the services expected to be performed by the 
Placement Agent or a third-party marketer, including payment to employees of the 
Manager who are retained in order to solicit, or who are paid based in whole or in part 
upon, an investment from the Plan; 

 
C. Representation that the fee paid or payable to the Placement Agent is the sole obligation 

of the Manager and not an obligation of the Plan or the limited partnership; 
 

D. Clarification as to whether the Placement Agent is utilized by the Manager with all 
prospective clients or only with a subset of the Manager’s clients; 

 
E. Copies of all agreements between the Manager and the Placement Agent and third-party 

marketers; 
 

F. Résumés of every officer, partner or principal of the Placement Agent or any employee of 
the Manager providing similar services; résumés shall include: education, professional 
designations, regulatory licenses and investment and work experience; 

 
G. Full disclosure of any connection between the Placement Agent and the Plan, including 

whether anyone receiving compensation or will receive compensation with respect to an 
investment in the Plan from the Placement Agent or the Manager is any of the following: 
(1) a current or former Plan Board Member, (2) a Plan employee, (3) a Plan consultant, 
(4) a member of the immediate family of anyone connected to the Plan, (5) a current or 
former elected or appointed official of the City of Los Angeles (“City”), (6) an employee of 
the City, (7) anyone seeking to be elected to public office of the City or a member of his/her 
campaign organization, or a political action committee; 

 
H. Full disclosure of any contributions made by the Placement Agent or the Manager during 

the prior 24-month period to any organization (including contributions to political campaign 
funds and donations to non-profits) in which any person listed in (G) is an officer, 
employee, or member of the Board or Advisory Board (or similar body). Additionally, any 
subsequent contributions made by the Placement Agent or Manager to any such 
organization during the time the Placement Agent or Manager is receiving compensation 
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in connection with the Plan investment shall also be disclosed; 
 

I. Full disclosure of the names of any current or former Plan Board Members, Plan 
employees, or Plan consultants who suggested the retention of the Placement Agent; 

 
J. Name of the regulatory agencies the Placement Agent or any of its affiliates are registered 

with, such as the Securities and Exchange Commission (“SEC”), the Financial Industry 
Regulatory Association (“FINRA”), or any similar regulatory agency; proof and details of 
such registration shall be included, or an explanation as to why no registration is required; 

 
K. Full disclosure of whether the Placement Agent or any of its affiliates is registered as a 

lobbyist with the City of Los Angeles, or any state or national government; and 
 
L. If the Manager utilized the services of a person who would otherwise be a Placement 

Agent but for an applicable exception provided in the California Government Code, a 
statement identifying the exemption being relied upon by the external manager and 
certifying that the external manager meets all of the applicable requirements of the 
exemption.3 

 
The Manager shall notify the Plan’s Investment Staff of any changes to any of the information 
required above.  
 
Responsibilities of Investment Staff and Consultants 
 
At the time of the commencement of due diligence for a prospective investment commitment, the 
applicable Consultants shall provide the applicable Managers and Placement Agents with a copy 
of this Placement Agent Policy. 
 
Prior to the completion of due diligence and any recommendation to proceed with the engagement 
of a Manager or the decision to commit Plan assets to an investment, the applicable Consultant 
shall confirm that it has received all applicable disclosures pursuant to this Policy. For all new 
contracts and amendments to existing contracts as of the date of the adoption of this Policy, the 
Plan will: 
  

A. Stop investment negotiations with a Manager who refuses to make all discloses required 
by this Policy; 
 

B. Decline the opportunity to retain or invest with a Manager who has used or intends to use 
a Placement Agent who is not registered with the SEC, FINRA, or any similar regulatory 
agency and cannot provide an explanation acceptable to the Consultant and Investment 
Staff as to why no registration is required; and 
 

C. Decline the opportunity to retain or invest with a Manager who has used or intends to use 
a Placement Agent or any of its affiliates that is required by applicable law to be registered 
as a lobbyist but is not so registered. 

 
Investment Staff and Consultants will assist legal counsel as necessary in securing in the final 
contract terms and/or side letter agreements between the Plan and the Manager, pursuant to 
which the Manager: 
 

A. Agrees to comply with this Policy. 
                                                 
3 i.e., California Government code Section 7513.8, subdivision (d) or 82047.3, which provides for certain exemptions to the definition 
of a “placement agent.” 
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B. Represents and warrants that it will notify the Plan’s Investment Staff of any changes to 
any of the information required above within 14 calendar days of when the Manager knows 
or should have known of the change(s). 
 

C. Agrees that it shall not solicit new investments from the Plan for 24 months from the date 
of determination, in the event that the Plan’s Board, in its sole discretion, determines that 
the Manager has refused or failed to provide all required disclosures pursuant to this 
Policy, or provided information pursuant to this Policy which is determined by the Plan’s 
Board in its sole discretion to be materially inaccurate. 

 
At any Board or Committee meeting in which the Board or Committee will consider an investment 
or whether to enter into or renew an investment management contract, the applicable Consultant 
shall advise the Board of (1) the identity of any Placement Agent used by the Manager in 
connection with the proposed investment or contract and all applicable Placement Agent 
Information, and (2) any campaign contributions and/or gifts reported by each Placement Agent. 
 
Investment Staff shall maintain records of all information disclosed to the Plan in accordance with 
this policy, and provide the Board with notice of any violation of this policy as soon as practicable. 
 
Responsibilities of the Board 
 
The Board shall review each violation reported by Investment Staff and determine whether such 
violation is material and, if so, whether to instruct Investment Staff not to consider any new 
investment opportunities for the Plan from that Manager and/or Placement Agent for a period of 
24 months from the date of the determination. 
 
No Right of Confidentiality 
 
All disclosures made pursuant to this Policy, and all attachments thereto, shall be public records 
and subject to disclosure under the California Public Records Act and the Ralph M. Brown Act. 
No confidentiality restrictions shall be placed on any such disclosures or any information provided 
pursuant to this Policy. 
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VII. Securities Lending Cash Collateral Investment Guidelines 
 

In accordance with the Agreement between the Lender and Bank, Cash Collateral received by the 
Bank on behalf of the Lender shall be held and maintained in a separately managed Cash Collateral 
Account established and maintained by the Bank for the Lender (the “Cash Collateral Account”), the 
assets of which shall be invested and reinvested in one or more of the Approved Investments below. 
 
While the Cash Collateral Account will be operated on a cost basis, there is no guarantee that there 
will not be differences from time to time between the cost and the underlying fair market value of the 
assets held in the Cash Collateral Account. The cost or book value of the investment assets held 
in the Cash Collateral Account and their fair market value may differ from time to time. This 
difference may result in a loss, which is the responsibility of the Lender. 
 
All Approved Investment, Credit Quality, Concentration and Liquidity guidelines set forth herein 
shall be applicable only at time of purchase (i.e., trade date). 
 
Approved Investments may have fixed or floating interest rate provisions. Floating rate notes will 
reset no less frequently than quarterly. 
 
Bank and/or Bank Affiliates may provide services with respect to Approved Investments, and may 
receive compensation with respect to these services. Lender consents to the retention by Bank 
and Bank Affiliates of such compensation. 
 

A. Approved Investments 
 
1. Instruments 

 
 Obligations of the U.S. Treasury as well as agencies and instrumentalities and 

establishments of the U.S. Government (“U.S. Government Securities”). 
 
 Repurchase transactions (including tri-party repurchase transactions) 

collateralized at 102% or greater at time of purchase and marked to market on 
each business day. Collateral will consist of one or more Approved Investments 
described herein without limitation on maturity, as well as equity securities. 

 
 Obligations issued by the central government of any OECD country and any of 

their respective agencies, instrumentalities or establishments (“OECD 
Obligations”). 

 
 Obligations issued by ‘supranational organizations’, including but not limited to 

African Development Bank, Asian Development Bank, Council of Europe, 
Eurofima, European Bank for Reconstruction and Development, European 
Investment Bank, Inter-American Development Bank, International Bank for 
Reconstruction and Development (“World Bank”), International Finance 
Corporation, and Nordic Investment Bank. 

 
 Commercial paper, notes, bonds and other debt obligations (including funding 

agreements and guaranteed investment contracts), whether or not registered 
under the Securities Act of 1933, as amended. 

 
 Certificates of deposit, time deposits and other bank obligations. 

 
 Asset-backed securities, including asset-backed commercial paper. 
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 Shares of money market funds registered with the Securities and Exchange 
Commission under the Investment Company Act of 1940, including affiliated funds 
of the Bank. (These shares shall be deemed to have a final maturity of one 
business day for the purposes of the Maturity Guidelines in paragraph D.) 

 
 Units of unregistered, collective investment vehicles sponsored or advised by the 

Bank or a Bank Affiliate. (These units shall be deemed to have a final maturity of 
one business day for the purposes of the Maturity Guidelines in paragraph D.) 

 
2. Currency 
 

 Shall be limited to the same currency in which the Cash Collateral being invested 
is denominated. 

 
B. Credit Quality 

 
 Repurchase transaction counterparties must have executed a written repurchase 

agreement and they, or their parent company, must have a short term rating of at 
least A-2, P-2 or F2 or equivalent by at least one nationally recognized statistical 
rating organization (“NRSRO”). 
 

 Obligations issued by ‘supranational organizations’ must be rated AAA or 
equivalent by at least one NRSRO. 
 

 OECD Obligations, bank obligations, commercial paper (including asset-backed 
commercial paper), notes, bonds and other debt obligations must be rated at least 
A-1, P-1 or F1 or equivalent by an NRSRO. Obligations rated by more than one 
NRSRO must be rated A-1, P-1 or F1 or equivalent by at least two NRSROs. 
Obligations without a short term rating must have a long term rating of at least A, 
A2 or A or equivalent by an NRSRO. Obligations that have a long term rating from 
more than one NRSRO (but no short term rating) must be rated A, A2 or A or 
equivalent by at least two NRSROs. Obligations that are not rated will be Approved 
Investments if the issuer of the obligation meets the above rating criteria. 
 

 Asset-backed securities (other than asset-backed commercial paper) must be 
rated AAA, Aaa or AAA by at least one of the following NRSROs: Standard & 
Poor’s, Moody’s or Fitch. Asset-backed securities (other than asset-backed 
commercial paper) rated by more than one of the foregoing NRSROs must be 
rated AAA, Aaa or AAA by at least two of: Standard & Poor’s, Moody’s and Fitch. 
Asset-backed securities (other than asset-backed commercial paper) that have 
only short term ratings must be rated A-1+, P-1 or F1+ by a NRSRO. Asset-backed 
securities (other than asset-backed commercial paper) that have only a short term 
rating from more than one NRSRO must be rated A-1+, P-1 or F1+ by at least two 
NRSROs. 
 

 Registered money market funds must be rated in the highest category available to 
such funds by one NRSRO. 

 
 Collective investment vehicles sponsored or advised by the Bank or a Bank 

Affiliate do not require a rating by a NRSRO. 
 

 U.S. Government Securities do not require a rating by a NRSRO. 
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C.  Concentration Guidelines 
 

 Excluding U.S. Government Securities, repurchase agreements, shares of money 
market funds and collective investment vehicles, concentration of any Approved 
Investment in the Cash Collateral Account will not exceed 5% per issuer. 
 

 A maximum of 25% of the Cash Collateral in the Cash Collateral Account may be 
invested in repurchase transactions with a single counterparty. 

 
D. Maturity Guidelines 

 
 Approved Investments will have a maximum final maturity of 397 days, except U.S. 

Government Securities, which shall have a final maturity not exceeding 762 days. 
 
 The weighted average maturity of Approved Investments in the Cash Collateral 

Account (based on the shorter of final maturity or days to reset for floating rate 
obligations) shall not exceed 60 days. 

 
 The weighted average life of Approved Investments in the Cash Collateral Account 

based on final maturity shall not exceed 120 days. 
 

E. Liquidity Guidelines 
 

 All Approved Investments shall be deemed to be liquid at time of purchase, with the 
exception of time deposits and repurchase agreements having a final maturity 
greater than 7 days, which shall be deemed to be illiquid for purposes hereof. 

 
 “Illiquid” Approved Investments shall not exceed 5% of the total amount of Approved 

Investments in the Cash Collateral Account. 
 
 No Approved Investment having a final maturity longer than one business day shall 

be made if, immediately after such investment, the total amount of Approved 
Investments in the Cash Collateral Account would have less than 10% of total 
assets maturing in one business day. 

 
 No Approved Investments other than Weekly Liquid Assets (as defined below) shall 

be made if, immediately after such investment, the Cash Collateral Account would 
have less than 30% of total assets invested in Weekly Liquid Assets. Weekly Liquid 
Assets are defined as cash, direct obligations of the U.S. Government (i.e., bills, 
bonds and notes), U.S. government agency discount notes with a remaining 
maturity of 60 days or less, and any other Approved Investments that will mature 
in, or have an unconditional put option of, five business days or less. 
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VIII. Domestic Equity Guidelines 
 
Domestic equity investment managers retained by the Board will follow specific investment styles 
and mandates and will be evaluated against specific market benchmarks which represent their 
investment style, (see Board Resolution 03-23 adopted October 9, 2002). The aggregate 
developed domestic equity segment will have as its benchmark the Russell 3000. The Board’s 
domestic equity portfolio structural design, with approved benchmarks, is summarized as follows: 
 

Board Approved Domestic Equity Asset Class & Manager Structure 

Segment/Style Active/Passive Benchmark 
% of Asset 

Class 

Total Domestic Equity 
80% Active / 
20% Passive Russell 3000 100% 

Large Cap Core Passive Russell 1000 22% 
Large Cap Value Active Russell 1000 Value 35% 
Large Cap Growth Active Russell 1000 Growth 31% 
Small Cap Growth Active Russell 2000 Growth 6% 
Small Cap Value Active Russell 2000 Value 6% 

 
The percentage allocations to the various segments reflect the percentage weightings of these 
segments found in the broad market, as represented by the Russell 3000 Index. Additionally, 
investment results of active managers will be compared to the returns of a peer group of managers 
with similar investment styles. 
 
The Plan has appointed Manager(s) to manage a portion of the Plan’s assets. These assets will 
be managed in conformance with the objectives and guidelines delineated below and in 
accordance with the formal contract with the Retirement Board. General guidelines for domestic 
equity managers include the following (more specific guidelines for the different investment 
segments/managers are outlined in the below sections): 
 
1. No securities shall be purchased on margin or sold short. 

 
2. Managers shall not use derivatives within the Portfolio without the expressed written consent 

of the Plan. If a Manager elects to use derivatives as part of its investment strategy, the Plan 
requires that the Manager provide written documentation of the rationale for using such 
instruments. Use of derivatives for speculation is prohibited. Only exchange-traded 
derivatives will be utilized. 
 

3. Exchange listed futures and options on equity instruments may be used only if authorized in 
writing by the Board as a risk reducing strategy. 

 
4. Convertible securities can be held in equity portfolios and will be considered equity holdings. 

 
5. Unless stated otherwise below, managers shall not purchase stock (or securities convertible 

into stock) of any single corporation if the purchase would cause their portfolio to include 
more than 5% of the outstanding voting stock of a company. 

 
6. Managers shall invest in securities specifically authorized in these written guidelines. 

Unauthorized investments include foreign securities listed and traded on U.S. exchanges, 
including American Depository Receipts (“ADRs”). Securities of all foreign companies, 
except for Benefit Driven Incorporations (“BDIs”) included in the Manager’s respective 
benchmark as outlined below, are unauthorized. Additional unauthorized investments 
include short sales, futures, direct investment in raw commodities, and the use of non-
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approved derivative securities (i.e. equity futures and forward contracts), and/or the 
purchase of securities on margin. 
 

7. Other applicable plan and charter investment restriction must be complied with. 
 

8. Any exemption or variation from these general guidelines requires prior written approval from 
the Board.  
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8.1 Passive Domestic Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager will manage a Russell 1000 Index Fund (“Fund”) for the Plan that will provide equity 
participation in industry sectors with market capitalization approximately in proportion to their 
share of the market as represented by the Russell 1000 Index. The focus of the portfolio will be 
the tracking of the equity market for large and mid-sized companies over both short-term and 
long-term horizons. The goal is to closely track the performance of the Russell 1000 Index within 
+/- 10 basis points annually. 
 
Portfolio Guidelines 
 
1. The portfolio shall be equity securities of companies doing business in the United States. It is 

expected that the portfolio will be fully invested (<1% cash). Equity securities shall be 
restricted to those issues listed on the New York, NASDAQ, or other nationally recognized 
United States stock exchanges. 
 

2. The Board recognizes the Manager uses a computer-generated statistical data technique or 
statistical sampling technique/s in tracking the Russell 1000 Index. 
 

3. For prudent diversification, no more than 5% of the lesser of cost or market value of the 
portfolio, shall be invested in any one issue, unless that issue represents more than 5% of the 
Russell 1000 Index. No issue shall be purchased in the portfolio if more than 10% of the 
outstanding shares of that company are held by the Manager in the total of all of its accounts. 

 
Performance Objectives 
 
On an annual basis, the Manager is expected to perform in-line with the Russell 1000 Index return, 
net of fees. It is expected that, on an annual basis, the portfolio will produce investment returns 
that vary no more than +/- 10 basis points from the investment performance of the Russell 1000 
Index. 
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8.2 Active Large Cap Value Domestic Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active value portfolio (“Portfolio”) for the Plan that will provide 
equity participation in industry sectors with market capitalization representative of the Russell 
1000 Value Index. Given this orientation, the goal of the Portfolio is to provide superior 
performance versus the Russell 1000 Value Index over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be equity securities of companies doing business in the United States. It is 

expected that the Portfolio will be fully invested (<5% cash). Equity securities shall be 
restricted to those issues listed on the New York, NASDAQ, or other nationally recognized 
United States stock exchanges. 
 

2. The Board recognizes the Manager is an active manager investing in a universe of securities 
that resembles the Russell 1000 Value Index. The Manager will adjust its Portfolio on an 
ongoing basis to attempt to outperform the investment results of the Russell 1000 Value Index. 
 

3. For prudent diversification, no more than 5% of the lesser of cost or market value of the 
Portfolio shall be invested in any one issue, unless that issue represents more than 5% of the 
Russell 1000 Value Index. In such cases, the maximum amount allowed is 125% of the 
benchmark weight. At no time shall any specific issue represent more than 10% of the 
portfolio. In addition, no issue shall be purchased in the Portfolio if more than 10% of the 
outstanding shares of that company are held by the Manager in the total of all of its accounts. 

 
Portfolio Characteristics 
 
1. It is expected that the Portfolio’s weighted average price/earnings ratio on a 12-month trailing 

basis in general will be no greater than 1.5x the market as represented by Russell 1000 Value 
Index. 

 
2. It is expected that the Portfolio’s weighted average dividend yield on a quarterly basis will 

generally be no less than 2/3rds the market as represented by the Russell 1000 Value Index. 
 
4. It is expected that the Portfolio’s weighted average market capitalization should generally be 

no less than one-half of the Russell 1000 Value Index. 
 

Performance Objectives 
 
On an annual basis, the Manager is expected to outperform the Russell 1000 Value Index return, 
net of fees, to be measured over a market cycle of three-to-five years. 
 
Exception 
 
1. For T. Rowe Price Large Cap Value, no issue shall be purchased in the Portfolio if more than 

15% of the outstanding shares of that company are held by the Manager in the total of all of 
its accounts. 
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8.3 Active Large Cap Growth Domestic Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active growth portfolio (“Portfolio”) for the Plan that will provide 
equity participation in industry sectors with market capitalization representative of the Russell 
1000 Growth Index. Given this orientation, the Manager is expected to provide superior 
performance versus the Russell 1000 Growth Index over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be equity securities of companies doing business in the United States. It is 

expected that the Portfolio will be fully invested (<5% cash). Equity securities shall be 
restricted to those issues listed on the New York, NASDAQ, or other nationally recognized 
United States stock exchanges. 
 

2. The Board recognizes the Manager is an active manager investing in a universe of securities 
that resembles the Russell 1000 Growth Index. The Manager will adjust its Portfolio on an 
ongoing basis to attempt to outperform the investment results of the Russell 1000 Growth 
Index. 
 

3. For prudent diversification, no more than 5% of the Portfolio at the lesser of cost or market 
value shall be invested in any one issue, unless that issue represents more than 5% of the 
Russell 1000 Growth Index. In such cases, the maximum amount allowed is 125% of the 
benchmark weight. In addition, no issue shall be purchased in the Portfolio if more than 10% 
of the outstanding shares of that company are held by the Manager in the total of all of its 
accounts. See exception below. 

 
Portfolio Characteristics 
 
1. It is expected that the Portfolio's weighted average price/earnings ratio on a 12-month trailing 

basis in general will be no less than 2/3rds of the market as represented by Russell 1000 
Growth Index. 
 

2. It is expected that the Portfolio's weighted average dividend yield on a quarterly basis will 
generally be no greater than 1.5x of the market as represented by the Russell 1000 Growth 
Index. 

 
3. The Portfolio’s weighted average market capitalization should generally be no less than one-

half of the Russell 1000 Growth Index. 
 
Performance Objectives 
 
On an annual basis, the Manager is expected to outperform the Russell 1000 Growth Index return, 
net of fees, to be measured over a market cycle of three-to-five years. 
 
Exception 
 
1. For T. Rowe Price Large Cap Growth, no issue shall be purchased in the Portfolio if more 

than 15% of the outstanding shares of that company are held by the Manager in the total of 
all of its accounts. 
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8.4 Active Small Cap Value Domestic Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active value portfolio (“Portfolio”) for the Plan that will provide 
equity participation in industry sectors with market capitalization representative of the Russell 
2000 Value Index. Given this orientation, the goal of the Portfolio is to provide superior 
performance versus the Russell 2000 Value Index over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be equity securities of companies doing business in the United States. It is 

expected that the Portfolio will be fully invested (<5% cash). Equity securities shall be 
restricted to those issues listed on the New York, NASDAQ, or other nationally recognized 
United States stock exchanges. 
 

2. The Board recognizes the Manager is an active manager investing in a universe of securities 
that resembles the Russell 2000 Value Index. The Manager will adjust its Portfolio on an 
ongoing basis to attempt to outperform the investment results of the Russell 2000 Value Index. 
 

3. For prudent diversification, no more than 5% of the Portfolio at the lesser of cost or market 
value shall be invested in any one issue, unless that issue represents more than 5% of the 
Russell 2000 Value Index. No issue shall be purchased in the Portfolio if more than 15 % of 
the outstanding shares of that company are held by the Manager in the total of all of its 
accounts. 

 
4. Exchange Trade Funds (“ETFs”) may be used to temporarily invest excess cash. 
 
Portfolio Characteristics 
 
1. It is expected that the Portfolio’s weighted average price/earnings ratio on a trailing 12-month 

basis in general will be no greater than 1.5x of the market as represented by Russell 2000 
Value Index. 
 

2. It is expected that the Portfolio’s weighted average dividend yield on a quarterly basis will 
generally be no less than 2/3rds of the market as represented by the Russell 2000 Value 
Index. 

 
3. It is expected that the Portfolio’s weighted average market capitalization should generally be 

no less than one-half of the weighted average market capitalization of the Russell 2000 Value 
Index. 

 
Performance Objectives 
 
On an annual basis the Manager is expected to outperform the Russell 2000 Value Index return, 
net of fees, to be measured over a market cycle of three-to-five years. 
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8.5 Active Small Cap Growth Domestic Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage active growth portfolio (“Portfolio”) for the Plan that will provide equity 
participation in industry sectors with market capitalization representative of the Russell 2000 
Growth Index. Given this orientation, the goal of the Portfolio is to provide superior performance 
versus the Russell 2000 Growth Index over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be equity securities of companies doing business in the United States. It is 

expected that the Portfolio will be fully invested (<5% cash). Equity securities shall be 
restricted to those issues listed on the New York, NASDAQ, or other nationally recognized 
United States stock exchanges. 
 

2. The Board recognizes Managers are active managers investing in a universe of securities that 
resembles the Russell 2000 Growth Index. Managers will adjust their Portfolio on an ongoing 
basis to attempt to outperform the investment results of the Russell 2000 Growth Index. 
 

3. For prudent diversification, no more than 5% of the lesser of cost or market value of the 
Portfolio shall be invested in any one issue, unless that issue represents more than 5% of the 
Russell 2000 Growth Index. No issue shall be purchased in the Portfolio if more than 10% of 
the outstanding shares of that company are held by Managers in the total of all of its accounts. 
 

Portfolio Characteristics 
 
1. It is expected that the Portfolio's weighted average price/earnings ratio on a 12-month trailing 

basis in general will be no less than 2/3rds of the market as represented by Russell 2000 
Growth Index. 
 

2. It is expected that the Portfolio’s weighted average dividend yield on a quarterly basis will 
generally be no greater than 1.5x of the market as represented by the Russell 2000 Growth 
Index. 
 

3. It is expected that the Portfolio’s weighted average market capitalization should generally be 
no less than one-half of the weighted average market capitalization of the Russell 2000 
Growth Index. 

 
Performance Objectives 
 
On an annual basis Managers are expected to outperform the Russell 2000 Growth Index return, 
net of fees, to be measured over a market cycle of three-to-five years.
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IX. International Equity Guidelines 
 
Non-U.S. equity (International Equity) investment managers retained by the Board will follow 
specific investment mandates and will be evaluated against specific market benchmarks which 
represent their investment mandates, (see Board Resolution 12-26, adopted September 28, 2011). 
The aggregate international equity segment will have as its benchmark the MSCI ACWI ex-U.S. IMI 
ND Index. The Board’s International Equity structural design, with approved benchmarks, are 
summarized as follows: 
 

Board Approved Non-U.S. Equity Asset Class & Manager Structure 

Segment/Style Active/Passive Benchmark 
% of Asset 

Class 
Total Non-U.S. Equity Active MSCI ACWI ex-U.S. IMI ND 100% 
Developed Non-U.S. Passive MSCI World ex-U.S. IMI ND 22% 
Developed LC Non-U.S. Active MSCI World ex-U.S. IMI ND 36% 
Developed SC Non-U.S. Active MSCI ACWI ex-U.S. Small ND 15% 
Emerging Markets Active MSCI Emerging Mkts IMI ND 27% 

MSCI ACWI ex-US IMI ND = Morgan Stanley Capital International All Country World Equity Investable Market Index, Excluding the 
U.S. 
MSCI World ex US IMI ND = Morgan Stanley Capital World Equity Investable Market Index, excluding the U.S. 
MSCI ACWI ex-U.S. Small ND = Morgan Stanley Capital International All Country World Equity Small Capitalization Index, Excluding 
the U.S. 
MSCI Emerging Markets IMI ND = Morgan Stanley Capital International Emerging Markets Equity Investable Market Index. 

 
The percentage allocations of the various segments reflect the percentage weightings of these 
segments found in the broad Non-U.S. equity market, as represented by the MSCI ACWI ex-U.S. 
Investable Market Index. Additionally, investment results of active managers will be compared to 
the returns of a peer group of managers with similar investment styles. 
 
The Plan has appointed Manager(s) to manage a portion of the Plan’s assets. These assets will 
be managed in conformance with the objectives and guidelines delineated below and in 
accordance with the formal contract with the Retirement Board. General guidelines for active Non-
U.S. equity managers include the following (more specific guidelines for the different investment 
segments/managers are outlined in the below sections): 
 
1. Portfolios shall be comprised of debt instruments convertible into equity securities, forward 

foreign exchange contracts, and equity securities of companies domiciled outside the U.S. 
including established and emerging countries. 
 

2. Although a fully invested position is encouraged, cash equivalents are also permissible as a 
transitional/temporary investment subject to permanent investment. 

 
3. Managers shall not use (non-currency) derivatives within the Portfolio without the expressed 

written consent of the Plan. If a Manager elects to use derivatives as part of its investment 
strategy, the Plan requires that the Manager provide written documentation of the rationale 
for using such instruments. Use of derivatives for speculation is prohibited. Only exchange-
traded derivatives will be utilized. 

 
4. Unless stated otherwise below, managers shall not purchase stock (or securities convertible 

into stock) of any single corporation if the purchase would cause their portfolio to include more 
than 5% of the outstanding voting stock of a company. 
 

5. No securities shall be purchased on margin or sold short. 
 

6. Other applicable plan and charter investment restriction must be complied with. 
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7. Any exemption or variation from these general guidelines requires prior written approval from 
the Board. 
 

8. While the aggregate developed non-U.S. equity segment will have as its benchmark the MSCI 
ACWI ex-U.S. Investable Market Index ND, managers within this segment will be assigned 
more specific style-oriented performance benchmarks. 
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9.1 Passive International Equity Guidelines 
 
The Plan’s assets will be invested in a commingled fund. As a result, these guidelines generally 
conform to the Manager’s guidelines for the existing commingled MSCI World ex-U.S. Equity 
Investable Market Index ND Index Fund. 
 
Portfolio Component Definition 
 
The Manager will manage a MSCI World ex-U.S. Equity IMI ND Index Fund (“Fund”) for the Plan 
that will provide equity participation in industry sectors with market capitalization approximately in 
proportion to their share of the market as represented by the MSCI World ex-U.S. Equity IMI ND 
Index. The focus of the portfolio will be the tracking of the equity market for large, mid, and small-
sized companies over both short-term and long-term horizons. The goal is to closely track the 
performance of the MSCI World ex-U.S. Equity IMI ND Index within +/- 30 basis points annually. 
 
Portfolio Guidelines 
 
1. The portfolio shall be equity securities of companies doing business outside the United States. 

It is expected that the portfolio will be fully invested (<1% cash). Equity securities shall be 
those issues listed on the major local-country stock exchanges. At times when direct 
ownership is precluded, American Depository Receipts (“ADR’s”) may be substituted in order 
to maintain full exposure to the underlying index. 
 

2. The Board recognizes the Manager uses a computer-generated statistical data technique or 
statistical sampling technique/s in tracking the MSCI World ex-US IMI ND Index. 

 
3. For prudent diversification, the Manager shall seek to hold securities in the MSCI World ex-

U.S. IMI ND Index as precisely matching their market weight as possible on an ongoing basis. 
 
Performance Objectives 
 
On an annual basis, the Manager is expected to perform in-line with the MSCI World ex-U.S. IMI 
ND Index return, net of fees. It is expected that, on an annual basis, the portfolio will produce 
investment returns that vary no more than +/- 30 basis points from the investment performance 
of the MSCI World ex-US IMI ND Index. 
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9.2 Active Growth International Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active international growth equity portfolio (“Portfolio”) for the Plan 
that is expected to invest in companies located in developed non-US markets that possess 
significant amounts of liquidity and capitalization. Emphasis shall be placed on medium and larger 
capitalized stocks. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be composed of cash equivalents and equity securities of companies doing 

business outside the United States with minimum market capitalizations of $200 million. Equity 
securities shall be restricted to those issues listed on the major local-country stock exchanges. 
The markets that the Portfolio can invest in are those within the following indices: 

 
a. MSCI World ex-U.S. Growth IMI ND 

 
b. MSCI World ex-U.S. Equity IMI ND 

 
SEC Rule 144A international equity instruments with registration rights are fully permissible. 
Those instruments without registration rights must not exceed 10% of the market value of any 
single international equity portfolio at time of purchase. 

 
American Depository Receipts (“ADRs”) are permissible up to 2.5% of the total portfolio at 
time of purchase. 

 
Investing in Emerging Markets is prohibited. Emerging Markets shall be defined as those 
countries included in the MSCI Emerging Markets Investable Market Index ND. 

 
In order to minimize transaction costs and market impact associated with country 
reclassification, and as MSCI reclassifies specific countries from one market to another (such 
as from emerging to developed or frontier to emerging), the Portfolio, with advance notification 
to the Retirement Plan Manager, may invest in such countries, subsequent to the 
announcement of MSCI’s formal reclassification and prior to its effective date. 

 
2. Currency hedging up to a maximum of 25% of the portfolio value (notional) is permitted for 

defensive purposes. Currency hedging shall be effected through the use of forward currency 
contracts and put and call options. 

 
3. For prudent diversification the portfolio shall have a minimum of 30 issues quoted in at least 

10 countries, although assets will not be specifically allocated to individual countries or markets. 
The maximum exposure to any individual issue will be no greater than the weight of the issue 
in the benchmark plus 3%. In addition, no issue shall be purchased in the portfolio if more 
than 15% of the outstanding shares of that company are held by the Portfolio in the total of all 
of its accounts. The Portfolio is required to identify to the Plan, on a quarterly basis, those 
holdings/issues in the portfolio where the Portfolio holds more than 10% of the outstanding 
shares in the total of its accounts. 
 

5. The cash equivalent portion should not normally exceed 10% of the portfolio. Cash 
equivalents may be U.S. dollar or non-U.S. dollar denominated. 
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Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the MSCI 

World ex U.S. Growth IMI ND and MSCI World ex U.S. Equity IMI ND. Regional and country 
weights, however, may vary significantly from the index. 
 

2. It is expected that the portfolio's weighted average price/earnings ratio on a trailing 12-month 
basis in general will be within a - 0.5x to + 1.5x range of the market as represented by the 
MSCI World ex U.S. Equity IMI ND. 
 

3. It is expected that the portfolio's weighted average dividend yield on a quarterly basis will 
generally be within a - 0.5x to + 1.5x range of the market as represented by the MSCI World 
ex U.S. Equity IMI ND. 

 
Performance Objectives 
 
On an annual basis the Portfolio is expected to outperform the MSCI World Growth ex U.S. IMI 
ND return, net of fees, to be measured over a market cycle of three-to-five years. 
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9.3 Active Value International Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage active international value equity portfolio (“Portfolio”) for the Plan 
that is expected to invest in companies located in developed non-US markets that possess 
significant amounts of liquidity and capitalization. Emphasis shall be placed on medium and larger 
capitalized stocks. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be composed of cash equivalents and equity securities of companies doing 

business outside the United States (as defined using MSCI classification of issuer or issue) 
with minimum market capitalizations of $200 million. Equity securities shall be restricted to 
those issues listed on the major local-country stock exchanges. The markets that the Portfolio 
can invest in are those within the following indices: 

 
a. MSCI World ex-U.S. Value IMI ND 

 
b. MSCI World ex-U.S. Equity IMI ND 

 
SEC Rule 144A international equity instruments with registration rights are fully permissible. 
Those instruments without registration rights must not exceed 10% of the market value of any 
single international equity portfolio at time of purchase. 

 
American Depository Receipts (“ADRs”) are permissible up to 2.5% of the total portfolio at 
time of purchase. 
 
Investing in Emerging Markets is prohibited. Emerging Markets shall be defined as those 
countries included in the MSCI Emerging Markets Investable Market Index ND. 

 
In order to minimize transaction costs and market impact associated with country 
reclassification, and as MSCI reclassifies specific countries from one market to another (such 
as from emerging to developed or frontier to emerging), the Portfolio, with advance notification 
to the Retirement Plan Manager, may invest in such countries, subsequent to the 
announcement of MSCI’s formal reclassification and prior to its effective date. 

 
2. Currency hedging up to a maximum of 25% of the portfolio value (notional) is permitted for 

defensive purposes. Currency hedging shall be effected through the use of forward currency 
contracts and put and call options. 

 
3. For prudent diversification the portfolio shall have a minimum of 30 issues quoted in at least 

10 countries, although assets will not be specifically allocated to individual countries or markets. 
No more than 5% of the portfolio at the lesser of cost or market value shall be invested in any 
one issue. In addition, no issue shall be purchased in the Portfolio if more than 15% of the 
outstanding shares of that company are held by the Manager in the total of all of its accounts. 
 

4. The cash equivalent portion should not normally exceed 10% of the portfolio. Cash 
equivalents may be U.S. dollar or non-U.S. dollar denominated. 

 
Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the MSCI 
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World ex U.S. Value IMI ND, and MSCI World ex U.S. Equity IMI ND. Regional and country 
weights, however, may vary significantly from the index. 
 

2. It is expected that the portfolio's weighted average price/earnings ratio on a trailing 12-month 
basis in general will be within a - 0.5x to + 1.5x range of the market as represented by the 
MSCI World ex U.S. Equity IMI ND. 
 

3. It is expected that the portfolio's weighted average dividend yield on a quarterly basis will 
generally be within a - 0.5x to + 1.5x  range of the market as represented by the MSCI World 
ex U.S. Equity IMI ND. 

 
Performance Objectives 
 
On an annual basis the Portfolio is expected to outperform the MSCI World Value ex U.S. IMI ND 
return, net of fees, to be measured over a market cycle of three-to-five years. 
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9.4 Active Small Cap International Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active international portfolio (“Portfolio”) for the Plan that is 
expected to invest in small companies located in non-US markets that possess significant 
amounts of liquidity. Given this orientation, the goal of the Portfolio is to provide superior 
performance versus the MSCI ACWI ex US Small ND Index over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be composed of cash equivalents and equity securities of companies doing 

business outside the United States (as defined using MSCI classification of issuer or issue) 
with minimum market capitalizations of $100 million. Equity securities shall be restricted to 
those issues listed on the major local-country stock exchanges. The markets that the Portfolio 
can invest in are those within the MSCI ACWI ex US Small ND Index. 

 
SEC Rule 144A international equity instruments with registration rights are fully permissible. 
Those instruments without registration rights must not exceed 10% of the market value of any 
single international equity portfolio at time of purchase. 

 
American Depository Receipts (“ADRs”) are permissible up to 2.5% of the total portfolio at 
time of purchase. 
 
Investing in Emerging Markets is permitted but should be generally no greater than 1.5x of 
the market as represented by the MSCI ACWI ex US Small ND Index. Emerging Markets shall 
be defined as those countries included in the MSCI Emerging Markets Investable Market 
Index ND. 

 
2. Currency hedging up to a maximum of 25% of the portfolio value (notional) is permitted for 

defensive purposes. Currency hedging shall be effected through the use of forward currency 
contracts and put and call options. 

 
3. For prudent diversification the portfolio shall have a minimum of 30 issues quoted in at least 

10 countries, although assets will not be specifically allocated to individual countries or markets. 
No more than 5% of the portfolio at the lesser of cost or market value shall be invested in any 
one issue. In addition, no issue shall be purchased in the Portfolio if more than 15% of the 
outstanding shares of that company are held by the Manager in the total of all of its accounts. 

 
4. Use of Exchange Traded Funds (“ETFs”) is permitted if the manager deems that this vehicle 

is the most effective way to obtain exposure to certain segments of the market. When investing 
in ETFs the manager shall rebate all investment management fees associated with use of 
these funds. Commingled fund allocations shall be included in the calculation of portfolio 
guideline limitations based on underlying commingled fund holdings. 
 

5. The cash equivalent portion should not normally exceed 10% of the portfolio. Cash 
equivalents may be U.S. dollar or non-U.S. dollar denominated. 

 
Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the MSCI 

ACWI ex US Small ND Index. Regional and country weights, however, may vary significantly 
from the index. 
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2. It is expected that the portfolio's weighted average price/earnings ratio on a trailing 12-month 
basis in general will be within a+/- 0.5x range of the market as represented by MSCI ACWI 
ex US Small ND Index. 
 

3. It is expected that the portfolio's weighted average dividend yield on a quarterly basis will 
generally be within a +/- 0.5x range of the market as represented by the MSCI ACWI ex US 
Small ND Index. 

 
4. It is expected that the portfolio’s weighted average market capitalization will generally be 

within a +/- 0.5x range of the market as represented by the MSCI ACWI ex US Small ND 
Index. 

 
Performance Objectives 
 
On an annual basis the Portfolio is expected to outperform the MSCI ACWI ex US Small ND Index 
return, net of fees, to be measured over a market cycle of three-to-five years. 
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9.5 Active Emerging Markets Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active portfolio (“Portfolio”) for the Plan that will provide equity 
participation in companies that have a significant interest in developing markets. Given this 
orientation, the goal of the Portfolio is to provide superior performance versus the MSCI EM IMI 
ND over a complete investment cycle. 
 
Portfolio Guidelines 
 
1. The Portfolio shall be composed of securities of non-U.S. domiciled companies doing 

business in emerging markets with minimum market capitalizations of $100 million. Equity 
securities shall be restricted to those issues traded on recognized exchanges or traded over 
the counter. The markets that Manager(s) can invest in are those within the MSCI EM IMI ND. 
 
SEC Rule 144A international equity instruments with registration rights are fully permissible. 
Those instruments without registration rights must not exceed 10% of the market value of any 
single international equity portfolio at time of purchase. 

 
In order to minimize transaction costs and market impact associated with country 
reclassification, and as MSCI reclassifies specific countries from one market to another (such 
as from emerging to developed or frontier to emerging), the investment manager, with 
advance notification to the Retirement Plan Manager, may invest in such countries, 
subsequent to the announcement of MSCI’s formal reclassification and prior to its effective 
date. 
 

2. Currency hedging up to a maximum of 25% of the portfolio value (notional) is permitted for 
defensive purposes. Currency hedging shall be effected through the use of forward currency 
contracts and put and call options. 
 

3. Diversity shall be achieved both geographically and by industry sector. No more than 7% of 
the lesser of cost or market value of the portfolio shall be invested in any one issue. No issue 
shall be purchased in the portfolio if more than 10% of the outstanding shares of that company 
are held by Manager(s) in the total of all of its accounts. 

 
4. The cash equivalent portion should not normally exceed 10% of the portfolio. Cash 

equivalents may be U.S. dollar or non-U.S. dollar denominated. 
 

5. Turnover in the portfolio shall not normally exceed 200% in any twelve month period. Turnover 
shall be defined as the total dollar value of the lesser of purchases or sales divided by the 
market value of the portfolio at the beginning of the period. 

 
Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the MSCI 

EM IMI ND. Regional and country weights, however, may vary significantly from the index. 
 

2. It is expected that the portfolio’s weighted average price/earnings ratio on a trailing 12-month 
basis, in general will be within a +/- 0.5x range of the market as represented by MSCI EM IMI 
ND. 
 

3. It is expected that the portfolio’s weighted average dividend yield on a quarterly basis will be 
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within a +/- 0.5x range of the market as represented by the MSCI EM IMI ND. 
 
Performance Objectives 
 
On an annual basis, the Manager(s) is expected to outperform the MSCI EM IMI ND return, net 
of fees, to be measured over a market cycle of three-to-five years. 
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X. Global Equity Guidelines 
 
Global equity investment managers retained by the Board will follow specific investment styles and 
mandates and will be evaluated against specific market benchmarks which represent their 
investment style, (see Board Resolution 19-09 adopted July 25, 2018). The aggregate global equity 
segment will have as its benchmark the MSCI ACWI IMI ND Index. Additionally, investment results 
of active managers will be compared to the returns of a peer group of managers with similar 
investment styles. 
 
The Plan has appointed Manager(s) to manage a portion of the Plan’s assets. These assets will 
be managed in conformance with the objectives and guidelines delineated below and in 
accordance with the formal contract with the Retirement Board. General guidelines for global 
equity managers include the following (more specific guidelines for the different investment 
segments/managers are outlined in the below sections): 
 
1. Portfolios shall be comprised of debt instruments convertible into equity securities, forward 

foreign exchange contracts, ADRs, and equity securities. 
 

2. Although a fully invested position is encouraged, cash equivalents are also permissible as a 
transitional/temporary investment subject to permanent investment. 
 

3. No securities shall be purchased on margin or sold short. 
 

4. Managers shall not use (non-currency) derivatives within the Portfolio without the expressed 
written consent of the Plan. If a Manager elects to use derivatives as part of its investment 
strategy, the Plan requires that the Manager provide written documentation of the rationale 
for using such instruments. Use of derivatives for speculation is prohibited. Only exchange-
traded derivatives will be utilized. 
 

5. Exchange listed futures and options on equity instruments may be used only if authorized in 
writing by the Board as a risk reducing strategy. 

 
6. Convertible securities can be held in equity portfolios and will be considered equity holdings. 

 
7. Unless stated otherwise below, managers shall not purchase stock (or securities convertible 

into stock) of any single corporation if the purchase would cause their portfolio to include 
more than 5% of the outstanding voting stock of a company (the lesser of cost or market) 
value (assuming all shares are converted). 

 
8. Managers shall invest in securities specifically authorized in these written guidelines. 

Additional unauthorized investments include short sales, futures, direct investment in raw 
commodities, and the use of non-approved derivative securities (i.e. equity futures and 
forward contracts), and/or the purchase of securities on margin. 
 

9. Other applicable plan and charter investment restriction must be complied with. 
 

10. Any exemption or variation from these general guidelines requires prior written approval 
from the Board. 
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10.1 Active Global Equity Guidelines 
 
Portfolio Component Definition 
 
The Manager(s) will manage an active value portfolio (“Portfolio”) for the Plan that is expected to 
invest in companies across the globe that possess significant amounts of liquidity and 
capitalization. Given this orientation, the goal of the Portfolio is to provide superior performance 
versus the MSCI ACWI IMI ND Index over a complete investment cycle. 
 
Portfolio Guidelines 

 
1. The Portfolio shall be equity securities of companies with minimum market capitalizations of 

$100 million. It is expected that the Portfolio will be fully invested (<5% cash). Equity securities 
shall be restricted to those issues listed on the major local-country stock exchanges. The 
markets that the Portfolio can invest in are those within the MSCI ACWI IMI Index. 
 

2. The Board recognizes the Manager is an active manager investing in a universe of securities 
that resembles the MSCI ACWI IMI Index. The Manager will adjust its Portfolio on an ongoing 
basis to attempt to outperform the investment results of the MSCI ACWI IMI Index. 

 
3. Diversity shall be achieved both geographically and by industry sector. For prudent 

diversification the portfolio shall have a minimum of 30 issues quoted in at least 10 countries, 
although assets will not be specifically allocated to individual countries or markets. The 
maximum exposure to any individual issue will be no greater than the weight of the issue in 
the benchmark plus 3%. In addition, no issue shall be purchased in the portfolio if more than 
15% of the outstanding shares of that company are held by the Portfolio in the total of all of its 
accounts. The Portfolio is required to identify to the Plan, on a quarterly basis, those 
holdings/issues in the portfolio where the Portfolio holds more than 10% of the outstanding 
shares in the total of its accounts. 

 
4. SEC Rule 144A international equity instruments with registration rights are fully permissible. 

Those instruments without registration rights must not exceed 10% of the market value of any 
single international equity portfolio at time of purchase. 

 
5. Currency hedging up to a maximum of 25% of the portfolio value (notional) is permitted for 

defensive purposes. Currency hedging shall be effected through the use of forward currency 
contracts and put and call options. 

 
6. The cash equivalent portion should not normally exceed 5% of the portfolio. Cash equivalents 

may be U.S. dollar or non-U.S. dollar denominated. 
 
Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the MSCI 

ACWI IMI ND. Regional and country weights, however, may vary significantly from the index. 
 

2. It is expected that the portfolio's weighted average price/earnings ratio on a trailing 12-month 
basis in general will be within a +/- 0.5x range of the market as represented by MSCI ACWI 
IMI ND. 
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Performance Objectives 
 
On an annual basis the Portfolio is expected to outperform the MSCI ACWI IMI ND return, net of 
fees, to be measured over a market cycle of three-to-five years. 
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XI. Fixed Income Guidelines 
 
The fixed income portfolios will be managed on a total return basis, following specific investment 
mandates and evaluated against specific market benchmarks which represent a specific 
investment mandate or market segment (see Board Resolution 21-18 of October 28, 2020). The 
aggregate fixed income segment will have as its benchmark the custom benchmark described in 
the below table. The Board’s fixed income structural design, with approved benchmarks, is 
summarized as follows: 
 

Board Approved Fixed Income Asset Class & Manager Structure 

Segment/Style 
Active/ 
Passive 

Benchmark 
% of Asset 

Class 

Total Fixed Income Active 

50% Barclays U.S. Intermediate 
Aggregate ex. Credit 
27% Barclays Global Aggregate Credit 
Index (hedged) 
9% ICE Developed Markets High Yield 
Index (hedged) 
9% JPMorgan EMBI Global Diversified 
Index 
5% Credit Suisse Leveraged Loan Index 

100% 

Principal Protection Active 
Barclays U.S. Intermediate Aggregate ex. 
Credit 

50% 

Extended Global Credit Active 

60% Barclays Global Aggregate Credit 
Index (hedged) 
20% ICE Developed Markets High Yield 
Index 
20% JPMorgan EMBI Global Diversified 
Index 

45% 

U.S. Bank Loans Active Credit Suisse Leveraged Loan Index 5% 

 
The percentage allocations of the various segments reflect the strategic allocations as approved 
by the Board (see Board Resolution 21-18). Additionally, investment results of active managers 
will be compared to the returns of a peer group of managers with similar investment styles. 
 
The Plan has appointed Manager(s) to manage a portion of the Plan’s assets. These assets will 
be managed in conformance with the objectives and guidelines delineated below and in 
accordance with the formal contract with the Retirement Board. General guidelines for fixed 
income managers include the following (more specific guidelines for the different investment 
segments/managers are outlined in the below sections): 
 
1. Any investments in securities (including, but not limited to, Build America Bonds, Recovery 

Zone Economic Development Bonds, Tax Credit Bonds, et. al.) issued by the City of Los 
Angeles and/or any of its affiliates are not permitted and should not be held in the Plan’s 
portfolio. 
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2. Although a fully invested position is encouraged, cash equivalents are also permissible as a 
transitional/temporary investment, subject to permanent investment. 

 
3. Managers are expected to have performed thorough due diligence on each security 

purchased (which may include, but is not limited to, the analysis of company audited financial 
statements in the case of corporate holdings, relevant government reports and records, etc.), 
and such due diligence must be available for each investment in case of a Plan audit. 

 
4. No securities shall be purchased on margin or sold short other than any initial and 

maintenance margin required in connection with futures transactions which may be used 
only for risk management purposes. 

 
5. If a manager exceeds the portfolio produces characteristic limitations in these guidelines (or 

the below more specific guidelines), the manager is required to report these results to the 
Plan in a timely manner. 
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11.1 Active Principal Protection Guidelines 
 
Portfolio Component Definition 
 
Manager(s) will manage an active portfolio (“Portfolio”) for the Plan that will utilize high quality 
fixed income securities, with a shorter duration portfolio positioning than the broad fixed income 
market. Given this orientation, the goal of the Portfolio is to provide superior performance versus 
the Barclays U.S. Intermediate Aggregate ex. Credit Bond Index over a complete investment cycle 
of three-to-five years. 
 
Portfolio Guidelines 
 
1. The portfolio shall be composed of investment-grade fixed income securities as defined by 

Barclays (the publisher of the Barclays Indices). Barclays defines an investment grade bond 
as follows: If a bond is rated by all three rating agencies (Moody’s, S&P, Fitch), then it must 
be rated investment grade (BBB- or Baa3) by two or more rating agencies. If a bond is rated 
by two rating agencies, the lowest rating determines investment grade status. If only one rating 
agency rates the bond, then that rating must be at least BBB- or Baa3.  
 
In the event of a downgrade below Baa3 or BBB-, Manager(s) must notify the Plan about the 
quality of the issue and make a recommendation on either the retention or deletion of the bond 
from the portfolio. 
 
There may be instances when debt issues convert into equity-oriented securities (i.e. 
preferred stock, common stock or warrants to purchase other equity securities). To handle 
these situations, managers are allowed to hold equity-oriented positions when received in 
exchange for, or conversion or cancellation of debt securities held in the portfolio. The 
manager(s) is required to inform the Plan 30 days prior to the conversion when they intend to 
hold the resulting equity-oriented positions. Equity-oriented securities can be held in the 
portfolio no longer than three months. The manager(s) is required to provide 30 days advance 
notice to extend the holding period beyond the original three month period. No more than 5% 
of the portfolio shall be invested in equity-oriented securities resulting from fixed-to-equity 
exchanges. 
 

2. No more than 5% of the portfolio at the lesser of cost or market value will be invested in any 
one issuer, with the exception of U.S. Treasury, U.S. Agency and Government Sponsored 
Enterprises, or Government-Supported issuers (defined below). 

 
3. Non-benchmark markets holdings (excluding cash) shall be limited to 20% of a single 

manager portfolio. Benchmark markets are based on currency denomination and security type 
(e.g., USD U.S. Treasury bonds, USD U.S. Agency bonds, etc.). Security type is based on 
Barclays’ Class 2 sector classifications and instrument (e.g., bond versus loan). For example, 
a 30-year U.S. Treasury Bond would be considered a benchmark market security, even 
though it is not in the benchmark. 
 

4. Permissible non-benchmark markets are limited to Government-Supported securities, agency 
mortgage-backed TBAs and dollar rolls, agency mortgage-backed CMOs, and 144a 
securities. Non-benchmark markets holdings are subject to the investment grade rating 
requirement. Corporate Debt is not permissible.  

 
5. Government-Supported securities are defined as Supranationals, Local Authorities, sovereign 

debt of OECD governments, and equivalently-rated agencies of OECD governments. 
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6. Derivatives used for substitution, risk control, and arbitrage strategies are permitted. Use of 
derivatives for speculation is prohibited. For non-exchange traded derivatives, counterparty 
credit status shall be of the highest caliber with care taken to avoid credit guarantees extended 
through to parties less creditworthy than the primary counterparty in the transaction. 
Counterparty exposure is limited to firms with a short-term credit rating of at least A1/P1, single 
counterparty exposure limited to 5% of the cost value of the aggregate portfolio as well as any 
specific manager portfolio. Borrowed funds shall not be used. 

 
7. For prudent diversification, the portfolio shall have a minimum of 25 issues. Additionally, the 

combined allocation to ABS and CMBS cannot represent more than the greater of 10% or the 
benchmark weight plus 5% in the portfolio. 
 

8. The cash equivalent portion should not normally exceed 10% of the portfolio. 
 
Portfolio Characteristics 
 
1. The acceptable modified duration band around the Barclays U.S. Intermediate Aggregate ex. 

Credit Index is ± 2 years. 
 
Performance Objectives 
 
On an annual basis, Manager(s) is/are expected to outperform the Barclays U.S. Intermediate 
Aggregate ex. Credit Index return, net of fees, to be measured over a market cycle of three-to-
five years. 
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11.2 Active Extended Global Credit Guidelines 
 
Portfolio Component Definition 
 
Manager(s) will manage an active portfolio (“Portfolio”) for the Plan that will provide participation 
in the higher return and higher volatility segments of the fixed income market. Given this 
orientation, the goal of the Portfolio is to provide superior performance versus the blended 60% 
Barclays Global Aggregate Credit Index (hedged) / 20% ICE Developed Markets High Yield Index 
(hedged) / 20% JPMorgan EMBI Global Diversified Index over a complete investment cycle of 
approximately three-to-five years. 
 
Portfolio Guidelines 
 
1. The portfolio shall be composed of securities throughout the credit risk spectrum, as defined 

by Barclays (the publisher of the Barclays Indices). Barclays defines a non-investment grade 
bond as follows: If a bond is rated by all three rating agencies (Moody’s, S&P, Fitch), then it 
must be rated non-investment grade (BB+ or Ba1) by two or more rating agencies. If a bond 
is rated by two rating agencies, it must be rated below investment grade by at least one rating 
agency. If only one rating agency rates the bond, then a rating below BBB-or Baa3 is 
considered non-investment grade. The portfolio may contain investment grade, non-
investment grade, and unrated bonds. 
 

 In the event of a downgrade below single C, or in the case of a default, Manager(s) must notify 
the Plan of the downgrade within two days of the date that the downgrade occurs. In the event 
of a downgrade below single C, or in the case of a default, if the Manager(s) elects to retain 
the bond in the portfolio the Manager(s) must inform the Plan of the downgrade within two 
days of the date that the downgrade occurs, and provide a rationale for continued retention of 
the holding.  

 
 There may be instances when debt issues convert into equity-oriented securities (i.e. 

preferred stock, common stock or warrants to purchase other equity securities). To handle 
these situations, fixed income managers are allowed to hold equity-oriented positions when 
received in exchange for, or conversion or cancellation of debt securities held in the portfolio. 
The manager(s) is required to inform the Plan 30 days prior to the conversion when they 
intend to hold the resulting equity-oriented positions. Equity-oriented securities can be held in 
the portfolio no longer than six months. The manager(s) is required to provide 30 days 
advance notice to extend the holding period beyond the original six-month period. No more 
than 10% of the portfolio shall be invested in equity-oriented securities resulting from fixed-to-
equity exchanges. 

 
2. Non-benchmark markets holdings (excluding cash and excluding Government-Supported) shall 

be limited to 50% of a single manager portfolio. Benchmark markets are based on currency 
denomination and security type (e.g., USD corporate industrial bonds, EUR corporate 
financial bond, etc.). Security type is based on Barclays’ Class 2 sector classifications and 
instrument (e.g., bond versus loan). 

 
3. No more than 60% of a single manager portfolio may be invested in below investment grade 

(Baa3 or BBB-) / unrated securities. 
 

4. Non-benchmark Government-Supported markets holdings shall be limited to 40% of a single 
manager portfolio. 

 
5. Government-Supported securities are defined as Supranationals, Local Authorities, U.S. 
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Treasuries, sovereign debt of OECD governments, U.S. Agencies and Government 
Sponsored Enterprises, and equivalently-rated agencies of OECD governments. 

 
6. Minimum issuance size is $100 million. 

 
7. Foreign net currency exposure shall be limited to 35%. 

 
8. Foreign gross currency exposure shall be limited to 70%. 

 
9. Currency exposure is measured as the absolute value of all country-level currency positions 

versus the U.S. dollar.  
 

10. No more than 5% of the lesser of cost or market value will be invested in any one issuer, with 
the exception of Government-Supported securities. 

 
11. No more than 20% of the lesser of cost or market value will be invested in any one industry 

(as defined by Barclays), with the exception of Government-Supported securities. 
 
12. Derivatives may be managed to protect market value and to maximize total returns, subject 

to the following guidelines: 
 

a. Eligible applications include but are not limited to the purchase, sale, exchange, 
conversion or other trade of exchange traded index option contracts, over-the-counter 
options, international fixed income futures, domestic fixed income futures, and swaps. 
 

b. The total relative economic impact risk of each derivative application will be monitored on 
a daily basis by the most appropriate risk management tools for the particular derivatives 
application. 
 

c. In order to limit the financial risks associated with derivative applications, rigorous 
counterparty selection criteria and netting agreements shall be required to minimize 
counterparty risk. If utilized, the counterparty must be of an investment grade credit and 
the agreement must be marked to market no less frequently than monthly. 
 

d. Borrowed funds shall not be used. 
 

e. The maximum investment, as measured by net notional amount, in derivative instruments 
is 100% of the portfolio’s total market value. 

 
f. The maximum amount, as measured by notional amount in a single type of swap 

transaction, is 25% of the portfolio’s total market value excluding currency forwards. 
 

g. The maximum investment, as measured by notional amount, in a single-name credit 
default swap is 5%. 

 
h. The maximum aggregate individual counterparty exposure, measured as the net positive 

mark to market of all outstanding derivative contracts with a counterparty, may not exceed 
15% of the net asset value of the Managed Portfolio. 

 
i. Individual counterparty exposure for each derivative instrument, measured as the net 

positive mark to market of each outstanding derivative contract with a counterparty, may 
not exceed 10% of the net asset value of the Managed Portfolio. 
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j. When credit default swaps on an issuer or index are used to take credit exposure through 
selling protection, the portfolio should have full cash equivalent backing. 

 
k. Derivatives can be used without cash backing to minimize risk; including the use of global 

interest rate futures and swaps. 
 

l. Derivatives can be used to offset underlying portfolio risk without cash backing including 
using interest rate futures to adjust duration risk, buying protection in the credit default 
swaps market to reduce existing portfolio credit risk, and to hedge currency risk by 
entering into currency futures and forwards. 

 
m. Currency forwards and futures can be used for an overlay of FX on the portfolio. 

 
n. The active currency exposure, measured as the difference between the actual exposure 

in any one currency and the benchmark, should not exceed the greater of 25% or the 
weight in the benchmark. Currency short positions are allowed but should not exceed 25% 
of the benchmark (+/-25% versus benchmark per currency). 

 
o. The term of any forward currency contract should not exceed two years. 

 
 

13. For prudent diversification, the portfolio shall have a minimum of 25 issues.  
 

14. The cash equivalent portion should not normally exceed 10% of market value of the portfolio. 
Cash equivalents held backing derivatives are excluded from the 10% limit. Exchange Traded 
Funds (“ETFs”) may be used to temporarily invest excess cash and provide short-term liquidity 
and/or market exposure. Investments in ETFs count toward the 10% cash equivalent limit. 
ETF allocations shall be included in the calculation of portfolio guideline limitations based on 
underlying ETF holdings. Cash equivalents are defined as follows: 

 
a. For Capital Group cash equivalents are defined as short-term investment vehicles (e.g., 

STIF accounts) or money market funds maintained by the custodian bank. Eligible backing 
for derivatives: 

 
Instrument Remaining Maturity Valuation % 

Governments (US, France, Germany, Japan, UK) and 
US agencies provided they are rated AAA to AA- by 
Standard & Poor’s Ratings Services or by Fitch Ratings, 
or Aaa to Aa3 by Moody’s Investors Service (“Highest 
Credit Ratings”) 

Less than 1 year 
From 1 year, up to and 

including 5 years 
More than 5 years 

 

99.5% 
98% 

 
96% 

AU-CASH (AUD), CA-CASH (CAD),  
EU-CASH (Euros), GB-CASH (GBP) 
US-CASH(USD), JP-CASH(JPY), STIF 

Not applicable 100% 

 
b. For Neuberger Berman cash equivalents are defined as Treasury securities with a 

maturity of 3 months or less. 
 

15. Use of commingled funds (including mutual funds) is permitted if the manager deems that this 
vehicle is the most effective way to obtain exposure to certain segments of the market. When 
investing in commingled funds the manager shall rebate all investment management fees 
associated with use of these funds. Commingled fund allocations shall be included in the 
calculation of portfolio guideline limitations based on underlying commingled fund holdings. 
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Portfolio Characteristics 
 
1. The acceptable modified duration band around the 60% Barclays Global Aggregate Credit 

Index (hedged) / 20% ICE Developed Markets High Yield Index (hedged) / 20% JPMorgan 
EMBI Global Diversified Index ± 4 years. 

 
Performance Objectives 
 
On an annual basis, Manager(s) is/are expected to outperform the 60% Barclays Global 
Aggregate Credit Index (hedged) / 20% ICE Developed Markets High Yield Index (hedged) / 20% 
JPMorgan EMBI Global Diversified Index return, net of fees, to be measured over an investment 
cycle of three-to-five years. 
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11.3 Active U.S. Bank Loans Guidelines 
 
Portfolio Component Definition 
 
Manager(s) will manage an active portfolio (“Portfolio”) for the Plan that will provide participation 
in the higher return and higher volatility segments of the fixed income market. Given this 
orientation, the goal of the Portfolio is to provide superior performance versus the Credit Suisse 
Leveraged Loan Index over a complete investment cycle of three-to-five years. 
 
Portfolio Guidelines 
 
1. Fixed-rate instruments shall be limited to 20% of a single manager portfolio. 

 
2. Non-benchmark markets holdings (excluding cash) shall be limited to 40% of a single 

manager portfolio. Benchmark markets are based on currency denomination and security type 
(e.g., USD corporate industrial loan, USD corporate utility loan). Security type is based on 
Credit Suisse Leveraged Loan Index classifications and instrument (e.g., bond versus loan). 

 
3. No more than 5% of the lesser of cost or market value of any single manager portfolio will be 

invested in any one issuer. 
 
4. No more than 20% of the lesser of cost or market value of a single manager portfolio will be 

invested in any one industry as defined by the Credit Suisse Leveraged Loan Index. 
 

5. Managers are expected to have performed thorough due diligence on each security 
purchased (which may include, but is not limited to, the analysis of company audited financial 
statements in the case of corporate holdings, relevant government reports and records, etc.), 
and such due diligence must be available for each investment in case of a Plan audit. 

 
6. A portfolio shall not use leverage nor purchase Collateralized Loan Obligations (CLOs). 
 
Portfolio Characteristics 
 
1. The acceptable modified duration range of the portfolio is 0 to 2 years. 

 
2. It is an objective of the portfolio that it will track the Credit Suisse Leveraged Loan Index 

closely. The annual return dispersion between the Retirement Plan account and the Health 
Plan account should generally be no more than 15 basis points. 

 
Performance Objectives 
 
On an annual basis, Manager(s) is/are expected to outperform the Credit Suisse Leveraged Loan 
Index return, net of fees, to be measured over a market cycle of three-to-five years.
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XII. Real Return Guidelines 
 
Strategic Objective 
 
The Real Return Class shall be managed to accomplish the following: 
 
1. Prudently achieve long term results above inflation 

 
2. Diversify the Plan’s investments 

 
3. Hedge against inflation risks 
 
Performance Objective and Benchmark 
 
The Real Return Class shall have a benchmark index of the Consumer Price Index (CPI) + 1%. 
The performance objective is to outperform the benchmark, net of all fees, over a rolling five-year 
period. 
 
Investment Approaches and Parameters 
 
Prospective Real Return Class segment allocation ranges are listed in the table below. These 
segments may change, depending on Board preferences and tolerance for risk. In addition, 
several real return opportunities may present themselves over time that are not necessarily easily 
categorized into a specific asset class segment. These guidelines should reflect a reasonable 
level of flexibility to allow the Board to consider such opportunities. The segment allocation ranges 
are expressed as a percentage of the market value of the Plan Total portfolio. 
 

Preliminary Segment Allocation Ranges* 
Segment Range 
Passive Short Duration TIPS 0.0%-5.3% 
Commodities 0.0%-2.3% 
*As a percentage of the total Plan Portfolio 

 
Specific allocation targets are avoided to allow for flexibility in designing and implementing a 
risk/objective-oriented (not asset-based) strategic class. However, one near-term objective of the 
Real Return Class portfolio is to maintain core holding positions in Passive Short Duration TIPS, 
and Commodities. 
 
1. Passive Short Duration TIPS Program 
  

The Passive Short Duration TIPS Program will operate under the policies and guidelines 
set forth in Section 12.1 

 
2. Commodities Program 
 

The Commodities Program will operate under the policies and guidelines set forth in Section 
12.2. 
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12.1 Passive Short Duration TIPS Guidelines 

Strategic Objective 

The Program shall be managed to accomplish the following: 

A. Meet the objectives for the broader Real Return Class.  

B. Hedge against inflation risks.  

Portfolio Component Definition 

The Manager will manage a Bloomberg US TIPS 0-5 Year Index Fund (“Fund”) for the Plan that 
will provide participation in the short duration TIPS market. The focus of this portfolio will be the 
tracking of the short duration TIPS market over both short-term and long-term horizons. The goal 
is to closely track the performance of the Bloomberg US TIPS 0-5 Year Index within +/- 10 basis 
points annually. 
 
Portfolio Guidelines  

1. The portfolio shall be invested and reinvested primarily in a portfolio of debt securities with 
the objective of closely approximating the total rate of return for all outstanding United 
States Treasury Inflation Protected Securities with a maturity of five years or less, as 
defined by the Bloomberg US TIPS 0-5 Year Index. 

 
2. The portfolio may use a representative sampling index strategy. This strategy involves 

investing in a representative sample of securities that collectively has an investment profile 
similar to the Bloomberg US TIPS 0-5 Year Index. The Manager may or may not hold all 
of the securities of the benchmark index. 

 
Performance Objective and Benchmark 

The Passive Short Duration TIPS Program will utilize the Bloomberg US TIPS 0-5 Year Index. On 
an annual basis, the Manager is expected to perform in-line with the Bloomberg US TIPS 0-5 
Year Index return, net of fees. It is expected that, on an annual basis, the portfolio will produce 
investment returns that vary no more than +/- 10 basis points from the investment performance 
of the Bloomberg US TIPS 0-5 Year Index. 
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12.2 Commodities Guidelines 
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Commodities Program 
(“the Program”). This Policy is designed to ensure that investment managers, consultants, and 
the Plan’s Board/Investment Staff take prudent and careful action while investing the Program. 
Additionally, use of this Policy provides assurance that there is sufficient flexibility in controlling 
the investment risks and returns associated with this segment of the portfolio. 
 
The Program is designed to meet the Plan’s long-term actuarial target through the identification 
and participation in active Commodities opportunities that are expected to generate attractive real 
rates of return while also providing diversification benefits. 
 
Strategic Objective 
Broadening the opportunity set of the Plan’s Real Return for achieving consistent investment 
returns not available in traditional public markets investments is the strategic objective of investing 
in Commodities. The Program is expected to develop a diversified portfolio of Commodities 
capable of achieving targeted investment returns on a risk-adjusted basis that are complementary 
to Real Return class goals. Commodity investment returns are expected to provide diversification 
and inflation protection over equity markets over extended time periods. Total rates of return from 
Commodities investments are expected to enhance the risk-adjusted return of the Real Return 
class. The Program is expected to emphasize exposures to different geographic segments as 
well as different types of Commodity investments. A secondary benefit of including Commodities 
in the real return investment allocation is that they capture participation in unexpected inflation 
and major shifts in headline inflation. 
 
Commodity investments shall be selected solely in the interest of the Plan’s participants and their 
beneficiaries in accordance with applicable law, and shall be selected to accomplish the following 
(within the Real Return class): 
 
1. Enhance the Plan’s long-term risk-adjusted total return. 
 
2. Provide added diversification to the Plan’s overall investment program. 
 
3. Produce Inflation hedging characteristics over extended periods. 
 
4. Provide incremental diversification versus other Real Return segments. 
 
Performance Objective 
 
The long-term (3-5 years) expected performance objective of the Program, net of all fees, shall 
be greater than the annualized rate of return of Bloomberg Commodity index. The Program is 
expected to maintain a low correlation with the other segments of the Real Return class. 
 
Investment Approaches and Parameters  
 

A. General Approach 
 
Investments in the Program shall be selected to achieve stated performance objectives. 
In addition, Program investments are expected to be complementary to other segments in 
the Real Return portfolio. 
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B. Investment Selection 
 

A Commodity investment consists of using derivative (future) contracts and cash collateral 
as margin. An allocation to Commodities shall be diversified by geography, Commodity 
type (Energy, Agriculture, Livestock, Precious Metals, and Industrial Metals), through a 
diversified investment vehicle. 
 
Commodities shall be selected to enhance the Program’s ability to achieve the overall 
investment objective.  
 

1. Such strategies that might be implemented through a Commodities portfolio could 
include, but are not limited to: 

 
a. Crude oil 
b. Bent Crude Oil 
c. Heating Oil 
d. Natural Gas 
e. Unleaded Gas 
f. Live Cattle 
g. Lean Hogs 
h. Feeder Cattle 
i. Corn 
j. Soybeans 
k. Wheat  
l. Soybean Oil 
m. Coffee 
n. Cocoa 
o. Sugar 
p. Cotton 
q. Aluminum 
r. Zinc 
s. Nickel  
t. Lead 
u. Copper 
v. Gold  
w. Silver  
x. Platinum 

 
2. Selection guidelines for prospective Commodity managers shall be developed and 

maintained. These criteria shall be subject to review by: 
 

a. The Board, 
b. Investment Staff and Consultant 

 
To ensure conformity to the return and risk expectations of the Program, the selection 
guidelines may include, but are not limited to the following: 
 
Minimum requirements with respect to the following: 
 

c. General Partner Investment Experience 
 

d. Basic Investment Vehicle Terms 
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e. Investment Goals and Objectives 
 

f. Performance Criteria 
 

g. Other relevant parameters that may apply 
 

C. Management of Investments 
 
The Program shall be continually monitored and refined as needed to obtain the most 
effective mix of investments. 
 
Investments shall be continually reviewed in the following areas: 
 
1. Fit with the Program Goals and Objectives 
 
2. Targeted performance according to stated objectives 
 
3. Targeted risk according to stated objectives 
 
4. Diversity of underlying Commodity investments 
 
5. Strategy diversification 
 
6. Growth of assets 

 
7. Organizational changes 

 
D. Quality Control Processes 

 
The Program shall employ a quality control process, which includes both the Investment 
Staff and Consultant to monitor Program efficiency, track investment performance, and 
control risk. 
 
1. Monitoring Portfolio Performance: Actual net returns and risk will be compared to 

benchmark(s) as appropriate, and to the expected return for the Commodities 
investment. 

 
2. Risk Control: Program standards are maintained through the following processes – 

 
a. Assessing the level of diversification in the portfolio on a regular basis, including 

the level of diversification across types of Commodities invested (i.e. Energy, 
Agriculture, Livestock, Precious Metals, and Industrial Metals), geographic 
location, and across other factors as appropriate. 

 
b. Documenting due diligence activities. 
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12.3  Timber Guidelines  
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Timber Program (“the 
Program”). This Policy is designed to ensure that investment managers, consultants, and the 
Plan’s Board/Investment Staff take prudent and careful action while investing the Program. 
Additionally, use of this Policy provides assurance that there is sufficient flexibility in controlling 
the investment risks and returns associated with this segment of the portfolio. 
 
The Program is designed to meet the Plan’s long-term actuarial target through the identification 
and participation in Timber opportunities that are expected to generate attractive real rates of 
return while also providing diversification benefits. 
 
Strategic Objective 
 
Broadening the opportunity set of the Plan’s Real Return for achieving consistent investment 
returns not available in traditional public markets investments is the strategic objective of investing 
in Timber. The Program is expected to develop a diversified portfolio of Timber capable of 
achieving targeted investment returns on a risk-adjusted basis that are complementary to Real 
Return class goals. Timber investment returns are expected to exhibit lower volatility than public 
investments for a given level of return while also being less correlated to the major asset classes. 
Total rates of return from Timber investments are expected to enhance the risk-adjusted return of 
the Real Return class. The Program is expected to emphasize exposures to different geographic 
segments as well as different types of Timber material. A secondary benefit of including Timber 
in the real return investment allocation is that they are long-term investments with inflation hedging 
benefits. 
 
Timber investments shall be selected solely in the interest of the Plan’s participants and their 
beneficiaries in accordance with applicable law, and shall be selected to accomplish the following 
(within the Real Return class): 
 
1. Enhance the Plan’s long-term risk-adjusted total return. 

 
2. Provide added diversification to the Plan’s overall investment program. 

 
3. Produce Inflation Protected income/returns over extended periods. 

 
4. Maintain a low correlation with traditional public markets. 
 
Performance Objective 
 
The long-term (7-10 years) expected performance objective of the Program, net of all fees, shall 
be greater than the annualized rate of return of NCREIF Timberland Index. The Program is 
expected to maintain a low correlation with the other segments of the Real Return class. 
 
Investment Approaches and Parameters  
 

A. General Approach 
 
Investments in the Program shall be selected to achieve stated performance objectives. 
In addition, Program investments are expected to be complementary to other segments in 
the Real Return portfolio. 
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1. The Program shall initially utilize Timber Private Partnerships to generate the attractive 
risk-to-reward characteristics provided by these specialized and unique investment 
strategies.  
 

2. The Program shall invest in funds through partnerships or other formation structures, 
e.g., limited liability companies (LLCs), where the general partner(s) or fund 
manager(s) have expertise in the specified mandates and in related areas material to 
the success of each investment type. 

 
3. The inclusion of specified terms in Timber shall protect the interests of the Plan, and 

shall address at a minimum the following issues: 
 

a. Alignment of Interests: Vehicle terms shall be reviewed to assess the alignment of 
the General Partner’s interest with the Plan. The management fee, performance 
fee, performance objective, lock-up period, liquidity, General Partner investment, 
and other relevant terms to protect the Plan in the event of adverse performance 
results, shall be examined. 
 

b. Leverage: Investments should only be made in investment vehicles (specific to 
Timber) which provide limited liability. The limited liability structure protects the 
Program from losing more than its invested capital. Leverage, as measured by the 
Loan-to-Value ratio (LTV) should be no greater than 30%. 

 
B. Investment Selection 

 
A Timber investment consists of productive land plus growing trees, and it can be in the 
form of natural forests or plantations. An allocation to Timber shall be diversified by 
geography, tree type (conifer/softwood vs. non-conifer/hardwood), and end-use (pulp, 
chip-n-saw, mature saw timber, and poles) through a diversified investment vehicle. 

 
1. Selection guidelines for prospective Timber managers shall be developed and 

maintained. These criteria shall be subject to review by: 
 
a. The Board, 
 
b. Investment Staff and General Consultant 

 
To ensure conformity to the return and risk expectations of the Program, the selection 
guidelines may include, but are not limited to the following: 
 
Minimum requirements with respect to the following: 
 
a. General Partner Investment Experience 
 
b. Basic Investment Vehicle Terms 
 
c. Investment Goals and Objectives 
 
d. Performance Criteria 
 
e. Other relevant parameters that may apply 

 
C. Management of Investments 
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The Program shall be continually monitored and refined as needed to obtain the most 
effective mix of investments. 
 
Investments shall be continually reviewed in the following areas: 
 
1. Fit with the Program Goals and Objectives 
 
2. Targeted performance according to stated objectives 
 
3. Targeted risk according to stated objectives 
 
4. Diversity of underlying Timber investments 
 
5. Strategy diversification 
 
6. Growth of assets 
 
7. Organizational changes 

 
D. Quality Control Processes 

 
The Program shall employ a quality control process, which includes both the Investment 
Staff and General Consultant to monitor Program efficiency, track investment 
performance, and control risk. 
 
1. Monitoring Portfolio Performance: Actual net returns and risk will be compared to 

benchmark(s) as appropriate, and to the expected return for the Timber investment. 
 
2. Risk Control: Program standards are maintained through the following processes – 

 
a. Assessing the level of diversification in the portfolio on a regular basis, including 

the level of diversification across types of Timber invested (i.e. Hardwood and 
Softwood), geographic location, and across other factors as appropriate. 
 

b. Documenting due diligence activities. 
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12.4  Guidelines for Investment Evaluation 
 
Organization: Firms considered for this Program are expected to include established, long-
tenured firms in addition to potentially including recently formed organizations that may have 
relatively short track records. The principals shall be required to dedicate sufficient time and effort 
to the investment opportunity. The organization must have sufficient investment professionals and 
support staff to implement the proposed strategy. Alignment of interests (including ownership, 
compensation, general partner investment in fund/firm, etc.) will be important factors in the 
proposed investment opportunities. 
 
Investment Experience: The Program shall consider only Managers whose professionals have 
significant experience managing institutional assets. The principals shall demonstrate relevant 
experience and that they are specifically qualified to work in the market in which they propose to 
work. The Program shall not consider vehicles with less than three years of performance track 
record managing funds for institutional level investors. The experience of the investment 
professionals at the firm managing the proposed investment vehicle will be reviewed to ensure 
that experienced professionals are overseeing the investment. 
 
Performance: Proposed investment opportunities must have outperformed the Program return 
objectives, net of all fees, over long-term historical periods. The investment vehicle must also 
exhibit attractive risk characteristics having generated a Sharpe Ratio near 1.0 (or above) during 
such periods. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives including risk tolerance 
and objectives. The proposed investment strategy and approach to portfolio construction shall 
provide reasonable assurance that the investment opportunity can produce the required return. 
 
Fund size: The Plan shall not represent more than 20% of a firm’s assets. 
 
Terms: At a minimum, investment terms are expected to be “in-line” with industry norms. In 
particular, the management fee, performance fee, utilization of a high water mark, and liquidity 
terms shall be examined to ensure appropriateness. 
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XIII.  Hedge Fund Guidel ines 
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Hedge Fund Program 
(“the Program”). This Policy is designed to ensure that investment managers, consultants, and 
the Plan’s Board/Investment Staff take prudent and careful action while investing for the Program. 
Additionally, use of this Policy provides assurance that there is sufficient flexibility in controlling 
the investment risks and returns associated with this segment of the portfolio. 
 
The Program is designed to meet the Plan’s long-term actuarial target through the identification 
and participation in Hedge Fund opportunities that are expected to generate attractive absolute 
rates of return while also providing diversification benefits. 
 
Strategic Objective 
 
Broadening the opportunity set of the Plan’s investment portfolio for achieving consistent 
investment returns not available in traditional public markets investments is the strategic objective 
of investing in Hedge Funds. The Program is expected to develop a diversified portfolio of Hedge 
Funds capable of achieving targeted investment returns on a risk-adjusted basis that are 
complementary to overall Portfolio goals. Hedge Fund investment returns are expected to exhibit 
lower volatility than public investments for a given level of return while also being less correlated 
to the major asset classes. Total rates of return from Hedge Fund investments are expected to 
be absolute return oriented while also providing preservation of capital. The Program is expected 
to emphasize exposures to more conservative (lower volatility and less market directionality) 
investment strategies. A secondary benefit of including Hedge Funds in the alternative investment 
allocation is that they are commonly more liquid vehicles than private market investments, and 
therefore can also be utilized as a future funding source for private market commitments. 
 
Hedge Fund investments shall be selected solely in the interest of the Plan’s participants and their 
beneficiaries in accordance with applicable law, and shall be selected to accomplish the following: 
 
1. Enhance the Plan’s long-term risk-adjusted total return. 
 
2. Provide added diversification to the Plan’s overall investment program. 
 
3. Maintain a low correlation with the public global equity markets. 
 
Performance Objective 
 
Given the absolute return/capital preservation orientation of Hedge Fund investments and the 
Board’s desire to emphasize more conservative, less directional segments of the market, the long-
term (3-5 years) expected performance objective of the Program, net of all fees, shall be the 
annualized rate of return of T-Bills plus 300 basis points. Use of the T-Bills reflects the absolute 
return nature of hedge fund investments while the 300 basis point premium accounts for higher 
degrees of risk undertaken. Over the long term (3-5 years), program annualized volatility is 
expected to be less than one third that of global public equity markets (as represented by the 
MSCI ACWI). The Program is expected to exhibit correlation to global public equity markets of 
less than or equal to 0.50 over the same long-term time period. 
 
Investment Approaches and Parameters 
 

A. General Approach 
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Investments in the Program shall be selected to achieve stated performance objectives. 
In addition, Program investments are expected to be complementary to the private equity 
investments in the alternative investment allocation and to the traditional investment 
vehicles in the Total Portfolio. 

 
1. The Program shall initially utilize Hedge Fund of Funds to generate the attractive risk-

to-reward characteristics provided by these specialized and unique investment 
strategies. Other absolute return strategies/structures may be considered at a future 
date, including multi-strategy managers, tactical asset allocation managers, and other 
single strategy hedge fund managers as the Program evolves and matures. 
 

2. The Program shall invest in funds through partnerships or other formation structures, 
e.g., limited liability companies (LLCs), where the general partner(s) or fund 
manager(s) have expertise in the specified mandates and in related areas material to 
the success of each investment strategy. 

 
3. The inclusion of specified terms in Hedge Funds shall protect the interests of the Plan, 

and shall address at a minimum the following issues: 
 

a. Alignment of Interests: Vehicle terms shall be reviewed to assess the alignment of 
the General Partner’s interest with the Plan. The management fee, performance 
fee, performance objective, lock-up period, liquidity, General Partner investment, 
and other relevant terms to protect the Plan in the event of adverse performance 
results, shall be examined. 
 

b. Leverage: It is recognized that hedge fund strategies may expose the Plan’s assets 
to leverage, meaning that an underlying partnership’s market exposure may 
exceed the market value-adjusted capital commitment by the amount of borrowed 
capital. Therefore, investments should only be made in investment vehicles 
(specific to Hedge Funds) which provide limited liability. The limited liability 
structure protects the Program from losing more than its invested capital. 

 
B. Investment Selection 

 
Hedge Fund of Funds shall be selected to enhance the Program’s ability to achieve the 
overall investment objective. Hedge Fund of Funds invests in a portfolio of individual 
hedge funds applying different investment strategies. 
 
1. Such strategies that might be implemented through a Hedge Fund of Funds could 

include, but are not limited to: 
 

a. Convertible Arbitrage 
b. Distressed Securities 
c. Fixed Income Arbitrage 
d. Long/Short Credit 
e. Long/Short Equity 
f. Market Neutral 
g. Merger Arbitrage 
h. Multiple Arbitrage 
i. Statistical Arbitrage 
j. Commodity Trading Advisors 
k. Global Macro 
l. Emerging Markets 
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Selected Hedge Fund of Funds are expected to emphasize less volatile investment 
strategies given the Program’s conservative orientation. 
 

2. The Hedge Fund of Funds manager will employ hedge funds that enter into long and/or 
short positions using, but not limited to, any of the following instruments: 

 
a. Equities: 
 

i. Common or preferred corporate stock traded on principal U.S. exchanges 
 
ii. Convertible corporate bonds, notes, or debentures 

 
iii. Global Depository Receipts (GDRs) and American Depository Receipts 

(ADRs) 
 

b. Fixed Income: 
 

i. Marketable investment grade and non-investment grade debt securities 
 
ii. Marketable non-U.S. debt securities 

 
c. Derivatives: 
 

i. Exchange traded equity, fixed income and currency futures contracts 
 
ii. Index futures contracts 

 
iii. Over-the-counter (“OTC”) option contracts 

 
iv. OTC forward foreign exchange contracts 

 
v. Swaps 

 
vi. Cash and money market instruments 

 
3. Selection guidelines for prospective Hedge Fund of Funds shall be developed and 

maintained (see sections 12.2 and 12.3). These criteria shall be subject to review by: 
 
a. The Board, 

 
b. Investment Staff and Consultant 

 
To ensure conformity to the return and risk expectations of the Program, the selection 
guidelines may include, but are not limited to the following: 
 
Minimum requirements with respect to the following: 
 
a. General Partner Investment Experience 
 
b. Basic Investment Vehicle Terms 
 
c. Investment Goals and Objectives 
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d. Performance Criteria 
 
e. Other relevant parameters that may apply 

 
C. Management of Investments 

 
The Program shall be continually monitored and refined as needed to obtain the most 
effective mix of investments. The Program shall initially invest in Hedge Fund of Funds 
investments. 
 
Investments shall be continually reviewed in the following areas: 
 
1. Fit with the Program Goals and Objectives 
 
2. Targeted performance according to stated objectives 
 
3. Targeted risk according to stated objectives 
 
4. Diversity of underlying hedge funds 
 
5. Strategy diversification 
 
6. Growth of assets 

 
7. Organizational changes 

 
D. Quality Control Processes 

 
The Program shall employ a quality control process, which includes both the Investment 
Staff and Consultant to monitor Program efficiency, track investment performance, and 
control risk. 
 
1. Process Monitoring: Investment Staff and Consultant shall monitor transaction 

processing to insure timely decision-making and an effective process. 
 
2. Monitoring Portfolio Performance: Actual net returns and risk will be compared to 

benchmark(s) as appropriate, and to the expected return for the Hedge Fund of Funds 
investment. 

 
3. Risk Control: Program standards are maintained through the following processes – 

 
a. Assessing the level of diversification in the portfolio on a regular basis, including 

the level of diversification across Hedge Fund of Funds managers, investment 
strategy, underlying hedge fund manager, and across other factors as appropriate. 
 

b. Documenting due diligence activities. 
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E. Specific Risk Parameters 
 
The Program may be exposed to specific risk parameters that are associated with 
investing in hedge funds, including, but not limited to: 
 
1. Operating and Business Risk: Certain hedge funds entail above average operating 

and business risk. 
 

2. Country Risk: Political, economic, and currency risks associated with investing outside 
of the U.S. 

 
3. Valuation Risk: Some underlying holdings may be illiquid and not marked to market 

very frequently. Therefore, there is risk of lagged valuations as a holding is priced less 
often. 

 
4. Financial Leverage Risk: Many hedge funds employ high amounts of leverage to 

underlying portfolio investments increasing the risk of loss of capital. 
 

5. Disclosure Risk: Hedge funds are commonly reluctant to provide transparency 
regarding their portfolio positions limiting an investor’s ability to aggregate exposures. 

 
6. Regulation Risk: Hedge funds and their managers are unencumbered by any 

government oversight or restrictions. However, regulators in many jurisdictions have 
begun to regulate hedge funds to varying degrees. 

 
F. Guidelines for Evaluating Program Candidates 

 
Proposed investment opportunities shall be evaluated relative to their fit with the Program’s 
Investment Policy. Section 12.2 contains minimum criteria to be utilized in the screening 
of candidates. 

 
Benchmark 
 
The primary performance benchmark for the Program shall be the annualized rate of return of T-
Bills plus 300 basis points. The secondary performance benchmark shall be the HFRI FoF 
Conservative Index. It may be useful to view the primary benchmark in the context of longer term 
annualized performance, while the secondary benchmark shall be used to gauge shorter term 
relative performance. As appropriate, individual managers may be benchmarked against specific 
customized benchmarks and hedge fund indices may be utilized for relative market comparisons. 
 
General 
 
Reporting 
 
1. Reports received from Hedge Fund of Funds managers 

 
Investment Staff and Consultant shall require periodic reports (i.e. monthly and/or quarterly) 
from Hedge Fund of Funds managers to facilitate monitoring. 

 
2. Monitoring Investments 

 
Consultant, assisted by Investment Staff, shall monitor individual Hedge Fund of Funds 
managers and the Program as a whole. Monitoring includes performance measurement 
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addressed below and may include other unique aspects to Hedge Fund of Funds, such as: 
 

A. number of underlying hedge fund managers 
 

B. allocations across investment strategies 
 

C. asset growth at both the firm level and the fund level 
 

D. personnel changes 
 
3. Performance 

 
The Plan shall assess the net performance of Hedge Fund of Funds investments relative to 
the following areas: 
 
A. Established objectives at both the Program level and Hedge Fund of Funds manager level 

(if appropriate) 
 

i. Monthly, quarterly, annual, since inception, etc. 
 

B. Risk undertaken (i.e. volatility) 
 
C. Correlation with public equity markets 

 
4. Board Reports 

 
Quarterly reports shall be provided to the Board. These reports will include, but shall not be limited 
to, performance reviews of individual Hedge Fund of Funds managers (net of all fees) and 
aggregate Program results. 
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13.1 Custom Fund of Hedge Fund Guidelines 
 
The Plan has appointed Manager(s) to manage a portion of the Plan's assets. These assets will 
be managed in conformity with the objectives and guidelines delineated below and in accordance 
with a formal contract with the Retirement Board. 
 
Portfolio Component Definition 
Manager(s) will manage a portfolio for the Plan that will provide participation in a portion of the 
Hedge Fund universe. Given this orientation, the goal of the Portfolio is to provide superior 
performance with limited principal loss versus the 90-day T-Bill+3% benchmark over a complete 
investment cycle. 
 
Portfolio Guidelines 
 

A. Approach (The Portfolio) 
 

1. The Portfolio shall maintain medium to low-volatility of approximately 1/3 of global 
equities, as measured by annualized standard deviation, over a full market cycle 
(3-5 years). 

 
2. The Portfolio shall maintain a correlation of 0.5 or less to the broad equity markets 

(as defined by the MSCI ACWI) 
 
3. The Portfolio shall maintain liquidity such that no less than 75% of the Net Asset 

Value of the Portfolio be available for redemption in cash annually and without 
penalty, subsequent to the expiry of any initial investor lock-ups. The remaining 
25% shall be available for redemption within 2-years. 

 
4. The Portfolio shall remain fully invested with no additional required capital and no 

leverage at the portfolio level except for short-term borrowing purposes. 
 

5. With respect to underlying manager concentration, the portfolio is not allowed to 
have exposure to underlying portfolios at more than 10% at cost and 14% at 
market value. 

 
6. Underlying investment in new or emerging managers is limited to 5% at cost and 

7% at market value. Emerging or new hedge fund managers are defined as those 
with assets of $300 million or less and/or track records of three years or less. 

 
7. Underlying Hedge Fund Investments may include exposure to leverage or short 

selling of securities or both.  Risk management of leverage at the fund and portfolio 
level will be constrained by the guidelines already established in the IPS. 

 
8. The negotiation of terms in Hedge Funds shall protect the interests of the Plan, 

and shall address at a minimum the following issues:  
 

a. Alignment of Interests: Vehicle terms including fees shall be negotiated to 
ensure the alignment of interests with those of the Plan. The management fee, 
carried interest, performance objective, return of capital, lock-up period, 
clawbacks, and other relevant terms shall protect the Plan in the event of 
adverse performance results, while ensuring that the limited liability status is 
maintained. As appropriate, a return of committed capital shall be negotiated. 
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b. Leverage: It is recognized that the underlying Hedge Funds may expose the 
Plan’s assets to leverage, meaning that a partnership’s market exposure may 
exceed the market value-adjusted capital commitment by the amount of 
borrowed capital. The partnership or LLC agreements shall detail the amount 
of leverage and monitor leverage on a case-by-case basis  

 
c. Reporting Requirements: To appropriately account for fees, individual 

expenses, invested capital, and any other items affecting the investment, 
monthly, quarterly and yearly reporting shall be conducted, at the Plan’s 
discretion, to keep the client materially informed. An audit of the portfolio shall 
be undertaken annually. 

 
d. The Plan’s Investment Staff and Consultant shall continually review the 

efficacy of Hedge Fund investment vehicles. Formal presentation to the Plan’s 
Board shall be required at minimum annually. 

 
B.  Investment Selection  

 
1. Individual Hedge Funds will be selected if they enhance the overall investment 

program and may include investments across a wide array of asset classes and 
strategies. 
 
Such strategies that might be implemented through the Portfolio could include, but 
are not limited to: 

 
a. Convertible Arbitrage 
b. Distressed Securities 
c. Fixed Income Arbitrage 
d. Long/Short Credit 
e. Long/Short Equity 
f. Market Neutral 
g. Merger Arbitrage 
h. Multiple Arbitrage 
i. Statistical Arbitrage 
j. Emerging Markets 

 
2. The Investment Staff, with the assistance of the Consultant, shall develop and 

maintain selection guidelines for Hedge Fund Investment Advisors to include the 
following:  
 
a. Minimum requirements with respect to the following: 
  

(1) General Partner Investment Experience  
(2) SEC registration as an investment Advisor 
(3) Basic Investment Vehicle Terms, including the management of at least 

$500 Million  
(4) Investment Goals and Objectives  
(5) Degree of Leverage  
(6) Performance Criteria  
(7) Due Diligence Process  
(8) Legal Constraints or Requirements, including registration of the hedge 

fund investment advisor under the Investment Company Act of 1940.  
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(9) Reporting Requirements, including the reporting of holdings and 
transactions to a third party risk aggregator, reviewable by Investment 
Staff and the consultant.  

(10) Quality control processes including, but not limited to, investment 
monitoring and risk control  

(11) Other relevant parameters that may apply  
 

Performance Objectives 
 
The Portfolio is expected to outperform the 90-day T-Bills+3% Index, net of fees, to be measured 
over a market cycle of three-to-five years. For short term performance evaluation, the Portfolio 
will be measured, net of fees and expenses, against the HFRI FoF Conservative Index.  
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13.2  Guidelines for Investment Evaluation 
 
Organization: Firms considered for this Program are expected to include established, long-
tenured firms in addition to potentially including recently formed organizations that may have 
relatively short track records. The principals shall be required to dedicate sufficient time and effort 
to the investment opportunity. The organization must have sufficient investment professionals and 
support staff to implement the proposed strategy. Alignment of interests (including ownership, 
compensation, general partner investment in fund/firm, etc.) will be important factors in the 
proposed investment opportunities. 
 
Investment Experience: The Program shall consider only Managers whose professionals have 
significant experience managing institutional assets. The principals shall demonstrate relevant 
experience and that they are specifically qualified to work in the market in which they propose to 
work. The Program shall not consider vehicles with less than three years of performance track 
record managing funds for institutional level investors. The experience of the investment 
professionals at the firm managing the proposed investment vehicle will be reviewed to ensure 
that experienced professionals are overseeing the investment. 
 
Performance: Proposed investment opportunities must have outperformed the Program return 
objectives, net of all fees, over long-term historical periods. The investment vehicle must also 
exhibit attractive risk characteristics having generated a Sharpe Ratio near 1.0 (or above) during 
such periods. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives including risk tolerance 
and objectives. The proposed investment strategy and approach to portfolio construction shall 
provide reasonable assurance that the investment opportunity can produce the required return. 
 
Fund size: The Plan shall not represent more than 20% of a firm’s assets. 
 
Terms: At a minimum, investment terms are expected to be “in-line” with industry norms. In 
particular, the management fee, performance fee, utilization of a high water mark, and liquidity 
terms shall be examined to ensure appropriateness. 
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XIV. Real Estate Investment Policy 
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Real Estate Program 
(“the Program”). This Policy is designed to ensure that investment managers, consultants, and 
Board/Investment Staff take prudent and careful action while investing in the Program. 
Additionally, use of this Policy provides assurance that there is sufficient flexibility in controlling 
the investment risks and returns associated with this segment of the portfolio. 
 
For purposes of this Policy, real estate shall be defined to include investments that are private or 
public, equity or debt positions in real property. Investments may be leveraged or unleveraged. 
As further set forth in this policy, the Plan will invest primarily in discretionary commingled funds 
through investment vehicles (e.g., limited liability companies, real estate investment trusts, and 
limited partnerships) owned with other suitable institutional investors (e.g., pension funds, 
endowments, foundations and sovereign funds). 
 
The investment and management of the Program shall be accomplished in a manner consistent 
with the “prudent person” standard of fiduciary care. This level of care requires that all the Plan’s 
fiduciaries act reasonably to accomplish the stated investment objectives and to safeguard the 
Program on behalf of the Plan’s participants and their beneficiaries. The implementation of this 
Real Estate Policy, including the selection of investment managers, shall be completed in a 
manner that enhances the Program’s diversification, thereby reducing risk by limiting exposure to 
any one investment, manager, real estate property type, geographic region, or other defined risk 
factor. 
  
The Program is designed to meet the Plan’s long-term actuarial target through the identification 
and participation in real estate opportunities that are expected to generate strong rates of return 
while also providing diversification benefits. The current allocation to real estate is 10% of the 
total portfolio.  
 
Strategic Objective  
 
The strategic objective of the Program is to develop a diversified real estate portfolio capable of 
achieving investment returns commensurate with Program targets.  
 
The portfolio will be invested in a diversified pool of real estate investments designed to capture 
the return and diversification (relative to the Plan’s equity, fixed income and other “alternative” 
investments) benefits of the real estate asset class. Real estate investments have a low 
correlation to other investment classes and therefore can contribute to reducing the risk and 
enhancing the returns of the total portfolio, as well as providing portfolio diversification.  
 
A diversified portfolio of attractive real estate opportunities is expected to be created by 
implementing a strategic “top down” assessment of attractive segments of the market for 
investment combined with a “bottom up” approach to manager identification. Consultant, with 
assistance from Investment Staff, shall proactively seek out the most attractive investment 
opportunities given current market conditions, while maintaining appropriate diversification. 
Portfolio weightings shall be a function of the specific risk and return profile of an investment 
opportunity and the Program’s overall needs.  
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Real estate investments shall be considered solely in the interest of the Plan’s participants and 
their beneficiaries in accordance with applicable law, and shall be selected to accomplish the 
following:  
 
1. Attractive Risk-Adjusted Returns. To obtain superior risk-adjusted returns by taking 

advantage of the inefficiencies of real estate as compared to other asset classes. Active 
management, value creation and opportunistic strategies, as well as the prudent use of third-
party debt, are approved methods for generating expected returns. The benchmarks for the 
Program will be 1) the NCREIF Property Index plus 50 basis points; and 2) custom 
benchmarks weighted quarterly on a risk/return basis based on the portfolio allocation. 
 

2. Increased Program Diversification/Reduced Program Risk. To use real estate to enhance 
overall Program diversification and, in turn, reduce overall Program risk, given the historically 
low to negative return correlations that exist between real estate and other asset classes. 

 
3. International Opportunities. To access international real estate markets through public and 

private, and equity and debt real estate investments. By so doing, the Program will obtain 
exposure to diverse economies, populations and currencies. 

 
4. Significant Current Cash Yields. To invest in real estate assets, which will generate a 

significant cash return based primarily on current rental income. In general, as a portion of 
total investment return, higher levels of current income are expected from core and value than 
opportunistic investments; in contrast, higher levels of appreciation are expected from 
opportunistic than value and core investments. 

 
5. Inflation-Hedge. To make investments primarily in real estate equity investments that are 

likely to provide a reasonable hedge against price inflation. 
 

6. Preservation of Principal. To achieve meaningful risk-adjusted returns without undue 
exposure to loss of investment principal. 

 
7. Liability Hedge. To provide a hedge against changes in the Plan’s long-term liabilities. 
 
Responsibilities and Delegations  
 
The Plan will utilize the services of an In-Kind Distribution Manager to liquidate any in-kind 
distributions received from its private market managers. 

 
Section 2.3 outlines specific responsibilities and tasks to be performed by the Board, Investment 
Staff, and Consultant(s). 
 
Performance Objective  
 
The real estate portfolio shall be benchmarked, on a net of fees basis, against the total rate of 
return of the National Council of Real Estate Investment Fiduciaries Real Property Index 
(“NCREIF Index”) plus 50 basis points over a rolling 5-year period as its benchmark. With respect 
to public real estate securities, the Consultant, the Investment Staff, and the Board shall use the 
FTSE EPRA NAREIT Global Developed Index (“NAREIT”). In the event that the Program includes 
both private and public real estate investments, the benchmark shall be a weighted benchmark 
based on the Program’s exposure to public and private real estate investments, weighted 
quarterly. 
 
Unlike public security asset classes, real estate asset class will take some time to invest. To reflect 
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this properly in the Plan’s policy benchmark, the NCREIF Index will be phased in over time. Over 
the course of time, as the real estate allocation is being phased into, the total Plan Policy 
Benchmark will need to be adjusted to reflect the real estate component as a percentage of total 
Plan assets. Once the Program’s full allocation of 10% is achieved, real estate will maintain a 
10% weighting to the Plan’s target blended benchmark.  
 
Investment Approaches and Parameters  
 
The Board shall review the Program annually via the Investment Policy and Annual Strategic Plan 
prepared by Consultant, with assistance from Investment Staff. The Annual Strategic Plan shall 
be based upon broad economic structural analyses, market conditions, and a review of the 
existing portfolio. The Annual Strategic Plan shall detail tactical priorities, strategy enhancements, 
and other objectives. 
 

A.  General Approach  
 

A broad range of real estate investments shall be considered for the Program through 
the implementation of a disciplined investment strategy. The Plan’s investments may 
consist of a number of different investment strategies and investment vehicles. All 
investments in real estate assets are expected to adhere to the standards of fiduciary 
obligation to the beneficiaries of the Plan, and shall be considered in the context of the 
relevant risk/reward factors of this asset class.  

 
B. Program Strategy  

 
The Program Strategy shall be revised periodically as appropriate and updated through 
the Annual Strategic Plan. The Program Strategy shall contain the following elements:  
 
1. Program goals and objectives  
2. Structure of the Program  
3. Strategic approach to the asset class  
 

C. Management of Real Estate Investments  
 
The Program shall be continually refined to obtain the most effective mix of investments. 
Real estate investments shall be continually reviewed in the following areas:  
 
1. Fit with the Annual Strategic Plan  
2. Pace and timing of investment commitments, funding, and return of capital  
3. Diversity of investment strategies (property type, geographic regions, and others as 

appropriate)  
4. Targeted performance according to stated objectives specific to the investment  

 
D. Quality Control Processes  
 

The Program shall employ a quality control process, which involves Consultant, with 
assistance from Investment Staff. The quality control process shall include: monitoring 
Program efficiency, tracking investment performance, and controlling risk.  
 
1. Process Monitoring: Monitor transaction processing to ensure timely decision-making 

and an effective process.  
 
2. Portfolio Performance Monitoring: Compare actual returns to the benchmark(s) as 
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appropriate, and to the expected return for the investment.  
 
3. Risk Control: Program standards are maintained through the following processes-  
 

a. Assessing the level of diversification in the portfolio on a continual basis, including 
the level of diversification across investment styles, property types, geographic 
distribution, and across other ranges as appropriate.  

 
b. Documenting due diligence activities.  

 
E. Guidelines for Evaluating Proposals  
 

Proposed real estate opportunities shall be evaluated relative to their fit with the Program’s 
Investment Policy and Strategic Plan. Section 14.2 contains broad guidelines for initial 
real estate evaluation.  
 

F. Portfolio Composition  
 

The Program shall be divided into three segments, the Core Portfolio, the Value-Added 
Portfolio, and the Opportunistic Portfolio. For the purposes of this document, the terms 
“Core” and “Core Portfolio” shall include both core and core-plus investments. Assignment 
of an investment to a particular portfolio shall be based on the investment’s risk and return 
characteristics.  

 
Characteristics of Core Portfolio Investments:  
 
The Core Portfolio is expected to produce market level returns over time with a 
commensurate level of risk. Performance is expected to modestly outperform the 
composite NCREIF Property Index, on a net-of-fees basis. Income is expected to make 
up the majority of the total return for the Core Portfolio.  
 
To mitigate risk, the Core Portfolio shall be well diversified by property type, geography 
and, to the extent feasible, by manager. Usually, investments in the Core Portfolio shall 
be limited to office, retail, industrial and apartment properties. The Core Portfolio may also 
include limited investment in “other” property types that are generally considered non-
core. All investments in the Core Portfolio will be U.S. based.  
 
Typical Core Portfolio properties shall exhibit “institutional” qualities. Generally, they are 
well located within their local and regional markets, of high-quality design and construction 
and have significant occupancy levels. Leverage may be used in the Core Portfolio on a 
limited basis to enhance investment returns. Leverage within the Core Portfolio will have 
a targeted guideline of 50% or less of the aggregate net assets. Consideration shall be 
given to the impact of debt financing on the risk and return characteristics of the leveraged 
investments as well as the total Core Portfolio.  

 
Characteristics of Value-Added Portfolio Investments:  

 
The Value-Added Portfolio is expected to produce above market level returns over time. 
Performance is expected to exceed the NCREIF Property Index, on a net-of-fees basis, 
by 200 basis points. While income is expected to be a part of the total return for the Value-
Added Portfolio, appreciation is expected be the source for much of the total return.  

 
The Value-Added Portfolio contains investments with expected returns in excess of 
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investments contained within the Core Portfolio in addition to commensurately higher risk. 
Value-Added Portfolio investments involve efforts to increase property value such as 
releasing, repositioning, redevelopment, or development, as well as higher levels of debt, 
usually within the range of 40% to 70%. Value-Added investments may include traditional 
and non-traditional property types (e.g. hotels, mini-storage, senior housing, timber, etc.). 

 
 Characteristics of Opportunistic Portfolio Investments:  

 
The Opportunistic Portfolio is expected to produce above market level returns over time. 
Performance is expected to exceed the NCREIF Property Index, on a net-of-fees basis, 
by 500 basis points or more. Opportunistic investments includes distressed assets, 
financial restructurings, and/or financial engineering opportunities (e.g., foreclosing on a 
mortgage and selling the equity interest) and potentially the purchase of REOCs. 
Investment may also be made in non-traditional property types which typically contain 
greater risk. Opportunistic investments typically have even greater appreciation potential 
than value investments (e.g., 50% of total returns); correspondingly, these investments 
offer a higher return potential and a higher risk profile than core or value investments. In 
many cases, since appreciation is the primary goal of opportunistic investing, many are 
originated with little, if any, in-place income and therefore less current income as a portion 
of total return. Higher leverage is used (i.e., up to 80% with some funds).  
  
The following table sets forth investment policy ranges for the above risk/return categories: 

 
 
 
 
 
 
 
 

 
 
Investment Guidelines 
 
All investments will be managed as approved by the Board consistent with the objectives and 
policies of the Plan and subject to the investment guidelines outlined below.  
 
To the extent possible, Consultant, Investment Staff and the Board shall adhere to the following 
investment guidelines:  
 

Alignment of Interests:  
 

Preferred investments for the Program will be those that exhibit the highest degree of 
management accountability and the greatest alignment of interests. Consultant, with 
assistance from Investment Staff, will seek, but will not be limited to, dedicated management 
teams that: (i) co-invest or have substantial ownership interest in the investment entity, (ii) 
have controlling positions with provisions for liquidity, and (iii) have high levels of disclosure, 
as well as the mitigation of conflicts of interest.  

 
Leverage:  
 
The Plan’s Real Estate Program may employ leverage. Consultant, with assistance from 
Investment Staff, shall be responsible for monitoring the use of leverage in the real estate 

 Real Estate Program  
Risk/Return Diversification Guidelines 

Risk/Return Strategy % of Asset Class Policy Range 

Core 70% 50%-100% 

Value  20% 0%-40% 

Opportunistic 10% 0%-20% 
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portfolio in order to enhance investment returns. Such leverage may be at the manager or 
investment level. Because leverage also increases the volatility of the real estate portfolio, 
careful consideration will be given to the impact of leverage on investment and portfolio risk. 
In addition, limitations on the amount of leverage at the individual asset or investment entity 
level as well as debt service coverage requirements will be negotiated or arranged wherever 
possible.  
 
Leverage at the aggregate Real Estate Program level shall be limited to 50%. To preserve the 
character of the real estate asset class within the Plan’s composite investment portfolio, the 
aggregate asset class shall not be over-leveraged. This shall be measured by comparing the 
principal amount of debt secured by real estate investments in the portfolio annually to the 
gross market value of the real estate portfolio. Leverage for each strategy shall be limited, as 
shown in the table below: 
 

  
 
 
 
 

Additionally, the Consultant shall monitor the Program’s leverage to 
evaluate compliance with the above stated guidelines through the quarterly 
performance report. 

 
Valuations:  
 
The Investment Staff and Consultant shall review the manager’s proposed valuation policy 
and request that each investment be valued at least annually using internal valuations. Core 
and value-added funds may secure third party appraisals.  
 
 Eligible Ownership Vehicles:  
 
The selection of appropriate investment ownership vehicles will focus on structural aspects 
that provide for (i) maximum liquidity and control, while mitigating risk, (ii) the highest level of 
accountability on the part of management, and (iii) alignment of interests. Such criteria are 
critical to the Plan’s ability to meet its objectives in the real estate asset class.  

 
Real estate investments shall be made in commingled vehicles including, but not limited to: 
(i) closed-end funds and (ii) open-end funds. The table below profiles the Program’s 
investment structure diversification guidelines, specifically: (i) investment vehicle type; (ii) 
liquidity level; and (iii) the Policy range. More specific information on each type of investment 
vehicle is shown below the following table. 
 

 
 
 
 
 
 
 
 

 Real Estate Program 
Leverage Guideline 

Investment Strategies Policy Range 
Core Up to 50% 
Value  Up to 65% 
Opportunistic Up to 75% 
Total Up to 50% 

Real Estate Program 
Investment Structure Diversification Guideline 

Investment Vehicle 
Liquidity 

Level 
Policy Range 

Commingled Funds-Open-End Moderate Up to 90% 
Commingled Funds-Closed-End Illiquid Up to 60% 
Public Real Estate Securities Liquid Up to 20% 
Private Real Estate Separate Accounts Illiquid Up to 20% 
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A. Closed-End Commingled Investments:  
 

Investments in closed-end commingled vehicles shall have clearly articulated and viable 
exit strategies through which assets can be disposed of or liquidated upon termination of 
the investment and on an interim basis. The term of these investments shall also be limited 
to no more than seven to ten years and shall provide for a winding-up and orderly 
liquidation within this time period. Investment agreements for closed-end commingled 
vehicles shall include flexible provisions for early termination, removal of management by 
investors and interim liquidation of investor holdings.  

 
B. Open-End Commingled Investments:  

 
Open-end commingled fund investments shall include flexible redemption provisions, 
though such provisions often do not provide investors with liquidity at times when it is most 
needed. Therefore, it is critically important that such investments be made with the most 
proactive of managers.  

 
In addition, to the extent possible, investments in closed and open-end commingled fund 
vehicles shall include an opportunity for investors to participate on advisory boards. 
 

C. Public Real Estate Securities: 
 

Public real estate related securities may comprise up to 20% of the Program’s allocation, 
on a buy and hold basis. These investments shall be paced over an appropriate time 
period as determined by the Consultant with the Managers to avoid a significant 
investment during a high valuation period.  

 
D. Private Real Estate Separate Accounts 
 

Private real estate separate account investments may comprise up to 20% of the 
Program’s allocation. These investments shall be paced over an appropriate time period 
as determined by the Consultant with the Managers. Examples of such assets are stand-
alone real estate properties, such as office buildings. 
 

Eligible Investment Types:  
 
Equity real estate investments may include direct or indirect equity investment in real estate 
(including all rights and interests incident thereto) such as: (i) interests in corporations, 
partnerships and other entities whose primary business is the acquisition, development and 
operation of real property, (ii) participating or convertible participating mortgages or other debt 
instruments convertible to equity interest in real property based on investment terms (and not 
merely by foreclosure upon default), (iii) options to purchase real estate, leaseholds, and sale-
leasebacks, (iv) all other real estate related securities such as lower or unrated tranches of 
pre-existing securities or structured debt instruments, which have equity features.  

 
The following table sets forth the guidelines governing the Program’s investment structure. 

 Real Estate Program 
Investment Structure Diversification Guideline 

Investment Structure Policy Range 
Private Equity Real Estate 70%-100% 
Private Debt 0%-20% 
Public Equity 0%-20% 
Public Debt 0%-10% 
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Diversification:  
 

In portfolio theory, the principle of diversification is defined as the process of combining 
investment alternatives so that unique risk is reduced and the range of likely expected future 
returns is narrowed. This shall be accomplished in the real estate portfolio through the 
investment of capital among a number of different investment management organizations and 
in a variety of investment strategies and structures, property types and geographic regions, 
among other factors.  

 
Diversification by Investment Manager:  
To reduce risk, the real estate portfolio shall be diversified by investment management 
organization. No single investment management organization shall manage more than 30% 
of the total committed capital of the Plan allocation (with the exception of within the first 12 
months of the initial funding of the real estate portfolio). 
 
The Plan shall limit its exposure to any single Manager or investment, and be subject to other 
investment restrictions to reduce risk, as further defined below. 
 
1. Maximum Manager Allocation. No single manager shall be allocated more than thirty 

percent (30%) of the Program’s total allocation (including committed capital) at the time of 
the prospective investment commitment. The allocation amount calculation shall include 
all of the Program’s investment commitments remaining to the Manager plus the net asset 
value of the existing investments at the time of measurement or at the time of a prospective 
investment allocation. 

 
2. Minimum Investment Size. The Program’s minimum investment commitment to a 

commingled fund shall be $25 million. 
  
3. Maximum Investment Commitment. The Program’s maximum investment commitment 

to a commingled fund shall be limited to fifteen percent (15%) of the Program’s allocation 
to real estate at the time of the prospective investment commitment. 

  
4. Open-End Commingled Fund Guidelines. The Program shall not invest with a Manager 

that has significant enterprise or platform risk unless the Program is adequately 
compensated for that risk. Accordingly, the Program’s investment in a single open-end 
commingled fund shall not exceed twenty percent (20%) of the total net market value of 
the commingled fund at the time of the prospective investment unless either (i) the 
Program receives adequate benefits to offset the associated risk (such as preferred fees 
and/or enhanced representation as a non-control investor) or (ii) it is determined that the 
Manager’s platform is viable and effective even without the Program’s commitment. The 
Plan shall not consider investments in an open-end commingled fund that has less than 
$500 million in net asset value, exclusive of the Program’s investment. 

 
5. Closed-End Commingled Fund Guidelines. The Program shall not invest with a 

Manager that has significant enterprise or platform risk unless the Program is adequately 
compensated for that risk. Accordingly, the Program’s investment in a single closed-end 
commingled fund shall not exceed twenty percent (20%) of the total investor commitments 
to the fund at the time of closing of the commitment period of the prospective investment 
unless either (i) the Program receives adequate benefits to offset the associated risk (such 
as preferred fees and/or enhanced representation as a non-control investor) or (ii) it is 
determined that the Manager’s platform is viable and effective even without the Program’s 
commitment. The Plan shall not consider investments in a commingled fund that has less 
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than $500 million in net equity capital commitments, exclusive of the Program’s 
investment. 

 
The Consultant and the Investment Staff shall be responsible for reviewing fund terms to 
ensure they are consistent with or have incorporated the applicable restrictions previously 
described. Even though a prospective commingled fund allocation may be in compliance with 
the Policy restrictions, the Consultant shall complete reasonable due diligence with respect to 
each prospective investment to determine whether it is appropriate for recommendation to the 
Investment Staff and the Board. The Consultant may consider a number of factors in 
determining whether investments are reasonable and appropriate for institutional investors, 
including the following: the level of investment by institutional investors (e.g., pension funds, 
endowments, foundations and sovereign funds); the size of the organization; the experience 
of key personnel; the track record of key personnel in investments comparable to the strategy 
to be undertaken; and the financial condition of the firm.  
 
Diversification by Geography:  
 
To reduce risk, investments in the real estate portfolio shall be well diversified by geography. 
The importance of location to the long-term value of real estate is based on local economic 
fundamentals and the other risk attributes (e.g., weather, earthquake and local government 
impact) of regional areas. The distribution of real estate investments by geographic region 
shall be monitored for compliance within the broad ranges set forth in the table below. 
 

 Real Estate Program  
Geographic Diversification Guidelines 

Geographic Regions Policy Range 
West Up to 50% 
South Up to 40% 
Midwest Up to 40% 
East Up to 50% 
International Up to 20% 

 
The Consultant shall include in each Annual Strategic Plan investment guidelines and targets 
related to the Program’s international allocation.  
 
Diversification by Property Sector: 
 
To reduce risk, the real estate portfolio shall be well diversified by property type and primarily 
invested in apartment, industrial, office and retail assets. The Value-Added and Opportunistic 
components of the Portfolio are likely to contain a broader array of non-traditional property 
types. Property type portfolio exposure levels have had a significant impact on institutional 
investor returns since property types have historically performed differently during economic 
cycles. The guidelines governing the Program’s property type exposure are shown in the 
following table. The Consultant shall monitor the Program’s real estate in its quarterly 
performance reports to indicate the level of compliance with these guidelines. 
 

 Real Estate Program  
Property Diversification Guidelines 

Property Types Policy Range 
Residential Up to 50% 
Industrial Up to 50% 
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Office Up to 40% 
Retail Up to 25% 
Hotel Up to 10% 
Other Real Estate1 Up to 25% 

1Includes other property types not included within the NCREIF Index, including senior living, manufactured 
housing, student housing, healthcare, land and self storage. 

 
Real estate investments may include investments other than the traditional property types, 
such as healthcare and manufactured housing. The Consultant shall include a section in each 
Annual Strategic Plan reviewing the Program’s property-type exposures and investment 
objectives relating thereto.  
 
Diversification by Investment Life Cycle:  
 
Investment life cycle refers to the stage of development of a real estate investment. The 
stages of development include the following: (1) land or pre-development (i.e., un-entitled or 
partially-entitled land); (2) development/redevelopment (i.e., in process of entitling or 
constructing improvements); (3) leasing (i.e., less than full or market occupancy); and (4) 
operating (i.e., greater than market occupancy). As a result of the risks associated with 
development, at no time shall the Program have an exposure exceeding 10% to total non-
operating investments (i.e., the total of pre-development/land, and 
development/redevelopment). Also, the Consultant shall monitor the Program’s exposure to 
different life cycles through the quarterly performance report, which shall indicate the 
Program’s non-operating investment exposure and whether a non-compliance issue exists.  
 
Dollar Cost Averaging:  
To reduce market risk, the Plan shall employ dollar cost averaging, or buying into investments 
over a period of time rather than all at once. More specifically, with regard to higher risk 
investments such as Value-Added or Opportunistic investments, the Fund shall endeavor to 
own such investments that are diversified by vintage year.  
 

 General  
 

1. Investment Manager Reports  
 
Investment Staff shall require periodic reports (i.e. quarterly) from investment managers 
to facilitate monitoring. 
 
2. Monitoring Investments 

 
Consultant, with assistance from Investment Staff, shall monitor individual investments 
and the portfolio as a whole. Monitoring includes diversification across real estate 
strategies to assure an appropriate mix to reduce risk in the Program’s investments.  
 
3. Performance  

 
The Plan shall assess the performance of real estate investments relative to the following 
areas: 
 

a. Objectives established by the manager  
b. Risk undertaken  
c. The long-term performance objective, with appropriate interpretation if applied to 

the short-term.  
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4. Investment Reports  
 

Quarterly reports shall be provided to the Board. These reports include, but shall not be limited 
to, reviews of individual investments and their performance. 
 
Other Specific Policy Considerations  
 
Manager Investment Guidelines:  

 
1. Minimum Requirements/Investment Strategies 
 
a. The principals shall demonstrate relevant experience in or directly applicable to the 

market in which they propose to work.  
b. The principals shall demonstrate that they are specifically qualified to pursue the 

proposed strategy in the market in which they propose to work.  
c. The principals shall demonstrate the requisite skills and experience necessary to 

execute successfully the proposed strategy, including evidence from similar 
endeavors.  

d. The principals shall dedicate sufficient time and effort to the proposed opportunity and 
make, within the context of the particular investment, a meaningful personal financial 
commitment. 

e. The proposed strategy and business plan shall be set forth in sufficient detail to permit 
substantive and meaningful review of the opportunity, verification of the investment 
concept, and of the risk factors.  

f. The proposed strategy and business plan shall provide reasonable assurance that the 
investment opportunity can produce the required return.  

g. The risk/reward trade-off in the particular market that is addressed by a partnership 
proposal shall be attractive, based on reasonable assumptions. 

h. The principals/general partner shall have a significant co-investment in relation to their 
net worth.  

i. The manager will have a minimum of $500 million of assets under management and 
a track record of at least three years, which may include years together as a team at 
a previous organization. 

 
2. Evaluation Criteria  

 
Primary emphasis will be on the quality and experience of the investment partners in a 
partnership investment. Additional factors may include, as appropriate:  

 
a. Fit with the Program Strategy, Investment Policy and Strategic Plan, and within the 

overall Program.  
b. A unique strategy that is not competitive with existing investments.  
c. Integrity of the general partner, its employees, and other investors.  
d. Quality of overall partnership governance, management of the Partnership, including 

controls and reporting systems.  
e. Specific objectives.  
f. Relationship with the relevant parts of the investment community. 
g. Relationship with limited partners.  
h. Nature of value added involvement.  
i. Past financial performance of the individual investment professionals.  
j. Reasonable ratio of committed capital per partner.  
k. Appropriateness of terms and conditions. 
l. Alignment of interests with limited partners.  
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m. Capital at risk. 
 
3. Due Diligence  

 
A due diligence review by Consultant shall include, but not be limited to, the following:  

 
a. Discussions with principals of the proposed investment.  
b. Review and analysis of all pertinent offering documents including: offering 

memorandums, subscription agreements, and private placement memorandums.  
c. Consideration of potential conflicts of interest, if any, posed by the proposed 

investment and prior investments and activities of the principals.  
d. Review and analysis of the investment concept, including entry and exit strategies and 

terms including fees, principal participation, and structure.  
e. Review and analysis of the fit within the Program, including fit with the Strategic Plan, 

other constraints and guidelines, and compliance with applicable investment policies.  
f. Review of news articles, principals, prior investments, and concepts.  
g. Reference checks of principals.  
h. Review and analysis of track record including performance of prior and current 

investments.  
i. Consideration of relative size of the proposed investment.  
j. Investigation of special terms and side letter agreements with past or present 

investors.  
k. Review of any lawsuits or litigation involving the general partner, its principals, 

employees and prior funds.  
l. Due diligence visit to the Partners’ offices.  
m. Ensure that the manager is operating in compliance with the Water & Power 

Placement Agent Policy, if applicable. 
 
4. Legal Constraints  
 
Legal provisions to be considered include, but are not limited to:  
 
a. Registered Investment Advisor (RIA): investment advisors retained by the Board are 

so registered or comparable procedure is established.  
b. Regulatory (i.e. FCC, SEC, FTC).  
c. Bankruptcy or other material litigation.  
d. Appropriate alignment of interests. 
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14.1 Designated Responsibilities and Tasks 
 
Additional Responsibilities of Consultant  
 
Deal Flow Management  

 Sourcing Opportunities 
o Perform gatekeeper functions by meeting with groups, reviewing the investment 

documentation including the Private Placement Memorandums and Offerings 
documents 

o Receive and review opportunities forwarded from the Plan 
o Meet and interview potential investment management teams 
o Evaluate opportunities presented outside of the Plan’s relationship for 

appropriateness for the Program 
o Maintain a database of opportunities considered for the Program  

 
Investment Due Diligence  

 Desk Review 
o Review offering memorandum, limited partnership agreement, marketing 

materials, etc. 
o Analyze: 

 Manager and fund 
 Market opportunity  
 Investment strategy  
 Due diligence file provided by Consultant 
 General Partner background and experience 
 Track record 
 Terms 
 Alignment of interest 

o Upon completion, review findings with Board/Investment Staff and recommend 
further review or rejection  

 
 Full Due Diligence Review 

o Review completed due diligence questionnaire 
o Conduct reference checks 
o Conduct on-site visit as appropriate 
o Review economic and business terms of legal documents 
o Communicate status of Full Due Diligence Review to Board/Investment Staff 
o Upon completion, prepare and issue report to Board/Investment Staff with 

recommendation for investment or rejection; include appropriate supporting 
documentation with the report 

o Arrange meeting to review materials and recommendation 
o Provide copies of all Courtland due diligence materials to Investment Staff 

 
 Terms Negotiation 

o Negotiate specific partnerships terms, if appropriate  
 
Performance Monitoring  

 Consultant 
o Receive copies of all notices of capital calls and cash distributions 
o Receive copies of all financial reports and other communications 
o Calculate performance and reconcile with the manager and master custodian, as 

needed 
o Prepare quarterly evaluation reports, with information including, but not limited to:  
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 Partnership  
 Commitment  
 Contributions  
 Distributions  
 Fair Market Value  
 TWR and IRR (where applicable)  
 Performance by manager and strategy and risk/return classification 
 Portfolio review of exposures/diversification  
 Manager specific data/updates  
 Real estate economic market overview 

o Prepare Annual Strategic Plan and review of Investment Policy  
 
Duties of Manager 
 

 Adhere to GIPS-compliant reporting and performance measurement standards and 
comply with generally accepted accounting principles (“GAAP”) applied on a fair market 
value basis. 

 Execute and perform its duties under the terms of the investment vehicle documents. 
 Provide timely requests for capital contributions. 
 Provide quarterly financial statements, annual reports and other investment information 

requested by the Investment Staff and/or the Consultant. 
 Conduct annual meetings to discuss important developments regarding investment and 

management issues. 
 Provide quarterly questionnaires and compliance materials to the Consultant. 

 
Duties of Legal Counsel 
 

 The legal counsel selected by the Plan will represent the Plan and will review all real estate 
related documents and provide advice for special investment situations as needed. 
Execute and perform its duties under the terms of the investment vehicle documents. 
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14.2 Guidelines for Initial Manager Evaluation 
 

Organization: Firms considered for this Program are expected to include established, long-
tenured firms in addition to potentially including recently formed organizations that may be raising 
their first institutional investment vehicle. Alignment of interests (including ownership, 
compensation, general partner commitment, etc.) will be important factors in the proposed 
investment opportunities. An extensive review of these key factors and governance rights is to be 
conducted during the evaluation.  
 
Investment Experience: The general partners are expected to have significant investment 
experience and expertise relevant to their investment strategy. Depending on the investment, 
greater emphasis may be placed on the experience of the members of a specific team rather than 
the firm as a whole as opportunities may result from professionals splitting from more established 
firms raising their first institutional fund. This also pertains to analyzing performance track records. 
The track records of the team may need to be examined on its own merit rather than requiring a 
track record representative of the entire firm.  
 
Staffing: The organization must have sufficient investment professionals and support staff to 
implement the proposed strategy. The amount of targeted capital commitments, average 
investment size and anticipated number of transactions shall be reviewed to assess the 
appropriate staffing level. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives. The investment strategy 
is required to be proposed in sufficient detail to allow for extensive review of the opportunity, 
verification of the investment concept (given existing market conditions) and of the potential risk 
factors.  
 
Fund size: Aggregate fund sizes for potential opportunities will range significantly. The proposed 
fund size will be examined to ensure appropriateness for the proposed investment strategy given 
the investment approach and market dynamics. In addition, the Plan’s ownership position will be 
determined to ensure that there is sufficient diversification of investors in the fund.  
 
Type of Investments: Opportunities to be reviewed for the Program are expected to span Core 
and Value-Added real estate. Core investments will typically include well-located properties of 
high-quality design and construction that have significant occupancy levels; however, a limited 
number of investments may also include “other” property types that are generally considered non-
core. Value-Added investments may involve efforts to increase property value such as releasing, 
repositioning, redevelopment, or development, as well as traditional and non-traditional property 
types (e.g. hotels, mini-storage, senior housing, timber, etc.). All real estate investments will be 
U.S. based.  
 
Terms: At a minimum, partnership terms are expected to be “in-line” with industry norms. In 
particular, the “distribution waterfall” will be examined for appropriate prioritization of distributions 
and the clawback provision will be reviewed to ensure adequate mechanisms are in place to 
protect the Plan. Given the opportunity or need, Consultant will negotiate various terms 
(particularly governance terms) to be “limited partner friendly” in order to compensate the Plan for 
the unique risks associated with investing in real estate investments. 
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14.3 Guidelines for Ongoing Manager Evaluation  
 
Applicable Investment Strategies/Structures 
 

 Open-End Core Commingled Funds 
 Public Real Estate Securities 

 
Investment Performance Review of Investment Manager(s) and its (their) Investment Portfolio(s)  
 
As part of the ongoing reporting process, the investment manager will report quarterly and trailing 
annualized performance of the respective portfolio(s) to the Plan and its Consultant on a quarterly 
basis (i.e., every three months). In addition, the investment manager will provide performance 
attribution statistics that explain the causes of under- or out-performance relative to the 
established benchmarks. 
 
The investment manager will also report any changes in investment-related personnel, 
organization or investment approach/strategy that may potentially impact the investment results 
of the portfolio in question. 
 
Independent Evaluation of Investment Performance by the Plan  
 
The Plan (or its Consultant) will evaluate investment performance on a quarterly basis using the 
investment performance Watch Status criteria found in Section 4.3. Such evaluations will also be 
used to verify the quarterly performance information disclosed by the investment managers 
themselves. If the investment manager(s) do(es) not meet one or more of the criteria in Section 
4.3, the Board will place the specific investment manager(s) on watch status for investment 
performance reasons.  
 
The quarterly evaluation will indicate (i) whether an investment manager is on watch status; (ii) 
the reason for watch status, (iii) the approximate date the investment manager and the respective 
portfolio was placed on watch status, (iv) the length the investment manager has been on watch 
status, and (v) additional comments. If the investment manager/portfolio was placed on watch 
status for investment performance reasons, the status report will also include post-watch 
investment performance to gauge if the investment manager is addressing investment 
performance issues. 
 
Periodic Monitoring Activities  
 
As part of its ongoing fiduciary responsibilities, as well as in assessing the potential of an 
investment manager to produce future added value, the Plan and its Consultant should regularly 
review several qualitative and quantitative aspects of an investment manager’s management and 
practices. Key factors include, but are not limited to: 
 

 Compliance with the guidelines agreed upon for management of the Board’s portfolio, 
including holding unauthorized issues;  

 
 Review of the investment manager(s) investment strategy and style, especially the 

acquisition/disposition (open-end core commingled funds) and buy/sell (public real 
estate securities) disciplines;  

 
 Review of portfolio valuation, including going-in cap rate, discount rate, and exit cap rate 

(open-end core commingled funds); 
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 Review of portfolio leverage levels; 
 

 Growth in portfolio asset level/assets under management; 
 

 Risk profile relative to the portfolio’s benchmark;  
 

 Review of organizational structure;  
 

 Stability of investment manager personnel and organization;  
 

 Review of investment manager contractual obligations to the Plan (including 
management fees);  

 
 Evidence of illegal or unethical behavior by the investment management firm;  

 
 Unwillingness to cooperate with reasonable requests by the Board, such as information, 

meetings or other material related to its portfolios.  
 

As previously outlined, certain investment manager(s) may (i) fail to meet pre-established 
investment performance criteria and/or (ii) may prove sub-standard across any number of 
qualitative factors. In such cases, the next step would be for the Plan (or the Consultant) to 
produce a document called a Portfolio Review. This Portfolio Review would explain those factors 
where the investment manager(s) and/or portfolio(s) are failing to meet specific criteria and 
provide a basis for putting investment manager(s) on watch status. The Portfolio Review would 
typically be in the form of a memorandum to the Board.  
 
The watch status process will follow the same guidelines as outlined in Section 4.3. 
 
14.4 Global Real Estate Investment Trust Guidelines 
 
The Plan has appointed Manager(s) to manage a portion of the Plan's assets. These assets will 
be managed in conformance with the objectives and guidelines delineated below and in 
accordance with the formal contract with the Retirement Board. 
 
Portfolio Component Definition 
 
The Manager has been designated as a global real estate investment trust (“REIT”) manager. As 
a global REIT manager, the Manager is expected to invest in companies located globally which 
invest in real estate-related activities, with an emphasis on generating cash flow from core 
investments. The goal of the Global REIT portfolio is to provide superior performance vs. the 
FTSE EPRA/NAREIT Global Developed Index over a complete investment cycle. Emphasis is 
also placed upon volatility compared to the Index. 
 
Portfolio Guidelines 
 
1. The portfolio shall be composed of cash equivalents and equity securities of companies doing 

business both in the United States and outside the United States with minimum market 
capitalizations of $200 million at purchase. Equity securities shall be restricted to those issues 
listed on the major local-country stock exchanges. The markets that the Manager can invest 
in are those within the FTSE EPRA/NAREIT Global Developed Index. 
 
SEC Rule 144A international equity instruments with registration rights are fully permissible. 
Those instruments without registration rights must not exceed 10% of the lesser of cost or 
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market value of any single international equity portfolio. 
 
In order to minimize transaction costs and market impact associated with country 
reclassification, and as FTSE reclassifies specific countries from one market to another (such 
as from emerging to developed or frontier to emerging), the investment manager, with 
advance notification to the Retirement Plan Manager, may invest in such countries, 
subsequent to the announcement of FTSE’s formal reclassification and prior to its effective 
date. 

 
2. The Manager shall not use (non-currency) derivatives within the portfolio without the 

expressed written consent of the Plan. If the Manager elects to use derivatives as part of its 
investment strategy, the Plan requires that the Manager document the rationale for using such 
instruments. The Manager shall not invest in letter or restricted stock, naked options or future 
contracts, and uncovered short positions or commodities. Use of any derivative instrument for 
speculation is prohibited. 

 
3. Currency hedging is permitted for defensive purposes. Currency hedging shall be effected 

through the use of forward currency contracts. 
 

4. For prudent diversification the portfolio shall have a minimum of 50 issues quoted in at least 
10 countries/regions, although assets will not be specifically allocated to individual countries 
or markets. The maximum size of any single issue shall be the greater of 5% of the portfolio 
or 125% of the benchmark weight, except at no time shall any specific issue represent more 
than 10% of the lesser of cost or market value of the portfolio. In addition, no issue shall be 
purchased in the Portfolio if more than 10% of the outstanding shares of that company are 
held by the Manager in the total of all of its accounts. 

 
5. The cash equivalent portion should not normally exceed 5% of the portfolio. Cash equivalents 

may be U.S. dollar or non-U.S. dollar denominated. 
 

6. Turnover in the portfolio shall not normally exceed 150% in any twelve month period. Turnover 
shall be defined as the total dollar value of the lesser of purchases or sales divided by the 
market value of the portfolio at the beginning of the period. 

 
Portfolio Characteristics 
 
1. It is expected that the portfolio will invest across a broad array of countries within the FTSE 

EPRA/NAREIT Global Developed Index. Regional and country weights, however, may vary 
significantly from the index. 

 
2. It is expected that the portfolio's weighted average dividend yield on a quarterly basis will be 

within a +/- 0.5x range of the market as represented by the FTSE EPRA/NAREIT Global 
Developed Index. 

 
Performance Objectives 
 
On an annual basis the Manager is expected to outperform the FTSE EPRA/NAREIT Global 
Developed Index, net of fees, to be measured over a market cycle of three-to-five years. 
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XV. Private Equity Investment Policy  
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Private Equity Program 
(“the Program”). This Policy is designed to ensure that investment managers, consultants, and the 
Board of Administration of the Water and Power Employees’ Retirement, Disability and Death 
Benefits Plan and Board of Water and Power Employees’ Retiree Health Benefits Fund 
(hereinafter referred to as the “Board” of the “Retirement Plan” and “Health Fund”) and Investment 
Staff take prudent and careful action while investing the Program. Additionally, use of this Policy 
provides assurance that there is sufficient flexibility in controlling the investment risks and returns 
associated with this segment of the portfolio. 
 
The Program is designed to meet the Retirement Plan and Health Fund’s long-term actuarial 
target through the identification and participation in private equity opportunities that are expected 
to generate high rates of return while also providing diversification benefits. 
 
Strategic Objective 
 
The strategic objective of the Program is to develop a diversified private equity portfolio capable 
of achieving investment returns commensurate with Program targets. Private equity investments 
are expected to achieve attractive risk-adjusted returns and, by definition, possess a higher 
degree of risk with a higher return potential than traditional investments. Accordingly, total rates 
of return from private equity investments are expected to be greater than those that might be 
obtained from conventional public equity or debt investments. They have a low correlation to other 
investment classes and therefore can contribute to reducing the risk and enhancing the returns 
of a total portfolio, as well as providing portfolio diversification. 
 
A diversified portfolio of attractive private equity opportunities is expected to be created by 
implementing a strategic “top down” assessment of attractive segments of the market for 
investment combined with a “bottom up” approach to manager identification. Consultant, with 
assistance from Investment Staff, shall proactively seek out the most attractive investment 
opportunities given current market conditions, while maintaining appropriate diversification. 
Portfolio weightings shall be a function of the specific risk and return profile of an investment 
opportunity and the Program’s overall needs. 
 
Private equity investments shall be considered solely in the interest of the Retirement Plan and 
Health Fund’s participants and their beneficiaries in accordance with applicable law, and shall be 
selected to accomplish the following: 
 
1. Enhance the Retirement Plan and Health Fund’s performance by generating strong long-term 

results. 
 
2. Hedge against long-term liabilities. 
 
3. Provide added diversification to the Retirement Plan and Health Fund’s overall investment 

program. 
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Responsibilities and Delegations 
 
The Plan will utilize the services of an In-Kind Distribution Manager to liquidate any in-kind 
distributions received from its private market managers. 
 
Section 2.3 outlines specific responsibilities and tasks to be performed by the Board, Investment 
Staff and Consultant(s). 
 
Performance Objective 
 
The long-term (5-10 years) expected performance objective of the Program shall be the return of 
the Russell 3000 Index plus a 300 basis point risk premium. Use of the Russell 3000 Index reflects 
the opportunity cost of investing in private equity versus publicly traded common stocks. This index 
is reported one quarter in arrears. 
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Investment Approaches and Parameters  
 

A. General Approach 
 
Direct partnership investments shall be emphasized. Separately managed accounts and 
Fund of fund vehicles, investing in the primary market, secondary market, and co-
investments shall also be considered on an opportunistic basis to access specific private 
equity exposures in the construction of a diversified private equity portfolio. Opportunities 
shall be sought with specific criteria appropriate for investment within a diversified private 
equity portfolio. Strategic reviews shall assess existing portfolio exposures, identify 
attractive segments of the market for opportunistic investment, and determine appropriate 
portfolio weightings. Based on these assessments, Retirement Plan and Health Fund and 
Consultant shall proactively seek out attractive investment opportunities, while 
maintaining appropriate diversification. 
 

B. Program Strategy 
 
The Program Strategy shall be revised periodically as appropriate and updated through 
the Strategic Plan. 
 
The Strategic Plan shall contain the following elements: 
 
1. Program goals and objectives 
 
2. Structure of the program 

 
3. Strategic approach to the asset class 
 
The Board shall review the Program annually via the Investment Policy and Strategic Plan 
prepared by Consultant with assistance from Investment Staff. The Strategic Plan shall be 
based upon broad economic structural analysis, market conditions, and a review of the 
existing portfolio. The Strategic Plan shall detail tactical priorities, strategy enhancements, 
and other objectives. 
 

C. Management of Partnership Investments 
 
The Program shall be continually refined to obtain the most effective mix of investments. 
The Program shall invest primarily in private equity direct partnerships and secondarily, in 
opportunistic commitments to private equity fund of funds. 
 
Partnerships shall be continually reviewed in the following areas: 
 
1. Fit with the Strategic Plan 

 
2. Pace and timing of investment commitments, funding and return of capital 

 
3. Diversity of sectors (industry, geographical, investment style, and others as 

appropriate) 
 

4. Targeted performance according to stated objectives specific to the investment 
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D. Quality Control Processes 
 
The Program shall employ a quality control process, which includes Consultant, with 
assistance from Investment Staff, to monitor Program efficiency, track investment 
performance, and control risk. 
 
1. Monitoring Portfolio Performance: Actual returns will be compared to the benchmark(s) 

as appropriate, and to the expected return for the investment. 
 
2. Risk Control: Program standards are maintained through the following processes – 

 
a. Assessing the level of diversification in the portfolio on a continual basis, including 

the level of diversification across investment style, geographic distribution, industry 
concentrations, and across other ranges as appropriate. 

 
b. Documenting due diligence activities. 
 

E. Specific Risk Parameters 
 
The Program will be exposed to specific risk parameters that are associated with investing 
in private equity, including, but not limited to: 
 
1. Operating and Business Risk: Certain private equity investments entail above average 

operating and business risk. 
 
2. Liquidity Risk: Private equity investments lack liquidity and typically have time horizons 

of 5-to-10 years. Secondary markets for such investments are limited; and, often, there 
is no current income. 

 
3. Structural Risk: Specific fundamental rights and protections are negotiated, which 

include mechanisms for taking remedial action. These basic protections may include 
advisory committee participation and specific termination provisions in partnership 
transactions. 

 
4. Valuation Risk: Partnerships shall be evaluated to determine if the general partner 

employs an appropriate valuation discipline. 
 

F. Guidelines for Evaluating Proposals 
 
Proposed partnership opportunities shall be evaluated relative to their fit with the 
Program’s Investment Policy and Strategic Plan. Section 14.2 contains broad guidelines 
for initial partnership evaluation. 
 

G. Types of Investments 
 
Investments with attractive return characteristics, that also enhance portfolio 
diversification and are not otherwise prohibited by the Retirement Plan and Health Fund, 
shall be considered for the Program. Fund of funds and direct partnerships will be 
considered for the Program. Fund of funds make commitments to a diversified portfolio of 
underlying private equity partnerships. This includes primary market fund of funds that 
commit capital to partnerships that are currently raising capital in addition to secondary 
market fund of funds that invest in existing partnerships that have already closed their fund 
and are investing capital. Fund of funds may invest in partnerships, and direct partnerships 
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may be considered, that generally fall within the categories defined below. 
 
1. Buyout and Corporate Restructuring Capital: Investments in leveraged buyouts, 

management buyouts, equity buyouts, employee buyouts, buy-and-build, other 
acquisition strategies and restructurings, and related uses of capital. 
 

2. Expansion Capital: Investments in established companies for the purpose of growing 
their businesses. 
 

3. Venture Capital: Investments in relatively small, rapidly growing, private companies in 
various stages of development. 
 

4. Energy and Natural Resources: Investments in the exploration, extraction, 
accumulation, generation, movement or sale of energy (e.g., oil, gas, coal, electricity), 
and other natural resources and related service companies. 
 

5. Distressed Securities: Debt or equity securities investments in troubled companies, 
under the assumption that the securities will appreciate in value following a 
restructuring of the company’s obligations. This includes, but is not limited to, 
investments in companies that are insolvent or unable to pay their debts as they come 
due. This may include companies subject to the Bankruptcy Reform Act, specifically 
Chapter 7 (Liquidation) and Chapter 11 (Reorganization) and companies under-going 
restructurings outside of Bankruptcy Court. 
 

6. Turnarounds: Investments in companies experiencing financial or operating 
difficulties. These companies may or may not be insolvent. 

 
7. Mezzanine: Investments in unsecured or junior obligations that typically earn a coupon 

or dividend payment and may have warrants on common stocks or conversion features 
to enhance returns. 

 
8. Special Situations: This includes all other types of investments, e.g. active minority 

positions, secondary investments, governance strategies, industry specific strategies, 
and unconventional investments. 

 
9. International: Investments that are located in countries other than the United States, 

or have significant portions of their operations outside of the United States shall be 
considered Aggregate exposure to investments outside the United States, on a market 
value basis, is not expected to exceed 35%. 

 
Benchmark 
 
The long-term performance benchmark for the Program shall be the return of the Russell 3000 
Index plus a 300 basis point risk premium. Given the nature of the asset class and the difficulty 
benchmarking shorter-term results, there may be significant deviations between Program results 
and benchmark performance over shorter time periods.  
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General 
 
Reporting 
 
1. Reports received from investment managers 

 
Investment Staff shall require periodic reports (i.e. quarterly) from investment partners to 
facilitate monitoring. 
 

2. Monitoring Investments 
 
Consultant, with assistance from Investment Staff, shall monitor the individual partnerships 
and the portfolio as a whole. Monitoring includes diversification across private equity 
investment types to assure an appropriate mix reducing risk in the Program’s investments. 
Given the opportunistic nature of the Program, specific areas may be emphasized over the 
short-term with the long-term goal of developing a diversified program. 
 
The following types of diversification should be monitored, including, but not limited to: 
 
A. Economic Sector Diversification - Private equity investments should be diversified among 

sector groups; 
 

B. Form of Investment - Private equity investments should be diversified throughout various 
forms and categories of investment (e.g., LBO’s, venture capital, distressed, mezzanine 
etc.); 
 

C. Payback Diversification - Private equity investments can take significant time to pay back 
capital. The Retirement Plan and Health Fund should attempt to invest in partnerships 
across a spectrum of payback scenarios; 
 

D. Geographic Diversification - The Retirement Plan and Health Fund should consider 
geographical diversification in investment selection; and 
 

E. Time Diversification - The Retirement Plan and Health Fund should endeavor to invest in 
a consistent manner when appropriate risk adjusted return opportunities are available. 

 
3. Performance 

 
The Retirement Plan and Health Fund shall assess the performance of the partnerships 
relative to the following areas: 
 
A. Objectives established by the partnership 

 
B. Risk undertaken 

 
C. The long-term performance objective, with appropriate interpretation if applied to the short-

term. 
 
4. Investment Reports 

 
Quarterly reports shall be provided to the Board by the Consultant. These reports include, but 
shall not be limited to, reviews of individual investments and their performance. 
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Other Specific Policy Considerations 
 
Partnership Investment Guidelines: 
 
1. Minimum Requirements/Investment Styles 

 
A. The principals shall demonstrate relevant experience in or directly applicable to the market 

in which they propose to work. 
 

B. The principals shall demonstrate that they are specifically qualified to pursue the proposed 
strategy in the market in which they propose to work. 
 

C. The principals shall demonstrate the requisite skills and experience necessary to execute 
successfully the proposed strategy, including evidence from similar endeavors. 
 

D. The principals shall dedicate sufficient time and effort to the proposed opportunity and 
make, within the context of the particular investment, a meaningful personal financial 
commitment. 
 

E. The proposed strategy and business plan shall be set forth in sufficient detail to permit 
substantive and meaningful review of the opportunity, verification of the investment 
concept, and of the risk factors. 
 

F. The proposed strategy and business plan shall provide reasonable assurance that the 
investment opportunity can produce the required return. 
 

G. The risk/reward trade-off in the particular market that is addressed by a partnership 
proposal shall be attractive, based on reasonable assumptions. 
 

H. The principals shall have a significant economic position in the partnership on an equal 
basis with Retirement Plan and Health Fund. 

 
2. Evaluation Criteria 

 
Primary emphasis will be on the quality and experience of the investment partners in a 
partnership investment. Additional factors may include, as appropriate: 

 
A. Fit with the Investment Policy and Strategic Plan and within the overall Program 

 
B. A unique strategy that is not competitive with existing investments 

 
C. Integrity of the general partner, its employees, and other investors 

 
D. Quality of overall partnership governance, management of the partnership, including 

controls and reporting systems 
 

E. Specific objectives 
 

F. Relationship with the relevant parts of the investment community 
 

G. Relationship with limited partners 
 

H. Nature of value added involvement 
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I. Past financial performance of the individual investment professionals 
 

J. Reasonable ratio of underlying partnerships per partner 
 

K. Reasonable ratio of committed capital per partner 
 

L. Appropriateness of terms and conditions 
 

M. Alignment of interests with limited partners 
 

N. Capital at risk 
 
3. Due Diligence 

 
A due diligence review by Consultant, with assistance from Investment Staff, shall include, 
but not be limited to the following: 

 
A. Discussions with principals of the proposed investment. 

 
B. Review and analysis of all pertinent offering documents including: offering memorandums, 

subscription agreements, and private placement memorandums. 
 

C. Consideration of potential conflicts of interest, if any, posed by the proposed investment 
and prior investments and activities of the principals. 

 
D. Review and analysis of the investment concept, including entry and exit strategies and 

terms including fees, principal participation, and structure. 
 

E. Review and analysis of the fit within the Program, including fit with the Strategic Plan, 
other constraints and guidelines, and compliance with applicable investment policies. 

 
F. Review of news articles, principals, prior investments, and concepts. 

 
G. Reference checks of principals. 

 
H. Review and analysis of track record including performance of prior and current 

investments. 
 

I. Consideration of relative size of the proposed investment. 
 

J. Investigation of special terms and side letter agreements with past or present investors. 
 

K. Review of any lawsuits, litigation involving the general partner, its principals, employees 
and prior funds. 

 
L. Due diligence visit to the Partner’s offices. 

 
M. Complete operational due diligence, including reviewing firm operations, cash 

management, valuations, compliance, information technology, key service providers, and 
financial reporting. 

 
4. Legal Constraints 
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Legal provisions to be considered include, but are not limited to: 
 

A. Registered Investment Advisor (RIA): Investment advisors retained by the Retirement 
Plan and Health Fund are so registered or comparable procedure is established. 
 

B. Regulatory (i.e. FCC, SEC, FTC). 
 

C. Bankruptcy or other material litigation. 
 

D. Appropriate alignment of interests. 
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15.1  Designated Responsibilities and Tasks 
 
Additional Responsibilities of Consultant 
 
Deal Flow Management 

 Sourcing Opportunities 
o Receive and review opportunities forwarded from the Retirement Plan and Health 

Fund 
o Meet and interview potential investment management teams 
o Evaluate opportunities presented outside of the Retirement Plan and 
o Health Fund relationship for appropriateness of the Program 
o Maintain a database of opportunities considered for the Program 

 
Investment Due Diligence 

 Desk Review: 
o Review due diligence questionnaire, offering memorandum, limited partnership 

agreement, marketing materials, etc. 
o Analyze: 

 Market opportunity 
 Investment strategy 
 General Partner background and experience 
 Track record 
 Terms 
 Alignment of interest 

o Upon completion, review findings with the Retirement Plan and Health Fund and 
recommend review or rejection 

 Full Due Diligence Review: 
o Conduct reference checks 
o Conduct onsite visit as appropriate 
o Extensively review economic and business terms of legal documents 
o Communicate status of Full Due Diligence Review to the Retirement Plan and 

Health Fund 
o Upon completion, prepare and issue report to the Retirement Plan and Health 

Fund with recommendation for investment or rejection; include appropriate 
supporting documentation with the report 

o Arrange meeting to review materials and recommendation 
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 Terms Negotiation: 
o Negotiate specific partnerships terms, if appropriate 

 
Performance Monitoring 

 Consultant 
o Receives copies of all notices of capital calls and cash distributions 
o Receives copies of all financial reports and other communications 
o Calculates performance and reconciles same with the manager and master 

custodian, as needed 
o Prepares periodic reports 

 Quarterly: one-page status report listing: 
 Partnership 
 Commitment 
 Contributions 
 Distributions 
 Fair Market Value 
 IRR 

 Semi-Annual: full performance report 
 Containing brief market overview 
 Performance by manager, vintage year and segment 
 Review portfolio exposures/diversification 
 Provide manager specific data/updates 

 Annual: market overview, Investment Policy and Strategic Plan review 
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15.2  Guidelines for Fund of Funds and SMA Evaluation 
 
Organization: Firms considered for this Program are expected to include established, long-
tenured firms. However, recently formed organizations that may be raising their first institutional 
fund of funds may also be considered. Alignment of interests (including ownership, compensation, 
general partner commitment, etc.) will be important factors in the proposed investment 
opportunities. An extensive review of these key factors and governance rights is to be conducted 
during the evaluation. 
 
Investment Experience: The general partners are expected to have significant decision-making 
investment experience and expertise relevant to their investment strategy. Depending on the 
investment, greater emphasis may be placed on the experience of the members of a specific team 
rather than the firm as a whole as opportunities may result from professionals splitting from more 
established firms raising their first institutional fund. This also pertains to analyzing performance 
track records. The track records of the team may need to be examined on their own merit rather 
than requiring a track record representative of the entire firm. 
 
Staffing: The organization must have sufficient investment professionals and support staff to 
implement the proposed strategy. The amount of targeted capital commitments, average 
investment size and anticipated number of transactions shall be reviewed to assess the 
appropriate staffing level. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives. The investment strategy 
is required to be proposed in sufficient detail to allow for extensive review of the opportunity, 
verification of the investment concept (given existing market conditions) and of the potential risk 
factors. 
 
Fund size: Aggregate fund sizes for potential opportunities will range significantly. The proposed 
fund size will be examined to ensure appropriateness for the proposed investment strategy given 
the investment approach and market dynamics. In addition, the Retirement Plan and Health 
Fund’s ownership position will be determined to ensure that there is sufficient diversification of 
investors in the fund (i.e. Retirement Plan and Health Fund should not represent more than 20% 
of any particular fund). 
 
Type of Investments: Fund of funds opportunities to be reviewed for the Program are expected to 
span the global private equity segments, including: buyout/corporate restructuring, expansion 
capital, venture capital, energy/natural resources, distressed securities, special situations, etc. 
 
Terms: At a minimum, partnership terms are expected to be “in-line” with industry norms. In 
particular, the “distribution waterfall” will be examined for appropriate prioritization of distributions 
and the clawback provision will be reviewed to ensure adequate mechanisms are in place to 
protect the Retirement Plan and Health Fund. Given the opportunity or need,  the Consultant will 
negotiate various terms (particularly governance terms) to be “limited partner friendly” in order to 
compensate the Retirement Plan and Health Fund for the unique risks associated with investing 
in private equity investments. 
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15.3  Direct Partnership Guidelines and Investment Criteria 
 
For consideration to be included in the Retirement and Health Fund’s private equity portfolio, a 
direct partnership opportunity shall meet the following characteristics: 
 
Organization: Firms considered for direct partnership investment are expected to be established, 
experienced firms. Alignment of interests (including ownership, compensation, general partner 
commitment, etc.) will be important factors in the proposed investment opportunities. An extensive 
review of these key factors and governance rights is to be conducted during the evaluation. 
 
Investment Experience: Firms must have exhibited significant and relevant decision-making 
experience through the investment of at least one prior institutional partnership implementing the 
proposed investment strategy. 
 
Track Record: Firms must have demonstrated the ability to generate top-quartile performance 
results relative to their vintage year and investment strategy peers. 
 
Staffing: Firms must have maintained significant organizational stability with proven retention of 
key investment professionals. The organization must have sufficient investment professionals and 
support staff to implement the proposed strategy. The amount of targeted capital commitments, 
average investment size and anticipated number of transactions shall be reviewed to assess the 
appropriate staffing level. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives. The investment strategy 
is required to be proposed in sufficient detail to allow for extensive review of the opportunity, 
verification of the investment concept (given existing market conditions) and of the potential risk 
factors. 
 
Fund size: Aggregate fund sizes for potential opportunities will range significantly. The proposed 
fund size will be examined to ensure appropriateness for the proposed investment strategy given 
the investment approach and market dynamics. In addition, the Retirement Plan and Health 
Fund’s ownership position will be determined to ensure that there is sufficient diversification of 
investors in the fund (i.e. Retirement Plan and Health Fund should not represent more than 20% 
of any particular fund). 
 
Type of Investments: Direct partnership opportunities to be reviewed for the Program are 
expected to span the global private equity segments, including: buyout/corporate restructuring, 
expansion capital, venture capital, energy/natural resources, distressed securities, special 
situations, etc. 
 
Terms: At a minimum, partnership terms are expected to be “in-line” with industry norms. In 
particular, the “distribution waterfall” will be examined for appropriate prioritization of distributions 
and the clawback provision will be reviewed to ensure adequate mechanisms are in place to 
protect the Retirement Plan and Health Fund. Given the opportunity or need, the Consultant will 
negotiate various terms (particularly governance terms) to be “limited partner friendly” in order to 
compensate the Retirement Plan and Health Fund for the unique risks associated with investing 
in private equity investments. 
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Risk Controls 
 
The incorporation of direct partnerships into Retirement Plan and Health Fund’s private equity 
portfolio is intended to be opportunistic in nature and provide complementary exposures to 
existing holdings providing the potential for higher returns in a cost-effective manner. Direct 
partnership investments are expected to be a primary component of the portfolio and are to be 
utilized in a risk-controlled manner. To that end: 
 
1. A commitment to a single direct partnership is not to exceed 40% of annual targeted 

commitments, as outlined in the Annual Investment Strategy. 
 

2. The Retirement Plan and Health Fund may not represent more than 20% of the limited 
partnership interests in a fund.
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XVI. Private Credit Investment Policy  
 
Purpose 
 
This document sets forth the investment policy (“the Policy”) for the Plan’s Private Credit Program 
(“the Program”). This Policy is designed to ensure that investment managers, consultants, and the 
Board of Administration of the Water and Power Employees’ Retirement, Disability and Death 
Benefits Plan and Board of Water and Power Employees’ Retiree Health Benefits Fund 
(hereinafter referred to as the “Board” of the “Retirement Plan” and “Health Fund”) and Investment 
Staff take prudent and careful action while investing the Program. Additionally, use of this Policy 
provides assurance that there is sufficient flexibility in controlling the investment risks and returns 
associated with this segment of the portfolio. 
 
The Program is designed to meet the Retirement Plan and Health Fund’s long-term actuarial 
target through the identification and participation in private credit opportunities that are expected 
to generate high risk-adjusted rates of return while also providing diversification benefits. 
 
Strategic Objective 
 
The strategic objective of the Program is to develop a diversified private credit portfolio capable 
of achieving investment returns commensurate with Program targets. Private credit investments 
are expected to achieve attractive risk-adjusted returns relative to public credit investments, both 
through their ability to benefit from the illiquidity premium present in private markets at any given 
time, and their focus on less efficiently priced assets. In most market environments, total rates of 
return from private credit investments are expected to be greater than those that might be 
obtained from conventional public fixed income investments. Given private credit’s lack of 
comprehensive market pricing and limited impact of technical market forces on investment returns 
relative to public credit investments, private credit assets are also expected to experience a low 
correlation to other investment classes. They should therefore generally contribute to reducing 
the risk and enhancing the returns of a total portfolio, as well as providing portfolio diversification 
during most market environments. 
 
A diversified portfolio of attractive private credit opportunities is expected to be created by 
implementing a strategic “top down” assessment of attractive segments of the market for 
investment, combined with a “bottom up” approach to the identification of top tier managers. 
Consultant, with assistance from Investment Staff, shall proactively seek out the most attractive 
investment opportunities given current market conditions, while maintaining appropriate level of 
diversification within the private credit portfolio. Portfolio weightings shall be a function of the 
specific risk and return profile of an investment opportunity, the diversification it is expected to 
provide at the portfolio level, and the Program’s overall needs. 
 
Private credit investments shall be considered solely in the interest of the Retirement Plan and 
Health Fund’s participants and their beneficiaries in accordance with applicable law, and shall be 
selected to accomplish the following: 
 
1. Enhance the Retirement Plan and Health Fund’s performance by generating consistent levels 

of income and strong long-term risk-adjusted results. 
 
 
2. Provide added diversification to the Retirement Plan and Health Fund’s overall investment 

program. 
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Responsibilities and Delegations 
 
The Plan will utilize the services of an In-Kind Distribution Manager to liquidate any in-kind 
distributions received from its private market managers. 
 
Section 2.3 outlines specific responsibilities and tasks to be performed by the Board, Investment 
Staff and Consultant(s). 
 
Performance Objective 
 
The long-term expected performance objective of the Program shall be the return of the Credit 
Suisse Leveraged Loan Index plus a 200 basis point illiquidity premium. Use of this benchmark 
reflects the opportunity cost of investing in private credit versus publicly traded global credit.  
 
Investment Approaches and Parameters  
 

A. General Approach 
 
Direct partnership investments shall be emphasized. Separately managed accounts and 
fund of fund vehicles, investing in the primary market, secondary market, and co-
investments shall also be considered on an opportunistic basis to access specific private 
credit exposures in the construction of a diversified private credit portfolio. Opportunities 
shall be sought with specific criteria appropriate for investment within a diversified private 
credit portfolio. Strategic reviews shall assess existing portfolio exposures, identify 
attractive segments of the market for opportunistic investment, and determine appropriate 
portfolio weightings. Based on these assessments, Investment Staff and Consultant shall 
proactively seek out attractive investment opportunities, while maintaining appropriate 
diversification. 

 
B. Program Strategy 

 
The Program Strategy shall be revised periodically as appropriate and updated through 
the Strategic Plan. 
 
The Strategic Plan shall contain the following elements: 
 
1. Program goals and objectives 
 
2. Structure of the program 

 
3. Strategic approach to the asset class 
 
The Board shall review the Program annually via the Investment Policy and Strategic Plan 
prepared by Consultant with assistance from Investment Staff. The Strategic Plan shall be 
based upon broad economic structural analysis, market conditions, and a review of the 
existing portfolio. The Strategic Plan shall detail tactical priorities, strategy enhancements, 
and other objectives. 
 

C. Management of Partnership Investments 
 
The Program shall be continually refined to obtain the most effective mix of investments. 
The Program shall invest primarily in private credit direct partnerships. 
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Partnerships shall be continually reviewed in the following areas: 
 
1. Fit with the Strategic Plan 

 
2. Pace and timing of investment commitments, funding and return of capital 

 
3. Diversity of sectors (industry, geographical, strategy type, and others as appropriate) 

 
4. Targeted performance according to stated objectives specific to the investment 

 
D. Quality Control Processes 

 
The Program shall employ a quality control process, which includes Consultant, with 
assistance from Investment Staff, to monitor Program efficiency, track investment 
performance, and control risk. 
 
1. Monitoring Portfolio Performance: Actual returns will be compared to the benchmark(s) 

as appropriate, and to the expected return for the investment. 
 
2. Risk Control: Program standards are maintained through the following processes – 

 
a. Assessing the level of diversification in the portfolio on a continual basis, including 

the level of diversification across investment strategy, geographic distribution, 
industry concentrations, and across other ranges as appropriate. 

 
b. Documenting due diligence activities. 
 

E. Specific Risk Parameters 
 
The Program will be exposed to specific risk parameters that are associated with investing 
in private credit, including, but not limited to: 
 
1. Operating and Business Risk: Certain private credit investments entail above average 

operating and business risk. 
 
2. Liquidity Risk: Private credit investments lack liquidity and typically have time horizons 

of 4-to-8 years. Secondary markets for such investments are limited; and, in the case 
of higher risk private credit, investors may experience unpredictable timing of cash 
flows and limited levels of current income. 

 
3. Structural Risk: Specific fundamental rights and protections are negotiated, which 

include mechanisms for taking remedial action. These basic protections may include 
advisory committee participation and specific termination provisions in partnership 
transactions. 

 
4. Valuation Risk: The great majority of investments in the private credit program will not 

be reliably priced through market transactions, and most valuations shall consequently 
be assigned by general partners and third party valuation providers. Partnerships shall 
be evaluated to determine if the general partner employs an appropriate valuation 
discipline. 
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F. Guidelines for Evaluating Proposals 
 
Proposed partnership opportunities shall be evaluated relative to their fit with the 
Program’s Investment Policy and Strategic Plan. Section 15.2 contains broad guidelines 
for initial partnership evaluation. 
 

G. Types of Investments 
 
Investments with attractive return characteristics, that also enhance portfolio 
diversification and are not otherwise prohibited by the Plan, shall be considered for the 
Program. Fund of funds, direct partnerships, separately managed accounts and co-
investment opportunities will be considered for the Program. Fund of funds make 
commitments to a diversified portfolio of underlying private credit partnerships. This 
includes primary market fund of funds that commit capital to partnerships that are currently 
raising capital in addition to secondary market fund of funds that invest in existing 
partnerships that have already closed their fund and are investing capital.  
 
Fund of funds, direct partnerships and co-investment opportunities may be considered, 
that generally fall within the categories defined below. 
 
1. Direct Lending: Private loans to stable corporate borrowers which are backed by 

borrower cash flows. These loans are typically used to finance investments in areas 
such as working capital, capital structure refinancings, corporate transactions such as 
acquisitions or leveraged buyouts, and other related uses of capital expected to 
increase the earnings and value of the borrower. 
 

2. Asset-Backed Lending: Private loans to established corporate borrowers which are 
backed by borrower assets, such as pools of receivables, inventory, property, plant 
and equipment, royalty streams, or portfolios of investments owned by the borrower. 
Uses of loan proceeds are typically similar to those associated with direct lending. This 
category may include strategies dedicated exclusively to debt that is collateralized by 
borrower’s real estate. 

 
3. Venture Debt: Private loans to early-stage, rapidly growing corporate borrowers 

intended to finance continued borrower growth. Venture Debt is typically a higher-risk 
private credit category, and may take the form of cash flow or asset-backed lending.  
 

4. Specialty Finance: Niche investments where targeted borrowers, loan structures or 
collateral packages have atypical features, such as a strategy focused on consumer 
lending, a strategy focused on a single industry, a strategy focused on providing 
liquidity to other asset managers, or a strategy focused on the purchase of discounted 
private loan portfolios through secondary market transactions. Specialty finance 
strategy shall be subject to the same risk restrictions as the rest of the private credit 
portfolio.   
 

5. Distressed/Stressed Debt: Debt investments in unstable borrowers, where borrower 
companies may not be expected to persist as going concerns. In many cases, 
investments are made under the assumption that the investment will appreciate in 
value following a restructuring of the company’s obligations. This includes, but is not 
limited to, investments in companies that are insolvent or unable to pay their debts as 
they come due. This may include borrower companies subject to the Bankruptcy 
Reform Act, specifically Chapter 7 (Liquidation) and Chapter 11 (Reorganization) and 
borrower companies undergoing restructurings outside of Bankruptcy Court. 
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Distressed debt is a higher-risk private credit category. The program’s allocation to 
distressed debt shall be limited in conjunction with pre-existing distressed debt 
investments in other asset classes, such as private equity or real estate. 
 

6. Credit Dislocation: Investment in a combination of public and private loans to 
borrowers at purchase prices that are materially different from those implied by 
expected future borrower cash flows. These strategies typically focus on public or 
secondary market purchases. In most cases, borrower companies are expected to be 
capable of meeting their financial obligations.  

 
7. Mezzanine: Investments in unsecured or junior obligations that typically earn a coupon 

or dividend payment and may have warrants on common stocks or conversion features 
to enhance returns. The program’s allocation to mezzanine debt shall be limited in 
conjunction with pre-existing mezzanine debt investments in other asset classes, such 
as private equity or real estate. 

 
8. Special Situations: Investments made in the debt of borrower companies where 

expected returns are primarily driven by a specific event or series of events. Events 
may be borrower-focused or economically/policy driven. Special situations 
investments may include heavy allocations to stressed/distressed borrowers or 
dislocated credit securities.  

 
9. International: Investments that are located in countries other than the United States, 

or have significant portions of their operations outside of the United States shall be 
considered Aggregate exposure to investments outside the United States, on a market 
value basis, is not expected to exceed 35%. 

 
Benchmark 
 
The long-term expected performance objective of the Program shall be the return of the Credit 
Suisse Leveraged Loan Index plus a 200 basis point illiquidity premium. Given the nature of the 
asset class, the variability of timing of investments’ underlying cash flows and the difficulty 
benchmarking shorter-term results, there may be significant deviations between Program results 
and benchmark performance over shorter time periods.  
 
General 
 
Reporting 
 
1. Reports received from investment managers 

 
Investment Staff shall require periodic reports from investment partners to facilitate monitoring. 
 

2. Monitoring Investments 
 
Consultant, with assistance from Investment Staff, shall monitor the individual partnerships 
and the portfolio as a whole. Monitoring includes diversification across private credit 
investment types to assure an appropriate mix reducing risk in the Program’s investments. 
Given the opportunistic nature of the Program, specific areas may be emphasized over the 
short-term with the long-term goal of developing a diversified program. 
 
The following types of diversification should be monitored, including, but not limited to: 
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A. Economic Sector Diversification – Private credit investments should be diversified among 
sector groups; 
 

B. Manager Diversification – Private credit investments should be diversified across many 
different manager relationships; 

 
C. Type of Investment – Private credit investments should be diversified throughout various 

forms and categories of investment; 
 

D. Geographic Diversification – The Plan should consider geographical diversification in 
investment selection; and 
 

E. Vintage Year Diversification – The Plan should endeavor to invest in a steady and 
consistent manner when appropriate risk adjusted return opportunities are available, to 
avoid high levels of sensitivity to any one market or economic environment. 

 
3. Performance 
 
The Plan shall assess the performance of the partnerships relative to the following areas: 
 
A. Objectives established by the partnership 

 
B. Risk undertaken 

 
C. The long-term performance objective, when the Program has been in operation for a 

length of time sufficient for this objective to be measured. 
 

4. Investment Reports 
 
Regular reports shall be provided to the Board by the Consultant. These reports include, but 
shall not be limited to, reviews of individual investments and their performance. 

 
Other Specific Policy Considerations 
 
Partnership Investment Guidelines: 
 
1. Minimum Requirements/Investment Styles 

 
A. The principals shall demonstrate relevant experience in or directly applicable to the market 

in which they propose to work. 
 

B. The principals shall demonstrate that they are specifically qualified to pursue the proposed 
strategy in the market in which they propose to work. 
 

C. The principals shall demonstrate the requisite skills and experience necessary to execute 
successfully the proposed strategy, including evidence from similar endeavors. 
 

D. The principals shall dedicate sufficient time and effort to the proposed opportunity and 
make, within the context of the particular investment, a meaningful personal financial 
commitment. 
 

E. The proposed strategy and business plan shall be set forth in sufficient detail to permit 
substantive and meaningful review of the opportunity, verification of the investment 
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concept, and of the risk factors. 
 

F. The proposed strategy and business plan shall provide reasonable assurance that the 
investment opportunity can produce the required return. 
 

G. The risk/reward trade-off in the particular market that is addressed by a partnership 
proposal shall be attractive, based on reasonable assumptions. 
 

H. The principals shall have a significant economic position in the partnership on an equal 
basis with Retirement Plan and Health Fund. 

 
2. Evaluation Criteria 

 
Primary emphasis will be on the quality and experience of the investment partners in a 
partnership investment. Additional factors may include, as appropriate: 

 
A. Fit with the Investment Policy and Strategic Plan and within the overall Program 

 
B. A unique strategy that is not competitive with existing investments 

 
C. Integrity of the general partner, its employees, and other investors 

 
D. Quality of overall partnership governance, management of the partnership, including 

controls and reporting systems 
 

E. Specific objectives 
 

F. Relationship with the relevant parts of the investment community 
 

G. Relationship with limited partners 
 

H. Nature of value added involvement 
 

I. Past financial performance of the individual investment professionals 
 

J. Reasonable ratio of underlying investments per senior investor 
 

K. Reasonable ratio of committed capital per senior investor 
 

L. Appropriateness of terms and conditions 
 

M. Alignment of interests with limited partners 
 

N. Capital at risk 
 
3. Due Diligence 

 
A due diligence review by Consultant, with assistance from Investment Staff, shall include, 
but not be limited to the following: 

 
A. Discussions with principals of the proposed investment. 

 
B. Review and analysis of pertinent offering documents including: offering memorandums, 
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subscription agreements, and private placement memorandums. 
 

C. Consideration of potential conflicts of interest, if any, posed by the proposed investment 
and prior investments and activities of the principals. 

 
D. Review and analysis of the investment concept, including each strategy’s competitive 

advantages, competitive landscape, economic or market sensitivity, investment sourcing, 
investment underwriting, loan structuring and investment monitoring processes, 
processes relating to the workouts of troubled loans (if applicable), and the overall level 
resources available to the strategy. 

 
E. Review of terms including fees, expenses, principal participation, and structure. 

 
F. Review and analysis of the fit within the Program, including fit with the Strategic Plan, 

other constraints and guidelines, and compliance with applicable investment policies. 
 

G. Review of principals, prior investments, and concepts. 
 

H. Reference checks typically including references such as current and past Limited 
Partners, borrower companies, competitors and collaborative lenders. 

 
I. Review and analysis of track record including elements such as performance of prior and 

current investments, loss ratios, and loss severities. 
 

J. Consideration of relative size of the proposed investment. 
 

K. Review of any lawsuits, litigation involving the general partner, its principals, employees 
and prior funds that are disclosed to RVK. 

 
L. Due diligence visit(s) to the Partner’s offices. 

 
M. Complete operational due diligence, including reviewing firm operations, cash 

management, valuations, compliance, information technology, key service providers, and 
financial reporting. 

 
4. Legal Constraints 

 
Legal provisions to be considered include, but are not limited to: 

 
A. Regulatory (i.e. FCC, SEC, FTC). 

 
B. Bankruptcy or other material litigation. 

 
C. Appropriate alignment of interests. 
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16.1  Designated Responsibilities and Tasks 
 
Additional Responsibilities of Consultant 
 
Deal Flow Management 
 

 Sourcing Opportunities 
o Proactively source potential best-in-class investment opportunities within private 

credit 
o Receive and review opportunities forwarded from the Plan  
o Interview potential investment management teams 
o Evaluate opportunities presented outside of the Plan relationship for 

appropriateness of the Program 
o Maintain a database of opportunities considered for the Program 

 
Investment Due Diligence 
 

 Desk Review: 
o Review key relevant documents  
o Analyze: 

 Market opportunity 
 Investment strategy 
 General Partner experience and resources 
 Track record 
 Terms and alignment of interest 

o Upon completion, review findings with the Plan and recommend review or rejection 
 

 Full Due Diligence Review: 
o Conduct reference checks 
o Conduct onsite visit as appropriate 
o Full quantitative, position-level analysis of past investments 
o In-depth analysis of sourcing, underwriting, loan structuring, and workout 

capabilities and processes 
o In-depth analysis of relative value in the context of the current market environment 
o Detailed review of economic and business terms of legal documents 
o Communicate status of Full Due Diligence Review to the Plan  
o Upon completion, prepare and issue report to the Plan with recommendation for 

investment or rejection; include appropriate supporting documentation with the 
report 

o Arrange meeting to review materials and recommendation 
 

 Terms Negotiation: 
o Negotiate or aid in the negotiation of specific partnerships terms, if appropriate 

 
Performance Monitoring 
 

 Consultant 
o Receives copies of all notices of capital calls and cash distributions 
o Receives copies of all financial reports and other communications 
o Calculates performance internally  
o Prepares periodic reports 

 Quarterly: one-page status report listing: 
 Fund Name 
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 Vintage Year 
 Commitment 
 Paid In Capital 
 Distributions 
 Valuation 
 IRR 
 Index IRR (PME Analysis) 
 Fund Multiple 

 
 Annual:  

 Full performance report 
o Performance by manager, vintage year and segment 
o Review portfolio exposures/diversification 
o Provide manager specific data/updates 

 Investment Policy and Strategic Plan review 
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16.2  Direct Partnership Guidelines and Investment Criteria 
 
For consideration to be included in the Plan’s private credit portfolio, a direct partnership 
opportunity shall meet the following characteristics: 
 
Organization: Firms considered for direct partnership investment are typically expected to be 
established, experienced firms. Alignment of interests (including ownership, compensation, 
general partner commitment, etc.) will be important factors in the proposed investment 
opportunities. An extensive review of these key factors and governance rights is to be conducted 
during the evaluation. 
 
Investment Experience: Firms or senior investment professionals must have exhibited significant 
and relevant decision-making experience through the investment of at least one prior institutional 
partnership implementing the proposed investment strategy or a substantially similar investment 
approach. Depending on the investment, greater emphasis may be placed on the experience of 
the members of a specific team rather than the firm as a whole, as opportunities may result from 
professionals splitting from more established firms raising their first institutional fund. This also 
pertains to analyzing performance track records. The track records of the team may need to be 
examined on their own merit rather than requiring a track record representative of the entire firm. 
 
Track Record: Firms or senior investment professionals must have demonstrated the ability to 
generate superior risk-adjusted performance results relative to their vintage year and investment 
strategy peers. 
 
Staffing: Firms must typically have maintained significant organizational stability with proven 
retention of key investment professionals. The organization must have sufficient investment 
professionals and support staff to implement the proposed strategy. The amount of targeted 
capital commitments, average investment size and anticipated number of transactions shall be 
reviewed to assess the appropriate staffing level. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives. The investment strategy 
is required to be proposed in sufficient detail to allow for extensive review of the opportunity, 
verification of the investment concept (given existing market conditions) and of the potential risk 
factors. 
 
Fund size: Aggregate fund sizes for potential opportunities will range significantly. The proposed 
fund size will be examined to ensure appropriateness for the proposed investment strategy given 
the investment approach and market dynamics. In addition, the Plan’s ownership position will be 
determined to ensure that there is sufficient diversification of investors in the fund (i.e. the Plan 
should not represent more than 20% of any particular fund). 
 
Type of Investments: Direct partnership opportunities to be reviewed for the Program are 
expected to span the global private credit market with regard to strategy type, instrument type 
and geography. 
 
Terms: At a minimum, partnership terms are expected to be “in-line” with industry norms. In 
particular, the “distribution waterfall” will be examined for appropriate prioritization of distributions 
and the clawback provision will be reviewed to ensure adequate mechanisms are in place to 
protect the Plan. Given the opportunity or need, the Consultant will attempt to negotiate various 
terms (particularly governance terms) to be “limited partner friendly” in order to compensate the 
Plan for the unique risks associated with investing in private credit investments. 
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16.3  Guidelines for Fund of Funds and SMA Evaluation 
 
Organization: Firms considered for this Program are expected to include established, long-
tenured firms. However, recently formed organizations that may be raising their first institutional 
fund of funds or series of separately managed accounts for institutional clients may also be 
considered. Alignment of interests (including ownership, compensation, general partner 
commitment, etc.) will be important factors in the proposed investment opportunities. An extensive 
review of these key factors and governance rights is to be conducted during the evaluation. 
 
Investment Experience: The general partners are expected to have significant decision-making 
investment experience and expertise relevant to their investment strategy. Depending on the 
investment, greater emphasis may be placed on the experience of the members of a specific team 
rather than the firm as a whole, as opportunities may result from professionals splitting from more 
established firms raising their first institutional fund. This also pertains to analyzing performance 
track records. The track records of the team may need to be examined on their own merit rather 
than requiring a track record representative of the entire firm. 
 
Staffing: The organization must have sufficient investment professionals and support staff to 
implement the proposed strategy. The amount of targeted capital commitments, average 
investment size and anticipated number of transactions shall be reviewed to assess the 
appropriate staffing level. 
 
Investment Strategy: The investment strategy of potential investment opportunities shall be 
assessed for appropriateness given the Program’s goals and objectives. The investment strategy 
is required to be proposed in sufficient detail to allow for extensive review of the opportunity, 
verification of the investment concept (given existing market conditions) and of the potential risk 
factors. 
 
Fund size: Aggregate fund sizes for potential opportunities will range significantly. The proposed 
fund size will be examined to ensure appropriateness for the proposed investment strategy given 
the investment approach and market dynamics. In addition, the Plan’s ownership position will be 
determined to ensure that there is sufficient diversification of investors in the fund (i.e. the Plan 
should not represent more than 20% of any particular fund). 
 
Type of Investments: Fund of funds opportunities to be reviewed for the Program are expected to 
span the global private credit market with regard to strategy type, instrument type and geography. 
 
Terms: At a minimum, partnership terms are expected to be “in-line” with industry norms. In 
particular, the “distribution waterfall” will be examined for appropriate prioritization of distributions 
and the clawback provision will be reviewed to ensure adequate mechanisms are in place to 
protect the Plan. Given the opportunity or need, the Consultant will attempt to negotiate various 
terms (particularly governance terms) to be “limited partner friendly” in order to compensate the 
Plan for the unique risks associated with investing in private credit investments. 
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Risk Controls 
 
The incorporation of direct partnerships into the Plan’s private credit portfolio is intended to be 
opportunistic in nature and provide complementary exposures to existing holdings providing the 
potential for higher returns in a cost-effective manner. Direct partnership investments are 
expected to be a primary component of the portfolio and are to be utilized in a risk-controlled 
manner. To that end: 
 
1. A commitment to a single direct partnership is not to exceed 50% of annual targeted 

commitments, as outlined in the Annual Investment Strategy. 
 

2. The Plan may not represent more than 20% of the limited partnership interests in a fund 
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XVII. Death and Disability Benefits Investment Policy 
 
17.1 General Investment Policies 
 
Unless otherwise stated below, the Disability and Death Benefits Funds are governed by 
the same policies set forth in sections I, 2.3, III, IV, V, and VI of this Statement of 
Investment Objectives, Goals, and Guidelines. 
 
17.2 Policies and Procedures 
 
A. Asset Allocation Policy 

 
The Board adopts and implements an asset allocation policy that is predicated on a number of 
factors, including: 

 
 A projection of actuarial assets, liabilities, benefit payments and required contributions; 
 Historical and expected long-term capital market risk/return behavior; 
 An assessment of future economic conditions, including inflation and interest rate levels; 
 The current and projected funding status of the Plan; and 
 The results of an Asset/Liability Study completed at a minimum every 5 years. 

 
This policy provides for diversification of assets in an effort to maximize the investment return of 
the Plan consistent with market conditions. Asset allocation modeling identifies asset classes the 
Plan will utilize and the percentage that each class represents of the total fund. Due to the 
fluctuation of market values, positioning within a specified range is acceptable and constitutes 
compliance with the policy. It is anticipated the Plan’s asset allocation policy may be subject to 
periodic revisions. 
 
The Board will periodically monitor and assess the actual asset allocation versus policy and will 
rebalance as appropriate. 
 
The Board implements its asset allocation policy through the use of full discretion investment 
managers who invest the assets of the portfolios assigned to them, subject to specific investment 
guidelines provided by the Board. 
 
Death Benefits Fund: 
 

Asset Class 
Target  

(% of Total 
Portfolio) 

Maximum  
(% of Total 
Portfolio) 

Minimum  
(% of Total 
Portfolio) 

Fixed Income 95.0% 97.0% 93.0% 
Cash Equivalents 5.0% 7.0% 3.0% 

 
 
 
Disability Benefits Fund: 
 

Asset Class 
Target  

(% of Total 
Portfolio) 

Maximum  
(% of Total 
Portfolio) 

Minimum  
(% of Total 
Portfolio) 

Fixed Income 95.0% 97.0% 93.0% 
Cash Equivalents 5.0% 7.0% 3.0% 
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B. Asset Class and Portfolio Component Definitions 
 
The Board will utilize the following portfolio components to fulfill the Long-Term Asset Allocation 
Target and total fund performance goals established in this document. 
 
Fixed Income – The primary role of the fixed income portfolio is to provide a stable investment 
return and to generate income. This portfolio will provide exposure to U.S. fixed income securities 
that contain relatively low levels of risk. The portfolio will be predominantly investment grade, and 
predominately consist of U.S. Treasuries, Credit Securities, and Securitized issues. Duration will 
be similar to the broad fixed income market. Marginal allocations to outside benchmark securities 
(e.g. Foreign Sovereigns, Supranationals, etc.) will also be permitted.  
 
C. Performance Guidelines 
 
The performance benchmarks for the Death and Disability Benefits Funds will be a weighted 
average of the underlying components’ benchmarks, weighted by the target allocation of each 
underlying component. The benchmarks are summarized as follows: 
 
Death Benefits Fund: 
 

Asset Class 
Target  

(% of Total Portfolio) 
Benchmark 

Fixed Income 95.0% 
Barclays US Aggregate Bond 

Index 

Cash Equivalents 5.0% 
FTSE 3 Month Treasury Bill 

Index 

Total Death Benefits Fund 100% 

95% Barclays US Aggregate 
Bond Index 

5% FTSE 3 Month Treasury 
Bill Index 

 
 
 
Disability Benefits Fund: 
 

Asset Class 
Target  

(% of Total Portfolio) 
Benchmark 

Fixed Income 95.0% 
Barclays US Aggregate Bond 

Index 

Cash Equivalents 5.0% 
FTSE 3 Month Treasury Bill 

Index 

Total Disability Benefits 
Fund 

100% 

95% Barclays US Aggregate 
Bond Index 

5% FTSE 3 Month Treasury 
Bill Index 



WATER AND POWER EMPLOYEES’ RETIREMENT PLAN  STATEMENT OF INVESTMENT OBJECTIVES, GOALS, AND GUIDELINES 
 

Appendix Page |123 
 

Appendix A: Glossary of Terms 
 
Commodities: A sub-set of the managed futures investment approach that mainly involves the 
trading of derivatives and forward markets in the commodity sector. Commodity Trading Advisers 
(CTAs), regulated by the Commodity Futures Trading Commission (CFTC), are commonly 
retained to implement such strategies. 
 
Convertible Arbitrage: Convertible arbitrage is the trading of related securities whose future 
relationship can be reasonable predicted. Convertible securities are usually either convertible 
bonds or convertible preferred shares, which are most often exchangeable into the common stock 
of the company issuing the convertible security. The managers in this category attempt to buy 
undervalued instruments that are convertible into equity and then hedge out the market risks. Fair 
value is based on the optionality in the convertible bond and the manager’s assumption of the 
input variables, namely the future volatility of the stock. 
 
Directional Strategies: These strategies do not fit cleanly in either of the two above strategies and 
are commonly a hybrid of the two 
 
Short Selling: The short selling discipline has an equity component as well as fixed income 
component. Short sellers seek to profit from a decline in the value of stocks. In addition, the short 
seller earns interest on the cash proceeds from the short sale of stock. 
 
Emerging Markets: Emerging market hedge funds focus on equity or fixed income investing in 
emerging markets as opposed to developed markets. This style is usually more volatile not only 
because emerging markets are more volatile than developed markets, but also because most 
emerging markets allow for only limited short selling and do not offer a viable futures contract to 
control risk. The lack of opportunities to control risk suggests that hedge funds in emerging 
markets have a strong long bias. 
 
Distressed Securities: Distressed securities funds invest in the debt or equity of companies 
experiencing financial or operational difficulties or trade claims of companies that are in financial 
distress, typically in bankruptcy. These securities generally trade at substantial discounts to par 
value. Hedge fund managers can invest in a range of instruments from secured debt to common 
stock. The strategy exploits the fact that many investors are unable to hold below investment 
grade securities. 
 
Diversified: A diversified fund-of-hedge fund is a multi-strategy, multi-manager product that has 
exposures spanning the spectrum of hedge fund investment strategies. The blend of underlying 
hedge fund strategies incorporated into a diversified fund-of-hedge fund (i.e., portfolio 
construction) is commonly a function of the specific risk and return characteristics of the product. 
 
Equity Market-Neutral: Equity market-neutral is designed to produce consistent returns with very 
low volatility and correlation in a variety of market environments. The investment strategy is 
designed to exploit equity market inefficiencies and usually involves being simultaneously long 
and short matched equity portfolios of the same size within a country. Market neutral portfolios 
are designed to be either beta or currency-neutral or both. Equity market-neutral is best defined 
as either statistical arbitrage or equity long/short with zero exposure to the market. 
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Event Driven: This investment strategy class focuses on identifying and analyzing securities that 
can benefit from the occurrence of extraordinary transactions. Event-driven strategies 
concentrate on companies that are, or may be, subject to restructuring, takeovers, mergers, 
liquidations, bankruptcies, or other special situations. The securities prices of the companies 
involved in these events are typically influenced more by the dynamics of the particular event than 
by the general appreciation or depreciation of the debt and equity markets. For example, the result 
and timing of factors such as legal decisions, negotiating dynamics, collateralization 
requirements, or indexing issues play a key element in the success of any event-driven strategy. 
 
Fixed Income Arbitrage: Fixed income arbitrage managers seek to exploit pricing anomalies within 
and across global fixed income markets and their derivatives, using leverage to enhance returns. 
In most cases, fixed income arbitrageurs take offsetting long and short positions in similar fixed 
income securities that are mathematically, fundamentally or historically interrelated. The 
relationship can be temporarily distorted by market events, investor preferences, exogenous 
shocks to supply or demand, or structural features of the fixed income market. 
 
Global Macro: Macro hedge funds pursue a base strategy such as equity long/short or futures 
trend following to which large scale and highly leveraged directional bets in other markets are 
added a few times each year. They move from opportunity to opportunity, from trend to trend, 
from strategy to strategy. 
 
Long/Short Equity: Long/short strategies combine both long as well as short equity positions. The 
short positions have three purposes, which can vary over time or by manager. First, the short 
positions are intended to generate alpha. This is one of the main differences when compared with 
traditional long-only managers. Stock selection skill can result in doubling the alpha. A long/short 
equity manager can add value by buying winners as well as selling losers. Second, the short 
positions can serve the purpose of hedging market risk. Third, the manager earns interest on the 
short as he collects the short rebate. 
 
Merger Arbitrage: Merger arbitrage (also known as risk arbitrage) specialists invest 
simultaneously in long and short positions in both companies involved in a merger or acquisition. 
In stock swap mergers, risk arbitrageurs are typically long the stock of the company being 
acquired and short the stock of the acquiring company. In the case of a cash tender offer, the risk 
arbitrageur is seeking to capture the difference between the tender price and the price at which 
the target company’s stock is trading. 
 
Relative Value Strategies: This class of investment strategy seeks to profit by capitalizing on the 
perceived mispricings (in the manager’s opinion) of related securities or financial instruments. 
Generally, relative-value and market neutral strategies avoid taking a directional bias with regards 
to the price movement of a specific stock or market. This makes this style most appealing for 
investors who are looking for high and stable returns accompanied by low correlation to the equity 
market. 
 
Sharpe Ratio: This ratio is a risk-adjusted measure of a fund’s performance. It is calculated as 
follows [(annualized rate of return)-(annualized risk-free interest rate)] / annualized standard 
deviation. For example, a fund with a Sharpe Ratio greater than 1.0 is achieving more than one 
unit of excess return per unit of risk undertaken. 
 
Domestic Security: Security of a company headquartered or incorporated in the U.S. 
 
Foreign Security: Security of a company neither headquartered nor incorporated in the U.S. 
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Appendix B: Proxy Voting Policy 
 
Every year, the Board votes the proxies for the companies in which it holds common stock. Proxy 
statements include descriptions of proposals to be voted on by shareholders, such as election of 
directors, appointment of outside auditors, shareholder proposals and those management 
proposals which would be dilutive of the Board’s ownership, set up anti-takeover barriers, provide 
“greenmail” or “golden parachutes”, or otherwise impair (or potentially impair) the economic value 
of the Board’s equity position in the company. The Board has drafted proxy voting guidelines to 
guide the voting of these proxies which are voted by the Plan or its designee in a manner 
consistent with the guidelines. 
 
The focus of the Board’s proxy voting guidelines is to facilitate shareholder voting in favor of 
governance structures that will drive performance and create shareholder value. The proxy 
advisor’s guidelines are tailored to each country’s relevant regulations and practices. The proxy 
advisor evaluates each company on a case-by-case basis.  
 
Regarding issues of governance: the proxy advisor shall make voting recommendations 
according to the belief that boards working to protect and enhance the best interests of 
shareholders are independent, have directors with diverse backgrounds, have a record of positive 
performance, and have members with a breadth and depth of relevant experience.  
 
Regarding issues of compensation: given the complexity of most companies’ compensation 
programs, the proxy advisor shall apply a nuanced approach when analyzing advisory votes on 
executive compensation. The proxy advisor shall review each company’s compensation on a 
case-by-case basis, recognizing that each company must be examined in the context of industry, 
size, maturity, performance, financial condition, its historic pay for performance practices, and any 
other relevant internal or external factors. 
 
Regarding shareholder proposals: the proxy advisor shall support shareholder proposals that 
serve to enhance and protect shareholder rights and that seek to facilitate the link between 
executive compensation and company performance. All environmental and social issues shall be 
reviewed on a case-by-case basis. The proxy advisor shall leave decisions regarding day-to-day 
management and policy decisions, including those related to social, environmental, and political 
issues, to management and the board, except when there is a clear link between the proposal 
and value enhancement or risk mitigation. 
 
The proxy items are grouped under the general categories of corporate governance items, 
business-related items, and social-related items. 
 

I. Corporate Governance 
 

1. Cumulative Voting - The ability to vote all shares for one seat on the corporation’s 
board of directors. The Board has consistently voted against cumulative voting 
proposals or voted to remove cumulative voting where it is permitted. It has been 
the Board’s view that cumulative voting would allow a special interest to gain one 
or more seats on the corporate board and disrupt the efficient management of the 
company. 

 
AGAINST 

 
2. Classified Board - The election of corporate directors for overlapping terms so that 

only a fraction of the board of directors may be voted out of office in any year. The 
Board has consistently voted against classified board proposals and voted for 
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repeal of classified board provisions because it has viewed a classified board of 
directors as one form of anti-takeover device because a majority of the corporate 
board of directors cannot be removed by a vote of the majority of the stockholders 
in any year. 
 
AGAINST 
 

3. Confidential Voting - The demand that the corporation provide for a secret ballot 
and contract with an outside organization to conduct its proxy count. The Plan 
votes for the adoption of confidential voting because confidential voting preserves 
the ability of shareholders, including employees, to vote in a way that does not 
subject them to influence by the board or management. 
 
FOR 
 

4. Pre-emptive Rights - Mandates that the corporation first offer to sell any new issue 
of stock or other convertible capital instruments to current stockholder before 
offering it to the public. The Board has voted against stock or convertible debt 
issuances with pre-emptive rights on the basis that such requirements slow down 
the corporation’s financing process and, if the Board’s advisors believe that the 
Board’s equity position should not be diluted, the additional shares can be 
purchased on the open market. Also, experience has shown that new issue prices 
are often higher than secondary market prices a short while later. 

 
AGAINST 
With regard to an issuance without pre-emptive rights, The Board generally views 
such issuances more favorably. However, The Board may vote Against if negative 
factors are identified, including but not limited to: potentially excessive dilutive 
effects of the issuance, whether any price discount is disclosed and whether the 
discount may be excessive 
 

5. Report Charitable Contributions - Report the company’s charitable contributions in 
its annual report. The Board has consistently voted “no”. It is the Board’s view that 
it would increase costs and not provide meaningful information to the shareholders.                                                                        

 
AGAINST 

 
6. Restrict Charitable Contributions - Restrict charitable contributions made by the 

company. The Board has voted “no” consistently in the past three years.                                                                
 

AGAINST 
 

7. Political Contributions - The company would affirm political non-partisanship by 
avoiding practices such as distributing contribution cards during supervisory 
meetings. The Board has consistently voted “no”. It is the board’s view that 
employees have the right to participate in the political process as they see fit. It is 
not the company’s business to encourage or discourage employee’s political 
activities. 

 
AGAINST 

 
8. Disclosure of Political Contributions Under Corporate Governance - It requires the 

company to publish in major U.S. newspapers a statement of political contributions 
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made during a specified time period. The Board has consistently voted against 
such proposals. It is the Board’s view that such disclosure unnecessarily adds to 
the company’s expense and serves no useful purpose for shareholders.            

 
AGAINST 

 
9. Director Ownership of Stock - Directors of the company would be required to own 

a minimum number of shares of the company’s stock. The Board has voted against 
this proposal. It is the Board’s view that a director’s personal financial status is not 
an indicator of his/her qualifications as a board member. 

 
AGAINST 

 
10. Nomination Statement by the Board of Directors Candidates - Candidates for the 

company’s board would provide reasons why shareholders should vote for them. 
The Board has consistently voted for this proposal. It is the Board’s view that 
nomination statements would be useful for shareholders in casting their votes.                                                          

 
FOR 

 
11. Union Representation on Board - Mandate union members be put on the 

company’s board of directors. The Board has consistently voted against such 
proposals. It is the Board’s view that such a member would represent a special 
interest group, and that the company’s board should represent the interest of all 
shareholders.                                                                                                                                      

 
AGAINST 

 
12. Removal of Poison Pills - Removal of poison pills such as “shareholder rights” 

including a “super majority” vote requirement. The Board has consistently voted 
for such proposals. The Board believes that poison pills allow company 
management to become entrenched and could reduce the market value of the 
stock.                                                                                                                                                  

 
FOR 

 
13. Annual Meeting Location, Date, or Format - Rotate the annual meeting location 

around major U.S. cities and/or change the date on which annual meeting is held. 
The Board has consistently voted “no”. It is the Board’s view that it would increase 
costs and not meaningfully benefit shareholders. Similarly, the Board is against a 
company holding shareholder meetings by virtual means only (e.g. only through 
the Internet). Virtual meeting technology can be a useful complement to a 
traditional, in-person shareholder meeting by expanding participation of 
shareholders who are unable to attend a shareholder meeting in person (i.e. a 
“hybrid meeting”). However, virtual-only meetings have the potential to curb the 
ability of a company’s shareholders to meaningfully communicate with the 
company’s management. The Board may vote against proposals to set a 
shortened notice period for shareholder meetings, in cases where it appears 
shareholders would be unreasonably disenfranchised as a result. 

 
AGAINST 

 
14. Governmental Service - The company will report to shareholders each year a list 
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of people employed by the company with the rank of Vice President or above, or 
as a consultant, lobbyist, legal counsel, investment banker or director, who in the 
previous five years have served in any governmental capacity, provided that 
information affecting the company’s competitive position may be omitted. The 
Board has consistently voted against such proposals. It is the Board’s view that 
such a report adds cost to the company without providing additional shareholder 
value. 

 
AGAINST 

 
15. Retaliatory measures against companies for changing or not changing their annual 

meeting dates. A shareholder proposes retaliatory measures against the 
companies who do not schedule their annual meeting on dates that the 
shareholder finds desirable. An example of a retaliatory measure would be 
requesting any financial institution to stop making loans to companies that have 
changed their annual meeting dates to conflict with another company’s meeting 
date. 

 
AGAINST 

 
16. Provide Choice of Directors - Requires that for each directorship to be filled the 

company submit two or more nominees, one of which would be elected by 
shareholders at annual meetings. The Board believes that this requirement would 
only complicate the nominating and electing process and that nominating 
committees of the company should be allowed to select and nominate the best 
candidates for directors. 

 
AGAINST 

 
17. Limit Term for Outside Directors - Limits terms of outside directors to an arbitrary 

number of years.  The Board believes that arbitrary term limits would deprive a 
company of directors with valuable experience, knowledge and perspective.                                                                                            

 
AGAINST 

 
18. Abolish Political Action Committee - Requires the elimination of political action 

committees established by the company to encourage voluntary contributions to 
the employee’s chosen political candidates or parties. It is the Board’s view that 
employees have the right to participate in the political process as they see fit and 
that companies may provide convenience in exercising this right. 

 
AGAINST 

 
19. Non-key Board Committee / Shareholder Oversight Committee - This              

section relates to proposals regarding the formation of board-level committees 
apart from the common key committees (e.g. Audit, Compensation, 
Nominating/Governance). This section also relates to proposals to form a 
committee of shareholders whose job is to advise the Board of Directors on vital 
policy matters and make certain that the Board of Directors is doing its oversight 
function effectively. Our Board believes that the committee’s work would be 
duplicative, expensive and bureaucratic and would only hinder management’s 
ability to act quickly in responding to a problem or opportunity. However, the Board 
will take into consideration the current social climate when applying the policy on 
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non-key board committees and shareholder oversight committees. The Board will 
follow the recommendation of its proxy advisor when reviewing these proposals.                                                                               

 
AGAINST 

 
20. Independence of Board and Committees - Proxies dealing with shareholder 

proposals to require each member of the company’s board to satisfy certain criteria 
of independence. The proposals argue that the adoption of the criteria would 
ensure effective oversight of the executive department by the independent board. 
Some criteria prohibit directorship by any person connected to a firm that provides 
the company “significant” amount of business in consulting, legal, sale of goods or 
other services. Our retirement board agrees with the need for board independence 
but find some of the criteria too rigid, subjective, non-specific and difficult to 
implement. Our board believes that blind application of these criteria would prevent 
the hiring of the most qualified directors. Instead, our board believes that 
independence can also be achieved by increasing the proportion of the number of 
outside directors (who will have the presumption of independence) to the number 
of employee-directors (who will be presumed to be not independent). In the recent 
past, there have been numerous independence proposals. To simplify the 
determination of how to vote on these proposals, our board would determine 
quantitatively whether a company’s board and its key committees (nominating, 
audit and compensation) are “substantially independent”. The rule will be that 
whenever the existing number of employee-directors on the company’s board does 
not exceed 30% of all members, or conversely, if the number of outside directors 
is at least 70%, the company’s board and all its committees would be considered 
“substantially independent” and the independence proposal would automatically 
be voted against. 

 
AGAINST 

 
21. Ratification of Auditors / Accounts & Reports - Like directors, auditors should be 

free from conflicts of interest and should assiduously avoid situations that require 
them to make choices between their own interests and the interests of the 
shareholders they serve. Therefore, the Plan will vote against ratification of an 
auditor where the non-audit fees exceed fees paid for audit services. In some 
markets outside the United States, companies will routinely propose approval of 
the company’s financial statements (“accounts and reports”) at annual shareholder 
meetings. The Board generally supports these proposals, unless they are lacking 
sufficient auditor review. 
 

22. Performance of Audit Committee - The Board will withhold for all members of an 
audit committee who are up for election and who served on the committee at the 
time of the audit, if audit and audit-related fees total less than one-third of the total 
fees billed by the auditor. 

 
23. Majority Voting for Directors - The Board will vote in favor of proposals that 

recommend or require that companies adopt a majority vote standard for election 
of directors unless the company has a by-law requiring majority voting. 

 
FOR 

 
24. Election of Directors - The Board will withhold support for directors who fail to 

attend more than 75% of board and committee meetings. The Plan will also 
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withhold support from directors who serve on more than five public company 
boards and executives who serve on more than two public company boards. 
Furthermore, if the company is holding its meeting through virtual means only (an 
online meeting with no corresponding in-person meeting), the Plan may vote 
against members of the board who sit on the nominating/governance committee. 
However, the Board will take into account the possibility of a pandemic, epidemic, 
disaster, etc., when applying the policy on virtual-only shareholder meetings. If the 
company is holding its meeting through virtual means only due to an extenuating 
circumstance, the Plan may recommend reviewing members of the board who sit 
on the nominating/governance committee on a case-by-case basis. The Board will 
follow the recommendation of its proxy advisor when reviewing members up for 
election on the nominating and governance committee. 
 

25. Independence of Directors - In examining the independence of directors, the Board 
will apply the independence definition of the applicable stock exchange. 

 
26. Independence of Board - The Board will withhold for inside and/or affiliated 

directors in order to satisfy a two-thirds board independence threshold. 
 

27. Leadership of Board - The Board will withhold for the nominating and corporate 
governance committee chair when the company has neither an independent 
chairman nor independent lead director. The Board will follow the recommendation 
of its proxy advisor in evaluating proposals regarding the independence of the 
board chair and the separation of the chair and CEO positions. 

 
28. Shareholder access to the proxy - The Board will support shareholder proposals 

seeking shareholder access to the proxy in cases where there are sufficient 
safeguards built into the proposal limiting its use to shareholders with a specified 
minimum level of ownership that have held the shares for a specified minimum 
period of time. 

 
29. Adoption of Exclusive Forum Provision - The Board will withhold for the nominating 

and corporate governance committee chair when a company adopts an exclusive 
forum provision without shareholder approval outside of a spin-off, merger or Initial 
Public Offering. 

 
30. Amendments to Company Articles or Bylaws - Management or shareholders 

proposing to amend, modify or repeal company bylaws or articles of incorporation. 
The Board will follow the recommendation of its proxy advisor when evaluating 
these proposals. The proxy advisor typically believes changes to company articles 
or bylaws are best made at the discretion of management, except when such 
changes have a potentially negative impact on shareholder rights or responsible 
corporate governance. 

 
31. Bundled Proposals - Proposals bundled together with unrelated items on the 

agenda. The Board may vote against such bundled items if the proposals in 
aggregate undermine shareholder rights or otherwise violate the Board’s 
guidelines. 

 
II. Business Related 

 
1. Arbitrary Cap on Executive Compensation - Limit executives’ total compensation 

to any arbitrary benchmark, such as 25 times the average employees’ salary, or 
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150 times the salary of the United States President.  The Board has voted “no” 
consistently on such proposals.  It is the Board’s view that any compensation cap 
based on arbitrary benchmarks does not take into consideration the company’s 
performance and would disadvantage the company’s ability to attract and retain 
key executives. 

 
AGAINST 
 

2. Disclosure of Executive Compensation - Disclose the name and title of all 
executives who are contractually earning more than $100,000 in annual 
compensation.  The Board has voted “no” consistently.  It is the Board’s view that 
such disclosure serves no useful purpose for the shareholders and would increase 
administrative expense of the company.                                                                                            

 
AGAINST 
 

3. Mergers and Acquisitions - Shareholder proposals that required shareholders’ 
approval to consummate any merger, acquisition or sale of business units larger 
than an arbitrary dollar amount, such as 50 million or 2% of assets. The Board has 
consistently voted “no”. It is the Board’s view that it is management’s responsibility 
to manage and operate the company’s business including buying and selling 
business units, and that such shareholder approval would put the company at a 
competitive disadvantage. 

 
AGAINST 

 
4. Split Stock - Shareholders requesting splitting the stock to lower the price of stock 

and broaden the stock’s appeal to small investors. The Board has voted “no”. It is 
the Board’s view that such determination should be made by the Board of 
Directors.                                                                                         

 
AGAINST 

 
5. Economic Conversion - The company could establish an economic conversion 

plan which would convert military/defense business into non-military business. The 
Board has consistently voted against such proposals. It is the Board’s view that 
company management has the responsibility to see to it that the conversion from 
military to non-military business would have the least impact on the shareholder’s 
interest. 

 
AGAINST 

 
6. Report on Impact of NAFTA - Shareholders requesting the company to prepare a 

report on the impact of NAFTA on the company business. It is our Board’s view 
that a report is an unproductive use of company’s resource. Management has the 
responsibility of monitoring all trends, laws and regulations that may impact the 
company. 

 
AGAINST 

 
7. Executive Compensation Review - Shareholders requesting the company to 

conduct a review of executive’s compensation, and how it may be linked to 
business, social and environmental goals. It is our Board’s view that such a review 
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serves no useful purpose and would be a waste of company resource. 
 

AGAINST 
 

8. Stock Based Compensation Plan - The Board will follow the recommendations of 
its proxy advisor in evaluating stock-based compensation plans. The proxy advisor 
analysis is quantitative and is focused on the cost of a plan as compared to the 
operating metrics of the business. The analysis compares the program with both 
absolute limits that are key to equity value creation and with the practices of a 
carefully chosen peer group for each company. In general, the proxy advisor model 
seeks to determine whether the proposed plan is either absolutely excessive or is 
more than one standard deviation away from the average plan for the peer group 
on a range of criteria, including dilution to shareholders and the projected annual 
cost relative to the company’s financial performance. 
 

9. Option Backdating - The Board will withhold votes from compensation committee 
members who served on the compensation committee during a time a company 
backdated options. 

 
10. Advisory Votes on Compensation - The Board will vote in favor of proposals calling 

for annual non-binding votes on executive compensation. These proposals would 
allow shareholders to have real input on executive compensation practices. 
Furthermore, the Board will follow the recommendations of its proxy advisor in 
evaluating such non-binding advisory votes on executive compensation. The proxy 
advisor reviews each company’s compensation on a case-by-case basis, 
considering the context of industry, size, maturity, performance, financial condition, 
historic pay for performance practices, and any other relevant internal or external 
factors. The analysis has two main components: (i) a qualitative assessment of the 
structure of a company’s compensation program and the accompanying 
disclosure; and (ii) a quantitative assessment reflected in a proprietary pay-for-
performance grade to address the relationship between relative executive 
compensation and relative performance among the company’s peers. In addition, 
qualitative factors such as an effective overall incentive structure, the relevance of 
selected performance metrics, significant forthcoming enhancements or 
reasonable long-term payout levels may result in support of a proposal even when 
there appears to be a quantitative disconnect between pay and performance. 

 
11. Linking Executive Pay with Performance - The Board will support shareholder 

proposals seeking or requiring that companies link executive pay to performance 
as long as they do not seek to set specified amounts or seek to cap executive pay. 
The Board will also generally support well-crafted resolutions seeking to expand a 
company’s recoupment policy (‘clawback’ provisions”). This can be a useful 
mechanism to recoup executive compensation or bonuses under certain 
circumstances such as fraud or mismanagement. So-called ‘clawback’ provisions 
serve to safeguard against unwarranted payments. Votes may be case Against 
management proposals related to a company’s compensation program if a 
company’s existing clawback provisions are not sufficiently robust.                                                                                

 
FOR 
 

12. Increase in Authorized Shares - The Board will vote in favor of proposals to 
increase authorized shares to effect a split as well as to reserve shares for 
specified future uses. Where a company has not provided a specific purpose for 
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the increase, the Board would vote against an increase in authorized shares where 
the number of shares asked, if granted, would result in an increase in the ratio of 
unissued (reserved) shares to total authorized shares of more than three times. 
 

13. Director Compensation Plans - The Board will follow the recommendations of its 
proxy advisor in evaluating director compensation plans as long as the plan does 
not allow stock options to be priced below 85% of fair market value on the grant 
date for non-employee directors, in which case the Board will vote against the plan. 
The analysis is based on a proprietary model comparing the cost of a plan 
compared to the plans of comparable companies with similar market 
capitalizations, as well as a case-by-case review by analysts. 

 
14. Post-employment/Severance Agreements - The Board will follow the 

recommendations of its proxy advisor in evaluating post-employment or severance 
plans (including so-called “Golden Parachutes.”) The proxy advisor uses a 
proprietary model to evaluate the value of such plans, as well as case-by-case 
review by analysts. 

 
15. Employee Stock Purchase Plan - The plan must be open to all or virtually all 

employees. The plan is administered through payroll deduction.  The price at which 
the stock may be purchased must be at least 85% of fair market value. The plan 
provides a maximum amount of payroll deduction and maximum number of shares 
per employee per payroll accumulation period.                                                                   

 
FOR 
 

16. Stock Plan For Non-Employee Directors In Lieu Of Fees - The plan may grant 
nonqualified stock options or restricted stocks to outside directors in lieu of the 
cash fees due to these directors. The exercise price must be at least 85% of the 
fair market value at the date of grant. There must be a limit to the number of options 
issued to each director. In restricted stocks, the period within which the directors 
are not allowed to transfer the stocks must be at least three years from exercise 
date. All options must expire five years after the date of grant. 

 
FOR 
 

17. Shareholder Approval of Executive Compensation - Require shareholder approval 
to allow the company to grant base compensation to executives in excess of an 
arbitrary amount or to grant bonuses, options and other compensations in excess 
of an arbitrary percentage of base compensation. The Board believes that arbitrary 
caps on executive compensation which do not consider company’s performance 
would intrude on management’s prerogative and would disadvantage the 
company’s flexibility and ability to attract and retain key executives. 

 
AGAINST 

 
18. Change of Company’s Name - All proposals by management to change the 

company’s name as a result of or subsequent to a merger or acquisition or disposal 
of a portion of the company’s business or in every instance where the proposed 
new name would more aptly describe the type, nature, composition, geographical 
location or substance of the company’s existing business.                                           

 
FOR 
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19. Elimination of Pension Benefits for Outside Directors - All proposals by either 
shareholders or management not to grant pension benefits to outside directors 
hired in the future and to stop accruing further benefits for existing outside 
directors. This policy will not cover the cases where in the same proposal, 
management proposes a new director compensation plan designed to 
compensate for the elimination of pension benefits.                                                                                                 

 
FOR 

 
20. Change of Control Triggering Unjustified Accrual of Benefits - Provision in incentive 

plan that would automatically eliminate all restrictions on stock awards, allow 
immediate exercise of options or pay benefits when Change of Control is defined 
to include situations in which a person or a group acquires even less than 20% of 
the total number of shares outstanding that may be cast for the election of directors 
of the company. In most cases, incentive plan participants would not accrue 
benefits as a result of any acquisition of voting shares involving a percentage 
smaller than 20%, unless it is accompanied by management changes or an actual 
takeover of the company. 

 
AGAINST 
 

21. Outsiders Eligible for Benefits Under Employee Incentive Plans - Employee 
incentive plans that include as eligible participants those consultants and other 
persons not employed by the company or its subsidiaries.                                                                          

 
AGAINST 

 
22. Restricted Stock Neither Tied To Performance Nor Limited - Employee incentive 

plans with awards of restricted stock not limited in number of shares, with no cost 
to the recipient, not tied to performance and given mainly to discourage 
resignations by restricting the sale or transfer of the stock during a time period. 
The cost to the company and to its shareholders of this type of awards can be 
controlled by clearly capping the number of restricted stock that can be granted to 
each individual or in the aggregate. 

 
AGAINST 

 
23. Housekeeping and Maintenance of Certificate of Incorporation - Deletion of 

obsolete materials from the certificate and the necessary updating of the certificate 
for routine matters such as current addresses of service agents, and the like.                                               

 
FOR 

 
24. Elimination of Options and Stock Appreciation Rights - Shareholder proposing to 

discontinue granting stock options and related rights, arguing that these are costly 
to administer and ineffective in retaining qualified people. However, the board 
believes that the company could be competitively disadvantaged without the ability 
to grant these incentives. Further, the board believes that options and SAR’s do 
contribute to shareholder value as long as the potential dilution they cause is not 
excessive. 

 
AGAINST 
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25. Suspension of Pay Raises and Options Grants on Cut of Dividend - Shareholder 
proposing to force a company that cuts dividend to suspend giving raises or 
options, arguing that executives and directors are responsible for lack of dividends 
and should also suffer certain consequences. The board disagrees that a cut in 
dividends is always a direct result of poor management performance. In a cyclical 
business like the car business, for instance, such a restriction could lead 
management to maintain a dividend or dividend level despite the fact that it would 
be detrimental to the financial health of the company. 

 
AGAINST 

 
26. Merger Increasing Shareholder Value - This will include all mergers in which the 

acquiring company whose stock is in our portfolio has agreed to a merger price 
below the indicated value of the company being acquired or in which the acquired 
company whose stock is in our portfolio has agreed to a merger price above its 
indicated value. The indicated value of the company being acquired shall be 
determined based on the comparisons between the merging companies’ historical 
financial positions and results and based on the acquired company’s contributions 
to the merged companies’ financial position and results. The prospects for the 
merged companies’ earnings and stock price must also be considered.  Both the 
staff and the investment advisor(s) must agree to the soundness of the mergers.                                              

 
FOR 

 
27. Merger Decreasing Shareholder Value - This will include all mergers in which the 

acquiring company whose stock is in our portfolio has agreed to a merger price 
above the indicated value of the company being acquired or in which the acquired 
company whose stock is in our portfolio has agreed to a merger price below its 
indicated value. The indicated value of the company being acquired shall be 
determined based on the comparisons between the merging companies’ historical 
financial positions and results and based on the acquired company’s contributions 
to the merged companies’ financial position and results. The prospects for the 
merged companies’ earnings and stock price must also be considered.  Both the 
staff and the investment advisor(s) must agree that the merger would negatively 
impact the portfolio.                                   

 
AGAINST 

 
28. Incentive Bonus Plans without Dollar Caps - Companies submit bonus plans to 

shareholders for approval to secure exemption from the tax provision limiting the 
salary tax deduction to $1 million for each employee. Since the company is forced 
to seek shareholder approval, the tax provision provides a good opportunity for 
shareholders to vote against excessive compensation.  In past cases, our board 
did not approve plans that determined the bonuses to individual employees by 
calculating the product of the net income or other earnings figure multiplied by a 
predetermined fixed percentage. Under this calculation and without a maximum 
limit, future bonuses could grow to huge sums as the earnings or the other 
variables used as bases grow. This could result in the payment of bonuses that 
are excessive and are not representative of the employee performances. Our 
board would automatically vote against any incentive bonus plan that does not 
provide for a maximum limit amount for each employee participant for each bonus 
year. 
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AGAINST 
 

29. Authority to Repurchase or Reissue Shares - Proposals requesting the authority 
to conduct share buybacks or reissue treasury shares. The Board will follow the 
recommendations of its proxy advisor in evaluating proposals to re-purchase 
outstanding shares or to re-issue treasury shares. The proxy advisor uses a 
proprietary model to evaluate the potential effect of repurchases or reissuances on 
share value and whether such operations are in the best interest of shareholders. 
Assessments of these proposals will also consider disclosure (or lack thereof) of 
any issue price discounts, and any potentially excessive dilution to shareholders. 
 

30. Multi-class Share Structures – The Board believes that dual- or multi-class share 
structures are typically not in the best interests of common shareholders, and 
allowing one vote per share generally can protect common shareholders by 
ensuring that those who hold a minority of shares still have a voice on issues set 
forth by the board. With multi- or dual-class share structures, the voting power of 
one class of shareholders may be significantly different from that of the common 
shareholders, giving a small group of shareholders a significant amount of control 
over the affairs of the company. Furthermore, the economic stake of some 
shareholders could differ from the voting power, causing an uneven playing field. 
The Board will generally vote in favor of proposals to eliminate dual-class share 
structures. Similarly, we will generally vote against proposals to adopt a new class 
of common stock. 

 
31. Authority to Transact Other Business – Proposals requesting shareholder approval 

to conduct additional undefined business at the shareholder meeting, which has 
not yet been disclosed in proxy materials ahead of the meeting. A typical proposal 
might read: “In their discretion, the proxies are authorized to vote upon such other 
business as may properly come before the meeting or any and all adjournments 
thereof.” By giving wide-ranging approval for unspecified activity, shareholders 
voting electronically (or less-commonly through the mail) would inherently grant 
full discretion to the individual serving as the in-person proxy at the meeting, 
without advance notice of the matters addressed. The Board does not approve of 
giving its proxy to management to vote on such other business items that may 
arise during an annual or special meeting. Since shareholders cannot know details 
beforehand (at the time of voting by proxy), this is viewed as giving unwarranted 
discretion. 
 

III. Social Related 
 

1. Withdrawal from Nuclear Facilities - Withdraw from the nuclear weapons business. 
The Board has voted “no” consistently. It is the Board’s view that the determination 
of the types of business ventures undertaken by the company is best left to the 
management of the company and its Board of Directors. 

 
AGAINST 

 
2. Military Contracts - Provide a report on military contract acceptance and execution 

with proprietary information omitted. The Board has voted “no” consistently. It is 
the Board’s view that the report would add expense and not be pertinent since 
proprietary data would be excluded. 

 
AGAINST 
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3. Animal Testing - Eliminate animal testing wherever possible. The Board has voted 
“no” consistently. It is the Board’s view that it should be management’s decision to 
use animal testing if necessary to ensure safety of its products.                                                            

 
AGAINST 

 
4. New Energy Policy - Expand energy conservation, reduce waste, utilize renewable 

energy resources, and implement least-cost energy planning to minimize 
environmental damages.  The Board has voted “no” consistently. It is the Board’s 
view that implementation of such a policy would be costly and would duplicate 
policies that have already been put into effect. There is also a concern that if the 
company cannot receive cooperation from regulatory agencies such as the state’s 
PUC, efforts to implement the shareholder’s policy could result in there being no 
policy at all.                                                                              

 
AGAINST 

 
5. CERES Principles - The CERES Principles is the previous Valdez Principles with 

some modification. The proposal requests that the company endorse the 
Principles, make reports and pay fees on the report. The Board discussed the 
effect of the Principles over the past two years; at one point the Board began to 
abstain, but after reviewing specific companies’ environmental policies, it 
appeared that the Principles meddled too deeply in the companies’ business. It is 
the board’s view that CERES Principles do not address the environmental issues 
specific to a company’s business, and it would add to the company’s costs to 
implement it.                                                                                                                                                        

 
AGAINST 

 
6. MacBride Principles - The MacBride Principles address the issues of equal 

employment opportunity and affirmative action in Northern Ireland. The Board has 
voted “no” consistently on such proposals.                                                                                                

 
AGAINST 

 
7. Sales to ESCOM - Provide a report on the company’s business relationships to 

ESCOM in South Africa, provided proprietary information is omitted. ESCOM is a 
principal source of electrical power supplying more than 50% of the electricity used 
on the African continent, and it serves the entire South Africa. The Board voted 
“no” consistently. It is the Board’s view that such a report would add cost to the 
company and unnecessarily meddle in the business affairs to the company.                                                           

 
AGAINST 

 
8. Sales to SASOL - Provide a report on the company’s business relationship with 

South Africa Coal, Oil and Gas Corporation (SASOL).  The report would include 1) 
what is the current value of outstanding contracts awarded by SASOL, 2) what 
percentage of sales in South Africa comes from sales to SASOL, 3) what goods 
and services does the company provide to SASOL, 4) does the company sell 
goods and services to any government, 5) has South Africa government compelled 
the company to do business with it. The Board voted “no” in the last 2 years. It is 
the Board’s view that such a report would add cost to the company and 
unnecessarily meddle in the business affairs of the company.                                                           
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AGAINST 
 

9. Shareholder Proposals on Altering Company’s Business Directions Relating to 
Tobacco, Alcohol and/or Firearms Businesses - Shareholders request the 
company to change the business direction and /or practices of the company.  
Examples of such proposals are as follows;  1) Conduct a report on consumer 
perceptions of cigarette advertisements to ensure company adherence to the 
Cigarette Advertising Code adopted in 1964, 2) Conduct a report on steps taken 
to discourage minors’ use of tobacco or alcohol, 3) Provide global health warning 
on cigarette sales worldwide, 4) Conduct a report on company’s promotion of lower 
priced cigarettes to African-Americans and lower-income persons, 5) Support the 
establishment of federal universal background checks for sales of guns and 
ammunition. The Board has consistently voted against these proposals. It is the 
Board’s view that such actions would increase costs to the company without 
providing pertinent information to shareholders. 

 
AGAINST 

 
10. Report on Maquiladora Operations - Requires the company to review and report 

recommended changes on wages and benefits and environmental standards in 
Maquiladora operations in Mexico. The Board has consistently voted against any 
demands for more reports that would serve no purpose. It is the Board’s view that 
company’s management should make the decision as to wages and work 
conditions that would be fair, competitive and in compliance with local laws and 
regulations. 

 
AGAINST 

 
11. Code of Conduct, EEO and Human Rights - Shareholder advocacy groups 

recommending that the company review, change or expand and report their “code 
of conduct” or policies, guiding principles and objectives governing various 
sensitive areas including equal employment opportunity and worldwide labor and 
environmental protection laws, foreign investments and issues of human rights; or 
linking executive pay to social criteria. The proposals’ predominant concern 
appears to be the wider political, religious, social or moral implications while the 
specific economic effects of the proposal on the company itself are given little or 
no emphasis. In some cases, the shareholder advocacy groups recommend a 
more direct action than producing reports, e.g. termination of business in a foreign 
region that does not observe human rights or a recitation of specific company 
commitments to address the proposal’s concern. The Board has consistently voted 
against shareholder demands for more reports that would serve no purpose. The 
Board has also expressed disfavor of uneconomic demands that would also 
intrude deeply into the management’s prerogative. However, the Board has 
required to see in the company’s supporting arguments some indications that there 
is a code of conduct for the areas in question or that the company has taken or 
committed to take actions to conform with its code of conduct, and that the 
company is in full compliance with all the appropriate laws of the U.S. and the 
foreign countries in which the company operates. 
 
AGAINST 

 
12. Other Reports Not Specifically Itemized in the Policy - Any proposal requesting 

that a company prepare a report on any subject. The Board recognizes the 
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fiduciary responsibility of voting proxies in a manner that maximizes long-term 
return for plan participants while encouraging companies to identify and mitigate 
financial, legal and reputational risks that could affect the company financially. 
Therefore, the Board believes that, in limited cases, such reports can provide 
relevant information about current or future risks to a company, whether 
environmental, labor or otherwise. However, the expense of researching and 
creating reports must be balanced against the potential risk to the company and 
by extension, shareholders, and whether the information is already provided to 
shareholders. Therefore, the Plan will generally support proposals that seek 
reports from companies regarding undisclosed potential risks to the company, 
such as from environmental or employment practices, but will oppose prescriptive 
proposals that seek the implementation of certain policies and actions, the 
cessation of certain activities or the adoption of certain principles and codes of 
conduct. 
 

13. Divestment in Countries Implicated in Human Rights Abuse - The Board will follow 
the recommendations of its proxy advisor in evaluating proposals regarding a 
company’s divestment of operations and the cessation of conducting business in 
certain countries where human rights abuse have occurred in consideration of 
potential financial risks, whether direct or reputational, as well as regulatory 
mandates regarding limitations on investing in companies doing business in certain 
countries. 

 
14. Climate Change - Provide disclosure of a company’s climate change and/or 

greenhouse gas emission strategies. The Board will follow the recommendation of 
its proxy advisor when evaluating these proposals. The proxy advisor will take into 
consideration the industry in which the company operates, the company’s current 
disclosure, the oversight afforded to issues related to climate change, the 
disclosure and oversight afforded at peer companies and if companies in the 
market/industry have provided disclosure in alignment with TCFD’s (Task Force in 
Climate Related Financial Disclosures) recommendations. The Board will vote 
against the proposals that require the company to go beyond producing a report. 

 
15. Racial Equity Audits – Provide disclosure regarding a racial equity audit which 

analyzes the company’s impacts on civil rights and non-discrimination, and the 
impacts of those issues on the company’s business. The board will follow the 
recommendation of its proxy advisor when evaluating these proposals. The proxy 
advisor will take into consideration whether the actions requested of a company 
will clearly lead to the enhancement or protection of shareholder value. Such 
assessment will consider whether a company’s failure to respond to such request 
could result in significant reputational risks for the company, which could have the 
potential to harm shareholders’ interests. 

 
IV. Global Issues Not Itemized Within the Guidelines 

 
Due to inevitable variations in market practice and regulations around the globe, it 
is impossible to forecast and itemize every unique situation which may appear on 
a proxy ballot. As noted elsewhere in these guidelines, the Board recognizes the 
fiduciary responsibility of voting proxies in a manner that maximizes long-term 
return for plan participants while encouraging companies to identify and mitigate 
financial, legal and reputational risks that could affect the company financially. Any 
proposals which do not fit neatly within another item of these guidelines will be 
approached on a case-by-case basis, taking into consideration the analysis and 
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recommendation of the Board’s proxy advisor. The Board will also follow the 
recommendations of its proxy advisor in evaluating proposals which have been 
deemed to have insufficient information. 
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Reference 
Resolution 
Number 

Approval 
Date 

Explanation 

Part V, Section 5.1 03-60 2/26/2003 Adopted (A) general investment guidelines and objectives for the DWP 
Retirement Plan and (B) specific investment guidelines and objectives for the 
Plan's passive Russell 1000 investment manager. 

Part VI, Sections 
6.1, 6.2, 6.3 

04-02 7/10/2003 Adopted general guidelines for the International Investments/Developed 
markets segment, and specific guidelines for the growth, core, and value 
investment manager styles. 

Part V, Sections 5.1, 
5.2, 5.3 

04-32 9/17/2003 Adopted (A) specific guidelines for the Plan's domestic equity large cap 
growth and large cap value investment managers, and (B) amendment of 
investment guidelines and objectives for the Plan's passive Russell 1000 
investment managers which were adopted in Reso 03-60 on 2/26/03. 

Part V, Sections 5.1, 
5.2, 5.3 

04-57 12/17/2003 Amended the Plan's investment guidelines to provide specific guidelines for 
its active growth/value/core international equity segment of the portfolio. 

Part V, Sections 5.4, 
5.5 

04-64 1/15/2004 Amended the Plan's investment guidelines to provide specific guidelines for 
its domestic small cap equity portfolio. 

Part III, Section 3.3; 
Part IV, Section 4.2; 
Part VI, Section 6.2 

04-82 2/18/2004 (A) Amended Fidelity Management Trust Company's benchmark from MSCI 
EAFE+Canada to MSCI EAFE, and (B) eliminated conflicting language in the 
investment guidelines re: fixed income (moved permissible securities from 
high yield to core fixed income section). Also attached copy of Board proxy 
policies as an exhibit. 

Part III, Section 3.3; 
Part IV, Section 4.2; 
Part VI, Section 6.4 

04-94 3/17/2004 1. Deleted reference to managers' proxy policies; 2. Clarified investment limits 
for diversification purposes in active large cap value domestic equity 
guidelines; 3. Provided guidelines for emerging markets equity managers; 4. 
Provided guidelines for active fixed income managers; 5. Expanded Table of 
Contents to include separate sections for above guidelines. 

Part IV, Section 4.2 04-130 6/16/2004 Clarified language in the active high yield fixed income segment (notification 
in event of downgrade below single C). 

Part VI, Section 6.2 05-13 7/21/2004 Accepted guidelines of Fidelity Management Trust commingled fund to 
supersede the Plan's approved guidelines for international equity mandate. 

Part V, Section 5.4 
Part VI, Sections 
6.4, 6.5 

05-28 
05-29 
05-30 

9/15/2004 Changed language in active small cap value domestic equity segment (ETFs 
may be used to temporarily invest excess cash); accepting guidelines of 
T.Rowe Price's commingled fund to supersede the Plan's approved guidelines 
for emerging market mandate; accepting the guidelines of The Boston 
Company's commingled fund to supersede the Plan's approved guidelines for 
emerging market mandate. 

Part IV, Section 4.2 05-42 10/20/2004 Amended the Plan's investment guidelines to add bank loans to the list of 
permissible investments in the active high yield fixed income manager 
guidelines. 

Part IV, Section 4.2 05-57 12/15/2004 Amended the Plan's investment guidelines for the high yield fixed income 
mandate by changing certain language set forth in the guidelines. 

Part IV, Section 4.2 05-89 6/22/2005 Amended the Plan's investment guidelines for the core and high yield fixed 
income mandates by changing certain language set forth in the guidelines. 
  

Part IV, Section 4.2  
Part VI, Section 6.3 

06-18 10/19/2005 Amended the Plan's investment guidelines for fixed income mandates and for 
the international equity mandates by changing certain language set forth in 
the guidelines (recognition of Fitch bond ratings, clarified international 
benchmark MSCI EAFE + Canada Value net dividends index). 

Part IV 06-25 12/7/2005 Amended the Plan’s investment guidelines to add section 4.0 - the investment 
manager performance monitoring procedures and criteria recommended by 
consultant. 

Part IX, Section 9.2  
Part X  
Part XI 

07-61 
07-62 

4/4/2007 Updated the policy benchmark by incorporating benchmarks for real estate 
and alternative investments: for private equity, the new Cambridge Associates 
PE/VC blended index which includes an 85% allocation to the Cambridge 
Associates U.S. Private Equity Index and a 15% allocation to the Cambridge 
Associates U.S. Venture Capital Index benchmark; NCRIEF index for real 
estate asset class; T-Bills + 3% for hedge funds. 
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Reference 
Resolution 
Number 

Approval 
Date 

Explanation 

Part V, Section 5.1.5 08-05 8/1/2007 Updated the investment policy to incorporate the reconstitution of the Russell 
indices to include Benefit Driven Incorporations (BDIs) and to better define 
American Depository Receipts (ADRs) and exclude them from the investment 
policy. 

 
08-49 1/16/2008 Ratified the Board’s action in connection with the adoption of a new asset 

allocation structure. 
Part V, Section 5.3 09-13 8/20/2008 Amended the investment policy to lower the R-squared value for Fred Alger 

management. 

Part III, Section 3.4 09-16 8/20/2008 Modified the derivatives language. 

Part VI, Section 
6.2.4 

09-58 1/21/2009 Amended the investment guidelines for Pyramis Global Advisors on max 
exposure limits. 

Part VII, Section 
7.1.1, Section 7.2.1 

09-92 4/15/2009 Changed to the investment guidelines to permit holding in equity securities 
resulting from debt restructuring. 

Part VI, Section 
6.2.1, Section 6.3.1, 
Section 6.4.1, 
Section 6.5.1 

09-93 4/15/2009 Revised investment policy guidelines to allow 144a securities for international 
equity managers. 

Part V, Section 
5.1.5, Section 5.2.5, 
Section 5.3.5, 
Section 5.4.5, 
Section 5.5.5 

09-94 4/15/2009 Modified investment policy language for domestic managers with respect to 
international securities. 

Part IV, Section 4.6 10-04 7/1/2009 Revised the investment policy to add a provision for the use of placement 
agents and third-party marketers. 

Part V, Section 5.5.1 
(exceptions) 

10-52 1/13/2010 Amended the investment guidelines by raising the cash limit from five percent 
to eight percent for Frontier’s small cap growth mandate. 

Part IX, Section 9.1 10-56 1/27/2010 Adopted Western Asset Management Company’s global inflation-linked 
securities (GILS) investment policy. 

Part VI, Sections 
6.2.1,6.3.1,6.4.1, 
6.5.1 

11-01 7/14/2010 Changed the investment policy to address future index reconstitutions for 
international developed markets equity mandates and emerging markets 
equity mandates. 

Part II, Section 2.1 11-03 7/14/2010 Implemented the Retirement Plan’s evolving investment policy allocation 
schedule on October 1, 2010; implemented the newly adopted evolving 
investment policy allocation schedule for the Retiree Health Benefits Fund 
effective July 1, 2010; allocated the $100 million contribution from DWP 
according to the newly adopted evolving investment policy allocation schedule 
for the Retiree Health Benefits Fund; and reallocate $40 million pro-rata from 
the BlackRock passive account to the Plan’s three international developed 
managers. 

Part X 11-09 8/18/2010 Incorporated revisions approved in the Real Estate Policy into the Plan’s 
Statement of Investment Objectives, Goals, and Guidelines. 

Part XIII, Section 1 11-39 11/10/2010 Restricted the purchase of bonds issued by the City of Los Angeles, DWP, 
and its affiliates.  

Part IV, Section 4.3 11-70 2/23/2011 GILS: Real Return Watch criteria added under "Schedule 1: Managers Watch 
Criteria." 

Part VII 11-82 4/13/2011 Restricted T. Rowe from purchasing an issue in the portfolio if the manager 
holds 15% of the outstanding shares of that issuer company in all of its 
accounts. 

Part II, Section 2.1 11-96 
11-97 

6/22/2011 Amended Plan's investment allocation targets and investment policy 
allocations. 

Part II, Section 2.0.7 
Part XV 

12-07 7/27/2011 Approved Covered Calls Policy to be incorporated in the investment policy 
and attached to the RFP for the Covered Calls mandate. 
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Reference 
Resolution 
Number 

Approval 
Date 

Explanation 

Part XX 12-13 8/10/2011 Revised the Placement Agent Policy to better protect the Plan and reflect the 
market conditions that are representative of the Plan’s investment 
commitments. 

Part VI & Part XVIII, 
Benchmark 

12-26 
 

12-27 

9/28/2011 Adopted a restructuring plan for the International Equity asset class. 
Adopted Russell 3000 + 300 basis points as the benchmark the overall 
performance of the private equity portfolio. 

Part XVII  
Part XVIII 

12-62 2/22/2012 Moved the target date for the inclusion of Covered Calls in the investment 
policy from October 1, 2011 to April 1, 2012. 

Part XXI, attachment 
C 

12-64 3/14/2012 Approved Timber investment guidelines and incorporated it in the investment 
policy. 

Part XXI, attachment 
B 

12-69 3/28/2012 Approved Commodities investment guidelines and incorporated it in the 
investment policy. 

Parts VI & VII 12-78 
 

12-79 

5/9/2012 Adopted passive developed international equity investment guidelines. 
Adopted active value international equity guidelines. 

Part IV, Section 4.3, 
schedule 1 

12-82 5/23/2012 Added watch criteria for active & passive covered calls and passive 
international equity mandates. 

Part XVI 12-89 6/13/2012 Approved the use of interest rate futures and option on government securities 
in the Global Inflation Linked Securities (GILS) mandate. 

Part VI, Section 
6.3.4 

13-06 7/11/2012 Granted MFS an increase in firm-wide ownership allowance of 15% per 
company from 10%. 

Part IV, Section 
4.5.4 

13-07 7/11/2012 Revised the policy to provide active high yield fixed income managers higher 
threshold for watch criteria. 

Part IV, Section 4.7 13-12 8/8/2012 Updated securities lending investment guidelines. 

Part IX, Section 9.2 12-23 9/26/2012 Restructured the Real Return asset class to increase exposure in the Hedge 
Fund of Funds (HFoF) allocation. Revised guidelines to include managers 
that utilized Convergent and Divergent investment strategies. 

Part VI, Sections 
6.2, 6.3, 6.4 and 6.5 

13-27 10/10/2012 Allowed Active International Equity managers the use of put and call options 
to hedge currency positions. 

Part X, Part XI 13-54 1/23/2013 Allowed for the use of an in-kind manager to manage/liquidate in-kind 
distributions from the Plan’s private markets investment managers. 

Part III 13-58 2/13/2013 Revised the IPS to include the investment manager’s responsibility to 
replicate, both in structure and holdings, the Plan’s portfolios in the 
Retirement Fund and Retiree Health Benefits Fund. 

Part X 13-85 6/12/2013 Changed the target allocation range for Core real estate to 50-100%; widen 
the target allocation range for Value-Add real estate to 0-40; and widen the 
target allocation range for Opportunistic real estate to 0-20%. 

Proxy Policy 14-05 8/14/2013 Amended the Proxy Policy to allow for automated proxy voting involving 
human rights issues, based on Glass Lewis’ recommendation. 

Securities Lending 
Agreement 

14-06 8/14/2013 Amended the Securities Lending Program agreement to incorporate equity 
non-cash collateral including indemnification provisions. 

Part X, Section 10.3 14-18 10/9/2013 Added guidelines for Ongoing Real Estate Manager Evaluation for open-end 
commingled funds and REIT managers and incorporate them. 

Part X, Section 10.4 14-20 10/9/2013 Adopted the Global REIT Investment Guidelines and incorporate them into in 
the Real Estate section. 

Part VI, Section 6.2 14-21 10/9/2013 Revised the format of the international equity investment guidelines and 
established manager-specific guidelines for the active growth international 
equity portfolio managed by Pyramis. 

Part IV, Section 
4.5.4 

14-22 10/9/2013 Enhanced the language on watch status monitoring process for the Public 
Market Managers regarding material organizational changes. 
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Reference 
Resolution 
Number 

Approval 
Date 

Explanation 

Part II, Section 2.2.7 
 
Part IX, Section 9.2 

14-43 
14-44 

 
14-45 

11/27/2013 Changed the allocation in the Covered Calls Investment Guidelines between 
Active and Replication accounts. Increased the allocation of the Covered 
Calls portfolios to 50% from 20% for the Active mandate and decreased the 
allocation for the Replication mandate to 50% from 80%. Adopted the revised 
manager specific Investment Guidelines for both the Convergent and 
Divergent Hedge Fund of Funds mandates. 

Part IV, Section 
4.5.4 

14-60 1/22/2014 Added watch status criteria for Active Commodities. 

Part IX, Section 9.2 14-63 2/12/2014 Adopted language to allow the Plan’s Convergent HFoF manager additional 
three months to provide a full redemption of the Plan’s investment, if not 
possible within 12 months. 

Part XI, Section 11.3 
 
Part IX, Section 9.2 

14-70 
 
 

14-73 

3/26/2014 Changed the Private Equity guidelines to broaden the types of private equity 
investments the retirement Board can consider and reduce fees. 
Revised the guidelines for the Divergent HFoF mandate to reduce the lower 
the volatility range from 6%-9% to 4%-7% and clarified the language 
associated with the correlation requirement. 

Part IV, Section 4.2 
Part VII 

15-41 12/10/2014 Revised the Fixed Income guidelines to reflect the structural changes made to 
the mandate. 

Part IV, Section 4.2 
Part VII 

16-16 8/26/2015 Revised the Fixed Income guidelines to change the U.S. Bank Loans 
benchmark to the Credit Suisse Leveraged Loan Index from the Barclays U.S. 
Bank Loans Index. 
 
Revised the Fixed Income guidelines to allow for Principal Protection 
managers the ability to include 144a securities in their portfolios. Additionally, 
limit combined exposure to ABS and CMBS for these managers to 10%. 
 
Revised the Extended Global Credit Fixed Income guidelines to limit below 
investment grade holdings limit to 60% from 80%, to clarify allowable 
derivatives and limits, and to allow managers the ability to hold ETFs and 
Commingled Funds with specified limitations. 
 
Established portfolio guidelines for Bank Loan manager. 

Part X, Section 10.4 16-32 10/28/2015 Revised the Global Real Estate Investment Trust guidelines to (1) limit the 
maximum size of a single security to the greater of 5% of the portfolio or 
125% of the benchmark weight, expect in no case more than 10% of the 
portfolio; and (2) allow turnover up to 150%. 

Part IX, Section 9.2 16-41 12/9/2015 Revised the GAM and Morgan Stanley guidelines to clarify that an underlying 
hedge fund investments cannot rely solely on commodities to take risk, but 
rather that commodity investments may be part of a more diversified strategy. 

All Sections 17-12 
17-13 

9/14/2016 Comprehensive review of the SOIOGG with the objectives of simplification 
and redundancy reduction, clarification, and to ensure up-to-date industry 
best practices are being followed. Material changes include updates to the 
Long-Term Target Asset Allocation, updates to the watch list policy, and the 
addition of a separate hedge fund section. Section references prior to these 
changes may not be accurate. 

Part IX, Section 9.2 18-17 9/13/2017 Revised the Active Extended Global Credit guidelines to (1) incorporate 
derivatives language that elaborates on the use of derivatives in certain 
situations and sets limits based on certain scenarios; and (2) removes the six 
month term limit for investing in the managers’ commingled fund to allow for 
strategic investment. 

Part XI, Section 11.1 18-18 9/13/2017 Revised the Custom Fund of Hedge Funds guidelines to (1) modify the 
liquidity constraints for the underlying hedge fund managers; (2) clarify the 
use of leverage at the partnership level; and (3) slightly increase the 
aggregate total gross exposure and eliminate the weighted average borrowing 
restriction. 

Part II, Section 2.1 18-40 11/8/2017 Revised the interim asset allocation targets given the current funding level of 
the Plan’s alternative investments. 

Appendix B 18-63 1/24/2018 Revised the proxy voting policy to reflect the most reasonable approach to 
current proxy voting topics in 2018. 

Part II, Section 2.1 
Part III, Section 3.5 
Part VII 
Part VIII, Section 8.4 
Part IX, Section 9.1 

19-09 7/25/2018 Revised the long term asset allocation targets to reflect the approved new 
target allocations for the global equity asset class. Added guidelines for the 
two new Board approved equity investment mandates: global equity and 
international small cap equity. 
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Reference 
Resolution 

Number 
Approval 

Date 
Explanation 

Part II, Section 2.1 
Part III, Section 3.1 
Part III, Section 3.5 

19-30 9/26/2018 Added/removed language to comply with the recommendations presented by 
the Ad Hoc Committee for the Investment-focused Management Audit 
recommendations. 

Appendix B 19-45 12/12/2018 Revised the proxy voting policy to address issues noted during the annual 
review and to clarify new proxy voting topics for 2019. 

Part XI, Section 11.1 19-80 4/24/2019 Adopted language pertaining to the investment guidelines for Short Duration 
TIPS and incorporated it into the Real Return section of this Policy. 

Part II, Section 2.1 
Part XII, Section 
12.2 
Part XIV 
Part XIV, Section 
14.2 
Part XIV, Section 
14.3 
Appendix B 
 

20-30 
20-31 
20-32 
20-33 

12/18/2019 Revised the Interim Asset Allocation Targets. Revised the Custom Fund of 
Hedge Funds guidelines to (1) remove language limiting the aggregate total 
gross leverage of the portfolio and (2) clarify that risk management is currently 
constrained by guidelines already in place. Revised the Private Equity 
Investment Policy to (1) reflect the evolved opportunity set of investment 
vehicles available in the private equity market; (2) include Staff in the due 
diligence process; (3) add language to include operational due diligence; and 
(4) update language that references the Pan’s prior consultant, PCA. Revised 
the proxy voting policy to address issues noted during the annual review and 
to clarify new proxy voting topics for 2020. 

Appendix B 20-52 5/20/2020 Revised the proxy voting policy to address issues noted on March 25, 2020 
by the Plan’s proxy service provider in response to the COVID-19 pandemic. 

Part X 
Part X, Section 10.2 

21-18 10/28/2020 Updated Total Fixed Income and Extended Global Credit benchmark to 
Board-approved benchmark. 

Part II, Section 2.1 
Part III, Section 3.5 
Part VII 
Part VIII 
Part VIII, Section 8.2 
Part VIII, Section 8.3 
Part VIII, Section 8.4 
Part VIII, Section 8.5 
Part IX, Section 9.1 
Part XV, Section 
15.1 
Part XV, Section 
15.2 
Appendix A 
Appendix B 

21-26 
21-27 
21-28 
21-29 

 

12/9/2020 Updated Interim Target Allocation to align with funding of Global Equity 
mandate and approval of Private Credit as an asset class. 
Updated Long Term Asset Allocation Targets and Ranges to align with newly 
approved long term targets. 
Revised language pertaining to the maximum position managers may take in 
a single corporation. Revised language specifying maximum position 
managers may take in SEC Rule 144A instruments without registrations 
rights. Specified maximum position managers may take in ADRs at time of 
purchase. Specified minimum number of countries a portfolio should be 
invested in for prudent diversification. Revised portfolio characteristic 
guidelines for active international equity managers.  
Added Part XV Added Disability and Death Benefits Investment Policy, 
specifying general investment policies, asset allocation policy, and asset class 
and portfolio component definitions. 
Added definitions of domestic and foreign securities. 
Revised the proxy voting policy to address issues noted during the annual 
review and to clarify new proxy voting topics for 2021. 
 

Part IV 
Appendix B 

22-17 10/27/2021 Added Part IV: Environmental, Social, and Governance Policy. Adjusted 
subsequent Part & Section references accordingly. 
Added language clarifying how the Plan’s proxy advisor evaluates and votes 
on ESG proxies in a manner that is consistent with the Board’s guidelines. 

Part II, Section 2.1 22-38 12/08/2021 Updated interim targets to Board-approved interim targets. 

Part II, Section 2.1 
 
 
Part II, Section 2.2 
 
Part VIII, Section 8.3 
 
Part XI, Section 11.2 
 
 
Part XII, Section 
12.3 
Part XIV 
 
 
 
 
 
 
 
 

23-39 12/14/2022 Updated language to reflect the most recently approved Board resolutions for 
the Long-Term Asset Allocation Target and Interim Asset Allocation Target. 
Updated interim targets to Board-approved interim targets. 
Added new asset class definitions for Global Equity and Private Credit. Added 
language to clarify Non-U.S. Equities sub asset class definitions. 
Struck the 10% issuer cap language from the Active Large Cap Growth 
Domestic Equity Guidelines. 
Updated Extended Global Credit language to clarify allowable currency 
exposure, remove cash equivalents guidelines specific to terminated manager 
Macquarie, and add cash equivalents guideline for Capital Group. 
Replaced “Real Estate Consultant” with “General Consultant” throughout. 
 
Replaced “prudent man’s” with “prudent person”. Updated current allocation 
to real estate from 8% to 10%. Added language to clarify the terms “Core” and 
“Core Portfolio”. Updated the Core Portfolio leverage target from 40% to 50%. 
Updated the Program’s minimum investment commitment to a commingled 
fund from $10 million to $25 million. Updated minimum open-end commingled 
fund net asset value requirement from $100 million to $500 million. Updated 
the Real Estate Program Property Diversification Guidelines. Updated 
manager minimum AUM requirement from $200 million to $500 million. 
Updated currency hedging guideline language specific to REITs. 

Appendix B 23-56 3/08/2023 Added specific language to follow the proxy advisor’s recommendation 
regarding shareholder proposals to conduct racial equity audits, as well as the 
proxy advisor’s considerations when assessing such proposals. 
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Part II, Section 2.1 
Part III, Section 3.5 
Part VIII 
Part IX 

24-15 9/27/2023 Revised the long term asset allocation targets to reflect the approved new 
target allocations for the global equity asset class. 

Part II, Section 2.1 24-29 12/13/2023 Updated interim targets to Board-approved interim targets 

 
All references in the above table refer to the version of the Investment Policy Statements in effect as of the stated approval date. 


