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COLLECTIVE FUND CUSTODY AGREEMENT

This Collective Fund Custody Agreement is made as of this /_fﬁ day of
Vorp ey, 2008, between Kentucky Retirement Systems (“Investment Fiduciary™) on
behalf of the Kentucky Employecs Retirement Systemn, County Employees Retirement System
and State Police Retirement System (collectively, the “Systemns™) and Northern Trust
Investments, N.A. (“NTI"), a national banking association.

1. Appointment

The Investment Fiduciary hereby appoints NTT as custodian to maintain in the name of
the Systems a custody account for the purpose of facilitating investment in one or more
collective funds (each, a “Fund”, collectively, the “Funds”) maintained by NTI as collective fund
trustee under the Declaration of Trust of the Northern Trust Global Investments Collective Funds
Trust effective January 31, 2006, as amended from time to time (“Declaration”), a copy of which
is attached hereto as Exhibit A,

2. Collective Fund Investments

(a)  NTJ shall, as soon as practicable, invest the assets transferred to it from the
Systems pursuant to separate written instruction from the Investment Fiduciary in one or more of
the Funds idemtified on Exhibit B (“Designated Funds™) in such amount or proporlion as
directed.

(b)  If it is not practicable for NTI to immediately invest any cash received by it as
directed, then NTI shall invest such cash in the NTGI Shorl-Term Investment Fund until
investment in the Designated Fund is practicable, The NTGI Short-Term Investment Fund is a
collective fund maintained by NTI as trustee,

(c) The Investment Fiduciary may change the Designated Funds from time to time by
filing a new Exhibit B with NTI, provided that the timing of any such change must be in

accordance with Fund rules.

(d)  NTI shall bave no responsibility or accountability for assets of the Systems until
they are reccived by it,

(¢)  In the event of termination of this Agreement, Federal law precludes continued
participation by the Systems in any Designated Fund. Accordingly, NTT must withdraw the
value of the Systems’ investment from all Designated Funds on the next valuation date (as
defined in the Declarations) immediately following the date of termination. Pursuant to the
terms of the Declarations, NTI in its capacity as collective fund trustee retains and will exercise
discretion, based solely on its own judgment, to pay over the value on such valuation date of the
Systems® investment in the Designated Funds in cash, in-kind, or in any combination thereof to
such entity as the Investment Fiduciary directs. Written notice of termination by either party is
irrevocable. Following the valvation datc after termination, participation in the Funds may
continue only upon execution of a new agreement by the Investment Fiduciary and NTI or its
affiliate.
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3, Collective Fund Withdrawals

NTI shall make withdrawals from the Designated Funds and shall distribute or invest
assets so withdrawn pursuant to written direction of the Investment Fiduciary. The Investment
Fiduciary understands that the collective fund trustee may require that part or all of any
withdrawal from the Designated Funds be made in-kind.

4. Representation and Warranties by Investrnent Fiduciary

The Investment Fiduciary represents and warrants to NTT as follows:

(a)  the Investment Fiduciary is authorized to execute this Agreement under the terms
of the Systems and applicable plans:

(b)  the Systems are retirement pension, profit sharing or stock bomus trusts or
collective trust funds composed of assets which are exempt from federal income taxation under
Section 501 of the Internal Revenue Code of 1986, as amended (“Code™), by reason of
qualifying under Section 401(a) of the Code or is a governmental plan within the meaning of
Section 414(d) of the Code:

(c)  the agreement or legislation creating the Systems (“Trust Agreement™) authorizes
investment in collective funds and provides that any declaration pursuant to which the Fund ig
maintained is incorporated by reference in the Trust Agreement and shall prevail over any
contrary provisions of this Agreement; and

(d)  investment of Systems’ assets in the Fund pursuant to this Agreement is in
accordance with applicable Jaw and the terms of the applicable plan and Trust Agreement.

The Investment Fiduciary further warrants that the foregoing representations shall be deemed to
be continuing so long as the Systems participate in the Fund and that the Investment Fiduciary
shall notify NTI in writing before or immediately upon the occurrence of any event which causcs
a change to the representations and warranties made hereunder.

5. Representation and Warranties by NTI
NTI represents and warrants to the Investment Fiduciary as follows:

(a)  NTI has full power and authority to execute, deliver and perform this Agreement
and has taken all necessary and proper action to authorize the execution and
delivery of this Agreement; and

(b)  NTI will perform its obligations hereunder in accordance with the terms of this
Agreement; and
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(c) NTI acknowledges that, in its capacity as collective fund trustee, it is a
“fiduciary” as defined in Section 3(21) of the Employee Retirement Income
Security Act of 1974, as amended (“ERISA™) with respect to Plan assels invested
in any Fund maintained under the Declarations or this Agreement.

NTI further warrants that the foregoing represcntations shall be deemed to be continuing so long
as the Systems participatc in the Fund and that NTI shall notify the Investment Fiduciary in
writing before or immediately upon the occurrence of any event which causes a change to the
representations and warranties made hereunder.

0, Statements and Reporis

N'IT shall deliver to the Investment Fiduciary the following statements and reporls:

(2)  monthly statements of the Systems account showing all investments, receipts,
disbursements and other transactions as of the close of business on the last business day of each
month, with copies of such statements and reports delivered to the trustee of the Systems;

(by  such periodic Fund statements as may be required under the Declaration
governing the Fund; and

©) such additional reports or stalements as may be agreed from time to time by the
Investment Fiduciary and NTL

7. Investments in Northern Trust Corporation Stock

Pursuant to the terms of the Declarations, certain of the passively managed Funds may
maintain investments in Northen Trust Corporation (“NTC”) stock. The Investment Fiduciary
acknowledges that NTC is an affiliate of NTI and anthorizes the investment in NTC common
stock to the extent consistent with the investment objectives of any Funds in which Systems
assets are invested.

8. Securities Lending

Pursuant to the terms of the Declaration, ccrtain of the Funds may lend securities
(“Lending Funds™). Any such securities lending will be in accordance with Department of T.abor
Prohibited Transaction Class Exemption 2006-16. NTI’s affiliale, The Northern Trust Company,
has been appointed to serve as securitics lending agent for the Lending Funds, with responsibility
for administering the securities lending program. As compensation for such services, the
Investment Fiduciary authorizes the payment by any Lending Fund in which Systems assets ate
invested of a monthly fee no greater than 40% of the securitics lending revenue earned by such
Lending Fund (such revenue to be calculated net of rebates paid to the borrowers of securities
and other expenses).

Securitics lending revenue consists of (a) in the case of Joans secured by cash collateral,
the aggregate income detived from the investments of such cash collateral, net of (i) any
applicable payment or withholding of tax, (ii) aggregate rebate fees paid or acerued to borrowers
and (iii) certain expenses, adjustments and other charges provided for in the lending agreement

JES 8-19-D8/MAR 9-29-08
-3-



NOU-19-2008 26:28 NORTHERN TRUST 3124444483 P.684

between NT1 and The Northemn Trust Company as securities lending agent and (b), in the case of
loans secured by all other types of collateral, the aggregate loan fees paid by the borrower,
reduced by any applicable payment or withholding of tax. There are a variety of cash collateral
investment options (which may include investment in collective funds of affiliates) available to
NTI which will be selected from time to time in its discretion,

If the Investment Fiduciary subsequently notifies NTI that it no longer desires Systems
assets to be included in the securities lending program, NTI will cause such Systems assels to be
redeemed from any Funds that lend securitics within thirty (30) days following its receipt of such
notice.

9. Compensation and Reimbursement

NTI shall be reimbursed for all extraordinary and non-recurring cxpenses incurred in the
custody and protection of the account, including legal and accounting fees, and shall receive such
reasonable compensation for its services as may be agrecd by the parties in writing from time to
time. The initial fees are set forth in Exhibit C to this Agreement.

10, Limitation on Custodian’s Liability

NTI shall be entitled to rely upon any direction, notice or other communication or
document it receives from the Investment Fiduciary pursuant to this Agreement and shall have
1o responsibility for any loss to the account that may result from acting in accordance with the
terms of this Agreement, unless NTI could not reasonably rely upon such direction, notice,
communication ot document which NTI in good faith believes it has received from the person
authorized to act on behalf of the Investment Fidueiary under 12(b) hereof.

11. Governing Law

The terms and provisions of this Agrecment shall be construed and governed in
accordance with the laws of the Commonwealth of Kentucky, without regard to conflict of laws
principles thereof. NTI hereby consents to the jurisdiction of the courts of the Commenwealth of
Kentucky and further consents that venue shall lie in the Franklin Circuit Court located in
Franklin County, Kentucky. To the extent that in any jurisdiction NTI may now or hereafter be
entitled to claim for itsclf or its assets immunity from suit, execution, attachment (before or after
judgment) or other legal proccss, NTI, to the extent it may effectively do so, irrevocably agrees
not to clain, and it hereby waives, same. The invalidity of any part of this Agreement shall not
affect the remaining parts thereof.

12, Notices

Notices or other communications relating to this Agreement shall be sent as follows:

(a) IftoNTL

Northern Trust
Attention: James A. Aitcheson
181 West Madison Street, M-23

JES 8-19-08/MAR 9-29-08
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Chicago, I1. 60603
(b)  Ifto the Investment Fiduciary:

Kentucky Retirement Systems

Attention; Adam Tosh, Chief Investment Officer
Perimeter Park West

1260 Louisville Road

Frankfort, Kentucky 40601

13. Entire Agreement

This Agrecment, together with the Declarations, embodies the entire agreement between
the parties and supersedes any and all prior commitments, agreements, representations and
understandings, whether written or oral, relating to the subject matter hereof and may not be
contradicted or varied by evidence of priot, contemporaneous, or subscquent oral agreements or
discussions of the parties hereto.

14, Amendment

The provisions of this Agreement may be amended or waived only by an instrument in
writing signed by the parties hereto.

15. Termination

Each of the parties hereto may terminate this Agrcement by giving to the other party
thirty (30) days written notice of such termination.

16, Assigmment

Neither the Investment Fiduciary nor NTT may assign this Agreement without the prior
written consent of the other, except that NTI may assign its rights and delegate its duties
hereunder to any corporation or entity which directly or indirectly is controlled by, or is under
common c¢ontrol with, NTI. Any entity which shall by merger, consolidation, purchase or
otherwise, succeed to substantially all the frust business of NTI shall, upon such succession and
without any appointment or other action by the Investment Fiduciary, be and become successor
custodian hereunder, upon notification to the Investment Fiduciary.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
exccuted as of the day and year first writtcn above.

JES 8-19-08/MAR 9-29-08
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Kentucky ement S %//

Name: -

Its:
DateM /u.f as

Northern Trust Investments, N.A.

By;_%gm@@z;&.

Name: o SRhw o R A, Qaeheso
" ¢ ’ ‘
Iis: MMMMJZ_

Date: N QLMJ,“,\ ,[*"/l, LSS
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EXHIBIT B
DESIGNATED COLLECTIVE FUNDS

The Investment Fiduciary hereby designates the following collective funds for investment by the

Trust from time to time in such proportions or amounts as the Investment Fiduciary shall direct
in writing:

¢ NTGI-QM Collective Daily Developed International Small Cap (DISC) Equity

Index Fund — Lending
o NTGI-QM Collective Daily Emerging Markets Small Cap Equity Index Fund —

Lending
¢+ NTGI-QM Collective Diversified Frontier Markets Fund — Lending

Kentucky Retirement Systems e

By: W ﬂ'
j—

Name: /éém& /C{f%

Its:
DawM@fzm -

Northern Trust Investments, N.A,

By: %WWNM%
Name: Swmes A, Arvelhesor
Its: M \)M?W
Date: Airwmdan 14, 200y
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EXHIBIT C

FEES

The Investment Fiduciary shall pay NTI a fee for scrvices rendered pursuant to the
following fee schedule:

Valuations for fee calculations are made hased on the aggregate market value of assets held at
the end of each calendar quarter, and fees are charped quarterly in arrears based on one-fourth of
the annual fee. Fees will be prorated appropriately if investments are not held for a full quarter.

Kentucky Rstirement Systems

By: w %’i
o

Name:% /éﬁ’/

Its:
Date: M /- _)f, Z205

Northern Trust Invesiments, N A,

By: %Jwa_f B .

N
Name: TM% A, ﬂ;“‘(‘C({Lﬁ&W
Its: M\)M&; ?W
Date: NCNW.QIW 14, 200%
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SECOND AMENDMENT TO COLLECTIVE FUND CUSTODY AGREEMENT

This Second Amendment is made as of and effective /‘/Mz/ { % , 2014,
amending the Collective Fund Custody Agreement dated November 13, 2008, as previously
amended (the “Agreement”), by and between Kentucky Retirement Systems (the “Investment
Fiduciary”), on behalf of the Kentucky Employees Retirement System, County Employees
Retirement System and State Police Retirement Systems (collectively, the “Systems”), and
Northern Trust Investments, Inc. (formerly Northern Trust Investments, N.A.) (“NTI”), an
Illinois bank with trust powers.

1. The Agreement is hereby amended in the following particulars:

Exhibit C attached to the Agreement, as well as any amendments thereto executed
prior to the effective date of this Amendment, is hereby deleted and revoked, and
in lieu thereof, the Exhibit C attached to this Amendment is adopted and
incorporated in the Agreement, pursuant to sections 9 and 14 thereof.

2. Except for this Second Amendment, the Agreement remains in full force and
effect without change.

IN WITNESS WHEREOF, the parties have caused this Second Amendment to be
executed as of the day and year first written above.

Kentucky Retirement Systems, on behalf of the
Kentucky Employees Retirement System,

County Employees Retirement System and State
Police Retirement Systems

By: j,//%i::

Name: T ee ///-«—/.Z
Its: ’A';téé/ I-/%A

Date: s/ /

North%ﬁnﬂ\
By:

~J

Name: ¢ Jassn menf///

Its: \//(f Rf&f{/&n”’/i
Date: i‘f/S’/I 4
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EXHIBIT C
FEES

Fees are paid quarterly in arrears upon submission of an invoice by NTI to the Investment
Fiduciary. Fees shall be computed on the basis of the average of the adjusted closing market
value of assets as determined by NTI, as custodian of the Funds, on the last business day of each
month in the calendar quarter, in accordance with the following schedule;

The account-level fees set forth above are in addition to the fund-level custody, fund
administration services, and external audit services expressly set forth in the Fund Declarations
for the Funds.

PRO-RATION OF CONTRIBUTIONS/WITHDRAWALS

Fees are calculated at the end of each calendar quarter on the basis of the average of the closing
market value of assets on the last day of each month in the calendar quarter; provided however,
that the market value shall be adjusted such that contributions and disbursements made during
the quarter (and which constitute greater than 1 (one) percent of the total portfolio market value)
shall be billed on a pro rata basis for the amount of time under management.

The adjusted monthly market value = month-end asset value adjusted for contributions or
withdrawals made by the Investment Fiduciary.

(a) For contributions to the assets in the account after the first business day of a month, the
adjusted ending assets will be determined by subtracting from the closing value of the
account on the last business day of the month an amount equaling the product of (x) the
quotient derived by dividing the amount of the contribution by the number of days in the

: month, and (y) the number of days from the beginning of the month to the transfer date.

(b)  For withdrawals from the account after the first business day of a month, the adjusted
assets will be determined by adding to the closing value of the account on the last
business day of the month an amount equaling the product of (x) the quotient derived by
dividing the amount of the withdrawal by the number of days in the month, and (y) the
number of days from the beginning of the month to the transfer date.

MML 2.27.2014



Investment Fiduciary agrees that fees for all Accounts governed by this Agreement shall be paid
by being automatically debited from the Accounts. 4 copy of all invoices should be sent for
review at least 10 business days prior to payment. Unless notified to the contrary, each such
debited payment may take place on the first day of the month following such 10-day review
period. )

Kentucky Retirement Systems, on behalf of the
Kentucky Employees Retirement System,
County Employees Retirement System and State
Police Retirement Systems

By: —
Name: e g /%r/
o Dk S

Date: X5 s

Nor‘tlrmémﬂnvesﬁnmts;—lﬁc.
By: S ‘;ﬁ.

N

: \
Name: Jasew  Tmosauine //,

Its: \Jice T:;rcr e

Date: 7/9”//5/

MML 2.27.2014
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FIRST AMENDMENT TO COLLECTIVE FUND CUSTODY AGREEMENT

This First Amendment is made as of and effective June 28, 2013, amending the Collective Fund
Custody Agreement dated November 13, 2008 (the “Agreement”) by and between Kentucky Retirement
Systems (the “Investment Fiduciary”), on behalf of the Kentucky Employees Retirement System,
County Employees Retirement System and State Police Retirement Systems (collectively, the
“Systems”), and Northern Trust Investments, Inc. (formerly Northern Trust Investments, N.A.) (“NTI”),

an Illinois bank with trust powers.
1, The Agreement is hereby amended in the following particulars: ’

Exhibits B and C attached to the Agreement, as well as any amendments thereto executed
prior to the effective date of this Amendment, are hereby deleted and revoked, and in lieu
thereof, the Exhibits B and C attached to this First Amendment are adopted and
incorporated in the Agreement, pursuant to sections 9 and 14 thereof.

2. Except for this First Amendment, the Agreement remains in full force and effect without
change.

IN WITNESS WHEREOF, the parties have caused this First Amendment to be executed as of
the day and year first written above.

Kentucky Retirement Systems, on behalf of the Kentucky Employees Retirement System,
County Employees Retirement System and State Police Retirement Systems

By: ﬁ/ QA&&”\\

T.J, Chrlson
Chief Investment Officer

Date: é/‘;)f’/j

Northern Trust In vesty

By. 4}'3/1 AT TN ‘
~ = J

ame: JAMES | DstniqgUER

Its: S?/‘n%\f 19 \/\ = ﬁi{:S D EJ\ST

Date: 4 - (& « &

MML 6.25,2013
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EXHIBIT B
DESIGNATED COLLECTIVE FUNDS

The Investment Fiduciary hereby designates the following collective funds for investment by the Trust
from time to time in such proportions or amounts as the Investment Fiduciary shall direct in writing:

o Northern Trust Collective Developed International Small Cap (DISC) Index Fund — Lending
e Northern Trust Collective Emerging Markets Small Cap Index Fund — Non-Lending

Kentucky Retirement Systems, on behalf of the Kentucky Employees Retirement System,
County Employees Retirement System and State Police Retirement Systems

77 Gtz

T.J/ Catlson
Chief Investment Officer

Date:_b 7€ 1\

Date:

Nor thel/fist /n est ts, Inc.

Name. TAMES D aniid e VEZ

Its: gf,/[3M{\ \/\CLG -PM‘;\SkDE‘AJT

Date: 2}~ 1% \R

MML 6.25.2013
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EXHIBIT C

FEES

The Investment Fiduciary shall pay NTI a fee for account-level services rendered ‘puréuant to the
following fee schedule, which shall be applied to the Accounts in the aggregate:

The account-level fees set forth above are in addition to the fund-level custody, fund administration
services, and external audit services expressly set forth in the Fund Declarations for the Funds.

Fees shall be calculated quarterly, based on the aggregate market value of assets held in the Accounts on
the last day of each prior calendar quarter end. For the avoidance of doubt, fee calculations for the
second calendar quarter will be based on the aggregate martket value of assets held in the Accounts on

the last day of March. Fees are charged quarterly based on one-fourth of the annual fee. Fees will be
prorated appropriately if investments are not held for a full quarter.

Investment Fiduciary agrees that fees for all Accounts governed by this Agreement shall be paid as
follows (please check one): -

X automatically debited from the Account
A copy of all invoices should be sent for review at least 10 business days prior to payment, Unless
notified to the contrary, each such debited payment may take place on the first day of the month
Sfollowing such 10-day review period,

An invoice shall be sent to the Investment Fiduciary

If one of the fee payment options above has not been selected, the first option shall be applied.

[Signature Block on Following Page]

MML 6.25,2013
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Kentucky Retirement Systems, on behalf of the Kentucky Employees Retirement System,
County Employees Retirement System and State Police Retirement Systems

By: 7/% QA«Z@—/V\
TJ ./éarlso’n
Chief Investment Officer

Date: é N /:5'

A_, D =

Name: N aae< Dn ALY A TP

o

' Its:;Qmam\, \f\cg QQES\N:M*T

Date; 7 <1 ¥ -3

MML 6.25.2013




KENTUCKY RETIREMENT SYSTEMS
INVESTMENT MANAGEMENT AGREEMENT

THIS INVESTMENT MANAGEMENT AGREEMENT (the “Agrcement” .or "Contract") is
entered into as of June 30, 2013 by and between Northern Trust Investments, Inc., with offices
located at 50 South LaSalle Street, Chicago, Illinois 60675 (“Manager”), and Kentucky Retirement
Systems (“KRS” or "Systems").

WITNESSETH:

WHEREAS, KRS desires to appoint Northern Trust Investments, Inc, as investment manager
with authority to manage and control a portion of KRS’ assets held from time to time (the “Account™)
pursuant to this Contract;

NOW, THEREFORE, in consideration of the foregoing and subject to the terms and conditions
set forth herein, the parties hereby agree as follows:

L. Designation of Manager; Prudent Person. Subject to the terms and conditions
contained in this Agreement, KRS hereby appoints Manager as investment manager of the Account with
full power and discretion to manage such assets of the Account as KRS designates, such assets not
otherwise being subject to the management or control of another investment manager specifically
appointed by KRS. Manager hereby accepts appointment as investment manager of the Account
~ pursuant to the terms of this Agreement. Manager shall discharge its duties under this Agreement solely
in the interest of KRS with the care, skill, prudence, and diligence under the circumstances then
prevailing that a prudent investment manager acting in a like capacity and familiar with such matters
would use in the conduct of an enterprise of like character and with like aims. In addition, Manager is a
“fiduciary” of KRS, as that term is defined the U.S. Employee Retirement Income Security Act of 1974,
as amended ("ERISA")., with respect to the investment and management of the assets in the Account.

2, Custody of Account Assets, KRS has established or will establish one or more
investment accounts at a custodian of KRS’s choice (the “Custodian”). Title to all Systems’ Account
assets shall at all times be registered in the name of Systems or the name of the Systems’ Master
Custodian or its nominee for the account of Systems; and the indicia of ownership of all Systems’
Account assets shall at all times be maintained in trust by the Systems” Master Custodian. The Manager
shall at no time have the right to physically possess or to have the securities making up the Account
registered in its own name or that of its nominee, nor shall the Manager in any mamner acquire or
become possessed of any income or proceeds distributable by reason of selling, holding or controlling
the Account. KRS shall instruct the Custodian to provide the Manager with written statements of the
Account, at least monthly, and such other information as Manager may reasonably request from time to

time,

‘ 3. Investment Policy and Procedures. The Manager hereby agrees to provide the services
enumerated in Item 1 and Item 2 above in accordance with the Statement of Investment Policy and
Procedures (the “Investment Policy”) as issued by Systems, which is attached hereto as Attachment I

~and incorporated herein by this reference, and the Portfolio Guidelines for the Manager (the




“Guidelines”), which are attached hereto as Attachment II and incorporated herein by this reference.
Manager shall exercise its power and authority with respect to the Account in accordance with the
Investment Policy. The Investment Policy shall remain in effect until such time as KRS approves (in
writing) a modification to the Investment Policy. Manager will be furnished a copy of the revised
Investment Policy prior to and for the purpose of implementing any changes which may affect Manager.
The Guidelines shall remain in effect unless amended by written agreement of both KRS and Manager.
The Manager will attempt to obtain the “best available price and most favorable execution” with respect
to all Account transactions.

4. Brokerage. In selecting brokers or dealers, the Manager shall use reasonable efforts to
seek the most favorable combination of price and execution, and may consider the fact that a broker or
dealer has furnished, or has agreed to furnish in the future, statistical, research or other information or
services which enhance the Manager's investment research and portfolio management capability for
investing the assets. If Manager accepts or receives such information or services from a broker or
dealer, then Manager shall report to KRS in accordance with section 18(c)(iv).

Notwithstanding the foregoing, the Manager shall not place orders with any broket/dealer who:
(a) KRS has by written notice to the Manager deemed unsuitable for Account trades, (b) is atfiliated
with the Manager or (c) is affiliated with an investment consultant that provides non-brokerage related
services to KRS. The Manager agrees to be bound by any changes to such broker/dealer list upon
receipt of written notice from KRS. In addition, the Manager shall not engage in transactions that
involve a broker acting as a principal where the broker is also the investment manager, without KRS's
advance written consent, .

5. Performance Objectives. The Manager acknowledges that KRS has established
performance objectives for the assets in the Account as are set forth in Attachment II attached hereto
(the "Performance Objectives"), as the same may be amended from time to time by KRS in writing, and
that failure to consistently meet such performance standards may result in termination of this
Agreement. The Manager hereby acknowledges that it has reviewed and is familiar with the
Performance Objectives. KRS may amend the Performance Objectives by providing written notice to
Manager.

6. Fees and Terms of Payment. As consideration for the services rendered pursuant to this
Agreement, the Mapg reoeive fo able guarterly. and calculated as outlined

in Attachment III,
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8. Placement Agents. The Manager agrees that it will remain in compliance with
System’s Statement of Disclosure and Placement Agent policy, which is attached hereto as Attachment
IV. The Manager warrants that no person or selling agency has been employed or retained to solicit and
secure this Agreement upon an agreement or understanding for commission, percentage, brokerage or
contingency; excepting bona fide employees or selling agents maintained by the Manager for the
purpose of securing business unless disclosed in writing, prior to the engagement. The Manager has not
paid any placement fees, finder's fees, or gratuities (including gifts and entertainment) to any fiduciary,
trustee or employee of KRS, The Manager has not made any contributions that would result an
Investment Adviser being disqualified from collecting performance fees under rule 206(4)-5 of the
Investment Advisers Act of 1940.

9. Authorization. In accordance with this Contract and all Attachments hereto, Manager is
hereby authorized, without prior consultation with, or approval of, KRS, to:

a) use its sole judgment and discretion in the acquisition, placement, maintenance, transfer,
swap, sale, or other disposition of any and all Account assets;

b) bind or commit KRS to any contract(s) or agreement(s) necessary to accomplish its duties
and obligations set forth in this Agreement;

¢) direct the Custodian with respect to all powers subject to such direction under any
Agreement including, but not limited to, buying and selling securities, signing contracts
or other agreements; and

d) combine orders on behalf of the account with orders on behalf of the Manager or its
affiliates or of other clients of the Manager.

10.  Trading Procedures. All transactions authorized by this Agreement shall be settled
through the Custodian, who shall retain sole possession of and have complete custodial responsibility for
the assets. The Manager shall notify and instruct the Custodian on (a) orders which the Manager places
for the sale or purchase of assets and the management or disposition of such assets, and (b) the purchase
or acquisition of other securities or property for the Account. The Manager shall provide the Custodian
with such trade information as the Custodian may require to effect settlement, within the time frames as
the Custodian may designate. In its sole discretion, KRS may (by giving advance notice to either the
Manager or the Custodian) amend, limit or revoke Manager's above-described authority to direct the

Custodian,

11.  Manager Not Acting as Principal, The Manager shall not act as a principal in sales
and/or purchases of the assets, unless the Manager shall have received prior written approval from an
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Authorized Person (defined below) for such transaction. The Manager shall also not engage in
prohibited transactions to the extent set forth in section 406(b) of ERISA.

12.  Trade Confirmation and Settlement. Where a transaction is eligible for settlement
through the Depository Trust Company's Institutional Delivery System, the Manager shall use such
System for trade confirmation and settlement. The Manager shall cooperate with KRS's Custodian and
other parties to the trade to promptly resolve any trade settlement discrepancies or disputes.

13.  Discretionary Rights and Powers Affecting the Assets. The Manager may receive
information from the Custodian concerning the assets held in the Account, including without limitation,
conversion rights, subscription rights, warrants, options, pendency of calls, maturities of securilies,
expirations of rights, tender and exchange offers, and any other right or power requiring a discretionary
decision by the Manager. The Manager shall be responsible for timely directing the Custodian as to the
exercise of such rights and/or powers where the Manager has actual knowledge of same, whether by
written notice or otherwise.

14.  Acting on IMegal Information. The Manager shall not place orders to purchase and/or
sell any assets on the basis of any material information obtained, or utilized, by the Manager in violation
of the securities laws of the United States, or any other country in which the Manager transacts business
on the Fund's behalf,

15.  Account Reconciliation. The Manager shall cooperate with the Custodian to reconcile
the Account each month. The Manager shall review all performance and other reports provided to it by
the Custodian with respect to the Account assets, and notify KRS in writing of any material errors or
discrepancies that are not reconciled.

16. Manager Representations. Manager hereby represents and acknowledges to KRS that:

a) Manager is duly organized, validly existing and in good standing under the laws of the
state of its organization and has complete authority to carry out its business as it has been
conducted;

b) The execution and delivery of this Agreement and the consummation of the transactions

contemplated hereby are within the power of the Manager and have been duly authorized
by all necessary corporate action. The Manager has duly executed and delivered this
Agreement, and this Agreement constitutes the legal, valid and binding agreement and
obligation of the Manager, enforceable against the Manager in accordance with its terms,
except insofar as such enforceability may be limited by bankruptey, insolvency,
reorganization, moratorium or other similar limitations on creditors' rights generally and
general principles of equity.

c) Neither the execution and delivery of this Agreement nor the consummation of the
transactions provided herein will violate any agreement to which the Manager is a party
or by which it is bound, any law, regulation, order, or any provision of the charter
documents of the Manager.

d) Manager is a registered investment adviser as defined is the Investment Advisers Act of
1940, as amended (“the Advisers Act™), and therefore eligible to act as an investment
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g)

h)

h)

k)

17.

manager under ERISA, is registered in or is exempt from registration in accordance with
applicable state laws and is not subject to any of the disqualifications set forth in Section
411 of ERISA, '

Manager has completed, obtained, and performed all registrations, filings, approvals,
authorizations, consents, or examinations required by any government or governmental
authority for acts as contemplated by this Agreement; :

Manager will maintain the following insurance coverage for the duration of the
Agreement plus sixty months after expiration or termination of the Agreement. Proof of
the existence of such policies shall be provided to KRS annually with the Compliance
Certificate in Attachment V:

i) An errors and omissions policy in the minimum amount of $10,000,000 with a
maximum deductible of $1,000,000 per claim. The policy shall cover, at a
minimum, losses caused by errors, omissions, or negligent acts of the Manager.

Manager will immediately notify KRS by telephone (at the telephone number set forth
below), upon the receipt of information indicating possible risks of seizure, loss, or loss
of use of Account assets. Manager will promptly follow such telephonic notice with
written notice to KRS;

It has disclosed to KRS directly, any litigation pending, and will notify KRS of all future
actions against the Manager, related to the performance of its dutics as an investment
adviser under this Agreement. It also has, and will in the future, promptly disclose to
KRS directly, any pending or future investigation of the Manager by the SEC or any
other regulatory authority related to the Manager’s performance of duties as an
investment adviser under this Agreement; and

Manager will promptly notify KRS in writing in the event any of these representations is
no longer true.

The Manager will make all required filings with all applicable regulatory agencies within
all prescribed deadlines on behalf of its investments of the assets in the Account.

The Manager shall annually file with KRS a compliance certificate, executed by a
responsible officer of the Manager's firm, in the form attached hereto as Attachment V,
within thirty (30) days after each June 30.

Reporting Requirements. Manager shall furnish reports in a mutually agreed upon

format to KRS upon their reasonable request.

a)

The Manager shall provide the following reports monthly (cither hard copy or by
electronic access) within twelve (12) business days of month-end:

i) Reports describing in detail the previous month’s portfolio activities, including
GIPS compliant performance tabulations gross and net of fees for the 1-month, 3-
month, calendar YTD, fiscal YTD, 1-ycar, 3-year, 5-year, 10-year, and since
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b)

)

if)

inception as appropriate. A summary of purchases & sales (Account activity),
sector weights and other appropriate Account characteristics (e.g. convexity and
effective duration, P/E, etc.) for both the benchmark and the Account; and

Reports tracking units, original cost, amortized cost, market value, and gain/loss
of each holding.

The Manager shall provide quarterly reports within thirty (30) calendar days of calendar
quarter-end, in which the Manager shall provide the following information to KRS:

i)

vi)

A review of portfolio performance (as above) and the Manager’s curent
investment strategy and outlook;

A summary of the proxy votes for the quarter;
An attribution breakdown for the current quarter, and 1 year periods;

Reports fracking the Manager’s utilization of brokers/dealers, including the
identification of the brokers/dealers utilized, the dollar volume executed through
each broker/dealer, and a commission analysis report;

A synopsis of the key investment decisions made by the manager, his or her
underlying rationale, and how those decisions could affect future results;

A commentary on investment results in light of the appropriate standards of
performance; and _ :

The Manager shall provide annually, after the close of the calendar year:

A copy of SEC form ADV — Part 11, any amendments thereto as available;
A copy of the Manager’s annual report and SAS 70 (if applicable);
A Compliance Certificate provided in Attachment V;,

A report on the Manager’s use of soft dollars carned and expended resulting from
its duties under this Agreement. The report shall include the products and services
obtained through soft dollar arrangements and their approximale value,
Otherwise, the Manager shall indicate in writing that soft dollar information is not
applicable to this Account.

The Manager shall provide the following information periodically as requcstéd:

Y

ii)

Information relating to industries, businesses, corporations or securities as
requested by KRS;

Reports containing the Manager’s and affiliates’ conflict of interes! policies; and
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iii) Any other such reports regarding the Account as KRS or the Custodian may
‘reasonably request.

18. Meetings. On a periodic basis mutually convenient to Manager and KRS, Manager shall
meet with KRS to review the Account investments and to discuss current holdings and future placements
and acquisitions. Additionally, the individual or individuals assigned by the Manager to the Systems
account must be generally accessible by telephone to Systems on a daily basis during regular business
hours.

19, Change in Status. Manager shall promptly notify KRS in writing of any material
change in Manager’s business which may effect Manager’s ability to perform its duties and
responsibilities under this Agreement, including, but not limited to, any change in Manager’s status as a
registered investment manager, any material litigation, any material adverse changes to the Manager’s
financial or organizational status or any material change in its senior professional personnel, and any
change in personnel involving a KRS Account. It shall promptly notify KRS of any conflicts of mterest
arising - from Manager and its relationship with any entity. If, at the sole discretion of KRS, it is
determined that any relationship would be considered a potential or actual conflict of interest, KRS may
require Manager to cease dealing with such entity on behalf of KRS.

20. KRS Representations. KRS hereby represents to Manager that the execution and
performance of this Agreemient and the making of investments of the Account in accordance with this
Agreement will not violate any provision of the governing documents of KRS, require KRS to obtain
any consent or any waiver that has not heretofore been obtained, or violate any contract or other
agreement to which KRS is a party or by which it or its assets (including the Account) may be bound or
any statute, rule, regulation or order of any governmental body.

21.  Authorized Parties; Directions to the Manager. KRS may appoint or designate any
person or committee to act on its behalf concerning this Agreement and its operation, as it deems
appropriate. KRS has furnished to the Manager a list of authorized persons, in Attachment VI
("Authorized Persons™), which it will update from time o time as necessary and until written notice of
changes are received by the Manager, the Manager may conclusively rely upon the authority of the
Authorized Persons to act on behalf of KRS. All directions to the Manager by or on behalf of KRS shall
be in writing signed by one or more Authorized Persons and the Manager shall be fully protected in
relying on such directions.

22, Assignment. The Manager may not assign, convey, or otherwise transfer any of its
rights, obligations, or interests herein without the prior express written consent of KRS.

23,

24,  Reliance on Representations. KRS and the Manager each acknowledge that the other
will be relying, and shall be entitled to rely, on the representations, undertakings and acknowledgments
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of the other set forth in this Agreement. KRS and the Manager each agree to notify the other promplly if
any of its representations, undertakings, or acknowledgments set forth in this Agreement ceases to be
true.

25. Notice. All notices, instructions and advices with respect to securities transactions or
other matters contemplated by this Contract shall be deemed duly given when delivered to and received
by the respective parties as follows (a facsimile transmission is acceptable only for purposes of
amending this Contract and only if the receipt of such facsimile is confirmed by the recipient.
Electronic mail transmissions are acceptable only for purposes of providing notice or instructions with
respect to securities transaction or cash flows. Electronic mail transmissions may not be used to
terminate or amend this Contract):

The Manager at: Northern Trust Investments, Inc.
Jason D. Pasquinelli
50 South LaSalle Street,
Chicago, IL 60603
[facsimile: 312.557.1478}

KRS at: T.J. Carlson
Chief Investment Officer
1260 Louisville Rd
Frankfort KY, 40601
[facsimile: 502.696.8889]

With a copy to: Jennifer Jones
Interim General Counsel
1260 Louisville Rd
Frankfort KY, 40601

Custodian at: The Northern Trust Company
Attn: Ms. Kathy Stevenson, Vice President
50 South LaSalle Street, B-8
Chicago, IL 60675
[facsimile: 312.557.2710]

26, Controlling Law; Jurisdiction and Venue; Waiver. All questions as to the execution,
validity, interpretation, construction, and performance of this agreement shall be construed in
accordance with the laws of the Commonwealth of Kentucky, without regard to conflict of laws
principles thereof. The Manager hereby consents to the jurisdiction of the courts of the Commonwealth
of Kentucky and further consents that venue shall lie in the Franklin Circuit Court located in Franklin
County, Kentucky. To the extent that in any jurisdiction Manager may now or hereafter be entitled to
claim for itself or its assets immunity from suit, execution, attachment (before or after judgment) or
other legal process, Manager, to the extent it may effectively do so, irrevocably agrees not to claim, and

it hereby waives, same.

27. Confidentiality. The Manager shall protect the financial privacy of all information
relating to the Account and recognizes that the information is confidential in nature. The Manager’s
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employees and agents shall be allowed access to the information only as needed for their duties related
to the Agreement and in accordance with the rules established by the custodian of the records. The
Manager shall preserve the confidentiality of the information except where otherwise required by law or
requested by an appropriate regulator, and shall maintain_positive policies and X

29.  Securities Lending The Manager understands that KRS may cngage in a “Sccurities

lending program”.

30.  Duration of Contract. The period in which subject services are to be performed is from
the date first above written through June 30, 2016. At the expiration of each term, a new term of three
years shall automatically be come into being, unless one of the parties hereto notifies the other this
agreement may, at the option of the parties hereto, be extended by negotiation for additional periods.

31.  Termination. KRS and Manager reserve the right to terminate this Agreement without
penalty under any one of the following circumstances:

a) At KRS’s discretion, with or without cause, after thirty (30) business days written notice
to the Manager or at Manager’s discretion upon thirty (30) calendar days written notice.
Manager shall cooperate with KRS and follow KRS’s written directions in connection
with the termination of this agreement to effect the orderly transfer of securities; or

b) At KRS’s discretion, immediately, if a result of the Manager’s default or breach of
contract.

Following termination notification, Manager shall not take any action with respect to the Account,
unless specifically authorized to do so by KRS. In the event of termination of the Agreement, the
exclusive, sole and complete remedy of the Manager shall be payment for services rendered prior to
termination.

32, Withdrawal of Assets from Management. KRS may withdraw from and decrease the
Account assets in its sole discretion, with or without prior notice. Any such notice shall set forth the
amount of any such withdrawal or identify the investment assets and amount of cash to be withdrawn,
the date as of which such withdrawal shall be effective and such other information that KRS deems
necessary or approptiate. On and after the effective date of such withdrawal and decrease and except as
may otherwise be set forth in such notice, the Manager shall cease to be responsible for future
investment of the assets and/or cash withdrawn,
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33. Amendments. Except as otherwise provided herein, written modifications, amendments
or additions to this Contract shall be effective only when signed by both parties. At the expiration of its
term, this Contract may, at the option of the parties hereto, be renewed by negotiation for further periods
not to exceed 60 months for each such renewal.

34, Conflicts of Laws. Manager hereby certifies Manager is legally entitled to enter into the
subject contract with the Commonwealth of Kentucky and certifies that Manager is not and will not be
violating any conflict of interest statute (KRS 121.056 or any other applicable statute) or principle by the
performance of this Contract. The Manager shall not engage directly or indirectly in any financial or
other transaction with a trustee or employee of Systems which would violate standards of the Execulive
Branch Ethics provisions, as set forth in KRS Chapter 11A.

35.  Purchasing by the Commonwealth of Kentucky. The Manager hereby certifies that it
will not attempt in any manner to influence any specifications to be restrictive in any way or respect nor
will he attempt in any way to influence any purchasing of services, commodities or equipment by the
Commonwealth of Kentucky.

36.  Severability. In case one or more of the provisions contained in this Agreement shall be
found to be invalid, illegal or unenforceable in any respect, the validity, legality and enforceability of the
remaining provisions contained herein shall not in any way be affected or impaired thereby.

37,  Miscellaneous. Both parties reserve the right to refuse to renew this Agreement in their
sole discretion and for any reason. All section headings in this Agreement are for convenience of
reference only, do not form part of this Agreement, and will not affect in any way the meaning or
interpretation of this Agreement.

No term or provision of this Agreement may be waived except in writing signed by the party
against whom such waiver is sought to be enforced, A party’s failure to insist at any time on strict
compliance with this Agreement or with any of the terms of the Agreement or any continued course of
such conduct on its part will not constitute or be considered a waiver by such party of any of its rights or
privileges. Manager is an independent contractor, and nothing in this Agreement may be interpreted or
construed to create any employment, partnership, joint venture or other relationship between Manager
and KRS. This Agreement contains the entire understanding between KRS and Manager concerning the
subject matter of this Agreement, and supersedes all prior agreements, arrangements and understandings,
written or oral, between the parties.

38.  Voting of Proxies. The Manager shall exercise voting rights with respect to sccurities
under its management, Manager is authorized and directed to vote all proxies and affect any corporate
actions in accordance with KRS's Investment Proxy Voting Policy attached hereto as Attachunent VIL If
the Investment Proxy Voting Policy does not directly address how KRS's voting rights shall be
exercised, then the Manager shall vote in accordance with the recommendations of Institutional
Shareholder Services ("ISS"). If ISS has not issued a recommendation, then KRS shall consult with an
Authorized Person to determine how the vote shall be cast, The Manager shall maintain detailed records
of its performance of this duty and shall provide those records to KRS quarterly.
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IN WITNESS WHEREOF, the parties have caused this Agreement to be executed as of the date first
above written.

Kentucky Retirement Systems N ort%
» .’
Y
By: /V’/ Cﬁ,{/é&‘/\ @Q

By: . —
v \L .
T.J. Carlson Name:_ JJA2¢ %w Nél [
Chief Investment Officer Title:  \Vite Fresid g
Date: S'" é - 3 Date: 5’&7—.20: Z
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This statement of investment policy is issued by the Board of Trustees of the Kentucky Retirement
Systems (Systems) in connection with investing the pension and insurance funds of the Kentucky
Employees Retirement System, the County Employees Retirement System and the State Police
Retirement System. This document supersedes all prior documents entitled Statement of Investment
Policy.

The Kentucky Retirement Systems is a “Quahﬁed Pension Plan" under Section 401 of the Intesnal
Revenue Code and is administered by a board of nine frustees,

KRS 61.701 establishes the "Kentucky Retirement Systems Insurance Fund" as a separate fund to
provide fringe benefits to recipients of the Kentucky Employees Retirement System, County
Employees Retirement System and State Police Retirement System. KRS 61.702 provides that all
amounts necessary to prov1de for insurance benefits shall be paid to the insurance fund. The Board
shall administer the fund in the same manner as the retirement funds.

Three trustees are appointed by the Governor of the Commonwealth of Kentacky (two of which must
be filled by persons with specific experience as required in Section 61.645.1.¢.2), two trustces are
elected by the membership of the Kentucky Employces Retirement System, two trustees are elected by
the membership of the County Employees Retirement System, and one trusteé is elected by the
metmbership of the Statc Police Retircment System. The Secretary of the Personnel Cabinet is an ex-
officio trustee.

The Board of Trustees authorizes and directs the appointment of an Investment Committee with full
power to act for the board in the acquisition, sale and management of the securities and funds of the
Systems in accordance with the provisions of the Statutes and Invesiment Policy of the Board. The
Board shall review the actions of the Investment Committee at each quarterly Board meeting.

The Investment Committee consists of five members of the Board of Trustees. Three members of the
committee are appointed by the chairperson of the Board of Trustees. In accordance with statute, two
position are filled by the Trustees that were appointed to the board as persons with specific experience
(Section 61.645.1.e.2). The comrmittee acts on behalf of the board on investment related matters,

The Investment Cominittee has the following oversight responsibilities:
A. Assure compliance with this policy and all applicable laws and regulations.

B.. Approve the selection and termination of service providers.
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C. Meet quarterly to evaluate whether this policy, the investment activities and
management controls and processes continue to be consistent with meeting the
Systems' goals. Mandate actions necessary to maintain the overall effectiveness of the
program. ‘ '

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

The Chief Investment Officer is responsible for administration of investment assets of the Systems
consistent with the policies, guidelines and limits established by the law, this Statement of Investment
Policy and the Investment Committee.

The Chief Investment Officer receives direction from and reports to the Investment Committee and the
Executive Director of the Systems on all investment matters, including but not limited to the following;:

A, Maintaining the diversification and risk exposure of the funds consistent with policies
and guidelines. 4
B. Monitoring and assessing service providers, including annual onsite visits, to assure
© that they meet expectations and conform to policies and guidelines.
C. Assess and report on the performance and risk exposure of the overall investment
program relative to goals, objectives, policies and guidelines.
D. Recommend changes to service providers, statutes, policies or guidelines as needed to

maintain a productive relationship between the investment program and its goals; act
as liaison on all investment related matters.

E. Communicating with the mass media and other agencics, entities or institutions
regarding investment related issues.

F. Identify issues for considetation by the Investment Commitlee and prepare
recommendations regarding such matters.

The Chief Investment Officer or designee is authorized to execule trades on fixed income and equity
securities (including ETR’s) and to execute proxies for the Boatd consistent with this Policy.

To carry out this Policy and investment related decisions of the Board, the Chief Investment Officer or
designee is authorized to execule agreements and other necessary or proper documents pertaining o
investment managers, consultants, investment related transactions ot other investment functions,

Sorvice Providers

A, 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:
1. Investment Managers shall be qualificd and agree to serve as a fiduciary to the
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Systems and shall generally have been in the business of investment management for
large United States institutional investors for at Icast three to five years.

2. Investment Maunagers shall manage assets in accordance with this Policy and any
additional guidelines- established by contract, as may be modified in writing from
lime to time.

B. ' Custody Bank

The Boatd shall hire custodians and other agents who will be fiduciaries to the Systems and who
will assume responsibility for the safekeeping and accountmg of all assets held on behalf of the
Systems and other duties as agreed to by contract. ~

C. 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,

- D, Selection

Qualified investment managers, custody banks, investment consultants and other service providers
shall be selected by the Investment Committee or Chief Investment Officer as required, The
selection shall be based upon the demonstrated ability of the professional(s) to provide the required
expertise or assistance. In order to create an efficient and effective process, the Investment
Committee or Chief Investment Officer may, in their sole discretion, utilize RFI, RFP, thitd party
propriotary software or database, review of existing service provider capabilities or any
combination of these or other methods to select a service provider. Relevant criteria for the
selection of investment managers are contained in the Transactions Procedures statement,

All contact and communication with service providers seeking a business relationship with the
Systems shall be directed to the Division Director for that specific asset class, However, this rule is
not applicable to existing service providers if the contact or communication is in response to an
information request from the Investment Committee or if it is incidental contact not related to
specific Systems business. '

estinent Philosophy’s .

The Trustees of the Kentucky Retirement Systems recognize their fiduciary duty not only to invest the
Systems' funds in formal compliance with the Prudent Person Rule but also to manage those funds in
continued recognition of the basic long term nature of those systems, The Trustees interpret this (o
mean, in addition to the specific guidelines and restrictions set forth in this document, that the asscls of
the three systems shall be proactively managed -- that is, investment decisions regarding the particuhu
asset classes, strategies, and securities 1o be puwhased or sold sha][ be the result of the conscious

excrcise of discretion.
The Trustees recognize that, commensurate with their overall objective of maximizing long-range

return while maintaining a high standard of portfolio quality and consistency of return, it is necessary
that proper diversification of asscts be maintained both across and within the classes of securities held
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to minimize/mitigate overall portfolio risk.  Consistent with camrying out their Fiduciary
Responsibilities and the concept of Modem Portfolio Theory, 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
- divetsification, the Trustees rely upon appropriate professional advice from 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; (4) impartially; (5) incurring and paying
appropriate and reasonable expenses of administration and (6) in accordance with a good faith
interpretation of the laws, regulations and other instruments governing 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). :

Tovesinent Oioctives (71

The Board of Trustees realizes that prudent investment management is a duty. In fulfillment of this
duty, the Board of Trustees recognizes that while long-term objectives are important, it is also
necessary that short-term benchmarks be used to assess the periodic performance of the investment

program.

Accordingly, the Board of Trustees has established the following investment objectives:
« Long-Term: '
. The total assets of the Systems should achieve a retum which exceeds the actvatially
required rate of return of 7.75%. ,
- In addition to exceeding the actuarially required rate of return, the total fund return
should exceed the return achieved by its blended performance benchmark.

« Short-Term:
. The returns of the particular asset classes of the System, measured on a rolling basis,
should seek to exceed the returns achieved by comparable passive matlet indices as
described in the appropriate Addendum of this statement, '

ceutities aid Lovetagng =0 oo
Definition: :
A derivative is broadly defined as a financial instrument whose value, useflulness, and

matketability is derived from or linked to the value of an undetlying security.

Definitions and examples in the investment universe include:

16 of 50




Forward Contracts - a forward contract is a non-standardized, Over-the-Counter (OTC) contract
between two parties, governed by ISDA agreements, to buy or sell an asset at a specified future
time at a price agreed to today. This is in contrast to a spot confract, which is an agreement to buy
or sell an asset at a set price today. It costs nothing to enter a forward contract. The party agreeing
to buy the underlying asset in the future assumes a long position, and the party agreeing to sell the
asset in the future assumes a short position. The price agreed upon is called the delivery price,
which is equal to the forward price at the time the contract is entered into. An example of a forward
contract is a currency forward contract. Currency forward contracts are commonly used to hedge
foreign currency risk, which is an inherent risk of investing in international assets,

Futures Contracts - a futures contract is a standardized, exchange traded contract between two
patties to buy or sell a specified asset of standardized quantity and quality at a specified future date
at a price agreed to today (the futures price). Futures contracts are not "direct" securities like
stocks, bonds, rights or warrants. The party agreeing to buy the underlying asset in the future
assumes a Jong position and the party agreeing to sell the asset in the future assumes a short
position. Futures may be settled in cash or physically settled depending on the characteristics of the
underlying. asset and the specifications of the contract, If futures are physically seftled the buyer
must make arrangemients for taking physical delivery. An example of a futures contract is the S&P
500 Futures contract which is traded at the Chicago Mercantile Exchange. The S&P 500 futures
contract is commonly used for equitization of cash held in the equity portfolio of a fund so as to
keep un-invested cash levels at a minimum. Futures contracts have many other uses for portfolio
managers and are considered a valuable tool for adding flexibility and cost effectiveness to the
management of a portfolio.

Options - Options are derivative financial instrumenls that may be standardized, exchange traded,
or OTC contracts that specify a contract between two partics for a future transaction on an asset at
a reference price. The buyer of the option-gains the right, but not the obligation, to engage in that
transaction, while the seller incurs the corresponding obligation to fulfill the transaction. The price
of an option is derived from the difference between the reference price and the value of the
underlying asset (commonly a stock, a bond, a cutrency or a futures contract) plus a premium
based on the time to maturity, expected volatility, and the interest rate environment. Other types of
options exist, and options can in principle be created for any type of valuable asset.

An option which conveys the right to buy an asset is called a call; an option which conveys the
right to sell an asset is called a put. The reference price at which the underlying asset may be traded
is called the strike price or exetcise price. The process of activating an option and thereby trading
the underlying asset is referred to as exetcising it, While there are several styles of option contracts
the two most common are American-style contracts and European-style contracts. American-style
oplions contracts may be exercised at or before expiration while European-style options may only
be exetcised at expiration, Most options have an expiration date while others have strike reset
points. If the option is not exercised by the expiration date, it becomes void and worthless.

In return for assuming the obligation, called writing the opﬁon, the originator of the option collects

* a payment, a premium, from the buyer. The writer of an option must make good on delivering (or
receiving) the underlying asset or its cash equivalent, if the option is exercised.
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An example of an option contract is an S&P 500 put contract, These contracts may be used by a
portfolio manager to purchase downside portfolio protection or may be combined with other
options contracts to temper volatility in the portfolio, thus reducing risk.

Swaps and Swaptions — Swaps are derivative financial instruments in which counterparties .
exchange certain benefits of oné party's financial instrument for those of the other party's financial
instrument, (Swaptions are simply options on swaps) Most swaps are non-standardized, OTC
contracts between two parties and are governed by ISDA agreements. Some types of swaps are
also exchanged on public matkets such as the Chicago Mercantile Exchange, the Chicago Board
Options Exchange, Intercontinental Bxchange and Frankfurt-based BEurex AG. The bencfits of a
swap depend on the type of financial instruments involved. At the initiation of a swap contract, iwo
counterparties agree to exchange one stream of cash flows against another stream, These streams
are called the legs of the swap. The swap agrecment defines the dates when the cash flows are to be

- paid and the way they are calculated. Usually at the time when the contract is initiated, at least one
of these series of cash flows is determined by a reference point such as an interest rate, foreign
exchange rate, equity price or commodity price. The cash flows are calculated on a notional
principal amount, which is usually not exchanged between counterparties, Value transfers can be
made with cash or collateral depending on confract terms.

An example of a swap contract is an interest rate swap. An interest rate swap is an agreement 1o
exchange a series of cash flows on periodic settlement dates over ‘a certain time period, The
duration properties of interest rate swaps are the primary reason for their popularity as an effective
portfolio management tool for fixed income managers, Ifa fixed income manager agrees to pay a
floating rate and receive a fixed rate in a swap, s/he will be increasing duration in her/his portfolio,

Warrants - a warrant is a type of derivative security that entitles the holder to buy or sell the
underlying stock of the issuing company at a fixed exercise price until the expiry date. Warrants
may be cither exchange traded or OTC in nature. OTC Watranis are typically long term in natore.

Warrants are frequently attached to bonds (to reduce inlerest rates for the issuer) or preferred stock
(to reduce dividend payments) as a sweotener, Warrants can also be used in private equity deals,
Frequently, these warrants are detachable, and can be sold independently of the bond or stock.

(Typically traded OTC)

This list is not intended to be an all encompassing list of devivative contracts available for use in n
the portfolios, but rather, to display a sample of the most common types of contracts and describe
the spirit of their intended use in the porifolios.

Derivatives Permitted Use:

KRS permits external managers and Investment Division (Staff) to invest in derivative securities,
or strategies which make use of derivative investmenls, 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, ot near, its most recently quoted market price. Typical uses of derivatives in the
portfolio are broadly defined below:
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Exposure:

Derivatives are an effective way for a portfolio manager to gain exposure to a security that the
manager does not want to putchase in the cash market, Reasons for gaining exposute 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 confract properties. Given
the fact that derivatives can be mused as a form of insurance, upfront trading costs must be
sufficiently low for investors to purchase the contract and insure their portfolios cfficiently.
Furthérmore, 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 efficiont
exposure, An example {s the cost (zero) to purchase a futures contract.

Risk Management;:

Derivatives can be used for mitigating 1isk 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:

Settlemment:

Investments in futures contracts are to be cash settled unless physically settled and stored by
external managers, At no time shall KRS agree to take physical delivery on a fitures contract,

Position Limits:

Futures and options positions entered into by KRS, or on its behalf, will comply with all position
. and aggregate limits established by the local governing authorities within each jurisdiction.

Investment:

Tnvestments in securities such as collateralized mottgage obligation (CMO), planned amortization
class (PAC) issues, interest only (I0), principal only (PO), inverse floater, or structured note
securities are prohibited unless specifically allowed in a manager’s contract and delineated in the
manager’s guidelines. They will only be allowed if, in the judgment of the investment manager,
they are not expected to be subject to large or unanticipated changes in duration or cash flows. IO,
PO, inverse floaters, and structured note securities are not allowed for usc in cash or corce fixed
income portfolios.

19 of 50




Over-the-Counter (OTC):

Tnvestments in securities not traded on public exchanges that are deemed Over-the-Counter (OTC)
in nature are allowed provided that a countetparty risk monitoring component is delineated in the

. manager’s guideline section of the manager’s contract. All countetparties must ‘have a short-term
credit rating of at least A~ (Standard and Poor’s or Fitch) or A3 (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 logal obligations of KRS under the transaclions.
All ISDA Master Agreements entered into by or on behalf of KRS by the Investment Division
(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 onc party to the other.) The Investment Division (Staff)
and external managers may also use collateral arrangements lo mitigate counterparty credit or
petformance risk. If an external manager utilizes a collateral arrangement to mitigate counterparty
credit or performance risk the arrangement shall be delincated in the manager’s guideline section of
the manager’s contract. .

Derivatives Applications Not Permitted:

Speculation:

Except for investments in alternative, absolute return investments, and real return investments,
derivatives may not be used for any acivity for which the primary purpose is speculation or to
profit while materially increasing risk to KRS, Detivatives are considered speculative if their uses
have no material relation fo objectives and strategies specified by KRS IPS or applicable to the
portfolio. Derivatives may not be used for circumventing any limitations or restrictions imposed by
the KRS IPS or applicable regulatory requirements.

Leverage:

Ieverage 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 assumed in a derivative investment. Leveraging for purposes of enhancing yield or
total return is expressly prohibited except for investments in alternative and absolute return
investments, and real return investments. Furthermore, the use of leveraged ETF’s as a means to
circumvent derivatives applications not permitted is expressly forbidden. Investment managers in
alternative, absolute return investments, and real refurn investments strategies are granted the
authority to engage in positive leverage to the extent authorized in their offering memorandum and
delineated in the manager’s guideline section of the manager’s contract,

The above is not intended to limit KRS from borrowing to cover shori-term cash flow needs nor
prohibit KRS from loaning securities in accordance with a secuvities lending agreement.
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sset Allocation Guidelines

In establishing asset allocation guidelines the Board recognizes that each system has its own capacity
to tolerate investment volatility, or risk. Therefore, each system has been studied and asset allocation
guidelines have been established on a system by system basis, The Board will cause the asset
allocation guidelines of each system to be reviewed annually. The Board will also undertake an asset
liability study every three to five years as determined by program needs.

The intent of the Board of Trustees in allocating funds to the investment managers is for the
investment managers to fully invest the funds. However, the Board of Trustees 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 three percent (3%) 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 plan level asset allocations of the each Pension and Insurance Fund constituent will be
reviewed monthly by staff relative to its target asset class allocation, Staff shall reallocate the assets
when the actual assct class allocation is within one percentage point of the allowable range boundary,
but may also opporlunistically reallocate when the actual assct class allocation exceeds the target asset
class allocation by a margin of +/- 1 percentage points. See Appendix A and B for current asset
allocation targets.

In keeping with its responsibility as trustee and wherever consistent with its fiduciary responsibility,
the board encourages the investment of the fund'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 managors in the selection of such securities and
timing of transactions consistent with the following guidelines and restrictions.

A. Domestic Equity Investments

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, Bach 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, consistent with the governing plan
documents, to gain exposute 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 the entire pension fund.
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B. International Equity Investments

Investments may be made in common stock, securitics convertible into common stock,
preferred stock of publicly traded companies on stock markets, asset class relevant ETIVs or
any other type of security contained in a manager’s benchmarlk, Each individuval international
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, consistent with the governing plan
-documents, 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 the entire pension fund.

C. TFixed Income Investments

Fixed Income investments will be similar in type to those sccurities found in the KRS fixed
income benchmarks and the characteristics of the KRS fixed income portfolio will be similar to
the KRS fixed income benchmatks. The fixed income accounts may include, but are not
timited to the following fixed income securities: U.S. Government and Agoncy bonds,
investment grade U.S. corporate credit, investment grade non-U.S. corporate credit, 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 securitics, commercial
mortgage backed securities, and whole loans, asset-backed securities, and emerging market
debt including both sovereign BMD and corporate EMD and asset class relevant ETF’s.

Hach individual fixed income account shall have a comprehensive set of investment guidelines
prepared, which contains a listing of permissible investments, portfolio restrictions, risk
parameters, and standards of performance for the account. ’ ’

D. Private Bquity Investiments

Subject to specific approval of the Investment Committee of the Board of Trustees, investments
may be made for the purpose of creating a diversified portfolio of alternative investments,
Examples of such investments include, but are not limited to, venture capital partnerships,
private equity, leveraged buyouts and funds, private debt, timberland, oil and gas partnerships,
comnodities and private placements, While it is expected that the majority of these assets will
be invested within the United States, a portion has been allocated to non-US investments.
These non-U.S. investments ate not restricted by geography.
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Guidelines for Private Equity

The private equity market is highly sophisticated and specialized with respect to variety and
types of investment structures. There exist major competition for deal flow on the parl 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 confractual arangements 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 are critical to the
economic incentives and ultimate net performance of the partnership.

Over the long term, KRS will use a specified index plus risk promium approach.

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 contact negotiations, appropriate sizes for
investments, and the preferred alignment of interests. :

Invesiment Vehicles: KRS will gain exposure to private equity investments by hiring external
investment managers either directly or through participation in secondary private equity
markets. Typically, the Fund will subscribe as a Limited Partner to limited partnership vehicles
sponsored by such specialty external investment managers. KRS may also gain exposure by
utilizing the following vehicles: limited liability companies and co-investments alongside the
Fund’s 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 intetests to shorten the effective life of the partnership interest and
therefore positively impacting the current and long term net return of the portfolio. 1n addition,
mindful of vintage year diversification, KRS should seck to identify attractive commitments
annually, further ensuring the portfolio invests across business cycles.

Generdl Partner Diversification: Staff will seek to work with a variety of general partners duc
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 Fund’s total allocation to private
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_equity investments may be committed to any one partnership, without the approval of the
Board.

Geographical Diversification: To cnsure geographical diversification, the target range for total
commitments outside of the United States will be 15-45% through commitments to funds
located and or investing both in and outside of the United States,

Industry/Sector Concentration: As fallout of diversified commitments outlined above, it is
expected that the portfolio will be generally diversified by sector/industry. KRS will maintain
diversification by ensuring:

No more than 35% of total nel assets of the privale equity portfolio may be invested in a
single sector of the domestic economy.

No more than 50% of total net assets of the private equity portfolio may be invested in a
single industry within a patticular sector. -

No more than 10% of total net assets of the private equity portfolio may be invested in
any single equity or debt related assels. ”

Subcategory Strategy

The private equity portfolio includes strategic subcategory classifications including venture
capital, buyouts and debt-related. The target percentages set forth below for each category are
based on invested capital. For specific plan allocations to Private Equity, Please refer to
Appendix A for the Pension funds and Appendix B for the Insurance funds, All plans will have
a policy range of 5% and KRS staff shall periodically review policy ranges tavgets. '

The following sub-asset target allocations are based on market value and will have a range of
+/- 10%:

Sub-Category Target Allocations Ranges
Venture Capital 20.0% 10-30%
Buyouts 60.0% 50-70%
Debt-Related 20.0% 10-30%

E. Real Estate Investments

Subject to specific approval of the Investment Committee of the Board of Trustees, Investments
may beé 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 eslate investments
include open-end and closed-end commingled real estate funds, joint venture investments,
public and private REITs (real estate investment trusts), public real-estate operating companies,

and real estate related debt.
Private real estate investments are unique and can be illiquid and long term in nature. Given
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that this may lead to large short term performance discrepancies versus public benchmarks,
KRS more appropriately measutes 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 Fiduciarics
Open End Diversified Core Equity Index (“NCREIF ODCE”).

Absolute Return: The long term real return objective (returns adjusted for inflation)
for the KRS real estate portfolio is five percent (5%), net of investment management
fees. This return shall be calculated on a time-weighted basis using industry standard
reporting methodologies.

KRS has determined that the primary role of the real estate asset class is to provide for the
following:

o 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 the belief that through active management and by investing in top tier managers
with interests aligned through co-investment and incentive based compensation, KRS
can maximize its 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,

s 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 KRS to invest in unique opportunities that arise due to dislocations in markets
that occur from time to time, '

Allocation to Real Estate Asset Class

KRS divides the real estate investment universe into core, value-add, opportunistic and public
securities sectors, with deseriptive atiributes of cach listed below. It should be noted that
targeted rcturns for each sector denoted in the descriptions below are based on industry
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guidelines and may vary based on different points in market cycles and changes in general
inflation levels.

A, Core Properties

Operating, substantially leased office, retail, industrial or apartment properties.
Several alternative property types may be included in Core such as seli-storage,
medical office, ground leases, senior housing and triple net leased properties to the
extent they exhibit similar risk and return attributes to the traditional Core property

types.

Generally have institutional qualities for size, physical attributes and location.

Target total returns of 7%-9% per year (net of fees and p‘romotcd interest), with a high
proportion of the total return to be generated from current income and a small

" proportion of the total return generated from appreciation,

Levetage for core properties is moderate with an upper limit of 50% loan to value.
Value Added Properties

Office, retail, industrial or apartment properties that have moderate risk associated
with their investment. Several -altornative property types may be included in Value-
Added such as self-storage, medical office, senior housing and triple net leased
properties to the extent they exhibit similar risk and return atlibutes for Value-Added .

investments.

Valuc-Added investments are targeted to capitalize on defects with specific properties
that can be identifiable and correctable through leasing, re-development, management
and/or recapitalization.

Target returns for value added investments are 9% to 12% per year (net of fees and
promoted interest), '

Leverage for value added investments is generally limited to approximately 65% loan -

o value.

Opportunistic Investments

Opportunistic investments can be comprised of any propetty sector. Opportunistic
investments can include office, retail, industrial and apartments with high-risk
attributes. In addition, hotels, operating companies, development, land and distressed
properties are all examples of opportunistic investments

Leverage for opportunistic investments can be 75% loan to value or higher in certain
cases. '
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« Opportunistic investments will target refurns in excess of 12% (net of fees and
- promoted interest) in ordet to compensate for the additional risk commensurate with
the increased risk compared to core property investments.
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-D. Public Securities

» Public Real Estate securities (“Public Securitics”) do not allow for control over the
assets or management. Examples of public securities may include REITs and CMBS,
among others, ' Investment strategies using public securities may be classified as core,
value-add, or opportunistic strategies based on the characteristics of those specific

_investments and are reviewed oh a case by case basis, Real estate strategies utilizing
public securities that provide daily liquidity to KRS shall be required to be classified
as “Public Securities” under the Investinent Policy Statement,

o Public Securities generally have higher risk and return characteristics than Core
properties due to higher leverage and operating company risks. In addition, the daily
pricing of securities result in additional reported volatility of returns. -

» Daily pricing and public matket trading provide liquidity. However, due to small
float and limited matket capitalization of Public Securities, improved liquidity may
come at a price. '

« The emergence of the international Public Securities market has broadened the
universe to include Asia, European, Australian and North American property
companics.

e Expected returns are approximately 9%-11% (net of fees) over a 10-year period and
11-13% (net of fees) for non-U.S, Public Securities, '

Diversification and Risk Management Guidelines

The policy ranges for the real estate portfolio sectors have been set with reasonably wide
ranges in order to allow KRS to capitalize on market inefficiencics and attractive
opportunities, while also maintaining a certain level of low risk stability to the portfolio.
Since many of the real estate investments will be private market investments in
commingled funds, KRS will not have precise control over the actual real estate exposure.
Funding, de-funding and rebalancing the portfolio may be protracted {like private equity)
due to the asset classes illiquid characteristics. ‘

A. Sector Diversification

KRS will seek to limit investments using the following diversification limits:

Targét Range
Core: 70% 50% to 90%
Value Added: 20% 10% to 30%
Opportunistic; 10% 0% to 20%
Public Securities: 0% 0% to 20%
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B. Investment Vehicles

Due to the size of KRS’s portfolio, the preferred investment structure is commingled
funds, FExceptions may be for public equity accounts which may be efficiently
invested through a separate account or single property investments, Single property
investments shall be limited to no more than 5% of the total real estate allocation,

KRS may also consider co-investment opportunities in cases where discounted fees
and appropriate diversification can be achieved for a particular invesiment
opportunity.

C. Diversification

KRS will seek to control risk in its real estate investment program by diversifying its
investments by investment manager, property type and location diversification.

D. Investment Manager

KRS will limit the amount commiited to one investment manager to no more than
twenty percent (20%) of the total allocation for real estate investments.

E. Property Type Diversification

KRS will seek to limit investments by property type diversification using the
following limits:

Office: 0% to 40% of the total allocation
-Retail: 0% to 40% of the total allocation
Apartment: ' 0% to 40% of the total allocation
Industrial: 0% to 40% of the total allocation
Other; ' 0% to 40% of the total allocation (other includes hotels,

self-storage, parking, etc.)

F. Geographic Diversification

The KRS real estate portfolio shall seek to include investments divetsified actoss
various locations with different economic concentrations. The portfolio shall be at
least 80% invested in U.S. markets. .

Diversification will be monitored with respect to major regional areas; e.g. Pacific,
Mountain, Southwest, Southeast, Mideast, Northeast, East North Central, West North
Central. International monitoring will be carried out in a similar fashion as that used
domestically. :
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G. Total Leverage

KRS recognizes that leverage is an inherent component of real estate investments and
use of leverage can be an effective means to increase overall returns from time to time
on a risk-adjusted basis. There will be a limit of 65% of the total portiolio placed on

the use of leverage.

All portfolio leverage will be secured through the individual fund investments. There
will be no recourse debt permitted.

H, Vintage Year Risks
KRS will seek to avoid any concentrated vintage year risks,

E. Real Return Investments

Real return investment strategies farget a return that exceeds inflation by some premium (e.g.
CP1L + 3%) based on the risk inherent in the overall program., Real return managers typically
invest in a core of “real” retutn assets, such as TIPS (and Linkers), commoditics, infrastructure,
timber, oil, energy, MLP’s and core real estate, as well as traditional asset classes such as
equity and fixed income. Additionally, real return managers attempt to add value by tactically
allocating to asset classes they perceive to be undervalued, thus contributing to the “real” return

orientation,

To avoid concentration tisk, real return investments must be diversified by asset class, and
maintain a core portfolio position in real assets, or assets that generally exhibit a positive
correlation with inflation over time.

F. Cash Equivalent Securities .

Selection of particular short-term instruments, whether viewed as liquidity reserves or as

investment vehicles, should be determined primarily by the safely and liquidity of the

investment and only sccondarily 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 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
instroment 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 two ycars. Repurchase agreements
shall be deemed o have a maturity equal to the period remaining until the date on which the
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repurchase of the undetlying securities is scheduled to oceur. 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.

Absolute Return Program

Subject to specific approval of the Investment Committee of the Board of Trustees, investments may
be made for the purpose of creating a diversified portfolio of absolute return investments. Exarmples of
such investments include, but are not limited to, fund of hedge funds, multi-strategy hedge funds, and
single strategy hedge funds. The objective of the absolute return strategy is to preserve capital and
deliver positive (absolute) returns under most market conditions. It is anticipated that the returns from
(his program should largely be uncorrelated to market movements in both the equity and fixed income
markets (systematic risk) and primarily be based on manager skill; therefore, helping to diversify the
overall KRS portfolio. It is intended that this program be structured so that risk should be specific to
each manager, not to the systematic risk of the markets. By emphasizing absolute, rather than relative
returns, and utilizing a wider range of investment techniques, such as leverage, short selling and
derivatives to achieve their objectives, hedge funds are expected to deliver an absolute return with a
risk level between that of stocks and bonds,  As such, the objective of the Absolute Return Program is
designed to help reduce the volatility of the overall KRS portfolio while seeking to enhance returns in
a variety of market enviromments,

KRS does not consider Absolute Return Strategies to be a separate asset class, but rather a set of
investment strategies utilizing public and private securities and instruments.

The list of absolute return strategies that the KRS absolute return portfolio may utilize via direct hedge

funds or fund of hedge funds include, but are not limited to:

* Convertible Arbitrage: Investment strategy that i3 Jong convertible securities and short the
underlying equities

s Distressed Securities: Iivests long (and some short) securities of companies that are in
reorganizations, bankruptcies, or some other corporate restructuring

o Emerging Markets: Investment in securities of companies in developing or "emerging" countries
- primarily long

¢ Growth Funds; Investment in a portfolio or "core" holdmg,s in growth stocks. Many of these
portfolios are hedged by shorting and utilizing options

¢ Macro Funds: The investment philosophy is based on shifls in global economies. Derivatives are
often used to speculate on currency and interest rate moves '

« Market Neutral: Strategy that attempts to lockout or "neutralize” market risk

» Market Timing: Allocation of assets among investments primarily switching between mutual
funds and money markets

. Merger Arbitrage: Invests in event-driven situations of cmporatxons, such as leveraged buy-outs,
mergers, and hostile takeovers, Managers purchase stock in the firm being taken over and, in some
situations, sell short the stock of the acquiring company
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o Multi-strategies: Specific portions are utilized for separate strategies, e.g, growth, convertible
arbitrage, and market neutral _ .

¢ Opportunistic: Investment theme is dominated by events that are seen as special situations or
opportunities to capitalize from price fluctuations or imbalances

o Sector Funds: Invest in companics in sectors of the economy, e.g., financial institutions or bio-
technologies. These funds invest in both long and short securities and will utilize options

e Short Selling: Short selling of securities g

e Derivative Funds: These funds invest in derivative instruments such as futures and options with
the aim of achieving high retums

e Commodity Funds: These funds invest in shares of companies that operate in commodity related

industries or hold physical commodities such as bullion

e CTA: A fund that is 2 Commodity Trading Advisor's account where the trades are generally
focused in commodity futures, oplions, and foreign exchange with a high degree of leverage

« Short Bias: A fund that consistently maintains a net short position to the overall market

Performance Measurement

The Kentucky Retirement Systems (“KRS”) averall fund performance is measured relative to the KRS
Pension or Insurance Total Fund Benchmark, The benchmuik is calculated by means of a weighted
average methodology. This method is consistent with industry-wide standards and the practices -
utilized by the CFA Institute. It is the product of the various component weights (i.e., asset classes’
percentages). by their respective performance (retumns). Due to market fluctuations and acceptable
divergence, the asset classes’ weights (percentages) are often not equivalent to the benchmarlk’s
weights. Therefore, the performance may indicate that the Funds have oulperformed (underperformed)
relative to their respective benchmarks, cven when the preponderance of lesser weighted categories

have underperformed (outperformed) their indices.

KRS measures its asset classes, sub-asset classes, sectors, strategies, portfolios, and instruments
(investment) performance with indexes that are rccognized and publishod (e.g., S&P 500 & Barclays
Apgrepate Bond Index). These indices 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 KRS and the investment manager/advisor as the neutral position consistent with the
underlying investor status. KRS’ investment consultant and staff recommend the benchmarks and
indexes. These measures shall be subject to the annual review and approval of the KRS Investment
Committee and ratification of the Kentucky Retirement Systems’ Board of Trustees,

The KRS Total Fund Benchmarks and sub-components, indexes, are described in Appendix A and B

of this document.
The following descriptions represent general standards of measurement that will be used as guidelines

for the various classes of investments and managers of the Kentucky Retirement Systems. They are to
be computed and expressed on a time-weighted total return basis; -
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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 retuns of the appropriate Index.

Intermediate & Long-term

- . For periods greater than five years or one 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 v
. For periods greater than five years or one market cycle, individual portfolios
should exceed the refurn 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,

Alternative Assets;

In addition to exceeding the appropriate benchmark listed in Appendix A and B, the Alternative
portfolio should also seek to achieve the following:
Short-term
s Alternative investments should eam a Net IRR that place the investment above the
median Net IRR of other similar funds, of the same vintage year, as reported by
Venture Economics,
Intermediate & Long-term
e The private equity portfolio should ecarn a return that meets or exceeds the KRS
Private Equity Index. Individual private equity investments should earn a Net IRR
above thie median Net IRR of other similar funds, of the same vintage year, as
reported by Venture BEconomics.
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Real Estate

The Total Real Estato allocation of the fund shall be benchmarked to the appropriate
benchmark and are listed in Appendix A and B, ‘

In addition, target retims for value added investments should be 9% to 12% per year (net of
fees and promoted interest). Target returns for Opportunistic investments should be in excess
of 12% (net of fees and promoted interest) in order to compensate for the additional risk
commensurate with the increased risk compared to core property investments,

Real Return

_The total Real Return allocation shall seek to :
(1) Achieve a rate of return that exceeds the appropriate benchmark annually over a
complete market cycle (historically 3-5 years), net of all investment management foes.
(2) Achieve a rate of return that exceeds the approptiate real return ¢omposite index
over a complete market cycle (historically 3-5 years), net of all investment management

fees.
(3) Achieve a positive risk/reward trade-off when compared to similar style real return

Investment Managers.

Absolute Retums

"The (otal Absolute Return allocation shall seek to :

(1) Achieve a rate of retum that exceeds the appropriate benchmark anmually over a
complete market cycle (historically 3-5 years), net of all investment management
fees. :

(2) Achieve a positive risk/reward trade-off when compared to similar style FOF return

Investment Managers.

On a timely basis, but not less than quarterly, the Investment Committee, on behalf of the Board of
Trustees, will review the performance of the portfolio for determination of compliance with this
Statement of Investment Policy. On an annual basis, a comprehensive review of each asset class and
undetlying portfolios shall be conducted by the staff and presented to the Investment Committee. The
review shall consist of an organizational, performance and compliance assossment.

The Compliance Officer shall perform tests each month to assure compliance with the restrictions
imposed by this policy, 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 of Trustees at the next regulatly scheduled

meeting.
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The following restrictions shall be tested monthly:

» The amount of stock in the domestic or international equity allocation in any single cor poration
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.

» The amount of stock in any one industry in the domestic equity allocation shall not exceed 10%
of the agpregate market value of the Systems' assets.

» Investment in “frontier” markets (those countries not mcludcd in the MSCI EM Index) shall not
exceed 5% of the System’s international equily assets,

» The duration of the total fixed income portfolio shall not deviate from the KRS Fixed Income
Index by more than 25%.

» The duration of the TIPS portfolio shall not deviate from the KRS TIPS benchmark by more
than 10%. .

» The amount invested in the debt of a single issuer shall not exceed 5% of the total market value
of the Systems' 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.

» The amount invested in SEC Rule 144a securities shall not exceed 15% of the market value of
the aggregate market value of the Systems’ fixed income investments,

The Chief Investment Officer 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. The Compliance Officer shall perform tests each
month to assure compliance with the guidelines. Quarterly, the Compliance Officer shall prepare a
report to the Investment Committee detailing the restrictions fested, exceptions, the cause of the
exception and the subsequent resolution, The Investiment Committee shall report the findings to the
Board of Trustees at the next regularly scheduled meeting

The KRS Board recognizes that the voting of proxies is an important responsibility in assuring the
overall performance of the Fund over a long time horizon. The Board has delegated the responsibility
of voting all proxies to an outside Proxy Voting service prov1d61 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 adopted.

The Board has adopted the ISS U.S. Proxy Voting Guidelines as the System’s approved Proxy Voting
Policy for all internally voted items. This policy is updated at least annually by ISS is and hercby
incorporated by this reference. The policy can be found publically using the following link:

http://www.issgovernance.com/files/201 2USSummaryGuidelines1312012.pdf
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A. Brokerage Policy dated May 2011

The Investment Committee brokerage policy is hereby incorporated by reference.

B. Transactions Procedures Policy dated August 2011

The Investment Cornmittee transaction procedures are hereby incorporated by reference.

C. Securities Litigation Policy and Procedures dated May 2011

The Investment Committee secuutles httgatlon policy and procedures are hereby
incorporated by reference.

D. Securities Lending Guidelines dated May 2011

The Investment Committee securities lending policy and procedures are hereby incorporated
by reference. :

E. Securities Trading Policy for Trustees and Employees dated February 2012
F. Manager and Placement Agent Statement of Disclosure Policy dated August 2012

Signatories
As Adopted by the Tnvestment Committee As Adopted by the Board of Trustecs
Date: September 19, 2012 Date: October 5, 2012
Signature: %C\,—/ ' Signatwg: 4»%/ Q/C)W
Dr. Daniel L. Bater Thomas K. Elliott
Chair, Investment Committee Chair, Board of Trustees
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“This addendum to the investment policy is issued by the Board of Trustees of Kentucky Retirement

Systems (Systems) in connection with investing the pension funds

of the Kentucky Employees

~ Retirement System, the County Fmployees Retirement System and the State Police Retirement System.
This document supersedes all prior documents entitled Addendum to the Statement of Investment Policy,

. Target Allowable
 Asset Class Benchmark KERS CIRS Range (+-
KERS  Hazardous CERS  Maznrdous  SPRS Targel)
US Equity Russell 3000 22.0% 200%  200% 20.0% 20.0% 5.0%
Non US Equity MSCI ACWI Ex-US Standard 20.0% 20.0% 20.0% 20,0% 20.0% 5.0%
Emerging Market MSCI Emerging Markeis 0.0% 4,0% 4.0% 4,0% 4.0% 2.0%
Core Fixed Income | Barclays US Aggregate 10.0% 9.0% 9.0%’ 9.0% 8.0% 3.0%
High Yield Bonds Barclays US High Yield 5.0% 5.0% 5.0% 5.0% 5.0% 2.0%
Global Bonds Barclays Globa) Agg 5.0% 5.0% 5.0% 3.0% 5.0% 2.0%
Real Estate NCREIF ODCE 3.0% 5.0% 5.0% 5.0% 5.0% 3.0%
Absolute Retury HERI Diversified FOF 10.0% [00% 10.0% 10.0% 10.0% 3.0%
Real Return CP1 + 300 bps 100% 10.0% 10,0% 10.0% 10.0% 3.0%
Private Bquity Russell 3000+ 400 bps (lagged)’ 10.0% 10.0% 10.0% 10.0% 10.0% 5.0%
Cash Cit Grp 3-mos Treasury Bill 5.0% 2.0% 2.0% 2.0% 3.0% 2.0

“I1, “Fotal Fuind Blended Benchmark Cofiiposite © =

US Equity Russell 3000 20.5%
Non US Equity MSCI ACWI Ex-US Standard 20.0%
Emerging Market MSCI Emerging Markets 2.9%
Fixed Income Barclays Universal Index 19.3%
Real Estate NCREIF ODCE 4.5%
Absolute Return HFRI Diversified FOF 10.0%
Real Return CPI + 300 bps 10.0%
Private Equity Russell 3000 (lagged 1 gir) + 400 bps 10.%
| Cash Cit Grp 3-mos Treasury Bill 2.8%

At the November 3, 2011 Tnvestment Committee mgeting Stafl was duthorized to combine Public and Private Equity targels and exposutes to
help manage portfolio risks caused by the unintended overweight to Private Equity, which is caused by the denoininator cftect over time.

Signatories

As Adopted by the Investment Committee
Date: September 19, 2012

Signature; VL(] %ﬂﬂﬂ“’”
Dr. Daniel L. Bauer
Char, Investment Committee
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As Adopted by the Board of Trustees
Date: - October 5, 2012

) . e .l M ’
Signaturdy Wr. W

Thomas K, Elliott

- Chair, Board of Trustees




This addendum to the invesiment policy is issued by the Board of Trustees of Kentucky Retirement
Systems (Systems) in connection with investing the inswrance funds of the Kentucky Eimnployees
Retirement System, the County Employees Retirement System and (he State Police Retirement System.

This document supersedes all prior documents entitled Addendum to the Statement of Investment Policy.

setAll i Benchimal
: Target Allowable
Asset Class Benchmark KERS CERS R,angc. (/-
KERS  Hamrdous CERS _Mazardous SPRs | TWee)
US Equity Russef! 3000 . 20.0% 200%  200%  200%  20.0% 5.0%
Non US Equity MSCI ACWI Ex-US Standard 20.0% 20.0% 20.0% 20.0% 20.0% 5.0%
Emetging Market | MSCI Emerging Markets 4,0 4.0% 4.0% 4.0% 4.0% 2.0%.
Coie Fixed Income | Barclays US Aggregate 10.0% 10.0% 10.0% 10.0% 10.0% 3.0%
High Yield Bonds | Barclays US High Yield 5.0 5.0% 50% 5.0% 5.0%  2.0%
Global Bonds Barclays Global Agg 5.0 5.0% 5.0% 5.0% 5.0% 2.0%

' Real Bstate NCRETF ODCE 5.0 5.0% 5.0% ©5.0% 5.0% 3.0%
Absolute Return HFRI Diversified FOF 10.0% 10,0% 10.0% 10.0% 10.0% 3.0%
Real Return CPI+ 300 bps¥ 10.0% 10.0% 10.0% 10.0% 10.0% 3.0%

Russell 3000 + 400 bps
Private Equity (lagged) 10.0- 10.0% 10.0% 10.0% 10.0% 5.0%
Cash Cit Grp 3-mos Treasuty Bill 1.0 1.0% 1.0% 1.0% 1.0% 2.0

¥KERS 20% atlocation to Real Return includes a 15% dedicated nllocation to US TIPS, thus the benchmark for KERS is CPI +250
bps.

st A
US Equity Russell 3000 20.0%
Non US Equity MSCI ACWI Ex-US Standard 20.0%
Emerging Markel MSCI Emerging Markets 4.0%
Fixed Income ‘Barclays Universal Index 20,0%
Real Estate NCREIF ODCE 5.0%
Absolute Return HFRI Diversified FOF 10.0%
Real Retuitt CPI + 300 bps 10.0%
Private Equity Russell 3000 (lagged 1 gtr) + 400 bps 10.0%
Cash Cit Grp 3-mos Treasury Bill 1.0%
At the November 3, 2011 Investment Commitiee mecting Staff was authorized {o combine Public and Private Equity targets and exposures (o
help maninge portfolio risks caused by the unintended overweight to Private Equity, which is caused by the denominator effect overtime.

Signatories
As Adopted by the Investment Committee As Adopted by the Board of Trustees
Date: September 19, 2012 Date: Ogctober 5, 2012 .
Signature: Signature: m% -

Thomas K. Elliott

Dr, Daniel L. Bauer
Chair, Investment Committee
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ATTACHMENT II

KENTUCKY RETIREMENT SYSTEMS

Investment Guidelines for
Northern Trust Investments, In¢
Structured Small Cap U.S. Equity

PURPOSE
These investment guidelines represent an extension of the Statement of Investment Policy for the Kentucky
Retirement Systems (“KRS").

INVESTMENT MANAGEMENT OBIECTIVES

1. The goal of the Structured Small Capitalization Equity portfolio is to provide an exposure to the small
capitalization sectors of the U.S. equity market, while capturing the market return in a manner that is
consistent with the volatility exhibited by the Russell 2000 Index.

2. The portfolio shall be broadly diversified across markets, sectors, industries, and securities in a manner
that is consistent with accepted standards of prudence.

3. The portfolio shall be managed in accordance with the Statement of Investment Policy and the following
performance objectives, guidelines, and restrictions set forth in the following sections.

KRS RETURN AND RISK OBIECTIVES

1. The return objectives of the portfolio are:
a. For periods less than five years or a full market cycle, individual portfolios should exceed the
returns of their market benchmark,
b. For periods greater than five years or one market cycle, individual portfolios should exceed the
return of their market benchmark and compare favorably on a risk-adjusted basis,
2. The risk objectives of the portfolio are:
a. The portfolio’s volatility, as measured by the standard deviation of returns, should be comparable
(within 5%) to the market benchmark over one (1) year and three (3) year time horizons.

GUIDELINES
1. Permitted Securities—

a. Common stocks and convertible securities of companies traded on a U.S. stock exchange and may
also include American Depository Receipts (“ADRs”), Global Depository Receipts (“GDRs"),
International Depository Receipts, exchange-traded funds {"ETFs”), closed-end investment
companies, and real estate investment trusts ("REITs");

b. Cash or short-term cash equivalents denominated in U.S. currency; and

¢. You may invest in exchange traded funds and may engage in futures, options, swaps and other
derivative transactions as part of a hedging strategy, provided any such derivative transactions are
fully collateralized

2. Prohibited Investments/ Strategies—

Leverage (borrowing & borrowing on margin);
Short sales of common stock;

Loans;

. Direct participations; and

Direct investments in real estate.

ea0Tw
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3. Equity portfolios are to be diversified to reduce the impact of large losses in individual investments in a
manner that is at the discretion of the portfolio manager.

4. There are no specific restrictions regarding the rate of turnover in the portfolio. KRS will monitor the
portfolio turnover levels and expects the Advisor to exercise prudent judgment when addressing the
issue of portfolio turnover, The Advisor shall foremost seek to achieve "best execution” when
transacting.

RESTRICTIONS

Security Type Qualifications
1. Equity portfolios may be invested up to 100% in common stocks, other equity-related securities, or in
fixed-income securities traded on recognized exchanges throughout the U.S.

2. Equity portfolios are to be diversified to reduce the impact of large losses in individual investments in a
manner that is at the discretion of the portfolio manager.

Sector and Position Limits
1. Manager shall not invest more than 5% of the portfolios market value in any single corporation or issuer
of common stock at time of purchase.
2. Manager shall not invest in more than 3% of the outstanding shares of any single corporation or issuer of
common stock at time of purchase.
3. Manager shall not invest more than 2% greater weight than the benchmark sector weight as defined by
~ GICS at time of purchase,
4, Manager’s unequitized cash holding, not including cash held for investments yet to settle, shall not
exceed 3% of manager’s portfolio,
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. 1. Purpose

This Policy sets forth the disclosure requirements which must be satisfied prior to any Kentucky -
Retirement Systems (“KRS”) investment. This policy requires disclosure of conflicts of interest, political
contributions, and whether or not a placement agent is involved with any new KRS investment among
other things. KRS shall require the disclosure of detailed information regarding any Manager or
Placement Agent used, their services, and payments and fees in connection with all KRS investments,
This Policy is intended to apply broadly to all of the types of investment advisors with whom KRS
conducts or potentially conducts business with including general partners, managers, investment
managers and sponsors of hedge funds, funds of funds, private equity funds, real estate funds,
infrastructure funds, as well as investment managers retained pursuant to a contract.

The goal of this Policy is to bring transparency to our investment management relationships and
placement agent activity in connection with KRS’ investments and to help ensure that KRS” investment
decisions are made based solely on the merits of the investment opportunily and in a manner consistent
with the responsibilities of the Board of Trustees and individuals who owe a fiduciary duty to KRS.

II. Objectives

The objectives of this Kentucky Retirement Systems’ policy are:

1. To ensure that KRS’ investment decisions are consistent with KRS overall Investment Policy
Statements; .

2. . To supplement the due diligence and information available to KRS Board Members, Staff, and
Consultants when evaluating an investment opportunity;

3. To prevent impropriety and/or the appearance of improprieties and to disclose conflicts of
interest, and/or the appearances of conflicts of interest;

4. Provide transparency and confidence in KRS investment dccision-making and process; and

5, Establish procedures to comply with state and federal law,

111, Application

This Policy applies to all agreements with Managers that are entered into after the date this Policy is
adopted, This Policy also applies to existing agreements with Managers if, after the date this Policy is
adopted, the term of the agreement is extended, there is any increased cothmitment of funds by KRS
pursuant to the existing agreement or there is a material amendment to the substantive terins of an
existing agreement, including the fees or compensation payable to the Manager.
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IV Definitions

KRS Vehicle
A partnership, limited liability company, account or other investment vchicle in which KRS is the’

investor.

Consultant
Consultant refers to individuals or firms, and includes Key Personnel of Consultant firms, who are

contractually retained or have been contracted by KRS to provide investment advice to KRS buf who do
not exercise investment discretion,

Manager
An asset management firm that is seeking to bo, or has been, retained by KRS or by a KRS Vehicle to

manage a portfolio of assets (including securities and or contracts, etc) for a fee. The Manager usually has
full diseretion to manage KRS assets, consistent with investment management guidelines provided by
- KRS and fiduciary responsibility.

Executive Agency Lobbyist (EAL) ,
Any person engaged to influence executive agency decisions or to conduct executive agency lobbying
activity as one (1) of his main purposes on a substantial basis, '

(b) "Executive agency lobbyist" does not include an elected or appointed officer or employee of a federal
or state agency, sfale college, state university, or political subdivision who attempts to influence or affeet
executive agenoy decisions in his fiduciary capacity as a representative of his agency, college, university,

or political subdivision.

Executive Agency Lobbying Activity ‘
Any contacts made to promote, oppose, or otherwise influence the outcome of an executive agency

decision by direct communication with an elected exccutive official, the secretary of any cabinet listed in
KRS 12.250, any exccutive agency official, or a member of the staff of any one of the officials listed in

this paragraph.

Placement Agent

Placement Agents exist because, with the exception of the largest firms (i.e, private equity and hedge
fund general partnerships), many of these investment managers are not equipped to raise their investment
funds independently.  They require services such as crafting presentations, drafling, proofing and
distributing private placement metmotandums, sorting the potential universe of limited partners and
determining how to access thosc limited partners, arranging meetings with the limited partners, handling
follow-up meetings, assisting in the due diligence process including managing on-site due diligence

meetings, and the closing process.

A Placement Agent is any 3™ party person or entity hired, engaged or retained by or acting on behalf of an
Manager or on behalf of another Placement Agent as a finder, solicitor, marketer, consultant, broker or
other intermediary to raise money or investments from or to obtain aceess to KRS, directly or indirectly,
including without limitation through a KRS Vehicle, A placement agent is by definition an executive

agency lobbyist as defined in KRS 11A.201 (8)(a).

Tor clarity, persons employed directly by an organization (in a traditional cmployer/employee
relationship) secking to do business with KRS, is not considered a Placoment Agent for putposes of this
policy. : :
Page2 of 5
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Real Party-Tn-Interest :
The person or organization on whose behalf the executive agency lobbyist is acting, if that person is not
the employer, For example, if the ABC Corporation engages X YZ Consulting Company which, in tum,
hires John Smith fo influence decisions or conduct executive agency lobbying on behalf of ABC
Corporalion: (2) John Smith is the EAL; (b) XYZ Consulting Company is the employer; and (c) ABC
Corporation is the "real party in interest”,

V. Responsibilitics:

A, Manager’s Responsibilities

Prior to KRS investing with any manager, KRS Staff shall obtain a signed Manager and Placement Agent
Disclosure Questionnaire from the investment manager. This form includes a statement as to whether or
not the investment manager hias used a placement agent in connection wilh the proposed KRS investment
opportunity. It also includes conflict of interest disclosures and political contribution disclosures among
other required information including but not limited to:

The name of the placement agent

The fee paid or payable to the placement agent

Representation that the fee is the sole obligation of the investment manager and not that
of KRS or the limited partnership

Current or former Kentucky Officials (federal, state, and local government), KRS Board
of Trustees membets, KRS employees, ot consultants to KRS that are receiving any fees
ot compensation from the Manager and/or placement agent

The names of any current or former Kentucky elected or appointed government officials
(federal, state, and local government) KRS Board of Trustees members, employees, or
consultants of KRS, or any other person, if any, who suggested the retention of the
placement agent -

Bvidence of the regulatory agencies, if any, in any Federal, state or foreign jurisdiction
the placement agent or any of its affiliates are registered with, such as the Securities and
Exchange Cornmission (“SEC”), FINRA, or any sitilar regulatory agency '
A resume for each officer, parlner or principal of the Placerent Agent detailing the
person’s education, professional designations, regulatory licenses and investment and
work experience ) .o

A description of the services to be performed by the Placement Agent

A statement whether the Placement Agent, or any of its affiliates, is registered as a
Iobbyist with any and all Kentucky state and local (county) governments

A statement by the Manager and/or placement agent representing and warranting the
accuracy of the information provided to KRS regarding the Statement of Disclosure in
any final written agreement with a continuing obligation to update any such information
within 10 business days of any change in the information,

The manager shall notify the placement agent of his or her obligations under KRS Chapter 11A,

Compliance with the following procedures is the responsibility of the Manager, the Executive Agency
Lobbyist and the Placement Agent. KRS Staff is not responsible for ensuring compliance with the
following procedures as Staff is not a party to the process.
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The following is a description of the process external persons should follow to comply with Kentucky’s
Executive Agency Lobbyist registration procedures:

1. Prior to contact with KRS personnel] the Placement Agent, Bmployer, and, if applicable, Real
Party in Interest, is required to file jointly, the Initial Registration Statement Form* with the
Kentucky Executive Branch Ethics Commission (EBEC) and furnish a copy to KRS,

Questions as to the process or applicability should be addressed to:
Exccutive Branch Ethids Commission (502} 564-7954.

2. After Initial Registration, the Placement Agent, Employer, and, if applicable, Real Party in
Interest, is required to abide by the BEBEC Reguirements After Registration by filing an
Updated Registration Statement** annually (Due by July 31) with the EBEC and furnish a

copy to KRS,

3. If the Placement Agent, Employer, and, if applicable, Real Party in Interest, wishes to
terminate their lobbying effort they must notify the EBEC within 30 days after the
tetmination of engagement by filling ot the Termination Notification Form *** attaching it
to the executive agency lobbyists final Updated Registration Statement form** and furnishing
a copy to KRS,

* Initial Registration Stalement Forn: is available at:
htip://ethics.ky.gov/lobbying/Pages/Registration.aspx

** Updated Registration Statement Forms are available at:
http:ethics Jy.pov/lobbying/Pages/Requirements A fierRegistration.aspx

s¥k Termination Notification Form is Available at:

http:/fethics.ky.gov/lobbying/Pages/howToTerminate.aspx

In the event a Placement Agent is expected to receive remuneration for a KRS investment, KRS Staff will
notify the Ivestment Committee in the memorandum discussing the recommended/approved investment.
1f a manager breaches this Policy, Staft will notify the Investment Committee as soon as practicable.

B, KRS Staff Responsibilities

KRS Staff are responsible for: .
¢ Providing the public with disclosure by posting a copy of this Policy on KRS’ website
« Implementing this Policy on behalf of KRS with cach Division Director responsible for their

specific asset class ‘
e Providing regular disclosurc updates to the KRS Investment Committee and the Board of

Trustees.

All parties responsible for implementing, monitoring and complying with this Policy shall consider the
spirit as well as the literal expression of the Policy. ‘
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VI Conflict of Interest

All persons and entities contracting with KRS shall certify that:
« they are legally capable of entering into a binding contract and authorized to do so;
_» that they are not nor shall be in violation of any Kentucky law, statute or regulation pertaining to
a conflict of interest including, but not limited to, KRS 121.056; and
e that they are not nor shall be in violation of any provision of KRS Chapter 11A or any regulation
promuylgated thereunder, or any law or regulation pertaining to the Kentucky Registry of Election
Finance and the reporting requirements thercof,

All persons and entities seeking to or actually coniracting with KRS shall disclose all relationships and
potential conflicts of interest with any KRS Staff, Committee or Board Member. Any disclosed conflicts
of interest will be discussed at the Investment Committee as to the severity of the conflict and the
appropriate resolution. Options the Investment Committee might recommend include but are not limited
to: no action required; conflicted party abstention; and refusal to invest. Subsequent discovery of any
undisclosed conflict may be considered a breach of contract and may result in immediate termination of
any agreemenis without penalty or fee to KRS,

Signatories
As Adopted By The Investment ‘Committee As Adopted By The Board of Trustees
Date: Aug\m‘ 1,302 Date:___Augvst 1, 2000
Signature; 0@ £6W-— | Signatuwg\m%@mg :
Dr. Daniel Bauer Mr, Thomas K. Elliott .
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Compliance Certificate

As a duly authorized officer of Northern Trust Investments, Inc. (the "Investment
Manager"), [ hereby certify that I am familiar with that certain Investment Management
Agreement dated May 1, 2013 (the "Agreement") between Kentucky Retirement Systems and
the Investment Manager relating to investment of certain KRS assets by the Investment Manager.
In addition, to the best of my knowledge after diligent inquiry, [ hereby certify to KRS that:

(a) All investments of the KRS assets made by the Investment Manager during the
calendar year ending December 31, 2012, were made within applicable
Investment Guidelines incorporated in the Agreement at the time each investment
was made, except as set forth below; ’

(b)  All current investment holdings in the portfolio managed by the Investment
Manager are in compliance with the Investment Guidelines currently applicable
under the Agreement, except as set forth below;

(c) During the calendar year ending December 31, 2012, no member of the KRS
Board of Trustees, or key staff of KRS, and no person claiming to represent or
have influence with the Board of Trustees has contacted the Investment Manager
with respect to a financial transaction or solicitation which is not solely on behalf
of KRS with the Tnvestment Manager, except as set forth below; and

(d)  The Investment Manager is in compliance with all representations, warranties and
covenants in the Agreement which apply to the Investment Manager, including
but not limited to any indemnity or insurance coverage requirements, except as set
forth below. Current insurance coverage applicable to assets of the Investment
Manager’s clients are as follows: (Certificate of Liability Insurance Attached)

Errors and Omissions dedicated to the Agreement: Date of expiration: 6.30.13
Per occurrence limit: : '

Annual aggregate;

Directors and officers liability: Date of expiration: 6.30.13
Brokers blanket bond or similar coverage: Date of expiration:
Other: » Date of expiration:

Exceptions: (Attach a separate sheet if necessary.)

f:‘(’” M‘ﬂh‘ﬁ_\\

it

x’/‘/\

Dated; May [, 2013 By: \ v
Name: Jason Pasquinelli, CFA
Title: Vice President

<

~ .
™
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ATTACHMENT VI
Authorized Persons

Systems’ designated positions listed below are authorized to provide verbal and written instructions and
notices on behalf of Systems. Such instructions may be provided by facsimile or e-mail. Manager may
conclusively rely on the instructions and notices received {rom any one of these authorized persons uniess
notified to the contrary. ’

Chief Investment Officer
Incumbent; TJ Carlson
(502) 696-8442 phone; (502) 696-8805 fax

Signature: 7{// W -

Director of Equity Assets
Incumbent: Carlos B, Cracraft
(502) 696-8445 phone; (502) 696-8805 fax

Signature: @O A @Yh\

Director of Absolute Return and Real Assets
Incumbent; Christopher M. Schelling

(502) 696-8%%; (50 6-8805 fax
Signature: L,

Director of Fixed Assets /

Incumbent: David Peden

(502) 696-8485 phone; (502) 696-8805 fax
K—‘\ A )

Signature: /L ;;,,ﬁf,(}/p ad«/

Director of Alternative Investments
Incumbent: Brent Aldridge

(502) 696-8633,phone; (502) 696-8805 fax
Signature: Z%L

Executive Director
Incumbent: Bill Thielen

(502) 696-845mphone; (502) 696-8801 fax
Signature: jé el o

I hereby certify that the above individuals have been duly authorized as indicated above, and that such
authorization remains in force as of this date,

Signed:ﬁ/ﬁ Dated: 5=3 -~ /3

Jennifer‘g‘g(% /
Interim @éneral Copssel

(502) 696-3645 phone; (502) 696-8801 fax
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ATTACHMENT VII

Proxy Voting Policy

The XRS Board recognizes that the voting of proxies is an important responsibility in assuring
the overall performance of the Fund 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
adopted.

The Board has adopted the ISS U.S. Proxy Voting Guidelines as the System’s approved Proxy
Voting Policy for all internally voted items. This policy is updated at least annually by ISS is
and hereby incorporated by this reference. The policy can be found publically using the
following link:

http://'www.issgovernance.com/files/2012USSummaryGuidelines1312012.pdf
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KENTUCKY RETIREMENT SYSTEMS
INVESTMENT MANAGEMENT AGREEMENT

THIS INVESTMENT MANAGEMENT AGREEMENT (the “Agreement” or "Contract") is
entered into as of June 30, 2013 by and between Northern Trust Investments, Inc., with offices
located at 50 South LaSalle Street, Chicago, Illinois 60675 (“Manager”), and Kentucky Retirement
Systems Insurance Trust Fund (“KRS” or "Systems").

WITNESSETH:

WHEREAS, KRS desires to appoint Northern Trust Investments, Inc. as investment manager
with authority to manage and control a portion of KRS’ assets held from time to time (the “Account”)
pursuant to this Contract;

NOW, THEREFORE, in consideration of the foregomg and subject to the terms and conditions
set forth herein, the parties hereby agree as follows:

1. Designation of Manager; Prudent Person. Subject to the terms and conditions
contained in this Agreement, KRS hereby appoints Manager as investment manager of the Account with
full power and discretion to manage such assets of the Account as KRS designates, such assets not
otherwise being subject to the management or control of another investment manager specifically
appointed by KRS. Manager hereby accepts appointment as investment manager of the Account
pursuant to the terms of this Agreement. Manager shall discharge its duties under this Agreement solely
in the interest of KRS with the care, skill, prudence, and diligence under the circumstances then
prevailing that a prudent investment manager acting in a like capacity and familiar with such matters
would use in the conduct of an enterprise of like character and with like aims. In addition, Manager is a
“fiduciary” of KRS, as that term is defined the U.S. Employee Retirement Income Security Act of 1974,
as amended ("ERISA")., with respect to the investment and management of the assets in the Account.

2. Custody of Account Assets, KRS has established or will establish one or more
investment accounts at a custodian of KRS’s choice (the “Custodian”). Title to all Systems’ Account
assets shall at all times be registered in the name of Systems or the name of the Systems’ Master
Custodian or its nominee for the account of Systems, and the indicia of ownership of all Systems’
Account assets shall at all times be maintained in trust by the Systems’ Master Custodian, The Manager
shall at no time have the right to physically possess or to have the securities making up the Account
registered in its own name or that of its nominee, nor shall the Manager in any manner acquire or
becomme possessed of any income or proceeds distributable by reason of selling, holding or controlling
the Account, KRS shall instruct the Custodian to provide the Manager with written statements of the
Account, at least monthly, and such other information as Manager may reasonably request from time to
time.

3. Investment Policy and Procedures. The Manager hereby agrees to provide the services
enumerated in ltem 1 and Item 2 above in accordance with the Statement of Investment Policy and
Procedures (the “Investment Policy”) as issued by Systems, which is attached hereto as Attachment 1
and incorporated herein by this reference, and the Portfolio Guidelines for the Manager (the
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“Guidelines”), which are attached hereto as Attachment I and incorporated herein by this reference.
Manager shall exercise its power and authority with respect to the Account in accordance with the
Investment Policy. The Investment Policy shall remain in effect until such time as KRS approves (in
writing) a modification to the Investment Policy. Manager will be furnished a copy of the revised
Investment Policy prior to and for the purpose of implementing any changes which may affect Manager.
The Guidelines shall remain in effect unless amended by written agreement of both KRS and
Manager.The Manager will attempt to obtain the “best available price and most favorable execution”
with respect to all Account transactions.

4, Brokerage. In selecting brokers or dealers, the Manager shall use reasonable efforts to
seek the most favorable combination of price and exccution, and may consider the fact that a broker or
dealer has furnished, or has agreed to furnish in the future, statistical, research or other information or
services which enhance the Manager's investment research and portfolio management capability for
investing the assets. If Manager accepts or receives such information or services from a broker or

dealer, then Manager shall report to KRS in accordance with section 18(c)(iv).

Notwithstanding the foregoing, the Manager shall not place orders with any broker/dealer who:
(a) KRS has by written notice to the Manager deemed unsuitable for Account trades, (b) is affiliated
with the Manager or (c) is affiliated with an investment consultant that provides non-brokerage related
services to KRS. The Manager agrees to be bound by any changes to such broker/dealer list upon
receipt of written notice from KRS. In addition, the Manager shall not engage in transactions that
involve a broker acting as a principal where the broker is also the investment manager, without KRS's
advance written consent,

5. Performance Obiectives. The Manager acknowledges that KRS has established
performance objectives for the assets in the Account as are set forth in Attachment II attached hereto
(the "Performance Objectives"), as the same may be amended from time to time by KRS in writing, and
that failure to consistently meet such performance standards may result in termination of this
Agreement. The Managet hereby acknowledges that it has reviewed and is familiar with the
Performance Objectives. KRS may amend the Performance Objectives by providing written notice to
Manager.

6. Fees and Terms of Payment. As consideration for the services rendered pursuant to this
Agreement, the Manager shall receive a management fee, payable quarterly, and calculated as outlined
in Attachment 111, [ :
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8. Placement Agents. The Manager agrees that it will remain in compliance with
System’s Statement of Disclosure and Placement Agent policy, which is attached hereto as Attachment
IV. The Manager warrants that no person or selling agency has been employed or retained to solicit and
secure this Agreement upon an agreement or understanding for commission, percentage, brokerage or
contingency; excepting bona fide employees or selling agents maintained by the Manager for the
purpose of securing business unless disclosed in writing, prior to the engagement. The Manager has not
paid any placement fees, finder's fees, or gratuities (including gifts and entertainment) to any fiduciary,
trustee or employee of KRS, The Manager has not made any contributions that would result an
Investment Adviser being disqualified from collecting performance fees under rule 206(4)-5 of the
Investment Advisers Act of 1940.

9, Authorization. In accordance with this Contract and all Attachments hereto, Manager is
hereby authorized, without prior consultation with, or approval of, KRS, to:

a) use its sole judgment and discretion in the acquisition, placement, maintenance, transfer,
swap, sale, or other disposition of any and all Account assets;

b) bind or commit KRS to any contract(s) or agreement(s) necessary to accomplish its duties
and obligations set forth in this Agreement;

c) direct the Custodian with respect to all powers subject to such direction under any
Agreement including, but not limited to, buying and selling securities, signing contracts
or other agreements; and

d) combine orders on behalf of the account with orders on behalf of the Manager or its
affiliates or of other clients of the Manager.

10.  Trading Procedures. All transactions authorized by this Agreement shall be settled
through the Custodian, who shall retain sole possession of and have complete custodial responsibility for
the assets. The Manager shall notify and instruct the Custodian on (a) orders which the Manager places
for the sale or purchase of assets and the management or disposition of such assets, and (b) the purchase
or acquisition of other securities or property for the Account. The Manager shall provide the Custodian
with such trade information as the Custodian may require to effect settlement, within the time frames as
the Custodian may designate. In its sole discretion, KRS may (by giving advance notice to either the
Manager or the Custodian) amend, limit or revoke Manager's above-described authority to direct the
Custodian.

{1. Manager Not Acting as Principal. The Manager shall not act as a principal in sales
and/or purchases of the assets, unless the Manager shall have received prior written approval from an
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Authorized Person (defined below) for such transaction. The Manager shall also not engage in
prohibited transactions to the extent set forth in section 406(b) of ERISA.

12.  Trade Confirmation and Settlement, Where a transaction is eligible for scttlement
through the Depository Trust Company's Institutional Delivery System, the Manager shall use such
System for trade confirmation and settlement. The Manager shall cooperate with KRS's Custodian and
other parties to the trade to promptly resolve any trade settlement discrepancies or disputes,

13.  Discretionary Rights and Powers Affecting the Assets. The Manager may receive
information from the Custodian concerning the assets held in the Account, including without limitation,
conversion rights, subscription tights, warrants, options, pendency of calls, maturities of securities,
expirations of rights, tender and exchange offers, and any other right or power requiring a discretionary
~ decision by the Manager, The Manager shall be responsible for timely directing the Custodian as to the
exercise of such rights and/or powers where the Manager has actual knowledge of same, whether by
written notice or otherwise.

14,  Acting on Hlepal Information. The Manager shall not place orders to purchase and/or
sell any assets on the basis of any material information obtained, or utilized, by the Manager in violation
of the securities laws of the United States, or any other country in which the Manager transacts business
on the Fund's behalf.

15.  Account Reconciliation. The Manager shall cooperate with the Custodian to reconcile
the Account each month. The Manager shall review all performance and other reports provided to it by
the Custodian with respect to the Account assets, and notify KRS in writing of any material errors or
discrepancies that are not reconciled.

16, Manager Representations. Manager hereby represents and acknowledges to KRS that:

a) Manager is duly organized, validly existing and in good standing under the laws of the
state of its organization and has complete authority to carry out its business as it has been
conducted;

b) The execution and delivery of this Agreement and the consummation of the transactions

contemplated hereby are within the power of the Manager and have been duly authorized
by all necessary corporate action. The Manager has duly executed and delivered this
Agreement, and this Agreement constitutes the legal, valid and binding agreement and
obligation of the Manager, enforceable against the Manager in accordance with its terms,
except insofar as such enforceability may be limited by bankruptey, insolvency,
reorganization, moratorium or other similar limitations on creditors' rights generally and
general principles of equity.

c) Neither the execution and delivery of this Agreement nor the consummation of the
transactions provided herein will violate any agreement to which the Manager is a party
or by which it is bound, any law, regulation, order, or any provision of the charter
documents of the Manager.

d) Manager is a registered investment adviser as defined is the Investment Advisers Act of
1940, as amended (“the Advisers Act”), and therefore eligible to act as an investment
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f)

g)

h)

7

k)

17.

manager under ERISA, is registered in or is exempt from registration in accordance with
applicable state laws and is not subject to any of the disqualifications set forth in Section
411 of ERISA;

Manager has completed, obtained, and performed all registrations, filings, approvals,
authorizations, consents, or examinations required by any government or governmental
authority for acts as contemplated by this Agreement;

Manager will maintain the following insurance coverage for the duration of the
Agreement plus sixty months after expiration or termination of the Agreement. Proof of
the existence of such policies shall be provided to KRS annually with the Compliance
Certificate in Attachment V:

i) An errors and omissions policy in the minimum amount of $10,000,000 with a
maximum deductible of $1,000,000 per claim. The policy shall cover, at a
minimum, losses caused by errors, omissions, or negligent acts of the Manager.

Manager will immediately notify KRS by telephone (at the telephone number set forth
below), upon the receipt of information indicating possible risks of seizure, loss, or loss
of use of Account assets. Manager will promptly follow such telephonic notice with
written notice to KRS; '

Tt has disclosed to KRS directly, any litigation pending, and will notify KRS of all future
actions against the Manager, related to the performance of its duties as an investment
adviser under this Agreement. It also has, and will in the future, promptly disclose to
KRS directly, any pending or future investigation of the Manager by the SEC or any
other regulatory authority related to the Manager’s performance of duties as an
investment adviser under this Agreement; and

Manager will promptly notify KRS in writing in the event any of these representations is
no longer true.

The Managef will make all required filings with all applicable regulatory agencies within
all prescribed deadlines on behalf of its investments of the assets in the Account.

The Manager shall annually file with KRS a compliance certificate, executed by a
responsible officer of the Manager’s firm, in the form attached herelo as Attachment V,
within thirty (30) days after each June 30. '

Reporting Requirements. Manager shall furnish reports in a mutually agreed upon

format to KRS upon their reasonable request.

a)'

MML 6.18.13

The Manager shall provide the following reports monthly (either hard copy or by
electronic access) within twelve (12) business days of month-end:

1) Reports describing in detail the previous month’s portfolio activitics, including

GIPS compliant performance tabulations gross and net of fees for the 1-month, 3-
month, calendar YTD, fiscal YTD, 1-year, 3-year, 5-yeat, 10-year, and since
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b)

d)

MML 6.18.13

i)

inception as appropriate. A summary of purchases & sales (Account activity),
sector weights and other appropriate Account characteristics (e.g. convexity and
effective duration, P/E, etc.) for both the benchmark and the Account; and

Reports tracking units, original cost, amortized cost, market value, and gain/loss
of each holding.

The Manager shall provide quarterly reports within thirty (30) calendar days of calendar
quarter-end, in which the Manager shall provide the following information to KRS:

vi)

A review of portfolio performance (as above) and the Manager’s current
investment strategy and outlook;

A summary of the proxy votes for the quarter;

An attribution breakdown for the current quarter, and 1 year periods;

~ Reports tracking the Manager’s utilization of brokers/dealers, including the

identification of the brokers/dealers utilized, the dollar volume executed through

‘each broker/dealer, and a commission analysis report;

A synopsis of the key investment decisions made by the manager, his or her
underlying rationale, and how those decisions could affect future results,

A commentary on investment results in light of the appropriate standards of
performance; and

The Manager shall provide annually, after the close of the calendar year:

A copy of SEC form ADV — Part 11, any amendments thereto as available;
A copy of the Manager’s annual report and SAS 70 (if applicable);
A Compliance Certificate provided in Attachment V3

A report on the Manager’s use of soft dollars earned and expended resulting from
its duties under this Agreement. The report shall include the products and services
obtained through soft dollar arrangements and their approximate value.
Otherwise, the Manager shall indicate in writing that soft dollar information is not
applicable to this Account.

The Manager shall provide the following information periodically as requested:

i)

ii)

Information relating to industries, businesses, corporations or securities as
requested by KRS;

Reports containing the Manager’s and affiliates’ conflict of interest policies; and
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iii)  Any other such reports regarding the Account as KRS or the Custodian may
reasonably request.

18.  Meetings. On a periodic basis mutually convenient to Manager and KRS, Manager shall
meet with KRS to review the Account investments and to discuss current holdings and future placements
and acquisitions, Additionally, the individual or individuals assigned by the Manager to the Systems
account must be generally accessible by telephone to Systems on a daily basis during regular business
hours.

{9.  Change in Status. Manager shall promptly notify KRS in writing of any material
change in Manager’s business which may effect Manager’s ability to perform its duties and
responsibilities under this Agreement, inchuding, but not limited to, any change in Manager’s status as 2
registered investment manager, any material litigation, any material adverse changes to the Manager’s
financial or organizational status or any material change in its senior professional personnel, and any
change in personnel involving a KRS Account. It shall promptly notify KRS of any conflicts of interest
arising from Manager and its relationship with any entity. If, at the sole discretion of KRS, it is
determined that any relationship would be considered a potential or actual conflict of interest, KRS may
require Manager to cease dealing with such entity on behalf of KRS.

20, KRS Representations. KRS hereby represents (o Manager that the execution and
performance of this Agreement and the making of investiments of the Account in accordance with this
Agreement will not violate any provision of the governing documents of KRS, require KRS to obtain
any consent or any waiver that has not heretofore been oblained, or violale any contract or other
agreement to which KRS is a party or by which it or its assets (including the Account) may be bound or
any statute, rule, regulation or order of any governmental body.

21.  Authorized Parties; Directions to the Manager. KRS may appoint or designate any
person or committee to act on its behalf concerning this Agreement and its operation, as it deems
appropriate. KRS has furnished to the Manager a list of authorized persons, in Attachment VI
("Authorized Persons"), which it will update from time to time as necessary and until written notice of
changes are received by the Manager, the Manager may conclusively rely upon the authority of the
Authorized Persons to act on behalf of KRS. All directions to the Manager by or on behalf of KRS shall
be in writing signed by one or more Authorized Persons and the Manager shall be fully protected in
relying on such directions.

22.  Assignment. The Manager may not assign, convey, or otherwise transfer any of its
rights, obligations, or interests herein without the prior express written consent of KRS, '

23. Audit or Examination of Records.

24,  Reliance on Représentations. KRS and the Manager each acknowledge that the other

will be relying, and shall be entitled to rely, on the representations, undertakings and acknowledgments
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of the other set forth in this Agreement. KRS and the Manager each agree to notify the other promptly if
any of its representations, undertakings, or acknowledgments set forth in this Agreement ceases to be
frue.

25.  Notice. All notices, instructions and advices with respect to securities transactions or
other matters contemplated by this Contract shall be deemed duly given when delivered to and received
by the respective parties as follows (a facsimile transmission is acceptable only for purposes of
amending this Contract and only if the receipt of such facsimile is confirmed by the recipient.
Electronic mail transmissions are acceptable only for purposes of providing notice or instructions with
respect to securities transaction or cash flows. Electronic mail transmissions may not be used to
terminate or amend this Contract):

The Manager at: Northern Trust Investments, Inc.
Jason D. Pasquinelli
50 South LaSalle Street,
Chicago, 1L 60603
[facsimile: 312.557.1478}

KRS at: T.J. Carlson
Chief Tnvestment Officer
1260 Louisville Rd
Frankfort KY, 40601
[facsimile: 502.696.8889]

With a copy to: Jennifer Jones
Interim General Counsel
1260 Louisville Rd
Frankfort KY, 40601

Custodian at: The Northern Trust Company
Attn: Ms. Kathy Stevenson, Vice President
50 South LaSalle Street, B-8
Chicago, IL 60675
[facsimile; 312.557.2710]

26.  Controlling Law: Jurisdiction and Venue; Waiver. All questions as to the execution,
validity, interpretation, construction, and performance of this agreement shall be construed in
accordance with the laws of the Commonwealth of Kentucky, without regard to conflict of laws
principles thereof. The Managet hereby consents to the jurisdiction of the courts of the Commonwealth
of Kentucky and further consents that venue shall lie in the Franklin Circuit Court located in Franklin
County, Kentucky, To the extent that in any jurisdiction Manager may now or hereafter be entitled to
claim for itself or its assets immunity from suit, execution, attachment (before or after judgment) or
other legal process, Manager, to the extent it may effectively do so, irrevocably agrees not to claim, and
it hereby waives, same.

27.  Confidentiality. The Manager shall protect the financial privacy of all information
relating to the Account and recognizes that the information is confidential in nature. The Manager’s
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employees and agents shall be allowed access to the information only as needed for their dutics related
to the Agreement and in accordance with the rules established by the custodian of the records. The
Manager shall preserve the confidentiality of the information except where otherwise required by law or
requested by an appropriate regulator, and shall maintain positive policies and procedures for
safeguarding the confidentiality of such information. [R={BJNSA|BFE = -

99.  Securities Lending The Manager understands that KRS may engage in a “Securities

lending program”.

30.  Duration of Contract. The period in which subject services are to be performed is from
the date first above written through June 30, 2016. At the expiration of each term, a new term of three
years shall automatically be come into being, unless one of the parties hereto notifies the other this
agreement may, at the option of the parties hereto, be extended by negotiation for'additional periods.

31,  Termination. KRS and Manager reserve the right to terminate this Agreement without
penalty under any one of the following circumstances:

a) At KRS’s discretion, with or without cause, after thirty (30) business days written notice
to the Manager or at Manager’s discretion upon thirty (30) calendar days written notice.
Manager shall cooperate with KRS and follow KRS’s written directions in connection
with the termination of this agreement to effect the orderly transfer of securities; or

b) At KRS’s discretion, immediately, if a result of the Manager’s default or breach of
contract.

Following termination notification, Manager shall not take any action with respect to the Account,
unless specifically authorized to do so by KRS. In the event of termination of the Agreement, the
exclusive, sole and complete remedy of the Manager shall be payment for services rendered prior to
termination,

32, Withdrawal of Assets from Management. KRS may withdraw from and decrease the
Account assets in its sole discretion, with or without prior notice. Any such notice shall set forth the
amount of any such withdrawal or identify the investment assets and amount of cash to be withdrawn,
the date as of which such withdrawal shall be effective and such other information that KRS deems
necessary or appropriate. On and after the effective date of such withdrawal and decrease and except as
may otherwise be set forth in such notice, the Manager shall cease to be responsible for future
investment of the assets and/or cash withdrawn.
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33.  Amendments. Except as otherwise provided herein, written modifications, amendments
or additions to this Contract shall be effective only when signed by both parties. At the expiration of its
term, this Contract may, at the option of the parties hereto, be renewed by negotiation for further periods
not to exceed 60 months for each such renewal.

34.  Conflicts of Laws. Manager hereby certifies Manager is legally entitled to enter into the
subject contract with the Commonwealth of Kentucky and certifes that Manager is not and will not be
violating any conflict of interest statute (KRS 121,056 or any other applicable statute) or principle by the
performance of this Contract. The Manager shall not engage directly or indirectly in any financial or
other transaction with a trustee or employee of Systems which would viclate standards of the Executive
Branch Ethics provisions, as set forth in KRS Chapter 11A.

35.  Purchasing by the Commonwealth of Kentucky, The Manager hereby certifies that it
will not attempt in any manner to influence any specifications to be restrictive in any way or respect nor
will he attempt in any way to influence any purchasing of services, commodities or equipment by the
Commonwealth of Kentucky.

36,  Severability. In case one or more of the provisions contained in this Agreement shall be
found to be invalid, illegal or unenforceable in any respect, the validity, legality and enforceability of the
remaining provisions contained herein shall not in any way be affected or impaired thereby.

37.  Miscellaneous. Both parties reserve the right to refuse to renew. this Agreement in their
sole discretion and for any reason. All section headings in this Agreement are for convenience of
reference only, do not form part of this Agreement, and will not affect in any way the meaning or
interpretation of this Agreement.

No term or provision of this Agreement may be waived except in writing signed by the party
against whom such waiver is sought to be enforced. A party’s failure to insist at any time on strict
compliance with this Agreement or with any of the terms of the Agreement or any continued course of
such conduct on its part will not constitute or be considered a waiver by such party of any of'ils rights or
privileges. Manager is an independent contractor, and nothing in this Agreement may be interpreted or -
construed to create any employment, partnership, joint venture or other relationship between Manager
and KRS. This Agreement contains the entire understanding between KRS and Manager concerning the
subject matter of this Agreement, and supersedes all prior agreements, arrangements and understandings,
written or oral, between the parties.

38.  Voting of Proxies. The Manager shall exercise voting rights with respect to securities
under its management. Manager is authorized and directed to vote all proxies and affect any corporate
actions in accordance with KRS's Investment Proxy Voting Policy attached hereto-as Attachment VIL. If
the Investment Proxy Voting Policy does not directly address how KRS's voting rights shall be
exercised, then the Manager shall vote in accordance with the recommendations of Institutional
Shareholder Services ("ISS"). If ISS has not issued a recommendation, then KRS shall consult with an
Authorized Person to determine how the vote shall be cast. The Manager shall maintain detailed records
of its performance of this duty and shall provide those records to KRS quarterly.
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IN WITNESS WHEREOTF, the partics have caused this Agreement to be executed as of the date first
above written.

Kentucky Retirement Systems Northern Trust Investments, Inc.
Insurance Trust Fund —— A’)
T.J. Carlfon Name: JTéusins  APsgeiwsell-
Chief Investment Officer Title:  “Ovex  Fresioes)
Date: b-20-| P Date; —-20~201%
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ATTACHMENT V
Compliance Certificate

As a duly authorized officer of (the "Investment Manager"), |
hereby certify that I am familiar with that certain Investment Management Agreement dated

, 20 (the "Agreement") between Kentucky Retirement Systems and the Investment

Manager relating to investment of certain KRS assets by the Investment Manager. In addition, to the
best of my knowledge after diligent inquiry, | hereby certify to KRS that:

(a)

(b)

(¢

(d)

Errors and Omissions dedicated to the Agreement: Date of expiration:

All investments of the KRS assets made by the Investment Manager during the fiscal year
ending June 30, , werc made within applicable Investment Policy and Procedures

incorporated in the Agreement at the time each investment was made, except as set forth
below;

All current investment holdings in the portfolio managed by the Investment Manager are
in compliance with the Investment Policy and Procedures currently applicable under the
Agreement, except as set forth below;

During the fiscal year ending June 30, , no member of the KRS Board of Trustees, or
key staff of KRS, and no person claiming to represent or have influence with the Board of
Trustees has contacted the Investment Manager with respect to a financial transaction or
solicitation which is not solely on behalf of KRS with the Investment Manager, except as
set forth below; and

The Investment Manager is in compliance with all representations, watranties and
covenants in the Agreement which apply to the Investment Manager, including but not
limited to any indemnity or insurance coverage requirements, except as set forth below.
Current insurance coverage applicable to KRS's assets are as follows: (Please attach
insurance certificates.)

Per occurrence limit:

Annual aggregate: |
Directors and officers liability: Date of expiration:
Brokers blanket bond or similar coverage: Date of expiration:
Other: Date of expiration:

Exceptions: (Attach a separate sheet if necessary.)
Dated: By:
Name:
Title:
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ATTACHMENT VI
Authorized Persons

Systems’ designated positions listed below are authorized to provide verbal and written instructions and
notices on behalf of Systems. Such instructions may be provided by facsimile or e-mail, Manager may
conclusively rely on the instructions and notices received from any one of these authorized persons unless
notified to the contrary.

Chief Investment Officer
Incumbent; TJ Carison
(502) 696-8442 phone; (502) 696-8805 fax

Signature: 7// Mﬂ——'“‘
4

Director of Equity Assets
Incumbent: Carlos B. Cracraft
(502) 696-8445 phone; {502) 696-8805 fax

Signature:_ (__ (. é’% /‘:;’

Director of Absolute Return and Real Assets
Incumbent: Christopher M. Schelling
(502) 696-8642 phone; (502) 696+8805 fax

of

e /
Director of Fixed Assets

Incumbent: David Peden’ v
(502) 696-8485 phone; (502) 696-8805 fax

Signature: @mﬂﬂ ?—ﬂz"‘/

Director of Alternative Investments
Incumbent: Brent Aldridge .
(502) 696-8633 phone; (502) 696-8805 fax

Signature: &} /4’ [VLO’QOWVJ

Executive Director
Incumbent; Bill Thielen
(502) 696-8455 phgne; (502) 696-8801 fax

Signature:

Signature:

I hereby certify that the above individuals have been duly authorized as indicated above, and that such
authorization remains in force as of this date.

sgea /S
Jennifer Jonek J
Interim Gengfal Coufisel

(502) 696-8645 phone; (502) 696-8801 fax

Dated: =) ~ 13
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