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Kentucky Retirement Systems 
Investment Policy Statement 
Adopted November 16, 2021 

This Investment Policy Statement (“IPS”) is issued by the Board of Trustees (“Board” or 
“Trustees”) of the Kentucky Retirement Systems (” KRS”) in connection with investing the assets 
of the Kentucky Employees Retirement System (“KERS”) and the State Police Retirement System 
(“SPRS”), jointly referred to as “Systems.” This document supersedes all prior documents entitled 
Statement of Investment Policy or Investment Policy Statement. 

A. Purpose

The purpose of this IPS is to define the framework for investing the assets of the Systems. This 
IPS is intended to provide general principles for establishing the goals, the allocation of assets, 
employment of outside asset management, and monitoring the results of the Systems. 

The pension plans administered by KRS are “Qualified Pension Plans” under Section 401(a) of 
the Internal Revenue Code. Additionally, Kentucky Revised Statutes 61.701 establishes health 
insurance benefits to recipients of KERS, and SPRS. Kentucky Revised Statutes 61.702 provides 
that all amounts necessary to provide for insurance benefits shall be paid to the insurance fund. 
The Board shall administer the insurance trust fund in the same manner as the pension plans. 

B. Philosophy

The Trustees of KRS recognize their fiduciary duty not only to invest the Systems' assets in formal 
compliance with the Prudent Person Rule, but also to manage those assets in continued 
recognition of the basic long-term nature of the Systems. The Trustees interpret this to mean, in 
addition to the specific guidelines and restrictions set forth in the law and this document, that the 
assets of the Systems shall be proactively managed -- that is, investment decisions regarding the 
particular asset classes, strategies, and securities to be purchased or sold shall be the result of 
the conscious exercise of discretion. 

The Trustees recognize that asset allocation is the primary driver of long-term investment 
performance, and will therefore review asset allocation and asset-liability studies on a regular 
basis as outlined in Section III of this document. The asset allocation guidelines represent a 
strategic decision, with the primary aim that the portfolios meet their performance objectives in 
the long- term while understanding that this may not necessarily occur in the short term. 

The Trustees recognize that there is generally an inverse relationship between market efficiency, 
and the ability for active management to produce alpha. Therefore, investments in efficient 
markets will be made using index or index-like investments with the goal of replicating index 
returns with low management fees. Active management will be pursued in less efficient markets, 
accepting higher tracking error, and paying higher management fees with the expectation of 
producing excess returns over the long term. This focuses Office of Investments’ (“Staff”) and 
consultant(s) efforts on identifying, selecting, and monitoring managers as well as the overall 
management fees paid, in the areas of the market most likely to produce excess returns. 

I. Introduction
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The Trustees recognize that, commensurate with their overall objective of maximizing long-term 
returns while maintaining a high standard of portfolio quality and consistency of return, it is 
necessary that proper diversification of assets be maintained both across and within the classes 
of securities held to minimize/mitigate overall portfolio risk. Consistent with carrying out their 
fiduciary responsibilities, the Trustees will not systematically exclude any investments in 
companies, industries, countries, or geographic areas unless required to do so by statute. Within 
this context of proactive management and the necessity for adherence to proper diversification, 
the Trustees rely upon appropriate professional advice from Staff and multiple service providers. 
 

 
 
The Trustees and other fiduciaries shall discharge their duties with respect to the Systems: 

(1) solely in the interest of the participants and beneficiaries; 
(2) for the exclusive purpose of providing benefits to participants and beneficiaries; 
(3) with the care, skill and caution under the circumstances then prevailing which a prudent 
person acting in a like capacity and familiar with those matters would use in the conduct 
of an activity of like character and purpose (Prudent Person Rule);  
(4) impartially;  
(5) incurring and paying appropriate and reasonable expenses of administration and 
management which may not necessarily be the lowest: and,  
(6) in accordance with a good faith interpretation of the laws, regulations and other 
instruments governing KRS and the Systems. 

 
Additionally, the Trustees and other fiduciaries shall not engage in any transaction which results 
in a substantial diversion of the Systems income or assets without adequate security and 
reasonable rate of return to a disqualified person or in any other prohibited transaction described 
in Internal Revenue Code Section 503(b) - Prohibited Transactions. 
 
A. Board of Trustees 
 
The Investment Committee is created by Kentucky Revised Statutes 61.650 and the Board as set 
forth in the Board’s Statement of Bylaws and Committee Organization document. The Board Chair 
authorizes and appoints members to an Investment Committee with full power to act for the Board 
in the acquisition, sale and management of the assets of the Systems in accordance with the 
provisions of any applicable statutes, and policies of the Board. The Board shall review and ratify 
the actions of the Investment Committee at the Board meeting following the Investment 
Committee meeting where such action was taken. 
 
B. Investment Committee 
  
The Investment Committee consists of at least three (3) Trustees appointed by the Governor to 
the Board pursuant to Kentucky Revised Statutes 61.645(1)(c). Additional members may be 
appointed by the Board Chair. The Investment Committee acts on behalf of the Board on 
investment related matters. 
 
The Investment Committee has the following oversight responsibilities: 
 

A. Assure compliance with this IPS and all applicable laws and regulations. 
B. Approve the selection and termination of service providers. If the need arises to terminate 

a manager between Board meetings, the Chief Investment Officer (“CIO”) will have 

II. Responsibilities 
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discretion to do so after receiving approval from either the Board Chair or the Investment 
Committee Chair. The Investment Committee and the Board must be notified of the 
manager termination at the next scheduled Investment Committee and Board meetings. 

C. Meet no less than quarterly to evaluate whether this IPS, the investment activities and 
management controls and processes continue to be consistent in meeting the Systems' 
goals. Mandate actions necessary to maintain the overall effectiveness of the investment 
program. 

D. Review assessment of investment program management processes and procedures, and 
this IPS relative to meeting stated goals. 

 
C. Staff 
 
The Chief Investment Officer is responsible for the administration of investment assets of the 
Systems consistent with the policies, guidelines and limits established by the law, the Board, and 
the Investment Committee. 
 
The Chief Investment Officer receives direction from and reports to the Investment Committee on 
all investment matters, including but not limited to the following: 
 

i. Maintaining the diversification and risk exposure of the Systems consistent with policies 
and guidelines. 

ii. Assessing and reporting on the performance and risk exposure of the overall investment 
program relative to goals, objectives, policies and guidelines. 

iii. Monitoring and assessing service providers to assure that they meet expectations and 
conform to policies and guidelines. 

iv. Recommending changes to service providers, statutes, policies or guidelines as needed 
to maintain a productive relationship between the investment program and its goals; acting 
as liaison on all investment related matters. 

v. Identifying issues for consideration by the Investment Committee and preparing 
recommendations or reports regarding such matters. 

vi. Preparing, for each proposed investment, a memo to the Investment Committee covering 
the pertinent details of the investment, including but not limited to: amount of the 
investment, type of investment, purpose, opportunity/goal, risks, volatility assumptions, 
liquidity, structure, fees, background of investment firm with reasons for selection, list of 
other firms considered. 

 
The Chief Investment Officer or designee is authorized to execute trades on fixed income and 
equity securities (including exchange-traded funds or “ETF’s”) and to execute proxies for the 
Board consistent with this IPS. 
 
To carry out the IPS and any investment related decisions of the Board, the, Chief Investment 
Officer or designee is authorized to execute agreements and other necessary or proper 
documents pertaining to investment managers, consultants, investment related transactions or 
other investment functions. 
 
D. Investment Managers 
 
In instances where the Investment Committee has determined it is desirable to employ the 
services of an external Investment Manager, the following shall be applicable: 
 

i. Investment Managers shall be qualified by the Chief Investment Officer, agree to serve as 
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a fiduciary to the Systems, and should be of institutional quality as deemed by Staff in 
consultation with the investment consultant(s). 

ii. Investment Managers shall manage assets in accordance with this IPS and any additional 
guidelines established by contract, as may be modified in writing from time to time. 

iii. Total assets assigned to the selected manager shall not exceed 25% of that firm’s total 
assets under management and shall not exceed 25% of a firm’s total assets under 
management in a commingled product. Separate accounts or funds of one are not 
included in this 25% limitation for commingled products. 

iv. The assets managed by any one active or passive investment manager shall not exceed 
15% of the overall assets in the pension and insurance funds per KRS 61.650(5). 

v. All investment management services will be contracted according to the Investment 
Procurement Policy established by the Board. 

 
E. Custody Bank 
 
The Board shall hire custodians and other agents who will be fiduciaries to the Systems and who 
will assume responsibility for the safekeeping and accounting of all assets held on behalf of the 
Systems, as well as other duties as agreed to by contract. 
 
F. Investment Consultants 
 
Qualified independent investment consultants may be retained by the Systems for asset allocation 
studies, asset allocation recommendations, performance reviews, manager searches, and other 
investment related consulting functions and duties as set forth by contract. 
 
G. Selection 
 
Qualified investment managers, custody banks, investment consultants, and other investment 
related service providers shall be selected by the Investment Committee in accordance with the 
IPS. The selection shall be based upon the demonstrated ability of the professional(s) to provide 
the required expertise or assistance described in the RFP/RFI (if utilized). In order to create an 
efficient and effective process, the Investment Committee or Chief Investment Officer may, in their 
sole discretion, utilize a Request For Information (“RFI”), a Request For Proposals (“RFP”), third 
party proprietary software or databases, review of existing service provider capabilities, or any 
combination of these, or other methods to select a service provider. 
 

 
 
In establishing asset allocation guidelines the Board recognizes that each plan and any underlying 
fund* have their own capacity to tolerate investment volatility, or risk. The asset allocation 
guidelines of each Fund will be reviewed annually.  
 
Based on the asset liability study, which analyzes the expected returns, risk, and correlations of 
various asset classes, projected liabilities, liquidity, and the risks associated with alternative asset 
mix strategies, the Board has established the following Asset Allocation Guidelines, effective 
November 12, 2020. The asset classes are “bucketed” or grouped together into macro-asset class 
buckets (i.e. growth, liquidity and diversifying) based on their expected correlations to one another 
in order to create a better understanding of risk and diversification, and based on asset class 
exposures to the economic factors of growth and inflation. 
 
*KERS Hazardous and Non-hazardous 

III. Asset Allocation Guidelines 
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KERS Hazardous Pension Fund and the KRS Insurance Trust Fund - 6.25% Assumed Rate 
of Return 

Asset Class Target 
Relative Range 

(+/-) 
Minimum Maximum 

Growth 68.50% 15% 58.23% 78.78% 

US Equity 21.75% 30% 15.23% 28.28% 

Non US Equity 21.75% 30% 15.23% 28.28% 

Private Equity 10.00% 30% 7.00% 13.00% 

High Yield / Specialty Credit 15.00% 30% 10.50% 19.50% 

Liquidity 11.50% 20% 9.20% 13.80% 

Core Fixed Income 10.00% 20% 8.00% 12.00% 

Cash 1.50% 100% 0.00% 3.00% 

Diversifying 20.00% 15% 17.00% 23.00% 

Real Estate 10.00% 30% 7.00% 13.00% 

Real Return 10.00% 30% 7.00% 13.00% 

Opportunistic 0.00% n/a 0.00% 5.00% 

 
 

KERS Non-Hazardous Pension Fund and SPRS Pension Plan - 5.25% Assumed Rate of Return 

Asset Class Target 
Relative Range 

(+/-) 
Minimum Maximum 

Growth 54.50% 15% 46.33% 62.68% 

US Equity 16.25% 30% 11.38% 21.13% 

Non US Equity 16.25% 30% 11.38% 21.13% 

Private Equity 7.00% 30% 4.90% 9.10% 

High Yield / Specialty Credit 15.00% 30% 10.50% 19.50% 

Liquidity 25.50% 20% 20.40% 30.60% 

Core Fixed Income 20.50% 20% 16.40% 24.60% 

Cash 5.00% 100% 0.00% 10.00% 

Diversifying 20.00% 15% 17.00% 23.00% 

Real Estate 10.00% 30% 7.00% 13.00% 

Real Return 10.00% 30% 7.00% 13.00% 

Opportunistic 0.00% n/a 0.00% 5.00% 

 
 
The intent of the Board in allocating funds to the investment managers is for the investment 
managers to fully invest the funds. However, the Board is aware that from time to time the 
investment manager will require a portion of the allocated funds to be held in cash provided the 
cash holdings do not exceed five percent (5%) of the manager's allocation for any given quarter, 
unless such cash holdings are an integral part of a fixed income manager’s investment strategy. 
 
The individual asset allocations of each Pension and Insurance Trust Fund constituent will be 
reviewed monthly by Staff relative to its target asset class allocation, taking into account any 
tactical policy shift directed by the Investment Committee. 
 
Regarding individual investment manager initial allocations, Staff will get approval at the 
Investment Committee meeting for a specific dollar amount intended to be committed to a closed-
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end fund such as private equity or real estate funds and will get approval for a percent of the 
appropriate asset class target for open-end investments such as public equity, public fixed 
income, and Diversifying Strategies managers. For those open-end funds where assets can be 
added or subtracted, the Chief Investment Officer will have discretion to reduce or increase an 
investment manager’s allocation between 50% and 150% of the approved target. The target will 
not be raised prior to the one-year anniversary of the amount approved by the Investment 
Committee, and must be reported to the Investment Committee at the next scheduled meeting. If 
the need arises to terminate a manager between Board meetings, the Chief Investment Officer 
will have discretion to do so after receiving approval from either the Board Chair or the Investment 
Committee Chair. The Investment Committee and the Board must be notified of the manager 
termination at the next scheduled Investment Committee and Board meetings. 
 
Short-term market shifts may cause the asset mix to drift from the allocation targets. Should the 
target percentage fall out of the indicated range for a particular asset class, Staff shall direct 
rebalancing transactions to reallocate assets from the over-allocated asset class to the under- 
allocated asset class. Within the allowable ranges, Staff should use regular cash flows to 
rebalance toward targets to avoid incurring additional trading costs to correct minor deviations 
from policy targets. Except when there is a perceived extraordinary downside risk in a particular 
asset class, movement outside the normal ranges should be avoided. 
 
Investments in private assets are generally less liquid than investments in public markets 
securities and are typically implemented via periodic commitments to funds with limited 
partnership structures. As a result, actual allocations to these asset classes may deviate from 
their strategic targets for extended periods. Actual vs. target deviations for these asset classes 
shall not be considered in violation of the Asset Allocation Guidelines. Under/over weights to these 
asset classes shall be invested in public markets securities with the most similar risk/return 
characteristics as a short-term proxy for the private asset classes. 
 
In keeping with its responsibility as a Board and wherever consistent with its fiduciary 
responsibility, the Board encourages the investment of the System’s assets in investments, funds, 
and securities of corporations which provide a positive contribution to the economy of the 
Commonwealth of Kentucky. However, where any security is not a prohibited investment under 
the governing laws and policies, discretion will be granted to the appointed investment managers 
in the selection of such securities and timing of transactions consistent with the following 
guidelines and restrictions. 
 
A. Growth  
 
US Equity 
 
Investment may be made in common stock, securities convertible into common stock, preferred 
stock of publicly traded companies on stock markets, asset class relevant ETF’s or any other type 
of security contained in a manager’s benchmark. Each individual domestic equity account shall 
have a comprehensive set of investment guidelines prepared, which contains a listing of 
permissible investments, portfolio restrictions, and standards of performance for the account. 
 
The internally managed equity index funds are intended, to gain exposure to a broad asset sector 
to replicate the characteristics of the asset class, to minimize administrative expenses, and to 
help achieve overall portfolio objectives. These objectives can be achieved through several 
management techniques, including but not limited to, portfolio optimization, non-reinvestment of 
index dividends, and other management techniques intended to help achieve the objectives of 
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the Systems. 
 
Non-US Equity 
 
Investments may be made in common stock, securities convertible into common stock, preferred 
stock of publicly traded companies on stock markets, asset class relevant ETF’s or any other type 
of security contained in a manager’s benchmark. Each individual Non-US equity account shall 
have a comprehensive set of investment guidelines, which shall contain a listing of permissible 
investments, portfolio restrictions, and standards of performance for the account. 
 
High Yield/Specialty Credit 
 
High yield/specialty credit investments will be similar in type to those securities found in the 
Systems’ high yield benchmarks and the characteristics of the portfolio will be similar to the 
Systems’ high yield fixed income benchmarks. The high yield fixed income accounts may include, 
but are not limited to, the following fixed income securities: non-investment grade U.S. corporate 
credit including both bonds and bank loans, non-investment grade non-U.S. corporate credit 
including bonds and bank loans, municipal bonds, non-U.S. sovereign debt, mortgages including 
residential mortgage backed securities, commercial mortgage backed securities, and whole 
loans, asset-backed securities, and emerging market debt (“EMD”) including both sovereign EMD 
and corporate EMD, and asset class relevant ETF’s. 
 
Each individual high yield/specialty credit account shall have a comprehensive set of investment 
guidelines which contains a listing of permissible investments, portfolio restrictions, risk 
parameters, and standards of performance for the account. 
 
Private Equity Investments 
 
Subject to specific approval of the Investment Committee, investments may be made for the 
purpose of creating a diversified portfolio of alternative investments. 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. Examples of such investments 
include, but are not limited to, private investments into venture capital, leveraged buyouts, special 
situations, distressed debt, private debt, timberland, oil and gas partnerships, infrastructure, 
commodities and private placements. While it is expected that the majority of these assets will be 
invested within the United States, a portion can be allocated to non-US investments. These non-
U.S. investments are not restricted by geography. 
 
 
The private equity market is highly sophisticated and specialized with respect to variety and types 
of investment structures. There exists major competition for deal flow on the part of both investor 
and general partners. To a great extent, market forces drive the bargaining of economic terms. 
Most investment vehicles are structured as commingled vehicles and often blind pool investment 
partnerships. The most common offering forms are equity private placements where the 
governing laws of the partnership impose a passive role of the limited partner investor. These 
contractual arrangements are long-term in nature and provide the general partner or sponsors a 
reasonable time horizon to wisely invest capital, add value through intensive operational 
management, then realize the proceeds of such an investment. Moreover, terms of the 
partnership are proposed by the general partner and are critical to the economic incentives and 
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ultimate net performance of the partnership. 
 
Investment Strategy and Plan Guidelines 
  
To strengthen the diversification of the investments, several guidelines will be utilized in Staff's 
formulation and recommended annual investment strategy and plan. These guidelines 
encompass annual commitment levels to the asset class, types of investment vehicles that can 
be utilized, controlling financing stage risks, industry, manager and geography 
concentration/diversification limits, acceptable contract negotiations, appropriate sizes for 
investments, and the preferred alignment of interests. 
 
Investment Vehicles: The Systems will gain exposure to private equity investments by hiring 
external investment managers either directly or through participation in secondary private equity 
markets. Typically, KRS will subscribe as a Limited Partner (“LP”) to limited partnership vehicles 
sponsored by such specialty external investment managers. KRS will also at times structure 
separately managed accounts with specific investment objectives to be implemented by external 
investment managers. The Systems may also gain exposure by utilizing the following vehicles: 
limited liability companies and co-investments alongside KRS’ existing or potential limited 
partnerships. 
 
Investment Timing Risks: Staff should limit the potential for any one investment to negatively 
impact the long‐term results of the portfolio by investing across business cycles. Moreover, the 
portfolio must gain exposure to the array of financing stages by opportunistically exploiting the 
best investments at different stages of the business cycle. Staff may also consider purchasing 
secondary partnership interests to shorten the effective life of the partnership interest and 
therefore positively impacting the current and long-term net return of the portfolio. In addition, 
mindful of vintage year diversification, the Systems should seek to identify attractive commitments 
annually, further ensuring the portfolio invests across business cycles. 
 
General Partner Diversification: Staff will seek to work with a variety of general partners due to 
their specialized expertise in particular segments of the private equity market and source of their 
deal flow. No more than fifteen (15) percent of the overall Systems’ Pension or Insurance Trust 
Fund total allocation to private equity investments may be committed to any one partnership, 
without the approval of the Board. 
 
 
B. Fixed Income/Liquidity 
 
Core Fixed Income 
 
Core Fixed Income investments will be similar in type to those securities found in the Systems’ 
core fixed income benchmark(s), and the characteristics of the Systems’ core fixed income 
portfolio will be similar to the System’ core fixed income benchmarks. The core fixed income 
accounts may include, but are not limited to the following fixed income securities: U.S. 
Government and Agency bonds, investment grade U.S. corporate credit, investment grade non-
U.S. corporate credit, municipal bonds, non-U.S. sovereign debt, mortgages including residential 
mortgage backed securities, commercial mortgage backed securities, and whole loans, asset-
backed securities, and asset class relevant ETF’s. 
 
Each individual core fixed income account shall have a comprehensive set of investment 
guidelines which contains a listing of permissible investments, portfolio restrictions, risk 
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parameters, and standards of performance for the account. 
 
Cash Equivalent Securities 
 
Selection of particular short-term instruments, whether viewed as liquidity reserves or as 
investment vehicles, should be determined primarily by the safety and liquidity of the investment 
and only secondarily by the available yield. The following short-term investment vehicles are 
considered acceptable: Publicly traded investment grade corporate bonds, variable rate demand 
notes, government and agency bonds, mortgages, municipal bonds, and collective short-term 
investment funds (“STIFs”), money market funds or instruments (including, but not limited to, 
certificates of deposit, bank notes, deposit notes, bankers' acceptances and commercial paper) 
and repurchase agreements relating to the above instruments. Instruments may be selected from 
among those having an investment grade rating at the time of purchase by at least one recognized 
bond rating service. In cases where the instrument has a split rating, the lower of the two ratings 
shall prevail. All instruments shall have a maturity at the time of purchase that does not exceed 
397 days. Repurchase agreements shall be deemed to have a maturity equal to the period 
remaining until the date on which the repurchase of the underlying securities is scheduled to 
occur. Variable rate securities shall be deemed to have a maturity equal to the time left until the 
next interest rate reset occurs, but in no case will any security have a stated final maturity of more 
than three years. 
 
The Systems’ fixed income managers that utilize cash equivalent securities as an integral part of 
their investment strategy are exempt from the permissible investments contained in the preceding 
paragraph. Permissible short-term investments for fixed income managers shall be included in 
the investment manager’s investment guidelines. 
 
 
C. Diversifying Strategies  
 
Real Estate 
 
Investments may be made in equity and debt real estate for the purpose of achieving the highest 
total rate of return possible consistent with a prudent level of risk. Allowable real estate 
investments include open-end and closed-end commingled real estate funds, joint venture 
investments, public and private real estate investment trusts (“REITs”), public real estate 
operating companies, and real estate related debt. 
 
The Systems has determined that the primary role of the real estate asset class is to provide for 
the following: 
 

• Attractive risk adjusted returns through active management and ability to access 
managers with the expertise and capabilities to exploit market inefficiencies in the asset 
class. The illiquid nature of real estate investments combined with the complexity of 
investments makes it difficult for casual investors to effectively access the asset class 
effectively. It is our belief that through active management and by investing in top tier 
managers with interests aligned through co-investment and incentive based 
compensation, the Systems can maximize their risk adjusted returns. This active 
management approach will be pursued. 
 

• Diversification benefits through low correlations with other asset classes, primarily the U.S. 
equity markets. 
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• Provide a hedge against unanticipated inflation, which real estate has historically provided 
due to lease structures and the increases in material and labor costs during inflationary 
periods. 

 

• Permit the Systems to invest in unique opportunities that arise due to dislocations in 
markets that occur from time to time. 
 

Real Return 
 
The purpose of the Real Return Portfolio is to identify strategies that provide both favorable stand-
alone risk-adjusted returns as well as the benefit of hedging inflation for the broader plans. Real 
Return strategies are not necessarily a separate asset class but may include real assets, such as 
infrastructure, real estate, commodities, and natural resources among others, as well as financial 
assets that have a positive correlation to inflation. This can include “real” bonds such as Treasury 
Inflation-Protected Securities (“TIPs”) (and other inflation linkers) or “real” stocks such as REITs, 
Master Limited Partnerships (“MLPs”), and oil & gas stocks. Additionally, Real Return managers 
may attempt to add value by tactically allocating to various asset classes according to how each 
asset class performs across an economic cycle and the manager’s perception of where we are in 
the cycle. The goal is to invest in inflation sensitive assets during inflationary periods, and avoid 
those assets in deflationary periods, thus providing a positive real return across the cycle. 
 
The real return opportunity set may include numerous vehicles to access a wide variety of 
investment styles and strategies. These investment vehicles may include mutual funds, ETFs, 
separately managed accounts as well as hedge funds (open-end limited partnerships) and private 
equity (close-end limited partnerships). The list of strategies that the Systems’ Real Return 
Portfolio may include, but is not limited to, the following: 
 

• Global Tactical Asset Allocation (“GTAA”)/Global Macro: GTAA or macro strategies are 
those that make directional bets on major markets or asset classes instead of individual 
securities. GTAA and macro strategies typically invest in all major assets classes including 
equity markets, credit and debt instruments, currencies/interest rates, and commodities. 
These strategies tend to focus on economic factors that would suggest an opportune time 
to invest in a given asset class, and will change their allocations actively over time. These 
strategies may use inflation as the economic factor to gain exposure to and will target a 
real rate of return over time. 

 

• Inflation Linked Securities are securities that directly tie coupon payments or principal 
increases to an inflation index, such as Consumer Price Index (“CPI”). These strategies 
could include not only US TIPS, but also global sovereign inflation linked bonds, corporate 
or infrastructure inflation linked bonds, and possibly short duration floating rate bonds. 

 

• Inflation Sensitive Equities include publicly traded equity and equity related securities in 
companies which have a high sensitivity to inflation in their profit margins via the nature of 
their operating assets, such as energy companies, basic materials and miners, natural 
resource stocks, and listed infrastructure. This category can also include REITs, MLPs as 
well as ETFs and index products on REITS, MLPs, natural resource stocks. 

 

• Commodities: Commodities are the raw materials that are physical inputs into the 
production process. Managers that invest in liquid commodity strategies using exchange 
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traded futures can span from simple indexing (matching a long-only commodities index), 
to enhanced indexing or active long (selecting positions that vary from the index but within 
fairly tight ranges), as well as unconstrained long-short managers. 

 

• Private Property: For the purposes of this IPS, private property refers to the ownership of 
an idiosyncratic, physical asset that is predominately fixed and/or permanent or at least 
substantially long-lived. This includes real estate, such as land and any improvements to 
or on the land, as well as timberland and farmland. Timberland investing involves the 
institutional ownership of forest for the purpose of growing and harvesting the timber. 
Private property can also include infrastructure investing, which refers to financing the 
manufacture or development of the underlying fundamental assets and basic systems that 
are necessary for an economy whereby such assets are largely fixed and long-lived. 
These tend to be high cost, capital-intensive investments that are vital to a society’s 
prosperity and facilitate the transfer, distribution, or production of basic goods and 
services. 

 

• Natural Resources: Natural resources can include investing in the financing, development, 
extraction, and production of minerals, basic materials, petroleum products, and water as 
well as renewable resources such as agricultural commodities and solar energy. As 
opposed to property, the returns generated in these investment strategies come more from 
the actual production of the resource itself. Further, these are depleting and/or 
consumable assets that are also portable and fungible and which in the aggregate 
comprise a majority of the inputs into most measurements of inflation. 

 

• Private Assets: Private assets can include tangible or intangible assets that are not easily 
sold in the regular course of a business’ operations for cash, and which are held for their 
role in contributing directly to the business’ ability to generate profit. As the useful life of 
the asset tends to extend across many years and the assets tend to be capital intensive 
as well, they have some similarity to private infrastructure. Further, given that the assets 
contribute directly to the production process as well as often retaining intrinsic value, there 
is a fundamental link to inflation somewhat similar to natural resources. 

 

• Other (Opportunistic Inflation Hedge): Other/opportunistic strategies include those that 
have a propensity to provide a positive real return or positive correlation with inflation over 
time. Liquid strategies such as inflation swaps, diversified inflation hedging mutual funds, 
or nominal bonds backed by inflation sensitive assets may be included in this allocation, 
while other illiquid strategies that may provide the same real profile can include private 
equity in inflation sensitive companies, hard asset-backed private credit, and structured 
inflation-linked products among others. 
 

Portfolio Guidelines 
 
No more than 50% of the total net assets of the Real Return portfolio may be invested in any one 
registered investment vehicle, mutual fund, or separately managed account. 
 
No more than 20% of the total net assets of the Real Return portfolio may be invested in any 
single closed-end or open-end limited partnership or other unregistered investment vehicle. 
 
The relative allocations to the liquid and illiquid portfolios will be determined according to each 
individual System’s liquidity needs, funding status, and allocation targets on an investment by 
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investment basis. 
 
Opportunistic 
 
Opportunistic investments are intended to capitalize on opportunities outside of the asset classes 
targeted in the asset allocation guidelines. These allocations are intended to take advantage of 
market dislocations and unique opportunities and can be short-to-medium-term in nature. 
Opportunistic investments may be implemented through targeted portfolios or multi-asset 
approaches. Initial allocations are to be made following the same policies and procedures as all 
other investments as outlined previously in this IPS. 
 
 
D. Co-Investment Policy 
 
The CIO has discretion to make direct co-investments in companies alongside of current general 
partners. Any co-investment opportunity must also be part of the main account or fund into which 
the Systems has already invested before it can be considered. For purposes of this IPS, a direct 
co-investment is defined as a direct investment in a portfolio company alongside an existing 
Systems’ partnership deemed in good standing. 
 
The maximum investment in any co-investment vehicle shall not exceed 50 percent of the total 
capital committed by all partners at the time of the final closing. The maximum investment in any 
single direct co-investment shall not exceed 20 percent of the original partnership commitment. 
Total investment in direct co-investments shall not exceed 20 percent of the asset class portfolio 
on a cost basis at the time of investment. 
 

 
 
Performance Measurement 
 
The Systems overall fund performance is measured relative to the Systems’ Pension or Insurance 
Total Fund Benchmark. The benchmark is calculated by means of a weighted average 
methodology. This method is consistent with the CFA Institute Global Investment Performance 
Standards (GIPS®), a set of standardized, industry-wide ethical principles that guide investment 
managers and asset owners on how to fairly calculate and present their investment results, with 
the goal of promoting performance transparency and comparability. It is the product of the various 
component weights (i.e., asset classes’ percentages) by their respective performance (returns). 
Due to market fluctuations and acceptable divergence, the asset classes’ weights (percentages) 
are often not equivalent to the benchmark’s weights. Therefore, the performance may indicate 
that the Funds have outperformed (underperformed) relative to their respective benchmarks, even 
when the preponderance of lesser weighted categories have underperformed (outperformed) 
their indices. 
 
The Systems measures its asset classes, sub-asset classes, sectors, strategies, portfolios, and 
instruments (investment) performance with indexes that are recognized and published (e.g., S&P 
500 & Barclays Aggregate Bond Index). These indexes are determined to be appropriate 
measures of investments and composites of investments with identical or similar investments 
profiles, characteristics, and strategies. The benchmarks and indexes are intended to be 
objective, investable, replicable, representative and measurable of the investment mandate and, 
developed from publicly available information that is acceptable to the Systems and the 
investment manager/advisor as the neutral position consistent with the underlying investor status. 

IV. Monitoring 
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The Systems’ investment consultant and Staff recommend the benchmarks and indexes. These 
measures shall be subject to the review and approval of the Investment Committee with 
ratification by the Board when asset allocation studies are performed, or when a change to 
existing benchmarks is recommended by Staff and the investment consultant. The current asset 
class benchmarks, effective as of July 1, 2018 with the adoption of the asset allocation, are as 
follows: 
 

Asset Class Benchmark 

Growth  
US Equity Russell 3000 

Non US Equity MSCI ACWI ex US IMI 

Private Equity Russell 3000 + 300 bps (lagged) 

High Yield / Specialty Credit 50% Bloomberg Barclays US High Yield 
50% S&P LSTA Leveraged Loan 

Liquidity  
Core Fixed Income Bloomberg Barclays US Aggregate 

Cash Citi Grp 3-mos Treasury Bill 

Diversifying  
Real Estate NCREIF ODCE 

Opportunistic Highest Assumed Discount Rate of Participating Plans 

Real Return US CPI + 3% 

 
The following descriptions represent general standards of measurement that will be used as 
guidelines for the various classes of investments and managers of the Systems. They are to be 
computed and expressed on a time-weighted total return basis: 
 

Total Public Asset Class Allocations 
Short-term 

‒ For periods less than five years or a full market cycle, the Asset Class 
Allocation should exceed the returns of the appropriate Index. 

Intermediate & Long-term 
‒ For periods greater than five years or a full market cycle, the Asset Class 

Allocation should exceed the appropriate Index, compare favorably on a risk- 
adjusted basis, and generate returns that rank above the median return of a 
relevant peer group. Volatility, as measured by the standard deviation of 
monthly returns, should be comparable to the Index. 

 
Individual Public Security Portfolios: Individual portfolios shall be assigned a market goal 
or benchmark that is representative of the style or market capitalization of the assignment. 
Individual accounts should be monitored using the following Standards: 

Short-term 
‒ For periods less than five years or a full market cycle, individual portfolios 

should exceed the returns of their market goal or benchmark. 
Intermediate & Long-term 

‒ For periods greater than five years or a full market cycle, individual portfolios 
should exceed the return of their market goal or benchmark, compare 
favorably on a risk-adjusted basis, and generate returns that rank above the 
median return of a relevant peer group. Volatility, as measured by the 
standard deviation of monthly returns, should be comparable to the 
benchmark. 
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Alternative Assets:  
 
Private Equity 
 
The Private Equity portfolio should also seek to achieve the following:  

Short-term 

• Alternative investments should earn a Net Internal Rate of Return (“IRR”) that 
place the investment above the median Net IRR of other similar funds, of the same 
vintage year. 

Intermediate & Long-term 

• The private equity portfolio should earn a return that meets or exceeds the 
Systems Private Equity Index. Individual private equity investments should earn a 
Net IRR above the median Net IRR of other similar funds, of the same vintage 
year. 

 
Real Estate 
 
Private Real Estate investments are unique and can be illiquid and long term in nature. 
Given that this may lead to large short-term performance discrepancies versus public 
benchmarks, the Systems more appropriately measures its real estate investments based 
on both relative return and absolute return methodologies: 
 
Relative Return: The Real Estate portfolio is expected to generate returns, net of all fees 
and expenses, in excess of the National Council of Real Estate Investment Fiduciaries 
Open End Diversified Core Equity Index (“NCREIF ODCE”) lagged 1 calendar quarter. 
 
Absolute Return: The long-term real return objective (returns adjusted for inflation) for the 
Systems’ Real Estate portfolio is five percent (5%) over the Barclays Capital U.S. 7-10 
Year Treasury Bond Index, net of investment management fees. This return shall be 
calculated on a time-weighted basis using industry standard reporting methodologies. 
 
Real Return 
 
The total Real Return allocation shall seek to: 

(1) Short-term benchmark: For periods less than five (5) years or a full market 
cycle, the allocation should achieve an annual rate of return that exceeds the 
appropriate benchmark (the weighted average return of the underlying investment 
benchmarks) annually over a complete market cycle, net of all investment 
management fees. 
(2) Strategic objective: For periods greater than five (5) years or a full market cycle, 
the allocation should not only outperform the short-term benchmark, but also 
achieve a rate of return that exceeds (CPI + 300 basis points) as well. 
(3) Achieve a positive risk/reward trade-off when compared to similar style Real 
Return Investment Managers. 

  
Opportunistic 
 
The total Opportunistic allocation shall seek to: 

(1) Short-term benchmark: For periods less than five (5) years or a full market 
cycle, the allocation should achieve an annual rate of return that exceeds the 
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highest assumed rate of return of the participating plans. 
(2) Strategic benchmark: For periods greater than five (5) years or a full market 
cycle, the allocation should achieve an annual rate of return that exceeds the 
highest assumed rate of return of the participating plans. 
 

Performance Review 
 
Not less than quarterly the Investment Committee will review the performance of the portfolio for 
determination of compliance with this IPS. On an annual basis, a comprehensive review of each 
asset class and underlying portfolios shall be conducted by the Staff and presented to the 
Investment Committee. The review shall consist of an organizational, performance and 
compliance assessment. 
 
The Compliance Officer shall perform tests at least monthly to assure compliance with the 
restrictions imposed by this IPS. These tests shall be performed at the asset class and total fund 
level. Quarterly, the Compliance Officer shall prepare a report to the Investment Committee 
detailing the restrictions tested, exceptions, the cause of the exception and the subsequent 
resolution. The Investment Committee shall report the findings to the Board at the next regularly 
scheduled meeting. 
 
The following restrictions shall be tested at least monthly: 
 

► The amount of stock in the domestic or international equity allocation in any single 
corporation shall not exceed 5% of the aggregate market value of the Systems' assets. 
 
► The amount of stock held in the domestic or international equity allocation shall not 
exceed 3% of the outstanding shares of any single corporation. 
 
► Investment in “frontier” markets (those countries not included in the MSCI EM Index) 
shall not exceed 5% of the Systems’ international equity assets. 
 
► The duration of the core fixed income portfolios combined shall not vary from that of 
the Systems’ Fixed Income Index by more than +/- 25% duration as measured by effective 
duration, modified duration, or dollar duration except when the Investment Committee has 
determined a target duration to be used for an interim basis. 
 
► The amount invested in the debt of a single issuer shall not exceed 5% of the total 
market value of the Systems' fixed income assets, with the exception of U.S. Government 
issued, guaranteed or agency obligations (or securities collateralized by same), and 
derivative securities used for exposure, cost efficiency, or risk management purposes in 
compliance with Section VII of this policy. 
 
► 50% of the core fixed income assets must have stated liquidity that is trade date plus 
three days or better. 

 
The CIO shall develop a comprehensive set of investment guidelines for each externally managed 
account. These guidelines should ensure, at the total fund and asset class level, that the 
restrictions set forth above are preserved. 
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Derivatives Permitted Use: 
 
The Systems permits external managers and Staff to invest in derivative securities, or 
strategies which make use of derivative investments, for exposure, cost efficiency and risk 
management purposes, if such investments do not cause the portfolio to be leveraged beyond 
a 100% invested position. Any derivative security shall be sufficiently liquid that it can be 
expected to be sold at, or near, its most recently quoted market price. Typical uses of 
derivatives in the portfolio are broadly defined below: 
 
Exposure: 
 
Derivatives are an effective way for a portfolio manager to gain exposure to a security that the 
manager does not want to purchase in the cash market. Reasons for gaining exposure to a 
security through the use of derivatives may include cheaper transactions costs, liquidity/lack 
of supply in the underlying market, and the flexibility to implement investment views with 
minimum portfolio disruption. An example is a cash equitization program. 
 
Cost Efficiency: 
 
Derivatives are often used due to the cost efficiency associated with the contract properties. 
Given the fact that derivatives can be used as a form of insurance, upfront trading costs must 
be sufficiently low for investors to purchase the contract and insure their portfolios efficiently. 
Furthermore, due to properties associated with derivatives and cash outlay characteristics 
(minimal cash outlay at inception of the contract) derivatives are generally a vehicle of gaining 
cost efficient exposure. An example is the cost (zero) to purchase a futures contract. 
 
Risk Management: 
 
Derivatives can be used for mitigating risk in the portfolio. When used as a risk management 
tool, derivatives can significantly reduce an identified financial risk or involuntary risk from 
investment areas by providing changes in fair values or cash flows that substantially offset the 
changes in fair values or cash flows of the associated item being hedged. An example is the 
use of currency forwards to offset periods of dollar strength when international equity markets 
increase in value, thereby protecting foreign asset gains in the portfolio. 
 
Derivatives Restricted Use: 
 
Settlement: 
 
Investments in futures contracts are to be cash settled unless physically settled and stored by 
external managers. At no time shall the Systems agree to take physical delivery on a futures 
contract. 
 
Position Limits: 
 
Futures and options positions entered into by the Systems, or on its behalf, will comply with 
all position and aggregate limits established by the local governing authorities within each 
jurisdiction. 
 

V Additional Items 
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Over-the-Counter (OTC): 

Investments in securities not traded on public exchanges that are deemed over-the-counter 
(OTC) in nature are allowed provided that a counterparty risk monitoring component is 
delineated in the manager’s guideline section of the manager’s contract. All counterparties 
must have a short-term credit rating of at least BBB (Standard and Poor’s or Fitch) or Baa2 
(Moody’s). 

All OTC derivative transactions, including those managed through Agency Agreements, must 
be subject to established International Swaps and Derivatives Association, Inc. (ISDA) Master 
Agreements and have full documentation of all legal obligations of the Systems under the 
transactions. All ISDA Master Agreements entered into by or on behalf of the Systems by the 
Staff and external manager pursuant to an Agency Agreement shall provide that Netting 
applies. (Netting allows the parties to an ISDA Master Agreement to aggregate the amounts 
owed by each of them under all of the transactions outstanding under that ISDA Master 
Agreement and replace them with a single net amount payable by one party to the other.) The 
Staff and external managers may also use collateral arrangements to mitigate counterparty 
credit or performance risk. If an external manager utilizes a collateral arrangement to mitigate 
counterparty credit or performance risk the arrangement shall be delineated in the manager’s 
guideline section of the manager’s contract. 

Derivatives Applications Not Permitted: 

Speculation: 

Except for investments in Alternative, Opportunistic Diversifying Strategies investments, and 
Real Return investments, derivatives may not be used for any activity for which the primary 
purpose is speculation or to profit while materially increasing risk to the Systems. Derivatives 
are considered speculative if their uses have no material relation to objectives and strategies 
specified by the IPS or applicable to the portfolio. Derivatives may not be used for 
circumventing any limitations or restrictions imposed by the IPS or applicable regulatory 
requirements. 

Leverage: 

Leverage is inherent in derivative contracts since only a small cash deposit is required to 
establish a much larger economic impact position. Thus, relative to the cash markets, where 
in most cases the cash outlay is equal to the asset acquired, derivative investments offer the 
possibility of establishing substantially larger market risk exposures with the same amount of 
cash as a traditional cash market portfolio. Therefore, risk management and control processes 
must focus on the total risk, i.e. the net notional value, assumed in a derivative investment. 

The above is not intended to limit the Systems from borrowing to cover short-term cash flow needs 
nor prohibit the Systems from loaning securities in accordance with a securities lending 
agreement. 

The Board recognizes that the voting of proxies is an important responsibility in assuring the 
overall performance of the Systems over a long time horizon. The Board has delegated the 
responsibility of voting all proxies to an outside Proxy Voting service provider or contracted 
external investment manager. The Board expects that the proxy voting service will execute all 
proxies in a timely fashion, and in accordance with the voting policy which has been formally 






