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NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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USD THREE MONTH LIBOR RATES
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NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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» NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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» NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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» NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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PRICE TO EARNING RATIOS
INCLUDING ESTIMATES
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» NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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NOTE: THE MARKET INDICATORS CONTAINED IN THE BOARD MATERIALS ARE A SUBSET OF INDICATORS RELEVANT
TO FUND PERFORMANCE AND STRATEGIC PLANNING AND ARE NOT INTENDED AS THE EXCLUSIVE INDICATORS.
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Portfolio Asset Allocation: July 31, 2013
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Note: Brackets represent rebalancing ranges versus Policy.

New York City Fire Department Pension Fund, Subchapter Two
Performance Overview as of July 31, 2013




Portfolio Asset Allocation: July 31, 2013
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NYC FIRE DEPARTMENT PENSION FUND

CLASSIFICATION OF INVESTMENTS

(as of July 31st, 2013)

ASSET CLASS ALLOCATIONS ) 5 . . Adjusted Target
In $MM Actual Policy Target Adjustment Adjusted Policy Range™
TOTAL EQUITIES $6,655.9 70.6% 65.5% NA 64.0% 58.0% - 70.0%
TOTAL FIXED INCOME $2,771.6 29.4% 34.5% NA 36.0% 31.0% - 41.0%
TOTAL ASSETS $9,427.6 100.0% 100.0% NA 100.0%
Adjusted Target
In $SMM Actual Policy Target Adjustment Adjusted Policy J o E
US Equities $3,567.1 37.8% 29.0% 1.9% 30.9% 24.9% - 36.9%
Non-US Equities/EAFE $910.8 9.7% 10.0% 0.2% 10.2% 7.2% - 13.2%
Emerging Markets $585.6 6.2% 6.5% NA 6.5% 4.5% - 8.5%
Real Estate Investment Trusts $328.2 3.5% 3.0% NA 3.0% 1.0% - 5.0%
TOTAL PUBLIC EQUITY $5,391.7 57.2% 48.5% NA 50.6%
|HEDGE FUNDS | $310.6 | 3.3% | 5.0% | NA | 3.3% | 2.0% - 80% |
I PRIVATE REAL ESTATE | $350.4 | 3.7% | 5.0% | NA | 3.7% | 3.0% - 7.0% |
[' PRIVATE EQUITY | $603.3 | 6.4% | 7.0% | NA | 6.4% | 5.0% - 9.0% |
|roraL EQUITIES | $6,655.9 | 70.6% | 65.5% | NA | 64.0% | 58.0% - 70.0% |
Adjusted Target
In $SMM Actual Policy Target Adjustment Adjusted Policy J P &
'? |US - Government $209.7 2.2% NA
® |US - Mortgage $642.7 6.8% 19.5% NA 22.6% 17.6% - 27.6%
Oo US - Investment Grade Credit $722.7 7.7% NA
TOTAL CORE + 5 $1,611.8 17.1% 19.5% 3.1% 22.6% 17.6% - 27.6%
High Yield $405.6 4.3% 0% NA 5.6% 3.6% - 7.6%
Bank Loans $137.1 1.5% NA 0.0% - 1.9%
Total High Yield & Bank Loans $542.7 5.8% 4.0% 1.6% 5.6% 3.6% - 1.6%
TIPS $234.1 2.5% 5.0% NA 5.0% 2.5% - 7.5%
Convertible Bonds $48.8 0.5% 1.0% NA 1.0% 0.0% - 2.0%
“ETI $52.8 0.6% "2.0% NA " 0.6% "0.6%
Cash $109.4 1.2% 0.0% NA 0.0% 0.0% - 5.0%
TOTAL PUBLIC FIXED INCOME $2,599.6 27.6% 29.5% NA 34.2%
I' oPPORTUNISTIC FIXED INCOME | $172.0 | 1.8% 5.0% | NA | 1.8% | 2.0% - 8.0% |
|ToTAL FIXED INCOME | $2,771.6 | 29.4% 34.5% | NA | 36.0% | 31.0% - 41.0% |

* Ranges for illiquid asset classes represent minimums and maximums which will be monitored and will influence pacing analysis but will not necessarily result in purchases or sales.

** ETIs have a policy of 2% of the total Fund. The ETI adjusted policy % is shown for illustrative purposes only and is not included in the sub-totals. The ETI policy % is included within the policy % of the

other asset classes.

**% Adjusted Target Ranges are calculated as follows: Total Equities: +/-6%; Total Fixed Income: +/-5%; US Equities: +/-6%; Non-US Equities/EAFE: +/-3%; Emerging Markets: +/-2%; REITs: +/-2%; Hedge Funds: +/-

3%; Real Estate: +/-2%; Private Equity: +/-2%; Core +5: +/-5%; TIPS: +/-2.5%; High Yield & Bank Loans: +/-2% (Bank Loans up to 1/3 of Adjusted Policy); Convertible Bonds: +/-1%; Cash: 0-5%; OFIL: +/-3%.
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NYC FIRE DEPARTMENT PENSION FUND o
CLASSIFICATION OF INVESTMENTS
(as of July 31st, 2013)

Adjustments to Long-Term Asset Allocation

1) Private Equity
75% of uninvested commitments will be invested in Domestic Equity and 25% of uninvested commitments will be invested in International Equity.

2) Real Estate
50% of uninvested commitments will be invested in Domestic Equity and 50% of uninvested commitments will be invested in Fixed Income Core +5.

3) Opportunistic Fixed Income
50% of uninvested commitments will be invested in Fixed Income Core +5 and 50% of uninvested commitments will be invested in High Yield.

4) Hedge Funds
50% of uninvested commitments will be invested in Domestic Equity and 50% of uninvested commitments will be invested in Fixed Income Core +5.

Impact of Adjustments

1) Core +5 Policy Target % 19.5%
Adjustment: 50% of uninvested Opportunistic Fixed Income 1.6%
Adjustment: 50% of uninvested Real Estate 0.6%
Adjustment: 50% of uninvested Hedge Funds 0.9%
Adjusted Core+5 Policy Target % 22.6%

2) High Yield Policy Target % 4.0%
Adjustment: 50% of uninvested Opportunistic Fixed Income 1.6%
Adjusted High Yield Policy Target % 5.6%

3) Domestic Equity Policy Target % 29.0%
Adjustment: 50% of uninvested Real Estate 0.6%
Adjustment: 75% of uninvested Private Equity 0.5%
Adjustment: 50% of uninvested Hedge Funds 0.9%
Adjusted Domestic Equity Policy Target % 30.9%

4) Non-US Equity/EAFE 10.0%
Adjustment: 25% of uninvested Private Equity 0.2%

Adjusted Non-US Equity/EAFE Policy Target % 10.2%



NYC FIRE DEPARTMENT PENSION FUND
CLASSIFICATION OF INVESTMENTS

(as of July 31st, 2013)

. Real Estate
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THE BANK OF NEW YORK MELLON

CITY OF NEW YORK

Market Indicator Page*NY C Fire Department Pension Fund

July 31, 2013

Trailing  Trailing 06/30/13 Trailing Trailing* Trailing® Trailing* Trailing*

1Month 3 Months 07/31/13 1Year 2Years 3Years 5Years 10Years
MARKET INDICATORS
STANDARD & POORS 500 5.09 6.10 5.09 25.00 16.78 17.73 8.26 7.64
S&P MIDCAP INDEX 400 6.20 6.59 6.20 33.00 16.00 19.17 10.64 11.02
RUSSELL 1000 5.35 6.23 5.35 26.23 16.72 18.03 8.50 8.02
RUSSELL 2000 7.00 10.71 7.00 34.76 16.18 18.71 9.45 9.60
RUSSELL 3000 5.48 6.57 5.48 26.86 16.67 18.08 8.57 8.14
RUSSELL 3000 GROWTH 5.48 5.78 5.48 22.65 14.84 18.17 9.09 7.84
RUSSELL 3000 VALUE 5.48 7.31 5.48 30.99 18.43 17.92 7.96 8.29
MSCI EAFE (NET DIVIDEND) 5.28 -0.92 5.28 23.48 4.57 8.61 1.05 7.97
MSCI EMERGING MARKETS FREE 1.10 -7.67 1.10 2.29 -6.01 1.33 0.86 13.45
FTSE CUSTOM BENCHMARK 0.29 -8.86 0.29 0.99 -6.17 1.75 1.64 Fkkk
MSCI WORLD INDEX 5.29 2.87 5.29 23.96 10.55 13.35 4.88 8.16
MSCI EUROPE SMID CAP INDEX 8.94 6.12 8.94 35.34 7.43 11.90 3.80 okkk
MSCI AC WORLD FRONTIER MARKETS EX USA 4.39 -2.41 4.39 17.03 1.39 6.43 0.71 Fhkk
1 YEAR TREASURY BILL YIELD + 4% 0.40 1.06 0.40 4.28 i i ol Fhkk
HFRI FUND OF FUNDS COMPOSITE INDEX + 1% 1.33 0.79 1.33 8.89 Fhkk rkk i Fhkk
NYC - TREASURY AGENCY PLUS FIVE -0.76 -7.02 -0.76 -7.09 4.39 4.54 6.38 6.21
CITIGROUP MORTGAGE -0.05 -2.52 -0.05 -1.96 1.42 2.24 4.94 4.94
NYC - INVESTMENT GRADE CREDIT INDEX 0.62 -4.22 0.62 -0.88 4.26 4.93 7.03 5.54
NYC - CORE PLUS FIVE 0.09 -4.09 0.09 -2.58 3.17 3.73 6.07 5.52
CITIGROUP BROAD INVESTMENT GRADE 0.13 -3.13 0.13 -1.90 2.61 3.15 5.31 5.01
BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -1.91 2.57 3.19 5.23 4.89
CITIGROUP BB & B 1.76 -1.52 1.76 7.48 8.20 9.58 8.75 7.66
BofA MERRILL LYNCH HY MASTER I 1.88 -1.33 1.88 9.53 8.37 9.86 11.40 9.10
CREDIT SUISSE LEVERAGED LOAN INDEX 1.07 0.74 1.07 Fhkk i ik il Fhkk
BARCLAYS CAPITAL GLOBAL US TIPS (INFLATION NOTES) 0.73 -7.12 0.73 -5.87 1.52 4.84 4.68 5.77
BofA ML ALL CONVERTIBLES EX MANDATORY 4.45 4.73 4.45 21.97 11.02 12.28 9.08 Fhkx
DJ WILSHIRE REAL ESTATE SECURITIES INDEX 0.75 -6.93 0.75 6.53 9.65 14.62 6.37 10.24
NCREIF NFI-ODCE NET 0.00 3.60 0.00 11.08 11.18 13.85 -1.07 Fkkk
91 DAY TREASURY BILL 0.01 0.02 0.01 0.11 0.09 0.11 0.25 1.72
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CITY OF NEW YORK

Market Indicator Page*NY C Fire Department Pension Fund
August 31, 2013

Trailing  Trailing 06/30/13 Trailing Trailing* Trailing* Trailing* Trailing*
1Month 3 Months 08/31/13 1Year 2Years 3Years 5Years 10Years

MARKET INDICATORS

STANDARD & POORS 500 -2.90 0.67 2.04 18.70 18.34 18.40 7.32 7.12
S&P MIDCAP INDEX 400 -3.75 0.33 2.22 23.71 18.09 19.67 9.43 10.11
RUSSELL 1000 -2.76 1.05 2.45 19.84 18.56 18.73 7.60 7.50
RUSSELL 2000 -3.18 3.07 3.60 26.27 19.65 20.49 7.98 8.76
RUSSELL 3000 -2.79 1.21 2.54 20.32 18.65 18.87 7.63 7.60
RUSSELL 3000 GROWTH -1.73 1.81 3.65 17.29 17.14 19.46 8.45 7.36
RUSSELL 3000 VALUE -3.84 0.57 1.43 23.20 20.07 18.20 6.70 7.68
MSCI EAFE (NET DIVIDEND) -1.32 0.19 3.88 18.66 8.90 9.27 1.62 7.57
MSCI EMERGING MARKETS FREE -1.68 -6.88 -0.60 0.87 -2.36 1.41 2.20 12.53
FTSE CUSTOM BENCHMARK -2.91 -8.72 -2.63 -2.29 -3.38 1.21 2.69 Fhkk
MSCI WORLD INDEX -2.09 0.60 3.10 18.31 13.43 13.97 4.73 7.70
MSCI EUROPE SMID CAP INDEX -0.33 4.24 8.58 28.99 12.91 13.46 4.14 Fkkk
MSCI AC WORLD FRONTIER MARKETS EX USA -1.39 -1.54 2.94 13.05 5.28 6.92 1.40 ol
1 YEAR TREASURY BILL YIELD + 4% 0.34 1.07 0.74 4.28 orkk il il ol
HFRI FUND OF FUNDS COMPOSITE INDEX + 1% -0.92 -1.20 0.12 6.65 Frkk Fhkx ikl i
NYC - TREASURY AGENCY PLUS FIVE -0.89 -4.08 -1.64 -7.61 1.22 2.88 5.83 5.99
CITIGROUP MORTGAGE -0.31 -1.26 -0.36 -2.37 0.61 2.07 4.63 4.84
NYC - INVESTMENT GRADE CREDIT INDEX -0.73 -2.71 -0.12 -1.90 3.70 3.97 6.72 5.36
NYC - CORE PLUS FIVE -0.60 -2.39 -0.50 -3.24 1.93 2.97 571 5.36
CITIGROUP BROAD INVESTMENT GRADE -0.50 -1.84 -0.37 -2.46 1.57 2.52 4.99 4.89
BARCLAYS CAPITAL AGGREGATE -0.51 -1.92 -0.38 -2.47 1.57 2.57 4.93 4.77
CITIGROUP BB & B -0.77 -1.60 0.98 6.04 9.87 9.40 8.59 7.53
BofA MERRILL LYNCH HY MASTER I -0.62 -1.42 1.25 7.55 10.26 9.58 11.19 8.89
CREDIT SUISSE LEVERAGED LOAN INDEX 0.04 0.55 1.11 ol okkk il il ol
BARCLAYS CAPITAL GLOBAL US TIPS (INFLATION NOTES) -1.45 -4.29 -0.73 -6.97 0.37 3.73 4.20 5.43
BofA ML ALL CONVERTIBLES EX MANDATORY -1.13 0.95 3.27 18.06 13.44 12.31 8.83 okkk
DJ WILSHIRE REAL ESTATE SECURITIES INDEX -6.81 -7.77 -6.11 -0.48 9.00 12.49 4.38 9.35
NCREIF NFI-ODCE NET 0.00 3.60 0.00 11.08 11.18 13.85 -1.07 Fhkk
91 DAY TREASURY BILL 0.00 0.02 0.01 0.11 0.08 0.10 0.22 1.71
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NYC Fire Dept. Pension Fund Contribution to Return - July 2013

BDOMESTIC EQUITY
OINTERNATIONAL EQUITY
BEMERGING MARKETS
BHEDGE FUNDS

BREITS

BCORE +5

oTIPS

BENHANCED YIELD
OBANK LOANS
OCONVERTIBLE BONDS

B OPPORTUNISTIC FIXED

BTARGETED
0.01-Hedge Fnd 0.01-Hedge Fnd 0.00-HF
0.04-REITS 0.04-REITS 0.00-BL B OTHER FIXED
0.02-Core+5 0.05-Int Eq . 0.02-Core+5 (0.02)-Conv.
0.02-TIPS 00181 QOIS ®PRIVATE EQUITY
0.02-BL 0.01-Conv Sz (0.02) -
0.01-Conv 0.03-Opp. FI 0.04-Conv 9,96 Cores3 OPPFL || o pRIVATE REAL ESTATE
0.02-Opp FI . (0.02).ETi 0.02-Opp FI 0.00-BL
0.00-ETI E—— : IRONIORN  0.00-ETI (0.09)-TIPS 0.04-ETI
0.00-Oth FI (0.01)-Oth FI Saapupesmm  0-00-Oth FI 0.01-Oth FI 0.03 - D RESIDUAL
0.01-Res (0.01)-Res . 0.01-Res 0.00- ETI Other FI

1 Month - Total Fund 3 Months - Total Fund FYTD - Total Fund FY Ending 6/30/13 Total ~ FY Ending 6/30/2012 Total

Return: 3.26% Return: 1.43% Return: 3.26% Fund Return: 11.90% Fund Return: 1.10%



THE BANK OF NEW YORK MELLON
CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012 Ending 2011 Ending 2010 Ending 2009 1Year 3 Years 5 Years 10 Years Inception

ASSET CLASS SUMMARY
DOMESTIC EQUITY $ 3,567.1 37.84%  5.91% 758% 5.91% 21.63% 23.16% 16.67% -0.69% 17.54% 29.31% 29.84% 18.11% 8.58% 8.10% 12.35%
INTERNATIONAL EAFE 910.8 9.66% 5.73 0.73 5.73 8.17 16.12 17.57 -11.82 12.76 33.68 21.18 8.88 1.69 i 6.20
EMERGING MARKETS 585.6 6.21% 0.93 -7.35 0.93 -7.04 3.84 16.83 -18.34 19.49 83.26 273 1.33 0.55 14.04 7.42
HEDGE FUNDS 310.6 3.29% 0.27 -2.84 0.27 2.00 8.58 7.85 i i i 7.25 i e i 3.17
REAL ESTATE EQUITY SECURITIES 328.2 3.48% 1.05 -6.66 1.05 4.47 8.71 20.17 8.14 32.08 31.70 7.36 14.78 6.96 11.41 12.76
CORE +5 1,575.0 16.71% 0.14 -4.04 0.14 -2.66 0.32 6.85 8.91 8.54 9.39 -1.31 4.45 6.70 5.82 8.36
CONVERTIBLE BONDS 48.8 0.52% 2.82 2.53 2.82 9.64 13.39 12.20 -3.87 15.93 35.93 15.70 9.66 7.73 i 7.24
TIPS MANAGERS 2341 2.48% 0.70 -7.17 0.70 -6.62 -4.56 6.99 13.59 6.42 10.10 -5.60 4.86 4.86 i 5.07
ENHANCED YIELD 405.6 4.30% 2.08 -1.70 2.08 3.12 8.30 13.50 5.89 14.08 41.59 8.76 9.57 10.13 8.43 8.91
BANK LOANS 1371 1.45% 113 0.89 113 3.91 . . . . . . wwx . wwx 452
OPPORTUNISTIC FIXED 172.0 1.82% 1.14 2.01 1.14 10.78 15.10 16.32 -2.69 23.60 20.29 15.21 9.97 12.79 i e
PROGRESS FIXED 26.3 0.28% 0.11 -3.31 0.11 -2.18 0.00 e i i i -1.30 i e e 3.08
CORE PLUS FIXED INCOME 10.5 0.11% 0.57 -3.41 0.57 -1.83 0.57 6.22 8.18 7.57 i -0.52 4.37 e i 6.69
ECONOMICALLY TARGETED INVESTMENTS 52.8 0.56% -0.05 -2.85 -0.05 -2.17 -0.48 4.29 7.16 5.88 6.83 -1.47 3.04 5.04 4.85 8.73
PRIVATE EQUITY 603.3 6.40% 233 4.27 233 7.89 9.38 11.35 12.50 16.82 -7.47 12.54 12.63 6.27 i 12.69
PRIVATE REAL ESTATE 350.4 3.72% 2.41 4.08 241 8.80 13.31 14.84 17.72 4.54 -41.47 15.42 15.52 -4.15 i 5.93
CASH 109.4 1.16% 0.03 0.13 0.03 0.20 0.33 0.35 0.35 0.53 1.14 0.33 0.34 0.86 i 2.31

TOTAL FIRE $  9,427.6 3.26% 1.43%  3.26% 8.42% 11.90% 13.14% 0.84% 14.42% 22.51% 14.38% 11.06% 6.32% 7.86% 8.67%
TOTAL EQUITY 53917  57.19% 5.02 3.68 5.02 14.48 18.56 17.10 -4.16 17.36 32.99 23.36 14.31 6.26 i 7.00
HEDGE FUNDS 310.6 3.29% 0.27 -2.84 0.27 2.00 8.58 7.85 i i i 7.25 i e i 3.17
TOTAL FIXED INCOME 2,662.2  28.24% 0.64 -3.22 0.64 -0.79 2.56 8.48 8.05 10.00 16.07 1.51 5.96 7.54 i 6.03
TOTAL PRIVATE EQUITY 603.3 6.40% 233 4.27 233 7.89 9.38 11.35 12.50 16.82 -7.47 12.54 12.63 6.27 i 12.69
TOTAL PRIVATE REAL ESTATE 350.4 3.72% 2.41 4.08 241 8.80 13.31 14.84 17.72 4.54 -41.47 15.42 15.52 -4.15 i 5.93
TOTAL CASH 109.4 1.16% 0.03 0.13 0.03 0.20 0.33 0.35 0.35 0.53 1.14 0.33 0.34 0.86 i 2.31

* Returns data throughout the various reports are shown Gross of Fees with the exception of PE, RE, Opp Fl, and Hedge Funds.
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THE BANK OF NEW YORK MELLON

CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012 Ending 2011 Ending 2010 Ending 2009 1 Year 3 Years 5 Years 10 Years  Inception
EQUITY ASSET CLASS SUMMARY
DOMESTIC EQUITY $ 3,567.1 37.84% 5.91% 7.58% 591% 21.63% 23.16% 16.67% -0.69% 17.54% 29.31% 29.84% 18.11% 8.58% 8.10% 12.35%
PASSIVE DOMESTIC EQUITY 2,646.0 28.07% 5.53 6.57 5.53 20.42 21.81 16.43 0.35 16.95 28.40 27.43 17.84 8.54 8.14 11.28
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
+/- 0.05 0.00 0.05 0.1 0.35 0.01 (0.67) 0.02 0.06 0.56 (0.24) (0.03) 0.00
TOTAL RUSSELL 3000 2,449.3 25.98% 5.47 6.57 5.47 20.29 21.47 16.42 1.06 16.95 28.40 26.88 18.07 8.67 8.21 9.38
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
+/- (0.01) (0.00) (0.01) (0.02) 0.01 0.00 0.04 0.02 0.06 0.02 (0.01) 0.10 0.07
TOTAL MID CAP PASSIVE 196.7 2.09% 6.18 6.61 6.18 21.66 25.14 17.87 ek i ek 32.93 ek il i 13.85
S&P MIDCAP INDEX 400 6.20 6.59 6.20 21.69 25.18 17.88 i i i 33.00 i i i
+/- (0.02) 0.02 (0.02) (0.03) (0.04) (0.00) e e e (0.07) e i e
ACTIVE DOMESTIC EQUITY 921.2 9.77% 7.03 10.64 7.03 25.10 26.76 17.18 -3.39 18.47 31.54 36.47 18.74 8.80 8.15 10.17
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
+/- 1.55 4.07 1.55 4.80 5.29 0.76 (4.42) 1.54 3.20 9.60 0.65 0.23 0.01
TOTAL LARGE CAP 261.7 2.78% 8.44 13.73 8.44 30.16 27.25 13.16 -3.66 16.43 31.04 40.19 18.62 8.84 7.98 8.21
RUSSELL 1000 5.35 6.23 5.35 20.00 21.24 16.42 1.50 16.10 28.43 26.23 18.03 8.50 i
+/- 3.09 7.50 3.09 10.15 6.01 (3.26) (5.16) 0.33 2.61 13.97 0.59 0.34 e
TOTAL MID CAP ACTIVE 305.5 3.24% 5.77 8.17 5.77 23.18 28.57 21.64 -2.82 24.84 35.15 34.84 19.88 10.26 i 7.82
RUSSELL MIDCAP 5.80 6.76 5.80 22.14 25.41 17.28 -1.55 25.47 40.46 32.37 19.01 10.07 ek
+/- (0.03) 1.40 (0.03) 1.04 3.16 4.36 (1.28) (0.63) (5.31) 2.47 0.87 0.19 e
TOTAL SMALL CAP ACTIVE 141.4 1.50% 7.88 11.25 7.88 22.48 22.79 16.41 -4.86 20.91 35.75 33.64 18.14 8.34 i 6.04
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 16.35 -4.18 26.85 27.18 34.76 18.71 9.45 ek
+/- 0.88 0.55 0.88 (1.49) (1.42) 0.06 (0.68) (5.94) 8.57 (1.13) (0.57) (1.11) e
TOTAL EMERGING MGRS (Program changed 6/1/2012) 142.3 1.51% 6.66 11.27 6.66 24.04 25.90 17.69 -1.92 17.14 29.51 35.18 18.91 8.73 8.78 7.21
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 ek ek i b b b b ek
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
+/- (0.34) 0.56 034 0.07 1.69 ok - - - — ek — -
+/- 1.18 4.70 1.18 3.73 4.43 1.27 (2.95) 0.21 117 8.31 0.82 0.16 0.64
TOTAL SMALL MID CAP 70.2 0.74% 6.46 7.96 6.46 23.22 29.19 18.02 -5.50 i i 38.46 i i i 15.91
RUSSELL 2500 VALUE 5.73 7.07 5.73 21.69 26.88 19.21 -3.36 i ek 34.73 ek il b
+/- 0.73 0.90 0.73 1.53 2.31 (1.19) (2.14) e e 3.74 e R e
INTERNATIONAL EQUITY 1,496.4 15.87% 3.80 -2.61 3.80 1.75 10.93 17.16 -14.05 14.46 31.78 13.35 5.85 0.70 9.00 6.95
PASSIVE DEVELOPED MARKETS 78.4 0.83% 5.20 -0.84 5.20 9.85 18.80 17.54 -11.59 8.14 32.45 23.80 9.01 1.47 8.33 5.93
MSCI EAFE (NET DIVIDEND) 5.28 -0.92 5.28 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 7.97
+- (0.08) 0.07 (0.08) 0.26 0.17 0.22 0.55 0.39 0.67 0.32 0.40 0.42 0.36
PASSIVE EMERGING MARKETS 168.8 1.79% 1.04 -7.59 1.04 -8.37 3.21 18.27 i i i 2.32 i e i -6.19
MSCI EMERGING MARKETS FREE 1.10 -7.67 1.10 -8.40 3.23 18.63 ek i ek 2.29 ek il b
+/- (0.06) 0.09 (0.06) 0.04 (0.02) (0.36) e e e 0.02 e e e
ACTIVE DEVELOPED MARKETS 809.1 8.58% 5.68 0.63 5.68 7.76 15.60 17.56 -11.50 13.48 34.18 20.35 8.84 2.03 8.34 6.93
MSCI EAFE (NET DIVIDEND) 5.28 -0.92 5.28 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 7.97
+- 0.40 1.54 0.40 (1.84) (3.02) 0.24 0.64 5.73 2.40 (3.14) 0.23 0.98 0.37
ACTIVE EMERGING MARKETS 416.8 4.42% 0.88 -7.23 0.88 -6.40 413 16.19 -18.38 19.49 83.26 2.92 1.35 0.56 i 10.83
MSCI EMERGING MARKETS FREE 1.10 -7.67 1.10 -8.40 3.23 18.63 -18.17 19.20 79.02 2.29 1.33 0.86 i
+/- (0.22) 0.44 (0.22) 2.00 0.90 (2.43) (0.20) 0.29 4.24 0.63 0.02 (0.30) e
NON-U.S. ACTIVIST 23.3 0.25% 9.46 10.37 9.46 16.84 27.47 22.10 -23.54 36.64 i 43.63 11.63 i i 25.56
MSCI EUROPE SMID CAP INDEX 8.94 6.12 8.94 14.92 25.26 25.81 -17.56 16.03 ek 35.34 11.90 il ek
+/- 0.52 4.25 0.52 1.92 2.21 (3.71) (5.99) 20.61 e 8.28 (0.27) R e
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THE BANK OF NEW YORK MELLON

CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012 Ending 2011 Ending 2010 Ending 2009 1 Year 3 Years 5 Years 10 Years  Inception
FIXED INCOME ASSET CLASS SUMMARY
TOTAL FIXED INCOME 2,662.2 28.24% 0.64% -3.22% 0.64% -0.79% 2.56% 8.48% 8.05% 10.00% 16.07% 1.51% 5.96% 7.54% kk 6.03%
CORE +5 1,5675.0 16.71% 0.14 -4.04 0.14 -2.66 0.32 6.85 8.91 8.54 9.39 -1.31 4.45 6.70 5.82 8.36
NYC - CORE PLUS FIVE 0.09 -4.09 0.09 -3.12 -0.95 541 9.40 7.13 6.28 -2.58 3.73 6.07 5.52
+/- 0.04 0.04 0.04 0.46 1.27 1.44 (0.50) 1.41 3.1 1.27 0.72 0.63 0.30
ALL MORTGAGE 642.7 6.82% -0.17 -2.84 -0.17 -2.00 -0.15 4.37 6.26 7.64 8.84 -1.17 3.14 5.65 5.22 7.19
CITIGROUP MORTGAGE INDEX -0.05 -2.52 -0.05 -2.06 -1.15 2.60 6.38 5.50 5.76 -1.96 224 4.94 4.94
+/- (0.12) (0.32) (0.12) 0.07 0.99 1.78 (0.12) 2.14 3.08 0.79 0.90 0.71 0.28
ALL INVESTMENT GRADE CREDIT 7227 7.67% 0.67 -4.23 0.67 -2.32 2.33 10.56 8.04 9.38 20.85 0.27 5.69 7.67 5.91 7.54
NYC - INVESTMENT GRADE CREDIT 0.62 -4.22 0.62 -2.88 1.19 9.52 7.80 8.36 16.36 -0.88 4.93 7.03 5.54
+/- 0.05 (0.01) 0.05 0.56 1.14 1.04 0.24 1.02 4.49 1.15 0.76 0.64 0.37
ALL TREASURY / AGENCY 209.7 2.22% -0.76 -6.96 -0.76 -5.74 -4.38 4.07 18.42 9.45 -5.66 -6.90 4.56 6.53 6.31 7.82
NYC - TREASURY AGENCY PLUS FIVE -0.76 -7.02 -0.76 -5.77 -4.52 3.84 18.44 9.24 -7.44 -7.09 4.54 6.38 6.21
+/- 0.00 0.06 0.00 0.03 0.14 0.23 (0.02) 0.21 1.78 0.19 0.02 0.15 0.09
ENHANCED YIELD 405.6 4.30% 2.08 -1.70 2.08 3.12 8.30 13.50 5.89 14.08 41.59 8.76 9.57 10.13 8.43 8.91
CITIGROUP BB & B 1.76 -1.52 1.76 2.58 8.1 14.45 6.58 13.35 40.37 7.98 9.75 8.85 7.7
+/- 0.31 (0.18) 0.31 0.54 0.19 (0.95) (0.69) 0.73 1.22 0.78 (0.18) 1.28 0.73
BANK LOANS 137.1 1.45% 113 0.89 113 391 - - f— — - . - - - 4.52
CREDIT SUISSE LEVERAGED LOAN INDEX 1.07 0.74 1.07 3.91 i i i i i e i e i
+/- 0.07 0.15 0.07 0.00 - f— — f— f—-— - f—-— . f—
TIPS 234.1 2.48% 0.70 -7.17 0.70 -6.62 -4.56 6.99 13.59 6.42 10.10 -5.60 4.86 4.86 ek 5.07
BARCLAYS CAPITAL US TIPS INDEX 0.73 -7.12 0.73 -6.72 -4.78 6.98 13.56 6.37 11.41 -5.87 4.84 4.68 i
+/- (0.03) (0.06) (0.03) 0.09 0.22 0.01 0.03 0.05 (1.31) 0.27 0.02 0.18 i
CONVERTIBLE BONDS 48.8 0.52% 2.82 2.53 2.82 9.64 13.39 12.20 -3.87 15.93 35.93 15.70 9.66 7.73 i 7.24
BofA ML ALL CONVERTIBLES EX MANDATORY 4.45 4.73 4.45 14.67 17.48 14.41 -3.42 16.52 47.19 21.97 12.28 9.08 i
+/- (1.63) (2.20) (1.63) (5.03) (4.09) (2.21) (0.45) (0.59) (11.26) (6.27) (2.62) (1.35) e
OPPORTUNISTIC FIXED 172.0 1.82% 1.14 2.01 1.14 10.78 15.10 16.32 -2.69 23.60 20.29 15.21 9.97 12.79 i e
NYC - JP MORGAN HY PLUS 3% 2.02 -1.79 2.02 4.40 12.47 19.20 8.73 18.05 61.90 12.44 13.40 14.67 ek
+/- (0.89) 3.79 (0.89) 6.38 2.63 (2.88) (11.42) 5.55 (41.61) 2.77 (3.43) (1.88) e
PROGRESS FIXED 26.3 0.28% 0.11 -3.31 0.11 -2.18 0.00 i i ek b -1.30 ek il ek 3.08
BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 i i i i -1.91 i e i
+/- (0.03) (0.14) (0.03) 0.13 0.69 — - - f— 0.60 f— — f—
CORE PLUS FIXED INCOME 10.5 0.11% 0.57 -3.41 0.57 -1.83 0.57 6.22 8.18 7.57 i -0.52 4.37 i i 6.69
BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 4.21 7.84 6.54 ek -1.91 3.19 il ek
+/- 0.43 (0.24) 0.43 0.48 1.25 2.01 0.34 1.03 e 1.38 1.18 e e
ECONOMICALLY TARGETED INVESTMENTS 52.8 0.56% -0.05 -2.85 -0.05 =217 -0.48 4.29 7.16 5.88 6.83 -1.47 3.04 5.04 4.85 8.73
FIRE CUSTOM BENCHMARK (NO CASH) 0.10 -2.87 0.10 -2.06 -0.61 3.79 7.7 6.10 5.15 -1.68 2.94 4.90 4.77
+/- (0.16) 0.02 (0.16) (0.11) 0.12 0.50 (0.00) (0.22) 1.68 0.21 0.1 0.13 0.09
CASH ASSET CLASS SUMMARY
CASH 109.4 1.16% 0.03 0.13 0.03 0.20 0.33 0.35 0.35 0.53 1.14 0.33 0.34 0.86 b 2.31
ML 91 DAY TREASURY BILL INDEX 0.01 0.02 0.01 0.05 0.11 0.11 0.10 0.13 0.21 0.11 0.11 0.25 i
+/- 0.02 0.10 0.02 0.15 0.22 0.23 0.25 0.40 0.93 0.22 0.23 0.61 e
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TOTAL RUSSELL 3000 2,449.3 25.98% 5.47 6.57 5.47 20.29 21.47 16.42 1.06 16.95 28.40 26.88 18.07 8.67 8.21 9.38
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
+/- (0.01) (0.00) (0.01) (0.02) 0.01 0.00 0.04 0.02 0.06 0.02 (0.01) 0.10 0.07

BLACKROCK R3000 1,433.9 15.21% 5.46 6.56 5.46 20.28 21.45 16.40 0.96 16.88 28.30 26.83 18.02 8.60 8.17 3.73

STATE STREET R3000 1,015.4 10.77% 5.48 6.58 5.48 20.30 21.51 16.44 1.17 i i 26.96 i e e 17.56
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14
BLACKROCK R3000 +/- (0.02) (0.01) (0.02) (0.03) (0.02) (0.02) (0.06) (0.05) (0.04) (0.03) (0.07) 0.03 0.03
STATE STREET R3000 +/- 0.00 0.01 0.00 (0.01) 0.05 0.03 0.14 e o 0.09 o e e

TOTAL SMALL CAP 141.4 1.50% 7.88 11.25 7.88 22.48 22.79 15.20 -5.25 20.91 35.75 33.64 17.57 8.03 7.51 8.25
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 16.35 -4.18 26.85 27.18 34.76 18.71 9.45 9.60
+/- 0.88 0.55 0.88 (1.49) (1.42) (1.15) (1.07) (5.94) 8.57 (1.13) (1.14) (1.43) (2.10)

TOTAL SMALL CAP ACTIVE 141.4 1.50% 7.88 11.25 7.88 22.48 22.79 16.41 -4.86 20.91 35.75 33.64 18.14 8.34 ek 6.04
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 16.35 -4.18 26.85 27.18 34.76 18.71 9.45 i
+/- 0.88 0.55 0.88 (1.49) (1.42) 0.06 (0.68) (5.94) 8.57 (1.13) (0.57) (1.11) e

TOTAL SMALL CAP GROWTH ACTIVE 30.2 0.32% 9.06 14.01 9.06 27.28 24.75 13.93 -3.99 22.98 35.75 37.84 19.74 10.36 i 7.44

BROWN AM (D) 30.2 0.32% 9.06 14.01 9.06 28.32 27.86 21.40 0.61 29.19 i 44.47 25.99 i i 27.50
RUSSELL 2000 GROWTH 7.56 12.32 7.56 26.32 23.67 14.59 -2.91 29.09 34.47 35.39 20.32 9.98 ek
TOTAL SMALL CAP GROWTH  +/- 1.49 1.69 1.49 0.95 1.08 (0.66) (1.08) (6.11) 1.28 2.45 (0.58) 0.38 i
BROWN AM (D) +/- 1.49 1.69 1.49 1.99 4.19 6.81 3.51 0.10 e 9.09 5.68 e e

TOTAL SMALL CAP VALUE ACTIVE 111.2 1.18% 7.56 10.53 7.56 21.23 23.36 19.05 -5.76 i i 33.28 17.66 i i 14.77

CEREDEX 67.5 0.72% 7.95 10.63 7.95 21.23 ok - - f— —-— . - . - 2123

DALTON GREINER 43.8 0.46% 6.97 10.36 6.97 21.23 25.66 20.60 -5.76 i i 35.02 18.17 i i 15.21
RUSSELL 2000 VALUE 6.43 9.16 6.43 21.74 24.77 18.05 -5.50 i ek 34.15 17.07 il ek
TOTAL SMALL CAP VALUE  +/- 1.13 1.36 1.13 (0.51) (1.40) 1.00 (0.26) e e (0.87) 0.60 e e
CEREDEX +/- 152 1.47 — (0.51) f— - — f— — - - wk -
DALTON GREINER  +/- 0.55 1.20 0.55 (0.51) 0.89 2.55 (0.26) e e 0.87 1.1 o e

TOTAL SMALL MID CAP 70.2 0.74% 6.46 7.96 6.46 23.22 29.19 18.02 -5.50 i i 38.46 i i i 15.91
RUSSELL 2500 VALUE 5.73 7.07 5.73 21.69 26.88 19.21 -3.36 i ek 34.73 ek il b
+/- 0.73 0.90 0.73 1.53 2.31 (1.19) (2.14) e e 3.74 e R e

SECURITY GLOBAL INV 70.2 0.74% 6.46 7.96 6.46 23.22 29.19 18.02 -5.50 i i 38.46 i i i 15.91
RUSSELL 2500 VALUE 5.73 7.07 5.73 21.69 26.88 19.21 -3.36 i ek 34.73 ek il b
+/- 0.73 0.90 0.73 1.53 2.31 (1.19) (2.14) e e 3.74 e R e

TOTAL MID CAP 502.2 5.33% 5.94 7.48 5.94 22.51 27.05 19.96 -3.90 24.84 35.15 34.00 18.67 9.59 8.91 9.40
RUSSELL MIDCAP 5.80 6.76 5.80 22.14 25.41 17.28 -1.55 25.47 40.46 32.37 19.01 10.07 10.91
+/- 0.15 0.72 0.15 0.37 1.65 2.68 (2.35) (0.63) (5.31) 1.63 (0.34) (0.48) (2.00)

TOTAL MID CAP PASSIVE 196.7 2.09% 6.18 6.61 6.18 21.66 25.14 17.87 i i i 32.93 i i i 13.85

SSGA S&P 400 196.7 2.09% 6.18 6.61 6.18 21.66 25.14 17.87 ek i ek 32.93 i il b 13.85
S&P MIDCAP INDEX 400 6.20 6.59 6.20 21.69 25.18 17.88 i i i 33.00 i i i
TOTAL MID CAP PASSIVE  +/- (0.02) 0.02 (0.02) (0.03) (0.04) (0.00) i i i (0.07) e o e
SSGA S&P 400 +/- (0.02) 0.02 (0.02) (0.03) (0.04) (0.00) e e e (0.07) e e e

TOTAL MID CAP ACTIVE 305.5 3.24% 5.77 8.17 5.77 23.18 28.57 21.64 -2.82 24.84 35.15 34.84 19.88 10.26 i 7.82
RUSSELL MIDCAP 5.80 6.76 5.80 22.14 25.41 17.28 -1.55 25.47 40.46 32.37 19.01 10.07 ek
+/- (0.03) 1.40 (0.03) 1.04 3.16 4.36 (1.28) (0.63) (5.31) 2.47 0.87 0.19 e

Page 4



THE BANK OF NEW YORK MELLON

CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012 Ending 2011 Ending 2010 Ending 2009 1 Year 3 Years 5 Years 10 Years  Inception

TOTAL MID CAP GROWTH ACTIVE 141.8 1.50% 5.31 6.87 5.31 21.76 26.06 19.47 -1.62 i i 33.06 i i i 16.33

TIMESSQUARE CAPITAL 141.8 1.50% 5.31 6.87 5.31 21.76 26.06 19.47 -1.62 ek i 33.06 ek il i 16.33
RUSSELL MIDCAP GROWTH INDEX 6.22 7.68 6.22 21.84 22.88 15.81 -1.65 i i 30.69 i i i
TOTAL MID CAP GROWTH  +/- (0.91) (0.81) (0.91) (0.08) 3.18 3.66 0.03 i e 2.37 i . e
TIMESSQUARE CAPITAL  +/- (0.91) (0.81) (0.91) (0.08) 3.18 3.66 0.03 e e 2.37 e e e

TOTAL MID CAP VALUE ACTIVE 79.3 0.84% 5.44 9.72 5.44 23.70 36.85 27.87 -0.32 26.17 27.64 40.20 24.01 13.16 i 9.64

IRIDIAN ASSET 793 0.84% 5.44 9.72 5.44 23.70 36.85 27.87 -0.32 ek i 40.20 ek il b 21.86
RUSSELL MIDCAP VALUE 5.33 5.88 5.33 22.28 27.65 18.51 -1.38 24.75 34.20 33.71 18.73 10.26 i
TOTAL MID CAP VALUE  +/- 0.11 3.83 0.11 1.41 9.20 9.36 1.06 1.42 (6.56) 6.48 5.28 2.90 i
IRIDIAN ASSET MCV  +/- 0.11 3.83 0.11 1.41 9.20 9.36 1.06 e e 6.48 e e e

TOTAL MID CAP CORE ACTIVE 84.4 0.90% 6.85 8.96 6.85 25.15 25.60 19.87 -6.88 25.45 38.91 33.05 18.22 9.06 i 7.60

WELLINGTON MGMT 84.4 0.90% 6.85 8.96 6.85 25.15 25.60 19.87 -6.88 ek i 33.05 ek il ek 16.57
S&P MIDCAP INDEX 400 6.20 6.59 6.20 21.69 25.18 17.88 -1.73 26.64 37.38 33.00 19.17 10.64 i
TOTAL MID CAP CORE  +/- 0.66 2.36 0.66 3.46 0.42 1.99 (5.15) (1.19) 1.53 0.06 (0.95) (1.58) i
WELLINGTON MGMT  +/- 0.66 2.36 0.66 3.46 0.42 1.99 (5.15) e e 0.06 e e e

TOTAL LARGE CAP 261.7 2.78% 8.44 13.73 8.44 30.16 27.25 13.16 -3.66 16.43 31.04 40.19 18.62 8.84 7.98 8.21
RUSSELL 1000 5.35 6.23 5.35 20.00 21.24 16.42 1.50 16.10 28.43 26.23 18.03 8.50 8.02
+/- 3.09 7.50 3.09 10.15 6.01 (3.26) (5.16) 0.33 2.61 13.97 0.59 0.34 (0.04)

TOTAL LARGE CAP GROWTH 214.6 2.28% 9.08 15.10 9.08 32.08 26.42 10.51 -6.19 17.54 40.93 42.26 17.86 8.69 6.97 9.53
RUSSELL 1000 GROWTH 5.30 5.24 5.30 17.73 17.07 15.26 2.64 16.71 37.22 21.64 17.99 9.01 7.69
+/- 3.78 9.86 3.78 14.35 9.35 (4.75) (8.83) 0.83 3.71 20.62 (0.13) (0.33) (0.73)

ZEVENBERGEN 169.2 1.79% 9.91 17.24 9.91 35.73 27.72 8.46 -10.01 23.04 56.81 46.92 18.50 10.76 i 9.16
RUSSELL 3000 GROWTH 5.48 5.78 5.48 18.38 17.56 15.21 2.18 17.64 37.00 22.65 18.17 9.09 ek
+/- 4.43 11.46 4.43 17.34 10.15 (6.75) (12.19) 5.40 19.81 24.27 0.32 1.67 e

PROFIT INV MGMT (D) 45.4 0.48% 6.09 7.76 6.09 20.06 21.95 17.87 2.98 9.55 i 27.23 18.34 i i 18.93
RUSSELL 1000 GROWTH 5.30 5.24 5.30 17.73 17.07 15.26 2.64 16.71 ek 21.64 17.99 il ek
+/- 0.79 2.52 0.79 2.33 4.88 2.61 0.34 (7.16) e 5.59 0.34 e e

TOTAL LARGE CAP CORE 471 0.50% 5.60 7.86 5.60 22.26 25.65 15.25 -0.02 15.84 i 31.55 17.33 i i 23.77

SEIZERT CAPITAL PTNRS (D) 471 0.50% 5.60 7.86 5.60 22.26 25.65 15.25 -0.02 15.84 b 31.55 17.33 il i 19.76
RUSSELL 1000 5.35 6.23 5.35 20.00 21.24 16.42 1.50 16.10 i 26.23 18.03 i i
TOTAL LARGE CAP CORE  +/- 0.25 1.64 0.25 2.26 4.41 (1.17) (1.52) (0.26) o 5.32 (0.71) e e
SEIZERT CAPITAL PTNRS  +/- 0.25 1.64 0.25 2.26 4.41 (1.17) (1.52) (0.26) e 5.32 (0.71) FHE e

EMERGING MANAGERS

TOTAL EMERGING MGRS (Program changed 6/1/2012) 142.3 1.51% 6.66 11.27 6.66 24.04 25.90 17.69 -1.92 17.14 29.51 35.18 18.91 8.73 8.78 7.21
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 i i i i 34.76 i i i
RUSSELL 3000 5.48 6.57 5.48 20.31 21.46 16.42 1.03 16.93 28.34 26.86 18.08 8.57 8.14

PROGRESS 86.0 0.91% 6.72 11.03 6.72 23.75 25.74 ek i i ek 35.09 i il i 3212

CAPITAL PROSPECTS 33.8 0.36% 6.67 11.88 6.67 24.41 25.61 i i i i 35.92 i i i 33.63

ATTUCKS 225 0.24% 6.44 11.30 6.44 24.57 26.91 ek ek i ek 34.42 i il ek 33.12
RUSSELL 2000 7.00 10.71 7.00 23.97 24.21 i i i i 34.76 i i i
PROGRESS  +/- (0.28) 0.32 (0.28) (0.22) 1.54 e i e e 0.33 i i i
CAPITAL PROSPECTS  +/- (0.33) 117 (0.33) 0.44 1.41 e e e e 1.16 e o e
ATTUCKS  +/- (0.56) 0.59 (0.56) 0.61 271 - f— f— - (0.34) - — -
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EAFE GROWTH 280.1 2.97% 6.69 0.54 6.69 9.34 17.77 21.24 -11.43 10.69 33.91 -43.34 10.67 2.49 i -0.25
MSCI EAFE (NET DIVIDEND) 528 -0.92 528 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 i 8.93
MSCI EAFE GROWTH 4.71 -0.63 4.71 10.74 19.05 17.28 -11.82 12.60 29.91 22.56 9.96 1.62 ek
+/- 1.41 1.46 1.41 (0.26) (0.85) 3.92 0.72 2.94 213  (66.82) 2.06 1.44 e
+/- 1.98 1.17 1.98 (1.41) (1.28) 3.96 0.40 (1.91) 4.00 (65.90) 0.71 0.87 e
TOTAL INTL GROWTH 280.1 2.97% 6.69 0.54 6.69 9.34 17.77 21.24 -11.43 10.69 33.91 -43.34 10.67 2.49 i -0.25
BAILLIE GIFFORD 1775 1.88% 8.66 3.09 8.66 ek ok ok ok ok ok axnk ok arwk ok 3.09
WALTER SCOTT EAFE LARGE CAP 102.6 1.09% 3.45 -3.57 3.45 il il ek ek i ek il ek il i -3.57
MSCI EAFE GROWTH 4.71 -0.63 4.71 10.74 19.05 17.28 -11.82 12.60 29.91 22.56 9.96 1.62 i
TOTAL INTL GROWTH  +/- 1.98 1.17 1.98 (1.41) (1.28) 3.96 0.40 (1.91) 4.00 (65.90) 0.71 0.87 i
BAILLIE GIFFORD  +/- 3.95 372 3.95 . - ok ok . ok - . . ok
WALTER SCOTT EAFE LARGE CAP  +/- (1.26) (2.94) (1.26) - — - - - — — - — f—
EAFE VALUE 296.2 3.14% 5.09 1.00 5.09 9.83 17.34 17.83 -9.91 16.94 31.16 22.27 10.59 2.88 ek 6.79
MSCI EAFE (NET DIVIDEND) 528 -0.92 528 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 i 8.93
MSCI EAFE VALUE 5.86 -0.93 5.86 9.21 19.21 18.43 -11.65 3.81 35.06 25.46 8.19 1.40 ek
+/- (0.18) 1.91 (0.18) 0.23 (1.28) 0.52 2.23 9.19 (0.62) (1.21) 1.98 1.83 e
+/- (0.77) 1.93 (0.77) 0.62 (1.87) (0.60) 1.73 13.13 (3.90) (3.19) 2.40 1.48 e
TOTAL INTL VALUE 296.2 3.14% 5.09 1.00 5.09 9.83 17.34 17.83 -9.91 16.94 31.16 22.27 10.59 2.88 ek 6.79
CAUSEWAY EAFE LARGE CAP 112.0 1.19% 6.60 ok 6.60 ek ok ok kk ok ok axwk ok axwk ok 548
SPRUCEGROVE 184.2 1.95% 419 -1.55 419 5.86 14.07 17.84 -9.92 18.56 34.34 17.85 9.24 4.34 ek 9.42
MSCI EAFE VALUE 5.86 -0.93 5.86 9.21 19.21 18.43 -11.65 3.81 35.06 25.46 8.19 1.40 i
TOTAL INTL VALUE  +/- (0.77) 1.93 (0.77) 0.62 (1.87) (0.60) 1.73 13.13 (3.90) (3.19) 2.40 1.48 i
CAUSEWAY EAFE LARGE CAP  +/- 0.74 ok 0.74 ok ok . ok ok . . ok P ok
SPRUCEGROVE  +/- (1.67) (0.62) (1.67) (3.36) (5.14) (0.60) 1.73 14.75 (0.72) (7.61) 1.05 2.93 e
TOTAL INTL CORE 113.2 1.20% 5.09 0.51 5.09 6.52 14.82 16.43 -12.38 12.62 37.28 18.49 7.70 1.75 i -1.50
THORNBURG 110.8 1.18% 5.21 0.48 5.21 6.58 14.01 17.67 -12.15 15.67 33.68 17.01 8.57 2.59 i -0.51
MSCI EAFE (NET DIVIDEND) 5.28 -0.92 5.28 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 ek
TOTAL INTL CORE  +/- (0.18) 1.43 (0.18) (3.08) (3.81) (0.89) (0.24) 4.87 5.50 (4.99) (0.92) 0.70 e
THORNBURG  +/- (0.07) 1.39 (0.07) (3.02) (4.62) 0.35 (0.01) 7.92 1.90 (6.48) (0.04) 1.54 e
TOTAL EAFE SMALL CAP 119.3 1.27% 5.42 011 5.42 f— - - f— — - wk - - - -0.11
ACADIAN 60.5 0.64% 555 -1.00 555 ok ok ok *kk ok ok axnk ok ke ok -1.00
PYRAMIS 58.8 0.62% 5.29 0.82 5.29 - - f—-— f— f— —-— wk - wk - 0.82
S&P EPAC SMALL CAP 633 051 633 Kkkk Fkkk Fkkk Kkkk Kkkk Fkkk Kk Kkkk Kk Kkkk
TOTAL EAFE SMALL CAP  +/- (0.91) (0.62) (0.91) - — - - - — — - — f—
ACADIAN  +/- (0.78) (1.51) (0.78) ok ok ek ok kk ok P kk P ok
PYRAMIS  +/- (1.05) 0.31 (1.05) - — - - - — — - — f—
TOTAL ACTIVE DEVELOPED MARKETS 809.1 8.58% 5.68 0.63 5.68 7.76 15.60 17.56 -11.50 13.48 34.18 20.35 8.84 2.03 8.34 6.93
MSCI EAFE (NET DIVIDEND) 528 -0.92 528 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 7.97
+/- 0.40 1.54 0.40 (1.84) (3.02) 0.24 0.64 5.73 2.40 (3.14) 0.23 0.98 0.37

Page 6



THE BANK OF NEW YORK MELLON 102
CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012 Ending 2011 Ending 2010 Ending 2009 1 Year 3 Years 5 Years 10 Years  Inception
TOTAL NON-U.S. ACTIVIST 23.3 0.25% 9.46 10.37 9.46 16.84 27.47 22.10 -23.54 36.64 i 43.63 11.63 i i 25.56
GOVERNANCE FOR OWNERS 233 0.25% 9.46 10.37 9.46 16.84 27.47 22.10 -23.54 36.64 b 43.63 11.63 il i 25.56
MSCI EUROPE SMID CAP INDEX 8.94 6.12 8.94 14.92 25.26 25.81 -17.56 16.03 i 35.34 11.90 i i
TOTAL NON-U.S. ACTIVIST  +/- 0.52 4.25 0.52 1.92 2.21 (3.71) (5.99) 20.61 o 8.28 (0.27) e e
GOVERNANCE FOR OWNERS  +/- 0.52 4.25 0.52 1.92 2.21 (3.71) (5.99) 20.61 e 8.28 (0.27) e e
TOTAL PASSIVE DEVELOPED 78.4 0.83% 5.20 -0.84 5.20 9.85 18.80 17.54 -11.59 8.14 32.45 23.80 9.01 1.47 8.33 593
SSGA 78.4 0.83% 5.20 -0.84 5.20 9.85 18.80 17.54 ek ek ek 23.80 i il ek 4.39
MSCI EAFE (NET DIVIDEND) 528 -0.92 528 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 7.97
TOTAL PASSIVE DEVELOPED  +/- (0.08) 0.07 (0.08) 0.26 0.17 0.22 0.55 0.39 0.67 0.32 0.40 0.42 0.36
SSGA  +/- (0.08) 0.07 (0.08) 0.26 0.17 0.22 e e e 0.32 e e e
TOTAL DEVELOPED- ENVIRONMENTAL-ACTVIST 910.8 9.66% 5.73 0.73 5.73 8.17 16.12 17.57 -11.82 12.76 33.68 21.18 8.88 1.69 5.33 6.20
MSCI EAFE (NET DIVIDEND) 5.28 -0.92 5.28 9.60 18.62 17.32 -12.14 7.75 31.78 23.48 8.61 1.05 7.97
+/- 0.45 1.64 0.45 (1.43) (2.50) 0.26 0.32 5.01 1.90 (2.31) 0.27 0.64 (2.64)
EMERGING MARKETS
TOTAL EMERGING MARKETS 585.6 6.21% 0.93 -7.35 0.93 -7.04 3.84 16.83 -18.34 19.49 83.26 273 1.33 0.55 14.04 7.42
ACTIVE EMERGING MARKETS 416.8 4.42% 0.88 -7.23 0.88 -6.40 413 16.19 -18.38 19.49 83.26 2.92 1.35 0.56 ek 10.83
BAILLIE GIFFORD 149.0 1.58% 0.39 -5.83 0.39 -6.04 241 14.27 -19.78 19.87 99.04 0.19 0.01 1.42 i 9.97
ACADIAN 102.0 1.08% 0.00 -9.49 0.00 -6.46 7.68 20.27 -16.65 23.72 83.09 5.21 3.93 2.16 ek 9.09
EATON VANCE 90.3 0.96% 1.86 -5.79 1.86 -5.48 4.71 i i i i 5.35 i i i 10.02
DFA 756 0.80% 1.89 -8.69 1.89 -8.79 2.34 i i ek b 3.47 ek il ek 6.69
MSCI EMERGING MARKETS FREE 1.10 -7.67 1.10 -8.40 3.23 18.63 -18.17 19.20 79.02 229 1.33 0.86 i
ACTIVE EMERGING MARKETS  +/- (0.22) 0.44 (0.22) 2.00 0.90 (2.43) (0.20) 0.29 4.24 0.63 0.02 (0.30) e
BAILLIE GIFFORD  +/- (0.71) 1.85 (0.71) 2.36 (0.82) (4.36) (1.61) 0.67 20.02 (2.10) (1.33) 0.55 e
ACADIAN  +/- (1.10) (1.82) (1.10) 1.94 4.45 1.65 1.52 4.52 4.07 291 2.60 1.30 i
EATON VANCE  +/- 0.77 1.89 0.77 2.92 1.48 e e e e 3.06 e e e
DFA  +/- 0.79 (1.02) 0.79 (0.39) (0.89) i e e o 1.18 o e e
PASSIVE EMERGING MARKETS 168.8 1.79% 1.04 -7.59 1.04 -8.37 3.21 18.27 i i ek 2.32 ek ol ek -6.19
BLACKROCK-EM 168.8 1.79% 1.04 -7.59 1.04 -8.37 3.21 18.27 ok ok ok 2.32 i e i -6.19
MSCI EMERGING MARKETS FREE 1.10 -7.67 1.10 -8.40 3.23 18.63 ek i ek 2.29 i il b
PASSIVE EMERGING MARKETS  +/- (0.06) 0.09 (0.06) 0.04 (0.02) (0.36) e e e 0.02 e e e
BLACKROCK-EM  +/- (0.06) 0.09 (0.06) 0.04 (0.02) (0.36) e e e 0.02 e i e
TOTAL INTERNATIONAL EQUITY 1,496.4 15.87% 3.80 -2.61 3.80 1.75 10.93 17.16 -14.05 14.46 31.78 13.35 5.85 0.70 9.00 6.95
MSCI AC WORLD FRONTIER MARKETS EX USA 4.39 241 4.39 4.42 13.70 16.77 -13.75 11.25 4117 17.03 6.43 0.71 i
+/- (0.59) (0.20) (0.59) (2.66) (2.76) 0.39 (0.30) 3.21 (9.39) (3.68) (0.58) (0.01) i
HEDGE FUNDS
TOTAL HEDGE FUNDS 310.6 3.29% 0.27 -2.84 0.27 2.00 8.58 7.85 ek ek ek 7.25 i il ek 317
1 YEAR TREASURY BILL YIELD + 4% 0.40 1.06 0.40 2.50 4.32 4.24 i i i 4.28 i i i
HFRI FUND OF FUNDS COMPOSITE INDEX + 1% 1.33 0.79 1.33 5.31 8.37 5.81 ek ek ek 8.89 ek b b
+/- (0.13) (3.90) (0.13) (0.49) 4.26 3.61 e e e 2.96 e e e
+/- (1.06) (3.63) (1.06) (3.31) 0.21 2.04 e e e (1.64) e i e
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TOTAL DIRECT HEDGE FUNDS 256.9 2.73% 0.17 -3.73 0.17 1.16 8.16 8.64 i i i 6.67 i e i 5.82
BLUE TREND FD 20.2 0.21% o -18.00 -0.79 -10.84 -6.09 ek ek i ek -12.19 i il b -6.31
BREVAN HOWARD LP 20.7 0.22% e -3.36 -0.39 3.19 11.44 3.68 i i i 8.44 i e i 413
BREVAN HOWARD OPP 20.8 0.22% . - xk - f— - —-— f—-— — wk — - - wik
BRIGADE LEV CAP STR 23.8 0.25% e 0.06 1.45 3.25 4.96 i i i i 6.10 i i e 5.61
CARLSON BLK DIA FD LP 27.0 0.29% - ok 0.00 - - f—-— f— f— —-— wk — wk - 0.00
CASPIAN SELECT CF 18.0 0.19% e 0.96 0.42 6.77 10.99 i i i i 11.45 i i i 9.67
CCP QUANT FD LP 17.6 0.19% nk 17.57 0.00 - - f—-— f— f— —-— - - . - -19.89
D.E. SHAW COMPOSITE FD 50.2 0.53% e 3.54 0.00 9.58 22.19 16.98 i i i 22.28 i i e 16.06
FIR TREE VAL FD LP 20.9 0.22% . 276 157 - - - f— f— —-— - — . - 6.61
PERRY CAPITAL LP 217 0.23% axwk 145 1.40 ok ok ok *kk ok ok axnk ok ke ok 145
PHARO MACRO FD LTD 16.0 0.17% . - 0.00 - f— f—-— f— f— —-— wk - . f—-— 0.00

HFRI FUND OF FUNDS COMPOSITE INDEX + 1% 1.33 0.79 1.33 5.31 8.37 5.81 i i i 8.89 i e i

MSCI AC WORLD INDEX STD NET 4.79 1.45 4.79 11.13 16.57 16.13 ek ek ek 20.50 ek il ek

BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 4.21 i i i -1.91 i i i

TOTAL DIRECT HEDGE FUNDS  +/- (1.16) (4.52) (1.16) (4.15) (0.21) 2.83 i i i (2.22) e o e

BLUE TREND FD +/- s (18.79) (2.11)  (16.15) (14.45) ok ok ok ok - ok pr—. ok

BREVAN HOWARD LP  +/- i (4.15) (1.71) (2.12) 3.07 (2.13) e i e (0.44) e i e

BREVAN HOWARD OPP  +/- P . ok ok ok ok ok ok kk . ok pr—. ok

BRIGADE LEV CAP STR  +/- i (0.73) 0.12 (2.06) (3.41) e e i e (2.79) e e e

CARLSON BLKDIAFD LP +/- P . (1.33) ok . ok ok ok kk 257 ok P ok

CASPIAN SELECT CF  +/- — 017 (0.91) 1.46 262 —-— - f— — - —-— . —

CCP QUANTFDLP +/- o (18.36) (1.33) ok ok 1117 ok ok ok 13.39 ok P ok

D.E. SHAW COMPOSITE FD  +/- — 275 (1.33) 4.07 13.83 — - f— — wik —-— . —

FIRTREE VALFD LP +/- P 1.97 0.24 - ok ok ok ok ok . ok pr—. ok

PERRY CAPITAL LP +/- — (2.24) 0.08 — — - - f— — - — wk -

PHARO MACRO FD LTD  +/- P ok (1.33) ok ok ok ok ok ok . ok pr—. ok
TOTAL PERMAL HEDGE FUNDS OF FUNDS 53.6 0.57% 0.72 0.66 0.72 5.15 10.32 5.73 ek ek ek 9.63 i il ek 3.69

HFRI FUND OF FUNDS COMPOSITE INDEX + 1% 1.33 0.79 1.33 5.31 8.37 5.81 i i i 8.89 i e i

+/- (0.60) (0.13) (0.60) (0.16) 1.95 (0.08) e e e 0.74 e i i

REITS

TOTAL REAL ESTATE EQUITY SECURITIES 328.2 3.48% 1.05 -6.66 1.05 4.47 8.71 20.17 8.14 32.08 31.70 7.36 14.78 6.96 11.41 12.76
MS REIT MTA 163.0 1.73% 0.93 -6.12 0.93 5.92 7.85 18.03 6.80 33.22 34.44 7.29 14.36 8.08 i 10.41
ADELANTE CAPITAL MANAGEMENT 58.9 0.62% 0.42 -5.85 0.42 5.99 7.19 17.13 10.19 30.65 28.67 5.61 14.78 5.50 10.24 11.51

DJ U.S. SELECT REAL ESTATE SECURITIES INDEX 0.75 -6.93 0.75 6.48 7.67 17.09 8.87 28.47 29.01 6.53 14.62 6.37 10.24

TOTAL REAL ESTATE EQUITY SECURITIES  +/- 0.29 0.27 0.29 (2.01) 1.04 3.08 (0.73) 3.61 2.69 0.83 0.17 0.60 1.17

MS REIT MTA  +/- 0.18 0.81 0.18 (0.55) 0.18 0.94 (2.07) 4.75 5.43 0.77 (0.26) 1.72 e

ADELANTE CAPITAL MANAGEMENT  +/- (0.33) 1.08 (0.33) (0.49) (0.48) 0.05 1.31 2.18 (0.34) (0.91) 0.16 (0.87) (0.01)
EUROPEAN REIT MTA 106.3 1.13% 1.58 -7.90 1.58 1.53 12.11 i i i i 9.28 i i i 11.19

FTSE EPRA/NAREIT Developed 1.20 -9.10 1.20 3.64 14.27 ek ek ek ek 11.62 ek il ek

EUROPEAN REIT MTA  +/- 0.37 1.20 0.37 (2.10) (2.16) e e e e 2.75 e FHE e
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FIXED INCOME

TOTAL STRUCTURED FIXED INCOME 1,675.0 16.71% 0.14 -4.04 0.14 -2.66 0.32 6.85 8.91 8.54 9.39 -1.31 4.45 6.70 5.82 8.36

NYC - CORE PLUS FIVE 0.09 -4.09 0.09 -3.12 -0.95 541 9.40 7.13 6.28 -2.58 3.73 6.07 5.52

+/- 0.04 0.04 0.04 0.46 1.27 1.44 (0.50) 1.41 3.1 1.27 0.72 0.63 0.30
ALL MORTGAGE 642.7 6.82% -0.17 -2.84 -0.17 -2.00 -0.15 4.37 6.26 7.64 8.84 -1.17 3.14 5.65 5.22 7.19
PIMCO 225.3 2.39% -0.29 -3.04 -0.29 -2.22 -0.31 4.05 6.36 8.00 9.30 -1.49 2.96 573 5.40 7.33
BLACKROCK 220.3 2.34% -0.11 -2.68 -0.11 -1.61 0.56 5.65 5.95 8.43 10.93 -0.35 3.80 6.35 5.49 5.61
NEUBERGER BERMAN -MORT 109.9 1.17% -0.07 -2.75 -0.07 -2.09 -0.90 2.88 6.36 i i -1.83 246 i i 3.54
GOLDMAN SACHS -MORT 87.1 0.92% -0.11 -2.85 -0.11 -2.27 -0.62 3.78 6.67 5.80 ek -1.60 2.79 il i 3.95

CITIGROUP MORTGAGE INDEX -0.05 -2.52 -0.05 -2.06 -1.15 2.60 6.38 5.50 5.76 -1.96 224 4.94 4.94

ALL MORTGAGE +/- (0.12) (0.32) (0.12) 0.07 0.99 1.78 (0.12) 2.14 3.08 0.79 0.90 0.71 0.28

PIMCO  +/- (0.24) (0.51) (0.24) (0.15) 0.84 1.46 (0.01) 2.50 3.54 0.48 0.72 0.79 0.47

BLACKROCK  +/- (0.06) (0.16) (0.06) 0.45 1.71 3.05 (0.43) 2.93 5.17 1.61 1.56 1.42 0.55

NEUBERGER BERMAN -MORT  +/- (0.03) (0.23) (0.03) (0.03) 0.25 0.29 (0.01) e e 0.14 0.22 e e

GOLDMAN SACHS -MORT  +/- (0.07) (0.33) (0.07) (0.20) 0.52 1.18 0.30 0.30 e 0.36 0.55 i i
ALL INVESTMENT GRADE CREDIT 7227 7.67% 0.67 -4.23 0.67 -2.32 2.33 10.56 8.04 9.38 20.85 0.27 5.69 7.67 5.91 7.54
TAPLIN,CANIDA -CREDIT 220.0 2.33% 0.49 -4.46 0.49 -2.44 3.17 11.18 8.21 9.21 2251 0.94 5.88 7.73 5.79 6.51
T.ROWE PRICE -CREDIT 203.4 2.16% 0.77 -4.42 0.77 -2.39 2.31 11.13 8.08 10.29 19.71 0.31 5.96 8.23 6.39 7.66
BLACKROCK - CREDIT 130.7 1.39% 0.71 -4.12 0.71 -2.40 1.78 10.18 7.59 8.97 i -0.28 5.33 i i 6.90
PRUDENTIAL - CREDIT 128.7 1.37% 0.82 -3.94 0.82 -2.38 1.33 9.34 8.12 8.61 b -0.53 5.22 ol ek 7.05
PRUDENTIAL - PRIVEST - CREDIT 39.8 0.42% 0.57 -3.16 0.57 -0.83 i i i i i i i i i -0.51

NYC - INVESTMENT GRADE CREDIT 0.62 -4.22 0.62 -2.88 1.19 9.52 7.80 8.36 16.36 -0.88 4.93 7.03 5.54

ALL INVESTMENT GRADE CREDIT  +/- 0.05 (0.01) 0.05 0.56 1.14 1.04 0.24 1.02 4.49 1.15 0.76 0.64 0.37

TAPLIN,CANIDA -CREDIT  +/- (0.13) (0.25) (0.13) 0.44 1.98 1.65 0.41 0.85 6.15 1.82 0.95 0.70 0.25

T.ROWE PRICE -CREDIT  +/- 0.16 (0.21) 0.16 0.49 1.12 1.61 0.28 1.93 3.35 1.19 1.03 1.20 0.85

BLACKROCK - CREDIT  +/- 0.09 0.10 0.09 0.48 0.59 0.65 (0.20) 0.61 e 0.60 0.41 i i

PRUDENTIAL - CREDIT  +/- 0.20 0.28 0.20 0.50 0.13 (0.19) 0.33 0.25 e 0.35 0.30 e e

PRUDENTIAL - PRIVEST - CREDIT  +/- (0.05) 1.05 (0.05) 2.05 e e e e e e e o e
ALL TREASURY / AGENCY 209.7 2.22% -0.76 -6.96 -0.76 -5.74 -4.38 4.07 18.42 9.45 -5.66 -6.90 4.56 6.53 6.31 7.82
PIMCO 96.9 1.03% -0.81 -6.99 -0.81 -5.56 -4.06 4.30 18.37 9.96 -4.81 -6.66 4.75 6.74 6.50 7.23
FISCHER,FRANCIS 571 0.61% -0.73 -6.80 -0.73 -5.77 -4.55 3.77 18.59 9.12 -5.02 -7.00 4.44 6.56 6.40 7.89
STATE STREET -GOVT 55.7 0.59% -0.70 -7.08 -0.70 -6.02 -4.76 3.98 18.33 8.89 i -7.21 4.38 i i 5.93

NYC - TREASURY AGENCY PLUS FIVE -0.76 -7.02 -0.76 -5.77 -4.52 3.84 18.44 9.24 -7.44 -7.09 4.54 6.38 6.21

ALL TREASURY / AGENCY  +/- 0.00 0.06 0.00 0.03 0.14 0.23 (0.02) 0.21 1.78 0.19 0.02 0.15 0.09

PIMCO  +/- (0.05) 0.03 (0.05) 0.21 0.46 0.46 (0.07) 0.72 2.63 0.43 0.20 0.35 0.29

FISCHER,FRANCIS +/- 0.03 0.22 0.03 0.00 (0.04) (0.08) 0.15 (0.12) 242 0.09 (0.10) 0.18 0.18

STATE STREET -GOVT  +/- 0.06 (0.06) 0.06 (0.25) (0.24) 0.14 (0.12) (0.35) e (0.12) (0.17) i e

PROGRESS FIXED

TOTAL PROGRESS FIXED 26.3 0.28% 0.11 -3.31 0.11 -2.18 0.00 i i i i i i e i 3.08
PIM AMBASSADOR MTA 6.5 0.07% -0.04 -2.95 -0.04 -2.02 -0.21 i i i ek il i il b 0.16
PIM GIA MTA 53 0.06% 0.44 -3.34 0.44 -1.75 1.07 i i i i i i i i 1.91
PIM HILLSWICK MTA 26 0.03% -0.31 -3.99 -0.31 -3.47 -1.66 b i i ek il i il b -0.16
PIM NEW CENTURY MTA 6.6 0.07% 0.08 -3.23 0.08 -2.07 0.23 i i i i i i i i 0.89
PIM PUGH CAP MTA 52 0.06% 0.21 -3.50 0.21 -2.29 -0.23 ek i ek ek il ek il b 043

BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 i i i i e i e i

TOTAL PROGRESS FIXED +/- (0.03) (0.14) (0.03) 0.13 0.69 e e e e e e o e

PIM AMBASSADOR MTA  +/- (0.17) 0.22 (0.17) 0.29 0.48 . . . . P . - orrn

PIM GIA MTA  +/- 0.30 (0.17) 0.30 0.56 175 - —-— —-— —-— - — . -

PIM HILLSWICK MTA  +/- (0.45) (0.82) (0.45) (1.16) (0.97) e e e e e e e e

PIM NEW CENTURY MTA  +/- (0.05) (0.06) (0.05) 0.24 0.92 e e e e e e o e

PIM PUGH CAP MTA  +/- 0.08 (0.33) 0.08 0.02 0.45 e e e e e e e e
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HIGH YIELD
TOTAL ENHANCED YIELD 405.6 4.30% 2.08 -1.70 2.08 3.12 8.30 13.50 5.89 14.08 41.59 8.76 9.57 10.13 8.43 8.91
CITIGROUP BB & B 1.76 -1.52 1.76 2.58 8.1 14.45 6.58 13.35 40.37 7.98 9.75 8.85 7.7
+/- 0.31 (0.18) 0.31 0.54 0.19 (0.95) (0.69) 0.73 1.22 0.78 (0.18) 1.28 0.73
LOOMIS 111.0 1.18% 201 -1.64 201 361 - - f— — - wk - - - 8.21
BofA MERRILL LYNCH HY MASTER I 1.88 -1.33 1.88 341 i i i i i e i e i
LOOMIS +/- 0.12 (0.31) 0.12 0.20 f— - - f— — - —-— . —
PENN 115.1 1.22% 213 -1.84 213 223 - - - — - wk - - - 6.64
T. ROWE PRICE 179.5 1.90% 2.09 -1.65 2.09 3.40 8.78 13.75 5.05 14.23 43.55 9.12 9.56 10.23 i 8.17
CITIGROUP BB & B 1.76 -1.52 1.76 2.58 8.11 14.45 6.58 13.35 40.37 7.98 9.75 8.85 ek
PENN  +/- 0.37 (0.33) 0.37 (0.35) . ok ok ok ok P ok P ok
T.ROWE PRICE +/- 0.32 (0.14) 0.32 0.82 0.67 (0.70) (1.53) 0.88 3.18 1.14 (0.19) 1.38 e
BANK LOANS
TOTAL BANK LOANS 1371 1.45% 1.13 0.89 1.13 3.91 i i i i i i i i i 4.52
BABSON BL MTA 68.7 0.73% 1.13 0.74 1.13 3.70 i ek ek i ek il ek il ek 4.48
GUGGENHEIM BL MTA 68.4 0.73% 1.14 1.04 1.14 ek ok ok *kk ok ok axnk ok ke ok 258
CREDIT SUISSE LEVERAGED LOAN INDEX 1.07 0.74 1.07 3.91 ek b b i b b b e b
TOTAL BANK LOANS  +/- 0.07 0.15 0.07 0.00 ok ok ok ok ok . ok pr—. ok
BABSON BL MTA  +/- 0.06 (0.00) 0.06 (0.21) — - - f— — - — wk -
GUGGENHEIM BL MTA  +/- 0.08 0.30 0.08 . ok ok ok ok ok . ok pr—. ok
TIPS
TOTAL TIPS MANAGERS 234.1 2.48% 0.70 -7.17 0.70 -6.62 -4.56 6.99 13.59 6.42 10.10 -5.60 4.86 4.86 ek 5.07
BLACKROCK-TIPS-MTA 87.8 0.93% 0.63 -6.87 0.63 -6.56 -4.63 6.42 13.82 6.34 10.02 -5.77 4.78 4.91 i 5.13
PIMCO-TIPS-MTA 88.0 0.93% 0.81 -7.46 0.81 -6.56 -4.30 7.67 13.34 6.57 10.24 -5.21 4.96 4.95 ek 5.09
STATE STREET-TIPS-MTA 58.3 0.62% 0.66 -7.19 0.66 -6.83 -4.83 6.87 13.61 6.34 10.00 -5.92 4.83 4.65 i 5.21
BARCLAYS CAPITAL US TIPS INDEX 0.73 -7.12 0.73 -6.72 -4.78 6.98 13.56 6.37 11.41 -5.87 4.84 4.68 ek
TOTAL TIPS MANAGERS  +/- (0.03) (0.06) (0.03) 0.09 0.22 0.01 0.03 0.05 (1.31) 0.27 0.02 0.18 e
BLACKROCK-TIPS-MTA  +/- (0.10) 0.24 (0.10) 0.16 0.14 (0.56) 0.26 (0.03) (1.39) 0.10 (0.05) 0.23 e
PIMCO-TIPS-MTA  +/- 0.08 (0.34) 0.08 0.16 0.47 0.69 (0.22) 0.20 (1.17) 0.65 0.12 0.27 e
STATE STREET-TIPS-MTA  +/- (0.07) (0.07) (0.07) (0.12) (0.05) (0.11) 0.05 (0.03) (1.41) (0.05) (0.01) (0.03) e
CONVERTIBLE BONDS
TOTAL CONVERTIBLE BONDS 48.8 0.52% 2.82 2.53 2.82 9.64 13.39 12.20 -3.87 15.93 35.93 15.70 9.66 7.73 i 7.24
BofA ML ALL CONVERTIBLES EX MANDATORY 4.45 4.73 4.45 14.67 17.48 14.41 -3.42 16.52 47.19 21.97 12.28 9.08 ek
FIRE CUSTOM CONVERTIBLE BOND INDEX 1.76 0.33 1.76 7.08 12.29 13.59 -3.43 14.91 47.71 13.42 8.35 8.23 i
+/- (1.63) (2.20) (1.63) (5.03) (4.09) (2.21) (0.45) (0.59) (11.26) (6.27) (2.62) (1.35) e
+/- 1.06 2.20 1.06 2.56 1.10 (1.39) (0.44) 1.02 (11.78) 2.28 1.32 (0.50) e
ADVENT CONVERTIBLE BONDS 48.8 0.52% 2.82 2.53 2.82 9.55 12.59 11.70 -2.14 14.85 36.73 14.48 9.52 8.95 i 8.53
BofA ML CONVERTIBLES YIELD ALT. INDEX 1.76 0.33 1.76 7.08 12.29 12.21 -1.73 12.98 46.25 13.42 8.35 8.23 ek
+/- 1.06 2.20 1.06 247 0.30 (0.51) (0.42) 1.87 (9.52) 1.06 117 0.72 e
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OPPORTUNISTIC FIXED

TOTAL OPPORTUNISTIC FIXED INCOME 172.0 1.82% 1.14 2.01 1.14 10.78 15.10 16.32 -2.69 23.60 20.29 15.21 9.97 12.79 i i

JP MORGAN GLOBAL HIGH YIELD PLUS 3% 2.02 -1.79 2.02 4.40 12.47 19.20 8.72 18.05 61.90 12.44 13.40 14.67 ek

+/- (0.89) 3.79 (0.89) 6.38 2.63 (2.88) (11.41) 5.55 (41.61) 2.77 (3.43) (1.88) e
TOTAL FUND STRATEGIES 41 0 0430/0 Hkkk dekdkk Hkkk dekdkk dekdkk dekdkk dekdkk dekdkk dkdkk Hkkk dkdkk Hkkk dkdkk Hkkk
AVE EURO SPECIAL SITUATION FD 0.3 0.00% 15.08 34.49 15.08 36.68 26.18 30.09 -0.87 4.56 72.50 34.52 10.54 il i il
AVE SPECIAL SITUATIONS FD V 0.1 0.00% 11.07 0.00 11.07 9.75 37.73 23.38 -4.18 19.07 76.44 42.99 20.91 14.29 i i
AVE SPECIAL SITUATIONS FD VI 17.0 0.18% 3.88 0.00 3.88 8.23 11.74 15.42 -14.53 ek i 11.64 b b i b
FORTRESS PTNRS LP 8.5 0.09% 0.00 9.74 0.00 15.39 16.19 i i i i 16.19 i e i e
OAKTREE OPP FD IX LP-OD 3.0 0.03% 0.00 137 0.00 Hkkk Hkkk Hkkk *kokk *kokk *kokk Hoxk Hkkk Hoxk Hkkk Hoxk
TORCHL'GHT INVESTORS 121 0 1 30/0 Hkkk dekdkk Hkkk dekdkk dekdkk dekdkk dekdkk dekdkk dekdkk Hkkk dekdkk Hkkk dkdkk Hkkk

JP MORGAN GLOBAL HIGH YIELD PLUS 3% 2.02 -1.79 2.02 4.40 12.47 19.20 8.72 18.05 61.90 12.44 13.40 14.67 ek

TOTAL FUND STRATEGIES  +/- P . . ok ok ok ok ok ok ok ok . ok

AVE EURO SPECIAL SITUATION FD  +/- 13.06 36.28 13.06 32.28 13.71 10.89 (9.59) (13.49) 10.60 22.08 (2.86) i i

AVE SPECIAL SITUATIONSFD V  +/- 9.05 1.79 9.05 5.35 25.26 4.18 (12.90) 1.02 14.54 30.55 7.51 (0.38) e

AVE SPECIAL SITUATIONS FD VI +/- 1.86 1.79 1.86 3.83 (0.73) (3.78) (23.25) i e (0.80) e i e

FORTRESS PTNRS LP  +/- (2.02) 11.53 (2.02) 10.99 3.72 e e e e 3.75 e e e

OAKTREE OPP FD IX LP-OD +/- (2.02) 0.42 (2.02) ek ek ek ek ek ek sedkk ek sekk ek

TORCHLIGHT INVESTORS  +/- . . ok ok ok ok ok ok ok . ok pr—. ok
TOTAL STRATEGIC MANDATES 131.0 1.39% 1.50 1.84 1.50 11.58 16.97 16.89 ek i ek 16.85 ek il b 18.50
ANGELO GORDON PTNRS LP 255 0.27% 3.58 2.68 3.58 20.46 i i i i i 20.53 i i i 20.53
APOLLO PTNRS LP 17.8 0.19% 0.00 1.93 0.00 9.76 9.76 ek i ek ek 9.76 i il ek 7.74
CONTRARIAN C A LLC 15 0020/0 000 000 000 dekdkk dekdkk dekdkk dekdkk dekdkk dekdkk Hkkk dekdkk Hekkk dekdkk 000
GOLDENTREE OD MTA 28.3 0.30% 1.43 1.23 1.43 5.61 13.03 15.67 ek ek ek 12.88 i il ek 13.48
MARATHON OD MTA 38.1 0.40% 1.09 2.08 1.09 13.84 25.15 25.44 i i i 22.51 i i e 25.26
OAK HILL PARTNERS LP 19.8 0.21% 1.25 1.40 1.25 8.75 i ek ek i ek ol ek il i 7.47

JP MORGAN GLOBAL HIGH YIELD PLUS 3% 2.02 -1.79 2.02 4.40 12.47 19.20 8.72 18.05 61.90 12.44 i i i

TOTAL STRATEGIC MANDATES  +/- (0.53) 3.63 (0.53) 7.19 4.50 (2.31) i e e 4.41 i i i

ANGELO GORDON PTNRS LP  +/- 1.56 4.47 1.56 16.07 e e e e e 8.09 e e e

APOLLO PTNRS LP  +/- (2.02) 3.71 (2.02) 5.36 (2.71) e e e e (2.68) e i e

CONTRARIAN CALLC  +/- . ok ok ok . ok ok ok ok - ok pr—. ok

GOLDENTREE OD MTA  +/- (0.60) 3.02 (0.60) 1.21 0.56 (3.54) i i e 0.44 e i i

MARATHON OD MTA  +/- (0.93) 3.87 (0.93) 9.45 12.68 6.24 e e e 10.07 e o e

OAK HILL PARTNERS LP  +/- (0.77) 3.19 (0.77) 435 Hkokk Hkkk Hkokk Hkekk Hkkk *kkk Hkokk *kkk Hkkk

CORE PLUS FIXED INCOME

TOTAL CORE PLUS FIXED INCOME 10.5 0.11% 0.57 -3.41 0.57 -1.83 0.57 6.22 8.18 7.57 i -0.52 4.37 i i 6.69
LM CAPITAL-MTA 10.5 0.11% 0.57 -3.41 0.57 -1.83 0.57 6.22 8.18 7.57 b -0.52 4.37 il i 6.69

BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 4.21 7.84 6.54 i -1.91 3.19 i i

+/- 0.43 (0.24) 0.43 0.48 1.25 2.01 0.34 1.03 i 1.38 1.18 i e

+/- 0.43 (0.24) 0.43 0.48 1.25 2.01 0.34 1.03 e 1.38 1.18 e e
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CITY OF NEW YORK
Manager / Benchmark Comparison Report *NYC Fire Department Pension Fund

July 31, 2013
Assets % Trailing Trailing Fiscal Calendar ~ FY Ending  Calendar Yr Calendar Yr Calendar Yr Calendar Yr  Trailing Trailing*  Trailing*  Trailing* Since
($MM)  of Total 1Month 3 Months YTD YTD 06/30/13 Ending 2012  Ending 2011 Ending 2010 Ending 2009 1Year 3 Years 5 Years 10 Years  Inception
OTHER FIXED INCOME
TOTAL ETI 52.8 0.56% -0.05 -2.85 -0.05 -2.17 -0.48 4.29 7.16 5.88 6.83 -1.47 3.04 5.04 4.85 8.73
FIRE CUSTOM BENCHMARK (NO CASH) 0.10 -2.87 0.10 -2.06 -0.61 3.79 717 6.10 5.15 -1.68 2.94 4.90 4.77
+/- (0.16) 0.02 (0.16) (0.11) 0.12 0.50 (0.00) (0.22) 1.68 0.21 0.11 0.13 0.09
AFL-CIO HOUSING INV TRUST 39.7 0.42% -0.07 -3.34 -0.07 -2.67 -1.06 4.27 7.86 6.16 6.28 -2.10 3.09 5.17 4.89 4.66
BARCLAYS CAPITAL AGGREGATE 0.14 -3.17 0.14 -2.31 -0.69 4.21 7.84 6.54 5.93 -1.91 3.19 523 4.89
+/- (0.20) (0.17) (0.20) (0.36) (0.37) 0.06 0.02 (0.38) 0.35 (0.19) (0.10) (0.07) (0.00)
ACCESS RBC 9.0 0.10% -0.25 -2.57 -0.25 -2.38 -0.51 4.15 6.78 5.36 10.99 -1.75 2.78 6.06 ek 5.82
ACCESS CUSTOM BENCHMARK -0.01 -2.25 -0.01 -1.72 -0.90 2.38 6.32 5.52 2.89 -1.64 227 4.51 i
+/- (0.24) (0.32) (0.24) (0.65) 0.39 1.78 0.46 (0.16) 8.10 (0.11) 0.51 1.55 i
CPC TERM LOAN 1.8 0.02% 0.20 0.60 0.20 1.40 2.45 2.51 2.09 2.06 2.21 2.44 2.29 243 ek 3.30
TOTAL PPAR 22 0.02% 0.68 2.16 0.68 4.86 8.70 9.28 4.97 8.51 11.22 8.40 7.52 8.44 e 8.19
GNMA PLUS 65bps -0.17 -3.28 -0.17 -2.62 -1.53 2.89 8.70 7.32 5.80 -2.60 3.02 5.59 i
+/- 0.85 5.44 0.85 7.48 10.23 6.39 (3.73) 1.19 5.42 11.00 4.51 2.85 e
CFSB-PPAR 04 0.00% 0.49 1.53 0.49 2.32 5.55 8.16 3.29 12.80 9.82 4.90 7.02 7.85 b 7.22
CCD-PPAR 1.0 0.01% 0.76 245 0.76 5.82 10.30 11.40 5.59 11.58 12.48 10.20 9.31 10.14 i 9.15
CPC-PPAR 0.1 0.00% wk - xk ok - - - - - wk - . f— .
LIIF-PPAR 0.5 0.01% 0.70 2.04 0.70 4.97 8.12 6.84 4.96 4.34 i 8.05 5.74 i i 6.24
NCBCI-PPAR 0.3 0.00% 0.63 2.28 0.63 5.46 10.42 9.46 8.50 4.10 ek 9.41 8.24 il i 7.59
CASH
TOTAL CASH 109.4 1.16% 0.03 0.13 0.03 0.20 0.33 0.35 0.35 0.53 1.14 0.33 0.34 0.86 i 2.31
ML 91 DAY TREASURY BILL INDEX 0.01 0.02 0.01 0.05 0.11 0.11 0.10 0.13 0.21 0.11 0.11 0.25 ek
+/- 0.02 0.10 0.02 0.15 0.22 0.23 0.25 0.40 0.93 0.22 0.23 0.61 e
PRIVATE EQUITY
TOTAL PRIVATE EQUITY 603.3 6.40% 2.33 4.27 2.33 7.89 9.38 11.35 12.50 16.82 -7.47 12.54 12.63 6.27 i 12.69
RUSSELL 3000 PLUS 3% Lagged 0.00 11.95 0.00 13.24 18.29 35.20 5.55 15.96 -1.42 18.29 17.55 11.31 i
+/- 2.33 (7.69) 2.33 (5.35) (8.91) (23.86) 6.95 0.86 (6.05) (5.74) (4.92) (5.04) e
PRIVATE REAL ESTATE
TOTAL PRIVATE REAL ESTATE 350.4 3.72% 2.41 4.08 2.41 8.80 13.31 14.84 17.72 4.54 -41.47 15.42 15.52 -4.15 i 5.93
NCREIF NFI-ODCE NET + 100 BP 0.08 3.85 0.08 6.72 12.08 10.77 15.97 16.26 -29.40 12.08 14.85 -0.04 ek
+/- 2.33 0.24 2.33 2.08 1.23 5.07 1.75 (11.72) (12.07) 3.34 0.68 (4.11) e
TOTAL FIRE 9,427.6 3.26 1.43 3.26 8.42 11.90 13.14 0.84 14.42 2251 14.38 11.06 6.32 7.86 8.67
FIRE POLICY BENCHMARK 2.56 0.81 2.56 7.66 1.77 13.45 1.77 14.31 25.75 13.08 11.91 7.49 8.29
+/- 0.70 0.63 0.70 0.76 0.14 (0.32) (0.92) 0.11 (3.24) 1.31 (0.85) (1.16) (0.42)
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New York City Fire Department Pension Fund, Subchapter 2
Private Equity Portfolio
As of March 31, 2013 (in USD)

Vintage Committed Net Contributed  Net Distributed

Investme First Drawdown N . N Market Value Multiple
Year Capital Capital Capital

Active Investments

1998 VS&A Communications Partners IIl, L.P. 12/15/1998 S 10,000,000 $ 10,012,724 S 12,822,024 S 878,821 1.37x 0.0627
1999 Cypress Merchant Banking Partners II, L.P. 3/29/1999 25,000,000 24,931,509 18,562,034 3,122,064 0.87x (2.8%)
1999 FdG Capital Partners LLC 6/2/1999 25,000,000 24,302,766 38,113,544 5,169,592 1.78x 15.0%
1999 Lincolnshire Equity Fund II, L.P. 10/20/1999 7,500,000 7,016,851 13,383,372 809,652 2.02x 24.9%
2000 Carlyle Partners Il L.P. 3/1/2000 15,000,000 13,666,429 32,579,955 131,591 2.39x 23.3%
2000 SCP Private Equity Partners II, L.P. 6/15/2000 15,000,000 15,256,557 3,399,475 6,150,467 0.63x (6.0%)
2001 Apollo Investment Fund V, L.P. 4/13/2001 15,000,000 13,963,491 32,892,047 4,508,274 2.68x 39.0%
2001 CVC European Equity Partners Ill, L.P. 9/4/2001 10,000,000 9,600,528 25,141,644 2,247,126 2.85x 41.0%
2001 New Mountain Partners, L.P. 3/16/2001 10,000,000 8,553,824 11,454,301 946,432 1.45x 12.6%
2001 Prism Venture Partners IV, L.P. 7/12/2001 15,000,000 15,022,654 11,017,733 20,797 0.73x (6.5%)
2002 Landmark Equity Partners XI, L.P. 10/23/2002 5,000,000 4,736,655 6,279,264 922,519 1.52x 24.2%
2002 Yucaipa American Alliance Fund I, LP 7/1/2002 5,000,000 5,007,686 3,096,153 3,824,498 1.38x 8.2%
2003 Ares Corporate Opportunities Fund, L.P. 4/1/2003 5,000,000 4,838,245 7,102,319 998,190 1.67x 14.3%
2003 Blackstone Capital Partners IV, L.P. 2/26/2003 15,000,000 13,581,024 27,748,042 8,295,685 2.65x 37.2%
2003 FS Equity Partners V, L.P. 1/20/2003 10,000,000 8,025,555 13,991,720 2,994,379 2.12x 16.7%
2004 Aurora Equity Partners IIl L.P. 11/16/2004 5,000,000 5,058,772 4,587,207 3,195,846 1.54x 12.5%
2004 Celtic Pharmaceutical Holdings L.P. 12/23/2004 2,500,000 2,540,209 40,209 2,303,080 0.92x (1.4%)
2004 Euro Choice Il (Delaware) L.P. 2/25/2004 6,753,678 6,246,109 3,652,751 4,712,413 1.34x 6.4%
2004 FdG Capital Partners Il LP 8/30/2004 5,000,000 4,013,064 2,729,934 1,746,360 1.12x 1.8%
2004 Lincolnshire Equity Fund IlI, L.P. 10/1/2004 5,000,000 4,708,296 5,465,474 3,335,451 1.87x 35.8%
2004 Markstone Capital Partners, LP 1/30/2004 5,000,000 4,912,516 2,100,539 2,074,584 0.85x (4.2%)
2004 New York/Fairview Emerging Managers Fund, L.P.-Tranche 1 10/21/2004 2,000,000 1,775,000 464,549 1,341,973 1.02x 0.4%
2004 Paladin Homeland Security Fund (NY City), L.P. 9/27/2004 7,500,000 7,577,591 904,606 3,410,149 0.57x (9.0%)
2004 Trilantic Capital Partners Il L.P. 11/18/2004 5,000,000 4,167,106 6,717,803 447,440 1.72x 15.1%
2005 Aldus/New York Fire Fund, L.P. 8/19/2005 54,862,500 51,889,655 22,007,132 37,859,326 1.15x 4.7%
2005 Blackstone Mezzanine Partners I, L.P. 10/10/2005 3,000,000 2,663,474 2,190,416 1,368,713 1.34x 8.1%
2005 Bridgepoint Europe IlI 12/6/2005 5,458,033 4,993,430 1,982,848 3,356,221 1.07x 1.3%
2005 Carlyle Partners IV, L.P. 4/29/2005 5,000,000 4,701,894 5,208,861 3,716,838 1.90x 12.7%
2005 FirstMark Capital I, L.P. (fka FirstMark 1V) 11/21/2005 1,500,000 1,491,817 1,229,321 3,454,912 3.14x 42.6%
2005 Gl Partners Fund Il L.P. 9/26/2005 2,500,000 2,517,219 1,339,946 2,462,096 1.51x 8.1%
2005 JP Morgan Fleming (Tranche A) 12/21/2005 3,000,000 2,466,668 816,594 2,130,784 1.19x 5.2%
2005 New Mountain Partners II, L.P. 1/12/2005 2,580,650 2,016,694 2,733,628 1,089,424 1.90x 12.8%
2005 Palladium Equity Partners IlI, L.P. 11/12/2004 10,000,000 8,401,141 4,958,480 9,928,420 1.77x 17.3%
2005 Prism Venture Partners V-A, L.P. 7/14/2005 7,500,000 7,500,000 1,758,970 3,285,442 0.67x  (10.9%)
2005 Psilos Group Partners IIl, L.P. 10/24/2005 2,500,000 2,312,406 1,224,401 1,806,533 1.31x 7.3%
2005 Snow Phipps Group, L.P. 9/7/2005 5,000,000 4,442,829 2,651,735 3,451,767 1.37x 10.2%
2005 USPF Il Institutional Fund, L.P. 11/23/2005 5,000,000 5,000,000 1,866,206 4,243,277 1.22x 4.5%
2005 VSS Communications Partners IV, L.P. 3/14/2005 2,500,000 2,549,869 586,021 1,421,637 0.79x (5.0%)
2006 Aisling Capital II, LP 1/12/2006 1,000,000 969,240 286,259 670,391 0.99x (0.3%)
2006 Apollo Investment Fund VI, L.P. 5/10/2006 20,000,000 17,890,515 6,928,968 21,445,819 1.59x 9.6%
2006 Ares Corporate Opportunities Fund II, L.P. 5/23/2006 5,000,000 4,380,454 5,499,252 2,292,096 1.78x 14.0%
2006 Avista Capital Partners, L.P. 4/27/2006 5,000,000 5,002,984 3,098,287 3,999,569 1.42x 7.9%
2006 Blackstone Capital Partners V, L.P. 4/13/2006 9,625,000 9,147,551 1,855,912 9,318,560 1.22x 4.3%
2006 Catterton Partners VI, L.P. 12/14/2006 5,000,000 4,812,064 1,218,079 6,327,802 1.57x 11.4%
2006 CCMP Capital Investors II, L.P. 8/17/2006 5,000,000 4,731,062 1,763,093 5,218,372 1.48x 13.8%
2006 Coller International Partners V, L.P. 12/21/2006 5,000,000 4,197,693 2,064,275 3,121,529 1.24x 7.2%
2006 Euro Choice Il L.P. 11/21/2006 5,343,818 4,806,995 822,943 3,913,760 0.99x (0.5%)
2006 Fenway Partners Capital Fund I, L.P. 3/29/2006 5,000,000 5,019,225 2,122,992 2,241,379 0.87x (3.7%)
2006 First Reserve Fund XI, L.P. 12/14/2006 5,000,000 4,977,634 1,538,505 4,289,437 1.17x 4.3%
2006 InterMedia Partners VII, L.P. 1/20/2006 2,500,000 2,410,851 33,194 3,235,556 1.36x 5.9%
2006 MidOcean Partners IlI, L.P. 12/21/2006 10,000,000 8,159,770 631,671 8,701,087 1.14x 3.7%
2006 Permira IV, L.P. 12/14/2006 5,491,980 5,083,110 1,855,819 4,487,720 1.25x 5.7%
2006 Perseus Partners VII, L.P. 8/31/2006 5,000,000 4,750,023 16,450 1,977,002 0.42x  (21.6%)
2006 RRE Ventures IV, L.P. 12/19/2006 2,500,000 2,753,142 343,051 2,847,074 1.16x 4.7%
2006 Terra Firma Capital Partners IlI, L.P. 3/8/2006 5,210,265 4,889,146 111,215 2,617,924 0.56x  (15.5%)
2006 The Fourth Cinven Fund 1/22/2007 2,808,320 2,472,553 717,806 2,571,365 1.33x 7.0%
2007 Carlyle Partners V, L.P. 7/6/2007 10,000,000 8,224,808 2,809,470 8,385,904 1.36x 11.4%
2007 Constellation Venture Capital I, L.P. 5/22/2007 5,000,000 4,777,517 - 4,478,456 0.94x (2.3%)
2007 FTVentures IIl, LP 3/1/2007 2,500,000 1,774,827 954,095 2,964,858 2.21x 20.0%
2007 GSO Capital Opportunities Fund LP 7/16/2007 7,500,000 7,409,974 6,707,333 5,081,814 1.59x 19.5%
2007 Highland Consumer Fund | LP 3/16/2007 2,000,000 1,723,212 = 1,171,204 0.68x  (11.0%)
2007 Montreux Equity Partners IV, L.P. 3/27/2007 5,000,000 4,797,500 1,648,176 4,288,741 1.24x 7.9%
2007 New Mountain Partners lll, L.P. 8/9/2007 10,000,000 8,981,853 1,770,534 9,090,764 1.21x 8.6%
2007 Olympus Capital Asia IIl, L.P. 1/31/2007 5,000,000 3,883,259 847,340 2,828,385 0.95x (2.6%)
2007 PCG Clean Energy & Technology Fund (East), LLC 7/6/2007 10,000,000 8,089,195 457,324 5,384,622 0.72x  (11.1%)
2007 Pegasus Partners IV, L.P. 1/29/2007 7,500,000 7,519,924 3,164,597 6,862,607 1.33x 8.5%
2007 Pine Brook Capital Partners, L.P. 1/11/2008 7,500,000 5,517,834 2,086,988 5,836,052 1.44x 16.6%
2007 SCP Vitalife Partners Il Fund 4/13/2007 5,000,000 3,999,924 395 3,401,077 0.85x (5.7%)
2007 Trilantic Capital Partners IV L.P. 10/22/2007 7,236,332 6,183,398 4,726,428 5,313,873 1.62x 18.4%
2007 United States Power Fund Ill, L.P. 6/28/2007 5,000,000 3,896,540 380,001 3,835,699 1.08x 2.0%
2007 Vista Equity Partners Fund IlI, L.P. 10/3/2007 7,500,000 6,787,166 9,754,966 7,470,386 2.54x 30.8%
2008 Aisling Capital Ill, LP 11/20/2008 3,500,000 1,802,921 58,934 1,523,969 0.88x (8.2%)
2008 Apollo Investment Fund VII, L.P. 1/28/2008 25,000,000 18,936,947 11,261,784 21,742,894 1.74x 24.6%
2008 Ares Corporate Opportunities Fund Ill, L.P. 7/30/2008 10,000,000 7,866,727 5,055,742 8,014,365 1.66x 24.2%
2008 Avista Capital Partners II, L.P. 11/5/2008 10,000,000 6,618,596 1,703,435 9,035,029 1.62x 15.8%
2008 Bridgepoint Europe IV 11/14/2008 6,694,316 5,005,530 - 5,614,427 1.12x 6.1%
2008 Crestview Partners I, L.P. 10/1/2008 7,500,000 5,248,376 603,558 6,612,987 1.38x 15.3%
2008 CS NYCFDPF Emerging Manager Co-Investment Fund, L.P. 8/22/2008 2,020,202 1,185,965 592,332 983,992 1.33x 10.1%
2008 CS NYCFDPF Emerging Manager Fund, L.P. 8/22/2008 8,979,798 4,299,400 341,923 3,938,424 1.00x (0.2%)
2008 CVC European Equity Partners V, L.P. 7/21/2008 13,509,967 9,429,523 3,153,181 8,300,625 1.21x 8.1%
2008 Erasmus New York City Growth Fund IA 10/17/2008 10,000,000 1,208,990 417,624 387,445 0.67x (9:2%)
2008 Euro Choice IV L.P. 10/22/2008 6,568,811 3,366,958 18,965 3,179,206 0.95x (3.0%)
2008 First Reserve Fund XII, L.P. 8/25/2008 5,000,000 3,998,003 277,094 4,166,131 1.11x 4.0%
2008 Gl Partners Fund Il L.P. 7/29/2008 7,500,000 7,080,049 2,157,686 7,455,412 1.36x 15.4%
2008 Landmark Equity Partners XIV, L.P. 9/19/2008 13,630,000 8,700,804 2,832,578 8,010,657 1.25x 17.9%
2008 Lee Equity Partners Fund, L.P. 4/23/2008 7,500,000 5,556,166 508,630 5,431,924 1.07x 3.0%

StepStone Group LP



New York City Fire Department Pension Fund, Subchapter 2
Private Equity Portfolio
As of March 31, 2013 (in USD)

Vintage Committed Net Contributed  Net Distributed
Investment N . N Market Value Multiple
Year Capital Capital Capital
2008 Levine Leichtman Capital Partners IV, L.P. 4/8/2008 5,000,000 3,733,919 781,142 5,629,021 1.72x 27.4%
2008 New York/Fairview Emerging Managers Fund, L.P.-Tranche 2 5/28/2008 5,000,000 2,702,000 427,507 2,735,200 1.17x 8.7%
2008 NGN BioMed Opportunity II, L.P. 2/11/2008 5,000,000 3,962,955 5,922 2,962,219 0.75x  (10.5%)
2008 Onex Partners Ill LP 12/10/2008 5,000,000 3,859,684 488,765 3,632,657 1.07x 4.3%
2008 Paladin Il (NY City), L.P. 1/8/2008 7,500,000 5,008,220 844,705 4,839,373 1.13x 4.2%
2008 Riverstone/Carlyle Global Energy & Power Fund IV, L.P. 3/3/2008 7,500,000 6,270,796 3,207,775 5,794,955 1.44x 15.3%
2008 Yucaipa American Alliance Fund II, LP 3/28/2008 15,000,000 13,787,314 3,498,961 19,373,226 1.66x 18.6%
2008 Yucaipa Corporate Initiatives Fund II, LP 6/23/2008 4,676,976 4,470,885 517,586 2,662,416 0.71x  (16.5%)
2009 FS Equity Partners VI, L.P. 7/27/2009 12,500,000 8,266,279 754,654 9,035,776 1.18x 9.4%
2009 Lexington Capital Partners VII, L.P. 12/3/2009 10,000,000 6,018,057 1,579,481 6,292,920 1.31x 19.2%
2009 Lincolnshire Equity Fund IV, L.P. 8/5/2009 2,500,000 1,302,390 19,214 1,090,935 0.85x  (11.2%)
2009 NorthBound Emerging Manager Custom Fund LP 1/29/2009 5,000,000 3,093,968 818,356 2,909,023 1.20x 10.5%
2009 Scale Venture Partners Ill, LP 5/1/2009 5,000,000 4,358,924 1,220,725 6,230,412 1.71x 31.3%
2009 Welsh, Carson, Anderson & Stowe XI, L.P. 2/10/2009 7,500,000 4,969,473 323,313 5,854,431 1.24x 11.4%
2010 Comvest Investment Partners IV, L.P. 10/21/2010 20,000,000 7,950,504 25,577 12,976,876 1.64x 49.5%
2010 Snow Phipps II, L.P. 1/8/2010 7,500,000 3,270,692 141,976 3,368,774 1.07x 5.4%
2010 Trident V, L.P. 4/29/2010 15,000,000 6,845,733 - 6,843,888 1.00x (0.0%)
2011 American Securities Partners VI, L.P. 11/18/2011 20,000,000 6,298,802 = 5,916,719 0.94x NM
2011 Ampersand 2011 3/11/2011 5,000,000 3,200,000 - 3,639,661 1.14x NM
2011 AXA Secondary Fund V B L.P. 6/16/2011 40,000,000 18,039,824 1,459,023 22,351,003 1.32x NM
2011 BC European Capital IX 9/19/2011 23,001,614 6,998,831 184,690 7,981,986 1.17x NM
2011 BDCM Opportunity Fund IlI, L.P. 4/8/2011 10,000,000 2,925,857 296,614 3,030,750 1.14x NM
2011 Blackstone Capital Partners VI, L.P. 1/24/2011 10,000,000 2,468,767 11,740 2,654,852 1.08x NM
2011 EQT VI, L.P. 8/1/2011 17,942,145 5,291,147 = 4,545,467 0.86x NM
2011 Pegasus Partners V, L.P. 8/16/2011 6,236,975 3,165,713 - 3,058,654 0.97x NM
2011 Vista Equity Partners Fund IV, L.P. 11/30/2011 30,000,000 10,571,816 = 10,890,951 1.03x NM
2011 Wellspring Capital Partners V, L.P. 7/1/2011 7,500,000 1,983,253 - 1,756,554 0.89x NM
2012 Ares Corporate Opportunities Fund IV, L.P. 11/5/2012 20,000,000 756,407 = 616,696 0.82x NM
2012 Green Equity Investors VI, L.P. 11/30/2012 25,000,000 2,407,942 63,532 2,246,603 0.96x NM
2012 NYCFDPF - 2012 Emerging Manager Program 2/7/2013 25,000,000 983,670 38,819 882,775 0.94x NM
2012 Palladium Equity Partners IV, L.P. 10/10/2012 10,000,000 1,503,994 - 1,329,235 0.88x NM
2012 Platinum Equity Capital Partners Il, L.P. 1/14/2013 25,000,000 7,046,550 1,217,597 5,592,570 0.97x NM
2012 Summit Partners Growth Equity Fund VIII-A, L.P. 6/14/2012 30,000,000 2,100,000 - 1,900,806 0.91x NM
2012 Trilantic Capital Partners V L.P. 9/20/2012 10,000,000 142,975 = (29,699) (0.21x) N/A
2012 Warburg Pincus Private Equity XI, L.P. 5/24/2012 35,000,000 7,581,277 - 8,001,395 1.06x NM
2013 Carlyle Partners VI, L.P. 7/3/2013 20,000,000 = = = 0.00x N/A
2013 Carlyle Partners VI, L.P. (Side Car) N/A 2,200,000 - - - 0.00x N/A
2013 Landmark - NYC Fund I, L.P. N/A 9,000,000 = = = 0.00x N/A
2013 Landmark Equity Partners XV, L.P. N/A 26,000,000 - - - 0.00x N/A
Total Portfolio® $ 1,289,045,624 $ 807,114,870 $ 493,166,494 $ 591,830,224 1.34x 10.2%
Vintage . a
— Investment First Drawdown Market Value Multiple
Commitments Closed Subsequent to as of Date
2013 Apollo Investment Fund VIII, L.P. N/A S 40,000,000 S - S - S - 0.00x N/A
2013 CVC Capital Partners VI, L.P. N/A 40,000,000 - - - 0.00x N/A
2013 Olympus Growth Fund VI, L.P. N/A 15,000,000 - - - 0.00x N/A
Total C: i Closed Sub to as of Date $ 95,000,000 $ - $ - $ - N/A N/A

*Please note that the Total Portfolio includes liquidated investments and is presented Pro-Forma for the proceeds received and expected to be received from the sale of nine partnership investments in secondary transactions that closed during the
first half of 2012.

Note: IRRs presented are interim estimates and may not be indicative of the ultimate performance of fund investments due to a number of factors, such as the lack of industry valuation standards and the differences in the investment pace and
strategy of various funds. Until a fund is liquidated, typically over 10 to 12 years, the IRR is only an interim estimated return. The IRR calculated in early years of a fund is not meaningful given the J-curve effect. The actual IRR performance of any fund
is not known until all capital contributed and earnings have been distributed to the investor. The IRRs contained in this report are calculated by StepStone Group LP (“StepStone”), a consultant to the New York City Fire Department Pension Fund,
Subchapter 2, based on information provided by the general partners (e.g. cash flows and valuations). The IRR calculations and other information contained in this report have not been reviewed or confirmed by the general partners. The result of
the IRR calculation may differ from that generated by the general partner or other limited partners. Differences in IRR calculations can be affected by cash-flow timing, the accounting treatment of carried interest, fund management fees, advisory
fees, organizational fees, other fund expenses, sale of distributed stock, and valuations.

StepStone Group LP
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The Townsend Group

New York City Fire Department Pension Fund

Vintage Year Fund Name First Draw Down Capital Com Contributions Distributions Market Value Net IRR
2006 UBS Trumbull Property Fund ("UBS-TPF") 9/28/2006 $27,000,000 $29,838,277 ($2,220,767) $31,211,700 11 4.6%
2006 RREEF America REIT Il 10/1/2006 $7,000,000 $9,241,449 (52,943,932) $6,906,809 11 1.3%
2006 PRISA SA 9/29/2006 $7,000,000 $7,344,803 ($805,377) $6,843,725 1.0 0.7%
2006 Prologis Targeted U.S. Logistics Fund 10/1/2006 $5,000,000 $5,847,278 (5888,077) $3,887,380 0.8 -3.7%
2007 JP Morgan Strategic Property Fund 12/5/2006 $22,000,000 $22,759,433 S0 $28,184,388 1.2 6.3%
2007 PRISA I 6/30/2007 $20,228,233 $20,900,783 ($1,660,969) $18,948,434 1.0 -0.3%
2007 Heitman HART 3/29/2007 $9,000,000 $10,669,543 ($1,669,543) $11,131,952 1.2 4.8%
2007 JP Morgan Special Situation Property Fund 1/2/2007 $5,000,000 $5,441,410 (5780,538) $4,201,938 0.9 -1.6%
2007 Colony Realty Partners Il 12/20/2006 $5,000,000 $5,355,052 (5166,526) $2,095,900 0.4 -14.8%
2007 RREEF America REIT Ill - 1410 10/1/2007 $5,000,000 $5,000,000 ($142,179) $2,031,635 0.4 -14.2%
2010 LaSalle Property Fund 7/1/2010 $30,000,000 $20,669,758 ($1,313,669) $23,258,413 1.2 12.1%

Core / Core Plus Portfolio $142,228,233 $143,067,785 ($12,591,577) $138,702,274 1.1 1.5%
2003 Canyon Johnson Urban Fund 12/6/2002 $10,000,000 $9,060,242 ($10,582,954) $0 1.2 10.2%
2004 The City Investment Fund | 3/16/2004 $35,000,000 $34,515,181 ($20,626,019) $16,447,049 1.1 2.0%
2004 Blackstone Fund IV 5/10/2004 $5,000,000 $6,406,782 ($5,595,766) $2,724,284 13 10.9%
2005 Canyon Johnson Urban Fund Il 5/11/2005 $10,000,000 $8,988,710 ($6,000) $4,857,532 0.5 -10.9%
2007 Blackstone Real Estate Partners VI 9/27/2007 $10,000,000 $10,618,982 ($2,413,269) $12,299,398 14 10.0%
2007 Colony Investors VIII 9/18/2007 $20,000,000 $21,249,679 ($1,926,829) $7,114,450 0.4 -19.5%
2007 Carlyle Realty Partners V 8/27/2007 $5,000,000 $5,968,325 ($3,972,393) $3,326,097 1.2 6.7%
2007 Metropolitan Workforce Housing Fund 7/13/2007 $3,500,000 $3,503,257 (5178,461) $3,312,399 1.0 -0.2%
2008 Stockbridge Real Estate Fund 11l 9/9/2008 $13,500,000 $13,142,674 S0 $13,104,480 1.0 -0.1%
2008 AREA European Real Estate Fund IIl, LP 5/6/2008 $15,000,000 $14,157,500 ($3,252,500) $10,731,411 1.0 -0.5%
2008 AG Realty Fund VIl 5/20/2008 $15,000,000 $13,612,500 ($7,687,500) $9,624,242 13 10.3%
2008 ARA Asia Dragon Fund 7/9/2008 $10,000,000 $9,284,000 ($3,704,144) $9,318,431 1.4 12.5%
2008 American Value Partners Fund | 10/18/2007 $5,000,000 $3,634,947 (5642,734) $2,393,637 0.8 -5.9%
2008 Silverpeak Legacy Partners Ill (Lehman) 5/28/2008 $5,000,000 $2,216,844 (568,839) $871,210 0.4 -18.3%
2009 Carbon Capital Il 7/2/2009 $10,000,000 $10,939,291 ($8,113,194) $4,815,429 12 8.4%
2009 Walton Street Real Estate Fund VI 4/27/2009 $5,000,000 $4,232,393 ($904,182) $4,135,712 1.2 8.3%
2009 Thor Urban Property Fund Il 10/30/2008 $5,000,000 $6,246,750 ($2,220,902) $3,982,512 1.0 -0.6%
2010 Westbrook Real Estate Fund VIII 12/28/2009 $5,000,000 $5,797,623 ($1,932,618) $4,641,879 11 13.1%
2010 Blackstone Real Estate Partners Europe Ill (USD Vehicle) 10/24/2008 $5,000,000 $3,407,974 ($90,865) $3,906,640 1.2 13.7%
2010 Canyon Johnson Urban Fund IIl 3/29/2010 $5,000,000 $4,251,241 ($755,883) $3,856,684 11 6.1%
2011 Carlyle Realty Partners VI 9/14/2011 $20,000,000 $6,468,234 (5451,718) $7,367,326 1.2 22.2%
2011 H/2 Special Opportunities Fund II 1/31/2011 $10,000,000 $3,048,131 S0 $4,293,555 14 30.3%
2012 Divco West Fund IlI 1/6/2012 $30,000,000 $24,261,333 (52,161,788) $27,303,389 1.2 33.5%
2012 Blackstone Real Estate Partners VIl 3/31/2012 $30,000,000 $14,003,013 (51,749,823) $15,294,936 1.2 37.3%
2012 Taconic New York City Investment Fund LP 7/5/2012 $20,000,000 $6,045,455 $0 $5,890,390 1.0 -4.8%
2012 Brookfield Strategic Real Estate Partners 9/20/2012 $15,000,000 $1,821,449 $0 $1,977,041 1.1 17.0%

Non Core and Emerging Manager Portfolio $322,000,000 $246,882,510 ($79,038,379) $183,590,113 1.1 2.6%

New York City Fire Department Pension Fund $464,228,233 $389,950,294 ($91,629,956) $322,292,386 1.1 2.1%

Funds Closed Subsequent to Quarter
Vintage Fund Name First Draw Down
2012 Emmes Asset Management $5,000,000 - - - - -
2013 NYC Related Superstorm Sandy Rebuilding Fund $9,000,000 - - - - -
2013 KTR Industrial Fund Ill $15,000,000 - - - - -
2013 NYC Hudson Superstorm Sandy Rebuilding Fund $6,000,000 - - - - -
Grand Total $35,000,000

Source: PCG historical cash flow data. TTG cash flow data from Fund Managers, effective 2005. Note: The equity multiples and IRRs contained in this report are interim calculations based upon information provided by the investment
managers of the New York City Retirement Systems, including cash flows and quarterly unaudited, or audited, valuations. The IRR calculated in early years of a fund life is not meaningful given the J-curve effect and can be significantly
impacted by the timing of cash flows, investment strategy, investment pacing, and fund life. The calculations are not necessarily indicative of total fund performance, which can only be determined after the fund is liquidated and all capital
contributed and earnings have been distributed to the investor. All data supplied is as of March 31, 2013. Note: The General Partner of the JPMorgan Urban Renaissance Fund terminated the Fund on February 23, 2010 and all capital
contributed, including management fees, was returned to investors.
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SECTIONI. PURPOSE OF THE INVESTMENT POLICY
STATEMENT

The Board of Trustees (Board) of the New York Fire Department Pension Fund (NYFDPF)
herein establishes a written, comprehensive and integrated Investment Policy Statement (IPS) in
furtherance of the management and investment of its assets.

The Investment Policy Statement sets forth the investment objectives and philosophy of the
NYFDPF investment program, as well as its major components, procedures and policies relating
to risk tolerances, liquidity needs, asset allocations and rebalancing ranges. The Statement sets
forth procedures to oversee and evaluate the overall performance of the Fund. The Statement
further provides a procedural framework for the Board of Trustees, with the advice and counsel
of the Comptroller’s Bureau of Asset Management (“BAM”), to select, retain, monitor and
evaluate the performance of Investment Managers, Consultants and others.

Investment Policy Statements for Alternative Investments including Private Equity, Real Assets,

Hedge Funds, Opportunistic Fixed Income, and Economically Targeted Investments which have
been separately approved, are made a part of this overall policy by reference (see Appendices).

SECTION Il. INVESTMENT POLICY ROLES

A. Board of Trustees

The Board, as a fiduciary, is responsible for the management of the Fund. Activities of the
Board include the following:

e Establish and adopt written investment policies, including delegations of authority,
desired risk levels, investment time horizons, and proxy voting policies. The written
investment policies will guide the management of the Fund consistent with the Fund’s

investment goals and objectives.

e Adopt an appropriate asset allocation strategy that diversifies assets in a manner
consistent with the Board’s risk/return objectives.

e Consider and approve appropriate investment strategies.

e Determine the Investment Manager structure for implementation of investment
strategies, including such factors as manager style and active vs. indexed
management approaches.

e Select Consultants and Investment Managers to implement the investment strategies.

e Approve the commencement of securities litigation, its strategy, and settlement.
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e Monitor the performance of Plan assets as well as the investment activities of all
Investment Managers and Investment Consultants as they affect Plan assets.

e Approve reasonable and necessary investment expenses to acquire, manage and
protect Plan assets.

B. Comptroller

Under the New York City Administrative Code, the Comptroller serves as a trustee of the Board
and as custodian for NYFDPF assets. As custodian, the Office of the Comptroller, by and
through the Bureau of Asset Management (BAM), performs activities including:

e Seclection of one or more custody banks, including a Master Custodian for the
safekeeping of NYFDPF assets and monitoring of the performance of the custodians.

e Reconciliation of the monthly accounting statements rendered by the Master
Custodian with (a) daily information on trades and positions of publicly traded
securities provided by Investment Advisors; and (b) periodic information provided by
Managers and Consultants regarding illiquid securities. The reconciled statements are
provided to the NYFDPF Chief Accountant and form the basis for the investment
performance sections of the NYFDPF financial statements.

e Review, audit and processing of payments to Investment Advisors, Investment
Counsel, and Consultants.

By delegation, which is reviewed annually by the Board, the Comptroller also serves as
Investment Advisor to the Fund.

In its role as Investment Advisor, the Office of the Comptroller provides investment advice,
implements Board decisions, and reports on investment performance. In carrying out these
functions, BAM:

e Advises the Board on all investment issues, including:

Investment policy and strategy

Asset allocation

Manager structure

Manager selection

Financial and economic developments that may affect the Plan.

O O O O O

e Evaluates and recommends to the Board potential investment partners, Managers and
Consultants for NYFDPF assets pursuant to established procedures and Board
policies.
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e Provides the Board and/or its Proxy Committee analyses of proxy issues and vote
recommendations, votes proxies of domestic equity securities, and recommends and
implements NYFDPF annual ownership initiatives.

e Informs the Board of significant developments regarding NYFDPF assets.
e Implements Board investment decisions.

e Rebalances the portfolio within ranges established by the Board.

e Implements portfolio transitions to effectuate Board decisions.

e Negotiates, enters into, renews, administers and terminates agreements with
Investment Managers, Consultants and investment partners on behalf of the Board.

e Directs Investment Managers to sell assets to meet NYFDPF liquidity needs, and
transfers cash to NYFDPF accounts.

e Monitors the performance of Investment Managers who have been selected by the
Board, and reports regularly to the Board on potential issues requiring Board
attention.

e Provides regular reports to the Board on the performance of Plan assets.

In executing each of these responsibilities, BAM works closely with Consultants selected by the
Board.

C. Director of the NYFDPF and Director of Operations

Director of the NYFDPF and the Director of Operations are designated by the Fire
Commissioner pursuant to Administrative Code § 13-316 (c), which authorizes the
Commissioner to assign personnel to assist the Board of Trustees in administrating the Fund.
The Director of the NYFDPF insures the accurate and timely payment of all benefits and the
proper accounting of all financial transactions. The Director of Operations organizes Board
meetings and reports to the Board on operational issues, benefit payments, and service levels.
Together, the Director of the NYFDPF and the Director of Operations create and safeguard the
System’s records, and satisfy the System’s external reporting requirements. They also translate
the statutory structure of the Plan into efficient operating procedures and incorporate new state
and federal legislation into the procedures.

D. Actuary

In its determination of an Investment Policy, the Board of Trustees incorporates information and
advice from the Actuary.



In particular, the Actuary provides such insight and guidance as requested with respect to future
cash flows, liabilities, risks and the impact of Investment Policy on the funding of the NYFDPF.

The Actuary advises the Board regarding funding issues, including the level of the Actuarial
Interest Rate (“AIR”) assumption that the Actuary would support for a given Investment Policy.
The Actuary for the NYFDPF periodically recommends to the Board an AIR assumption, which
is currently set at 7.0%' per annum, net of expenses. The AIR assumption is ultimately codified
in the New York City Administrative Code.

SECTION Ill. ELIGIBLE INVESTMENTS

The investment of the Fund’s assets is governed by federal, state and New York City law. The
Board may invest in securities and other eligible investments primarily described in Section 235
of the New York State Banking Law and Article 4-A of the New York State Retirement Social
Security Law (RSSL), Sections 176 — 179a, subject to applicable restrictions.

Within the parameters of the law, the Board establishes asset allocations and awards investment
management contracts subject to the following overall policies:

e Plan assets generally may be invested in mortgages, bonds, notes and other fixed
income securities of U.S. and certain other issuers.

e Up to 70% of Plan assets may be invested in public equities, including common
stock, preferred stock, and investment company shares. Within the overall 70% limit:

o Up to 70% of Plan assets may be invested in equity securities of U.S.-based
publicly traded companies that are traded on a U.S. exchange.

o Up to 10% of Plan assets may be invested in equity securities of non-U.S.-
based publicly traded companies that are traded on a U.S. or foreign exchange
and meet certain other requirements.

o Additionally, up to 10% of Plan assets may be invested in U.S. equity real
estate. These investments are included in the overall 70% limit on public
equities, even if the underlying securities are not publicly traded.

e In addition, under RSSL Section 177’°s Basket Clause, the Fund may invest up to 25%
of its assets in investments that do not qualify or are not otherwise expressly
authorized under RSSL Section 177 or other provisions of law, subject to certain
limitations. Examples of such investments include:

' Per the Actuary’s Resolution of February 2012 and subsequent legislative change consistent with

Chapter 3 of the Laws of 2013.
% Per Legislative change to the NYS RSSL in February 2011
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o Equity real estate in excess of 10% of the market value of Plan assets.
o Private equity investments.

o Other investments that do not qualify or are not expressly authorized under
RSSL Section 177 or other provisions of law.

SECTION IV. INVESTMENT OBJECTIVE

The overall investment objective of the NYFDPF is to achieve a competitive market rate of
return compatible with its risk tolerance and with prudent investment practices, and which,
together with employee and employer contributions, will allow it to meet current and future
benefit obligations and plan expenses.

NYFDPF maintains a long-term perspective in formulating and implementing its Investment
Policy, and in evaluating its investment performance because of the long-term nature of its
liabilities.

In implementing its investment objective, the Board considers capital market assumptions on
projected returns and risk of a variety of asset classes, as well as the current AIR assumption.

The AIR assumption is a key actuarial assumption affecting future NYFDPF funding rates and
pension liabilities. Based on the actuarial assumptions and methods recommended by the
Actuary and adopted by the Board, a 7.0%’ per annum return on assets, together with employee
and annual employer contributions, is expected to fully fund the Plan over time in order to allow
it to meet current and future benefit obligations. Investment performance that exceeds or
underperforms the AIR assumption may materially affect future funding rates. The Board seeks
to have long-term investment performance that will equal or exceed its AIR assumption.

SECTION V. INVESTMENT PHILOSOPHY AND STRATEGY

The IPS establishes the investment philosophy and strategy of the Board, as well as
implementation procedures. The Board may review and revise the IPS from time to time as
market conditions or other factors make such revisions advisable.

The Trustees expect asset allocation to be the primary determinant of the Fund’s ability to
achieve its investment objective. For this reason, equities comprise the largest portion of the
System’s assets. The Board also strives to diversify the portfolio. Diversification is achieved by
investing in asset classes such as fixed income, real assets, and private equity — asset classes in
which price movements are less correlated with the price movements of U.S. equities.
Moreover, the Board seeks to diversify its portfolio by capitalization, geography, economic

® Per the Actuary’s Resolution of February 2012 and subsequent legislative change consistent with
Chapter 3 of the Laws of 2013.
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sector, and other relevant factors.

Expected returns for asset allocation purposes are calculated based on long term capital market
expectations. Return expectations are consistent with Modern Portfolio Theory in that, for
example, equities are expected to generate a higher return than fixed income instruments over the
long run, commensurate with their higher expected risk.

The Fund maintains a long-term investment focus implemented through a policy of rebalancing
assets to policy weights on a regular basis. Although the Board reviews performance of the
Fund, and of individual Managers, on a quarterly basis, and compares them to established
benchmarks, the Board establishes long-term strategy through asset allocation studies conducted
at least every five years (or more frequently if the Board deems appropriate). These studies
assess long-term expected capital market returns, and include reviews of the Manager structure
used to implement the asset allocation policy. The Board may also conduct an asset/liability
study when, in its discretion, it believes such a study could assist in the asset allocation process.

SECTION VI. ASSET ALLOCATION AND REBALANCING

When the Board desires to conduct an asset allocation review, BAM works with NYFDPF
general Consultant (the “Consultant”) to present the Board with alternative structures reflecting
different risk and return scenarios and asset class diversification strategies. In recommending
capital market assumptions and considering asset classes, BAM and the Consultant coordinate
their efforts with those of the general Consultants to the other New York City Retirement
Systems. The Board establishes an asset allocation based on the analyses and recommendations
of BAM and the Consultant (in particular, on a mean-variance optimization model) and on the
input provided by the Actuary. Any resulting changes in asset allocation are incorporated into
the Investment Policy Statement.

At the direction of the Board, BAM implements the asset allocation policy. To implement
changes to the Fund’s asset allocation, BAM issues requests for proposals (“RFPs”) or, in the
case of illiquid investments, coordinates, with specialist Consultants, a competitive process for
the selection of investments (in either case, the “Investment Selection Process™). At the end of
the Investment Selection Process, the Board selects Advisors, Managers or other vendors, where
appropriate, to invest and manage funds. BAM arranges funding to the Manager(s) selected by
the Board consistent with these decisions.

NYFDPF adopted its current target Long Term Strategic Allocation (asset allocation) in June
2011. The table below shows the most recent adopted allocation.

Subsequent to the Asset Allocation adopted in June 2011, the Board approved new rebalancing
ranges (for the traditional asset classes), new pacing ranges (for the alternatives asset classes),
and interim asset class holding places (parking places) for unfunded commitments. The ranges
below were adopted by the Board in December 2011, and were subsequently amended in March
2013.
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Unfunded allocations to Hedge Funds, Opportunistic Fixed Income, Private Equity and Real
Assets are temporarily allocated as per the Footnotes Table below the asset allocation Table.

Long-Term
Strategic Rebalancing

Allocation Range
Equity Securities
Domestic Equity 29% +/-6
Non-U.S. Equity 10 +/-3
Emerging Markets Equity 6.5 +/-2
Hedge Funds 5 +/-3
REITs 3 +/-2
Private Equity 7 +/-2
Real Assets 5 +/-2
Total Equity 65.50% +/-6%
Fixed Income Securities
Core +5 Fixed-Income 19.5 +/-4.5
Enhanced Yield** 4 +/-2
Opportunistic Fixed 5 +/-3
TIPS 5 +/-2
Convertible Bonds 1 +/-1
Total Fixed-Income 34.50% +/-5%

**Effective June 2012, the Board adopted a specific allocation of up to 1/3 of the Enhanced
Yield allocation to Leveraged Loans (aka Bank Loans).

“Parking places” for unfunded allocations are as follows:

Private Equity 75% Domestic Equity ~ 25% International Equities
Hedge Funds 50% Domestic Equity  50% Core+ 5
Opportunistic Fixed Income 50% Core +5 50% Enhanced Yield
Real Assets 50% Core +5 50% Domestic Equities

Capital market expectations associated with this asset allocation embody a forecast that this asset
allocation will achieve an average annualized return of 7.1%" gross of expenses over a market
cycle. Because markets are volatile, actual investment returns, even in a broadly diversified

* This was adopted by the Board as part of the Asset Allocation decision in June 2011.
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portfolio, will likely fall in a range around the expected return in any given year. While the
Board intends asset allocation to reduce the volatility of the total portfolio, volatility cannot be
eliminated. Based on the assumptions used in establishing this asset allocation, in any given
year, tlsle Board expects the 12-month return to have a standard deviation of approximately
11.8%.

Assets are rebalanced to ensure that the System’s actual investment mix remains consistent with
its asset allocation policy. Volatility in the capital markets and/or over- or under-performance of
a particular asset class drive the need to rebalance. The Board reviews its asset mix on a
quarterly basis. This range is designed to constrain the extent to which changes in capital
markets result in long-term divergences between asset allocation policy and actual investment
mix. Significant or extended divergences from policy must have the approval of the Board.

BAM implements the Board’s rebalancing policy. BAM monitors the actual investment mix and
compares it with the asset allocation policy on a monthly basis. The primary tool for controlling
asset class exposure is the payment of pension benefits and expenses from Fund assets. As funds
are needed for these payments, BAM seeks to liquidate assets in overweight classes. Assets are
liquidated with a goal of maintaining the Board’s allocation decisions to asset classes and to
portfolio structure targets within asset classes.

In implementing the rebalancing policy, maximizing the alignment of actual and policy asset
allocation is not the sole consideration. BAM is authorized to take into account factors which a
prudent investor might reasonably consider in purchasing or selling securities such as the size of
the asset class, liquidity constraints of each asset class, and relative transaction costs and fees.

Other rebalancing interventions may occur when benefit and expense payments are insufficient
to keep asset class exposures within the target or in response to a change in asset allocation
policy.

In the event that payments of benefits and expenses are insufficient to keep the System’s actual
investment mix within the established ranges for the policy’s asset classes, or where rebalancing
is necessitated by a change in asset allocation policy, BAM implements a plan for liquidating
assets in the over-weighted asset class(es) and transferring assets to the under-weighted class(es).
In constructing the plan, BAM considers the size of the asset class, the liquidity constraints of
each asset class and the transaction costs and fees connected with any such liquidation and
transfer.

Coincident with the asset allocation study, the Board reviews with its Consultant the °parking
places for unfunded commitments in illiquid asset classes and the rebalancing/pacing ranges for
each asset class and makes revisions to those ranges that seem appropriate given changes in
capital market conditions.

® The average annualized return and accompanying standard deviation were adopted by the Board as
part of the Asset Allocation decision in June 2011.

6 Parking places, rebalancing ranges, and pacing ranges were adopted in December 2011.
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SECTION VIl. GUIDELINES

BAM adopts detailed investment guidelines for Investment Managers to ensure implementation
of Board mandates. Managers are responsible for certifying their compliance with guidelines on
a quarterly basis. BAM also monitors guideline compliance through the Master Custodian’s
system.

SECTION VIil. LIQUIDITY

The Fund’s asset allocation policy does not include an allocation to cash. Managers are
generally expected to be fully invested but may maintain limited cash balances to manage
duration of bond portfolios, or as a result of implementing purchases or sales of assets. Cash
balances for liquidity, are expected to remain below 5%; except in unusual circumstances. Cash
in excess of 5% will require prior notification to, and approval by the Board.

SECTION IX. ROLES AND RESPONSIBILITIES OF SERVICE
PROVIDERS

The Board retains service providers to assist in the management of the Fund. Such providers
include, but are not limited to, Investment Advisors, general and specialist Consultants, and
attorneys. The providers perform in a fiduciary capacity and must exercise the requisite duties of
care and loyalty to NYFDPF. The Office of the Comptroller retains the Master Custodian for the
Fund.

A. General Consultant

The Board employs a general Consultant, which performs as a fiduciary to the Board.  The
responsibilities of the Consultant include:

e Assisting the Board to create and maintain the Investment Policy Statement

e Advising the Board on the investment of NYFDPF assets.

e Advising the Board regarding strategies for the allocation of assets across capital
markets that will generate a long-term return consistent with the Board’s investment

objectives and risk tolerance.

e Developing cost-effective structures for the implementation of the Board’s asset
allocation that will maximize excess returns by Managers while minimizing the

" The new liquidity tolerance level was adopted by the Board as a part of the Asset Allocation rebalancing

decision in December 2011
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volatility of the returns.

Assisting BAM in identifying potential Investment Managers, in conducting research
in screening Managers and in negotiating Investment Manager contracts.

Monitoring the Investment Managers employed by NYFDPF and providing reports
and analyses to the Board and BAM relating to material events such as, but not
limited to, relative performance, material changes to senior personnel, investment
process and organization.

Preparing presentations or position papers on topical issues and specific projects.

Attending meetings as required.

B. Investment Managers

Fund assets generally are managed externally by Investment Managers retained by the Office of

the Comptroller, acting on behalf of and with authorization from the Board. Exceptions include:

Certain short-term cash reserves managed by the Master Custodian or by BAM;
Certain economically targeted investments, managed by BAM;
Certain assets lent or invested in through Securities Lending program(s);

Limited partnership investments that are managed by general partners under limited
partnership agreements pursuant to the Board’s Alternative Investments Policies.

Investment Managers are identified through an RFP process, or such other process as may be
determined appropriate and in conformance with applicable regulations and best practices, and
are required to enter into an investment advisory contract. Responsibilities include:

Arranging, ordering and monitoring the purchase and sale of securities for the
System’s portfolio. The Investment Manager at all times must exercise the highest
standard of care to which a professional, ERISA fiduciary or Investment Advisor is
subject.

Adhering to portfolio investment guidelines, including maintaining risk management
and oversight policies designed to ensure compliance.

Advising BAM on possible amendments to portfolio guidelines, as appropriate, given
the dynamic nature of the capital markets and that are in the best interest of the

System.

Advising BAM on capital actions relating to securities in or proposed for the
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portfolio.
e Submitting monthly and quarterly reports summarizing portfolio activity.

e Providing accurate and timely reporting of positions and trades to BAM and to the
Master Custodian.

e Reporting significant changes in ownership or control of the firm or changes in
organizational structure or professional staffing.

e Attending account review meetings as necessary, but on at least an annual basis.

C. Master Custodian

By statute, the Comptroller is the custodian of NYFDPF assets, as well as the assets of other
New York City Retirement Systems. Assets include such property as cash (in any currency),
securities, any other assets or the product thereof, and earnings and profits thereon.

As Custodian, the Comptroller retains by Agreement a Master Custodian to safeguard the
property of the funds that the Custodian or its agents, representatives or sub-custodians may
receive from time to time for deposit, and for other purposes. (In the case of certain assets such
as international equities in commingled accounts, other custodians may be retained to serve as
custodians of particular accounts.)

The Master Custodian and its agents and sub-custodians are fiduciaries to the Comptroller,
NYFDPF, and other Systems and Funds.

The Master Custodian provides many services. It holds the Fund Accounts, effects purchases
and sales of the securities, operates a securities lending program for the benefit of the Fund (see
Section XIV), collects income that becomes due and payable on property held in the accounts,
makes payment from the accounts at the Comptroller’s direction, and maintains books and
records to clearly identify cash, securities and other property. Except for accounts in which
another custodian assumes some of these responsibilities, the Master Custodian is responsible for
the safekeeping of all assets, transaction processing, reporting, performance measurement and
compliance

The Master Custodian is also responsible with respect to the various NYFDPF portfolios for:

e the preparation, audit and distribution of investment account reports,

e plan accounting,

e performance calculation and reporting of the portfolios, using industry-accepted
standards,

e specialized reporting,

e risk reporting,

e providing the Comptroller with the underlying portfolio data and reports needed to
monitor compliance with legal restrictions, investment guidelines and other policies set
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by NYFDPF,

e providing the Comptroller the underlying data to support NYFDPF proxy voting, and

e providing notification of class actions, files class action settlement proofs of claims on
NYFDPEF’s behalf and collects and posts settlements to various accounts.

D. Private Equity Consultant

NYFDPF retains one or more specialist private equity Consultants (the “PE Consultant(s)”) to
assist in the implementation of its strategic allocation to the private equity asset class. The
Consultant(s) are fiduciaries and advise BAM and the Board on all aspects of its private equity
investment program. The responsibilities of the PE Consultant(s) include:

e Providing strategic advice:

« Periodic assessments of industry best practices with regard to policies and
procedures.

= Analysis of NYFDPF existing private equity portfolio.

»  Recommendations with respect to proposed sub-asset allocations (e.g., allocations
to corporate finance/buyout funds, venture capital, etc.).

« Annual and longer-term pacing analyses, translating the NYFDPF allocations to
private equity, sub-asset allocations and existing portfolio into proposed investment
plans.

= Periodic reports on the state of the private equity marketplace.

= Such other strategic advice and services as NYFDPF or BAM may reasonably
require.

e New investment identification and evaluation, including:
» Periodic reports on current and anticipated investment opportunities.
« Specific summary and detailed due diligence reports on prospective individual
private equity, limited partnerships and other investment opportunities and
evaluating the investment merits of such opportunities in the context of the

NYFDPF portfolio, policies and plans.

» Detailed non-legal assistance in the negotiation and documentation of authorized
commitments.

o Portfolio monitoring

« Periodic and real-time reports on developments at and performance of individual
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partnerships in the NYFDPF portfolio.

«  Where necessary, advising on and assisting in actions to protect the interests of
NYFDPF as an investor and to ensure compliance by general partners with the
terms of their partnership agreements.

« Reviewing and recommending courses of action on partnership amendments.
«  Meeting regularly with the Comptroller’s staff and making regular presentations to

the Board concerning each of these areas of work, as well as individual investment
opportunities, and such other topics as the Board or BAM may request.

E. Real Asset Consultants

Fire retains consultants (the “Real Asset Consultants”) to assist in the implementation of its
strategic allocation to Real Assets. Fire may retain different consultants for each component asset
class. The strategic allocation to the asset class is recommended to the Board by its General
Consultant. The Real Asset Consultants are fiduciaries and advise Staff and Fire on all aspects of
its Real Assets Program. The responsibilities of the Real Asset Consultants include, but are not
limited to:

e Providing Strategic Advice:

* Providing advice to the Board and Staff with respect to the development and
operation of the Program, including advice on industry developments and
portfolio construction.

» Assisting the Board and Staff in developing the Real Assets Program IPS, as
well as policy statements for component asset classes, and assist in conducting

periodic reviews of the IPS and the Program.

* Together with Staff, provide an annual and a longer term plan for the
Program;

» Periodic assessments of industry best practices with regard to policies and
procedures;

* Analysis of Fire’s existing Real Assets Program,;
» Periodic reports on the state of the Real Asset marketplace;

» Attending meetings of the Board and providing educational seminars for the
Trustees;

e New investment identification and evaluation, including:
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F.

Assisting Staff in identifying, evaluating and recommending investment
opportunities and terminations consistent with the IPS and believed to be
appropriate for the Program, including conducting due diligence with respect
to new investments, as requested;

The manager’s ability to comply with the Board’s investment policies and
restrictions;

Periodic reports on current and anticipated investment opportunities.

Assisting Staff with the implementation, negotiation and execution of new
commitments and/or investments;

Portfolio monitoring:

Assisting Staff with the ongoing review of committed investments, including
reports to the Board on significant manager developments, proposed
amendments to fund documentation and investment performance;

Update Board quarterly on any portfolio company opt-outs pertaining to the
Board’s investment policy;

Periodic and real-time reports on developments at and performance of
individual investments in the Fire portfolio.

Hedge Fund Consultant®

To effectively implement its hedge fund program, the Board has retained a specialist Consultant

for hedge funds.

The Hedge Fund Consultant is a fiduciary to the Board and BAM. The

Consultant advises the Board and BAM on all aspects of its hedge fund investment program.
Responsibilities of the Hedge Fund Consultant include:

Providing advice to the Board and Staff with respect to the development and
operation of the Program, including advice on industry developments and
portfolio construction, with the goal of an overall Program risk/return profile
deemed appropriate by the Board, Staff and the Consultant and monitoring capital
markets for investment strategies and investment opportunities;

Assisting the Board and Staff in developing the IPS and in periodic reviews of the
IPS and the Program;

Together with BAM, provide an annual Tactical Plan for the Program

® The Board voted to adopt an allocation to Hedge Funds in the asset allocation decision in June 2011,

and voted to hire a Consultant for the Program in October 2010.
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Assisting Staff in identifying, evaluating and recommending investment
opportunities and terminations consistent with the IPS and believed to be
appropriate for the Program, including conducting due diligence with respect to
new investments, as requested;

Assisting Staff with the implementation, negotiation and execution of new
investments;

Assisting Staff with the ongoing review of committed investments, including
reports to the Board on significant manager developments, proposed amendments
to fund documentation and investment performance, and periodic and timely
review of the risk of the Systems’ investment portfolios (although it is recognized
that the ability to provide any such review is limited with respect to hedge funds
due to the nature of the underlying hedge fund investments);

Fulfilling such other purposes as the Board, and BAM staff may approve and
consultant may agree to.

SECTION X. INVESTMENT MANAGERS

A. Manager Selection - Public Markets

The Board normally selects Investment Managers to manage NYFDPF assets through a
competitive RFP process described below. The Board seeks Managers that will provide superior
investment management performance. In selecting Managers, the Board evaluates investment
management and decision making capabilities, organizational characteristics, including
ownership, management and regulatory issues, the performance of potential Managers in specific
investment mandates, and fees.

1. Process

BAM, working with the Consultant, develops and the Board approves a Scope of
Services document that defines the investment services sought, the minimum
requirements for proposers, and evaluation criteria.

BAM issues the approved RFP to firms in BAM’s data base and to firms suggested
by the Systems’ consultant(s) and to respondents to advertisements placed in widely
distributed industry periodicals.

BAM, with the Consultant’s input, scores the proposals to identify a “short list” of
respondents to be interviewed based on technical proposals received in response to
the RFP. BAM notifies the Trustees of the interview schedule.
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e At one or more meetings open to all Trustees, BAM and the Consultant conduct
interviews.

e BAM, utilizing any additional information obtained at the interviews and any input
from the Consultant, ranks and recommends finalists to be interviewed by the Board
for potential selection.

e The Board invites the firms which they have selected as finalists to make
presentations. The Board conducts interviews of each of the selected finalists.

e The Board selects Managers and with the assistance of BAM and the Consultant,
allocates assets to each firm. In making its final selection, the Board may consider
such factors as:

e The quality and depth of the Manager’s investment team.

e The Manager’s clear articulation of its investment strategy.

o The Manager’s successful execution of its strategy over time, as evidenced by,
for example:

o Analysis of the Manager’s historical quarterly performance
calculated on a time-weighted basis, based on a Global Investment
Performance Standards (GIPS) compliant composite of all fully
discretionary accounts of similar investment style.

o Performance evaluation reports prepared by BAM with the
assistance of the Consultant that illustrate the risk/return profile of
the Manager relative to other Managers.

« Significant or adverse regulatory issues.

e The Manager’s compliance and information systems.
e BAM negotiates contracts with selected firms.
e BAM funds the Managers’ portfolios in accordance with the Board’s mandate.
2. General Requirements
Managers selected to manage publicly traded assets for NYFDPF must be registered investment
advisers under the Registered Investment Advisers Act of 1940 or a bank or trust company as
defined in the Act. Managers shall not be the subject of regulatory or enforcement actions,

pending or threatened litigation, or legal judgments that in the Board’s judgment would impair
the Managers’ ability to provide expert investment management services to NYFDPF.
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3. Contract Renewal Policy

Contracts with Investment Managers, Consultants, and other service providers are generally
awarded for an initial term of three years, and may be extended at the option of the Board twice
for a maximum of three years per extension.

Contracts will provide that the Board may terminate a service provider on 30 days’ notice.

B. Manager Selection - Private Markets

NYFDPF invests in private equity using a top-down process, seeking to identify investment
opportunities which represent superior opportunities relative to the marketplace as a whole and
relative to other investment opportunities characterized by similar strategy. In addition, such
opportunities must demonstrate a strong likelihood of producing top-quartile performance,
including either:

(a) History of top-quartile performance in a clearly articulated and consistent
strategy, or

(b) In the absence of a history of top-quartile performance in the specific
investment strategy, other superior relevant experience  including a
combination of:

1. Time together as a team,
i1. Investment track record assembled elsewhere,
iii. Participation in a top-quartile effort, and
iv. Experience working successfully in the articulated strategy.

Pursuant to its various Investment Policy Statements for the alternative asset classes, NYFDPF
each year adopts an Annual Plan, establishing sub-asset allocations as the System may deem
appropriate, establishing a pace and volume of targeted investment, and identifying specific
targets for investment, including both “re-ups” — renewals of existing relationships — and new
investment relationships. The Board may also elect to allocate funds to Managers to invest at
their discretion under discrete mandates.

Prospective investment opportunities shall be evaluated by the Consultant(s) and BAM in the
context of the Investment Policy Statement, that asset class’ Investment Policy and the Annual
Plan. BAM shall establish and implement due diligence procedures, and shall present
recommendations by the Consultant(s) and/or the Comptroller to the Board.

C. Manager Selection — Economically Targeted Investments
NYFDPF invests in Economically Targeted Investments (ETIs). ETIs are investments in a

variety of asset classes which generate rates of return commensurate with the overall risk,
liquidity, security and structure of comparable non-targeted investments while providing
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collateral economic benefits (benefits that enhance the quality of life and promote economic
development and activity) to the targeted areas. The Board, in its ETI Policy, has established
requirements regarding the qualifications of prospective ETI Managers and evaluation criteria,
by which prospective investments will be considered.

Each year NYCPPF adopts an Annual Plan regarding ETIs. Prospective investment
opportunities are evaluated by BAM (and Consultants as appropriate) in the context of the 1) ETI
Policy 2) Investment Policy Statement for the relevant asset class, and 3) the Annual Plan. In
identifying ETIs, BAM applies appropriate solicitation processes and due diligence procedures,
and presents its recommendations to the Board. The Board considers and authorizes ETI
investments.

D. Emerging Managers

The Fund seeks to employ Emerging Managers. Emerging Managers are asset Managers the
Board believes will add value to the Fund through implementation of investment strategies
consistent with the Board’s asset allocation and other policies, but which, because of size, length
of track record, or other similar factors, have not been awarded contracts through the Board’s
Manager selection process. Smaller Emerging Managers are typically retained pursuant to a
Manager of Managers arrangement, while larger Emerging Managers may be retained directly.
The Board implements its Emerging Manager program through a competitive RFP process.

The Emerging Manager Program includes both Fixed Income and Equity Managers. The Equity
portion of the Emerging Managers Program is allocated entirely towards small-cap Managers’.

E. Brokerage

The Board delegates discretion over placement and execution of securities transactions to its
Investment Managers. It is the intention of the Board that all securities transactions be effected to
the best advantage of the System regarding price and execution. The Board recognizes that “soft
dollar” commissions are allowed under Section 28(e) of the Securities and Exchange Act of 1934
(commonly referred to as the ‘“safe harbor” provisions). The Board requires its Investment
Managers to report information on soft dollar transactions involving securities of the System.
These reports shall be provided periodically upon request to BAM in accordance with the Ethics
and Compliance Policy of the System (see Appendix 2).

The Board supports diversity among brokers providing securities transaction services to its
Investment Managers. Managers are encouraged, to the greatest extent possible consistent with
best execution, to use minority- and women-owned brokerage firms. Investment Managers report
the use of minority- and women-owned brokerage firms to BAM.

° The Board voted to expand the Emerging Managers Program to Fixed Income and to tilt the portfolio to

a small-cap program in February 2012.
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SECTION XIl. PERFORMANCE MONITORING AND
EVALUATION

A. Benchmarks

The Board monitors Fund performance against a variety of applicable benchmarks.

1. Policy Benchmark

To monitor the Fund, the Board adopts a Policy Benchmark which reflects the performance of
the markets to which the Board has allocated assets. Because of the allocations to new asset
classes in general, the Policy Benchmark has been and will continue to be adjusted as the
allocations to new or existing asset classes are funded. The Policy Benchmark serves as a
minimum performance objective for the Fund, and allows the Trustees to evaluate the
implementation of its asset allocation strategy. The Policy Benchmark will be included in all
quarterly evaluation reports of NYFDPF. As of June 30, 2013, the composition (i.e. the asset
classes and the accompanying benchmark) of the Policy Benchmark was:

US Equity: Russell 3000 Index

EAFE: Morgan Stanley Capital International EAFE Index (Net)
EAFE Small Cap: Small Cap S&P EPAC

Emerging Markets Equities: MSCI Emerging Markets Free Index
Core+ 5: Citigroup Core +5 Fixed Income Index

Enhanced Yield: Citigroup BB & B Fixed Income Index
Leveraged Loans: Credit Suisse Leveraged Loans Index

TIPS: Barclays Capital US Inflation Linked Index

Convertible Bonds: Bank of America Merrill Lynch All US Convertibles ex-
Mandatory Index

Opportunistic Fixed Income: 10% Absolute Annual Return*
Private Equity: Russell 3000 Index + 300 bps

Hedge Funds: 1yr Treasury Bill yield + 4%

Real Estate: NFI - ODCE Index (Net) +100bps

REITS: Dow Jones U.S. Select Real Estate Securities Index
Infrastructure: Consumer Price Index (“CPI”) plus 4% (net)

*The Opportunistic Fixed Income Portfolio is secondarily benchmarked to the JP Morgan Global
High Yield Plus 3%, for the purpose of capturing the Program’s volatility.

2. Asset Class Benchmarks
The Policy Benchmark is composed of benchmarks which have been established for each

individual asset class. The Board will review performance of each asset class relative to its
selected benchmark on a quarterly basis.
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3. Investment Manager Benchmarks

Each Investment Manager is evaluated relative to an Investment Manager Benchmark composed
of a market index plus an active management premium reflecting the Manager’s particular style
or tactical role in NYFDPF investment program. Each Investment Manager Benchmark will be
clearly specified, measurable, and, for liquid securities, investable. = Benchmarks may be
customized for a particular style or styles. The appropriate Investment Manager Benchmark and
expected active management premium shall be determined in advance of funding by mutual
agreement between the Investment Manager, BAM and the Consultant.

4. Peer Group Analysis

The Board reviews the performance of the Fund relative to a peer group of other major public
pension funds on a quarterly basis. However, due to differences in asset allocation, time horizon,
and risk tolerance between public pension funds, comparisons of Fund performance to the AIR
assumption and Policy Benchmark are the primary evaluation methods used by the Board.

B. Investment Information

The Board monitors the performance of the Fund and of individual Managers through ongoing
monthly and quarterly reviews of performance, market developments, and Manager reviews.
The Board uses two primary reports to monitor investment information, the quarterly
performance report and the monthly flash report. In addition, the Board may monitor individual
Managers through the Watch List. BAM and the Consultant also report to the Board
periodically on issues identified by BAM, the Consultant, or the Board as requiring additional
review.

On a quarterly basis, the Board reviews a performance report that includes a commentary
prepared by the Consultant summarizing portfolio developments and performance. The quarterly
performance report also provides detailed quantitative information regarding the risk and
performance of Plan assets. Performance is evaluated relative to appropriate market
benchmarks, peer comparison universes, and a variety of relevant time periods.

In addition, the Board reviews a flash performance report at each investment meeting. The flash
performance report includes asset class and policy benchmark returns for the prior fiscal year and
estimated fiscal year-to-date returns.

Managers provide daily and monthly reports regarding portfolio holdings and transactions to
BAM. Managers also complete a detailed quarterly questionnaire regarding portfolio holdings

and organizational developments. Responses to the questionnaire are reviewed by the
Consultant and BAM. Material developments affecting the Fund are reported to the Board.

C. Manager Watch List

The Board monitors the performance of its Investment Managers on an ongoing basis, through
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its quarterly reporting process.
investment cycle.

In general, Manager performance is evaluated over a full

The Board may terminate a Manager at any time. The Board or BAM may place a Manager on
the watch list. When a Manager is placed on the watch list, the Board and BAM will specify the
reasons for its decision. After BAM places a Manager on the watch list, BAM will notify the
Board. BAM and the Board’s General Consultant will report regularly to the Board on the
Manager’s progress toward resolving the issue(s) resulting in placement on the watch list. After
the Manager is placed on the watch list, the Board will, typically within one year, either conclude
that the issue(s) have been resolved, or terminate the Manager.

BAM and the Board may take both qualitative and quantitative factors into account in
considering whether to place a Manager on the watch list or whether to terminate a Manager.
Examples of qualitative factors include concerns regarding personnel, organizational changes,
and ethical, legal or regulatory issues. Examples of quantitative factors are lagging performance
or indicators that the investment mandate is not being implemented.

1. Watch List Guidelines - Qualitative Factors

The table below sets forth some of the qualitative factors that the Board may consider in
determining whether to place a Manager on the watch list or to terminate a Manager.

FACTOR EVALUATION TECHNIQUE | ACTION STEPS

Changes in ownership Require immediate notification
of any pending changes in

ownership.

Assess risk that change may
negatively affect investment
performance.

Turnover of key Require immediate notification | Assess risk that change may

personnel of any changes in personnel negatively affect investment
involved in the management of | performance.
the System’s assets, or the
senior officers of the Manager.

Litigation Require immediate notification | Evaluate nature, seriousness and

if the Manager, a parent, or
affiliate is involved in any
material litigation, regulatory or
enforcement action.

likely impact of charges on the
investment process and take
appropriate action.

Conflicts of interest

Require Manager to provide
immediate written disclosure.

Review to determine if conflict
was material and should have
been known by Manager and
reported to the Board.

Failure to disclose
material information
which could affect

Require Manager to provide
immediate written disclosure.

Review information to determine
materiality and reasons for failure
to disclose.
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| Manager evaluation | |

2. Watch List Guidelines - Quantitative Factors

Managers are expected to exceed their Investment Manager Benchmark (which is composed of a
market index plus an active management premium) net of fees over rolling three to five-year
periods. Investment performance is measured on a quarterly basis in order to gauge shorter term
progress toward long term goals.. Failure to outperform or, in the case of index Managers, to
match the market index over time will typically result in placement on the watch list or in the
Manager’s termination. Failure to outperform the Investment Manager Benchmark (net of fees)
may result in placement on the watch list after consideration of tracking error, information ratio,
and other quantitative and qualitative factors.

Managers are expected to maintain their stated investment style and philosophy. Quantitative
measures of investment style and philosophy include style mapping, style attribution analysis,
and tracking error relative to a benchmark. The Consultant monitors these factors on a quarterly
basis and advises BAM of potential deviations. Indications that a Manager is not maintaining its
investment style and philosophy will typically result in the Board placing the Manager on the
watch list. BAM and the Consultant will then present to the Board an evaluation of the
Manager’s consistency with the Board’s asset allocation policy and the Manager’s stated
investment approach.

SECTION Xll. RISK MANAGEMENT

The Trustees recognize the inevitability of the assumption of risk in the management of the
Fund’s portfolio. The issue of risk is considered during many phases of the investment decision
and implementation process. Risk will be analyzed during the asset allocation strategy and
decision making phase using such analytic tools as optimization, risk budgeting, value at risk
and volatility and tracking error analysis. The portfolio is diversified across both the public and
private capital markets in order to achieve the optimal balance of risk and return among asset
classes. Managers are required to have internal controls and risk management systems
appropriate to their investment disciplines. = Managers selected by the Board shall provide
information adequate in quantity, quality and timeliness to permit BAM, the Custodian and the
Consultant to monitor risk and compliance.

SECTION Xlll. PORTFOLIO TRANSITIONS

Transition management is an integral part of portfolio management. When the Board terminates
a Manager and re-allocates assets to another Manager, or funds a new mandate, the portfolio
must be transitioned. In accordance with public procurement regulations, BAM selects and
works with transition Managers to implement each transition.

Transitions are to be completed in a cost-efficient manner given the characteristics of the
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portfolios and market conditions. Cost-efficiency for equity portfolio transitions is measured by
an analysis of total implementation shortfal. BAM presents a post-trade analysis of the
transition to the Board upon completion.

SECTION XIV. SECURITIES LENDING

The Board has authorized the Comptroller to enter into agreements establishing participation in
securities lending programs. Securities lending enables the Fund to use its asset base to augment
investment income. It involves the temporary exchange of securities owned by the Fund for other
securities or cash of a greater value, with an obligation of the borrower to pay a fee to the Fund,
and to return a like quantity of the borrowed securities at a future date. The fee paid by the
borrower is agreed in advance, while the Fund has contractual rights similar to those it would
have as the beneficial owner of the securities except that the Fund does not retain voting rights
on loaned equity securities.

The objective of securities lending is to earn income through a conservatively operated and well
controlled program. There is no absolute return expectation; rather, income is expected to be
commensurate with the market demand for the securities made available by the Fund and the
return earned on the investment of cash collateral. Cash collateral received will be invested in a
high-quality investment program that emphasizes the return of principal, maintains required daily
liquidity, and ensures diversification across approved investment types. Those objectives are
pursued within the parameters governing the program as outlined in the securities lending
agreements with agent banks. Each agent bank is required to act as a fiduciary with respect to
NYFDPF and the Fund, and to have systemic and procedural controls in place to ensure
adherence to guidelines for operating the securities lending program on behalf of the Fund. The
results of the securities lending program are reported to the Board on a regular basis.

SECTION XV. SECURITIES LITIGATION PROTOCOL

NYFDPF objectives in choosing to take an active role in securities litigation include the
following:

e Preservation of Plan assets and collection of all amounts due to NYFDPF;
e Maximizing the net recovery to the class; and
o Effecting corporate governance reforms, when appropriate.
NYFDPF will use the process outlined in the Securities Litigation Protocol, (set forth in

Appendix 1, Section 11), in evaluating and acting on any situation in which securities litigation
may be appropriate.
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SECTION XVI. INVESTMENT EXPENSES

It is the policy of the Board that expenses such as consultants’ and investment advisors’ fees,
attorneys’ fees and costs, funding for Personal and Other Than Personal Services resources for
BAM and other costs that may necessarily be incurred in acquiring, managing and protecting the
Fund’s investments may be paid from any income, interest or dividends derived from the Fund’s
deposits or investments. The Board adopts a budget for the incurrence of consultants’ and
investment advisors’ fees, attorneys’ fees and other costs. BAM reviews the expenses and costs
and arranges for their payment by the custodian bank. Pursuant to a budget, the Board also funds
the expenditures of additional resources of Personal Services and Other Than Personal Services
for BAM, which will report at least annually to the Board regarding the additional resources.

SECTION XVII. PROXY VOTING/SHAREHOLDER INITIATIVES

The duty of pension fund fiduciaries to exercise the voting rights attached to the shares of stock
owned by their funds has long been established. In the early 1980s, top officials of the Labor
Department’s Pension and Welfare Benefits Administration (PWBA) (renamed Employee
Benefits Security Administration (EBSA), which enforces fiduciary standards for plan sponsors
and Managers, repeatedly stated that the right to vote shares owned by a pension plan is, in itself,
an asset of the plan, and, therefore, the fiduciary’s responsibility to manage the assets includes
voting proxies on issues that may affect the value of the shares.

While official pronouncements and guidance on proxy voting rights primarily have been directed
to the private sector institutions which have established Plans governed by Employee Retirement
Income Security Act of 1974 (ERISA), or to the mutual funds industry, many public pension
funds, religious and tax-exempt institutions have followed this guidance. Many private and
public pension funds have established proxy committees and guidelines for voting their proxies,
and exercise their voting rights in accordance with these policies and guidelines.

This general acceptance of the proxy vote as a plan asset is the primary basis on which NYFDPF
established a Proxy Committee. The Committee promulgates proxy voting policies and
procedures, and oversees NYFDPF sponsorship of shareholder proposals to improve corporate
governance and corporate social responsibility of companies in which NYFDPF invests.
NYFDPF adopted a “Statement of Procedures and Policies for Voting Proxies” in 1987 which
was last amended in 2012'°. The Proxy Committee seeks to ensure that companies follow
sustainable business practices which advance their long-term economic value.

The Board has constituted a Proxy Committee comprised of the following Trustees:

1. Commissioner, NYFD,
2. Treasurer, Uniformed Fire Fighters’ Association of Greater NY,

% New Proxy Voting Guidelines and additional methods for communicating with the Committee were
adopted in April 2012.
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3. Chief’s Representative, Uniformed Fire Officers Association,
or their delegates.

The operations of this Committee are described in Appendix 1, Section 12, and in the above-
mentioned Statement of Procedures and Policies.

SECTION XVIIl. ETHICS AND COMPLIANCE POLICY

In furthering the Board’s fiduciary duty to manage and invest the assets of the Fund, the Board of
Trustees has adopted an Ethics and Compliance Policy (the Ethics Policy) establishing a
comprehensive set of written requirements for the investment consultants (Consultants) and
investment managers (Managers) who do or seek to do business with the Fund.

In accordance with the Ethics Policy (appended hereto as Appendix 2), the Consultants and
Managers shall submit an Annual Compliance Statement to BAM. Such statement shall include a
Certification representing that the Ethics Policy was received and read, and that the Manager or
Consultant is in full compliance therewith. It shall also provide appropriate disclosures of real or
potential conflicts, and/or of non-compliance with the law or with policies of the Fund or of the
City of New York as they may apply to the Consultant or Manager.

To the extent BAM receives or obtains information indicating that the Consultant or Manager is
substantially out of compliance with the Ethics Policy and/or substantially in violation of
applicable law, BAM will report such information to the Board for whatever action the Board
deems appropriate.

SECTION XIX. REVIEW AND MODIFICATION OF THE IPS

The NYFDPF Board of Trustees reserves the right to amend the Investment Policy Statement at
any time it deems such amendment to be necessary or to comply with changes in Federal, State
or City Laws or regulations as these changes may affect the investment of Fund assets. In any
event, a review of this Investment Policy Statement shall be undertaken no less frequently than
every three years.

The date and a summary description of amendments or modifications to the IPS are recorded
below:

Date Summary of Amendment or Modification

January The Board adopted a 1% allocation to Convertible Bonds from Core+ 5 Fixed
2008 Income.

May 2008 | Board also adopted an allocation to Opportunistic Fixed Income: 5% of the Fixed
Income portfolio

November | The Board adopted the Economically Targeted Investments IPS to implement the
2008 allocation to that investment class.

April The Board approved the restructuring of the Core+ 5 Program.
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2009

October The Board adopted the ODCE Real Estate Index instead of the NPI as the Real

2010 Estate Program’s Benchmark going forward. The Board also voted to hire a Hedge
Fund Consultant at this meeting.

May & | The Board approved Amendments to the US Equity sub-allocations and structure —

November | including decisions on size and style mix and to terminate the Activist program. The

2010; Board also voted to expand the Emerging Managers Program to Fixed Income and

February | to tilt the portfolio to a small-cap program.

2012

February | NYS Retirement Security Law was amended to increase the amount of assets that

2011 can be invested in real property; changing the basket clause.

March The Board also adopted the Hedge Fund IPS to prepare for an allocation to that

2011 asset class.

June 2011 | The Board adopted the Opportunistic FI IPS to implement the allocation to that
asset class.

June 2011 | Adopted Asset Allocation to reflect new AA approved by the Board in June 2011
including the addition of certain other asset classes, and to update the Board’s
policy expectations in general and within asset classes.

September | The Board approved an expansion to the REITs Program to expand the Managers

2011 mandates to include more flexibility to purchase Global REITs securities.

December | Expanded Asset Allocation to update newly adopted rebalancing and pacing ranges

2011 & | for all asset classes, to update the cash balance limit for liquidity, and to update the

March “parking places” for unfunded alternative asset classes.

2013

February | The Actuary secured a legislative change to reduce the Actuarial Investment Rate

2012 from 8% to 7% (net of fees), subsequent to a resolution presented to the Board
consistent with Chapter 3 of the Laws of 2013.

April New Proxy Voting Guidelines and additional methods for communicating with the

2012 Proxy Committee were adopted by the Committee.

June 2012 | Adopted a sub-allocation to Leveraged Loans, as part of the previously adopted
allocation to Enhanced Yield.

September | Added a new allocation to Small Cap EAFE to be 10% of the total EAFE Policy

2012 allocation, and adopted a new active/passive split for the EAFE asset class.

October Adopted the updated Private Equity IPS which also changed the Benchmark

2012 premium over the Russell 3000 Index.

December | Adopted the Real Assets IPS to include Real Estate and any other Real Asset

2012 investments, thus approving an allocation to Infrastructure. An active premium of
100 bps was also added to the RE Benchmark with the new Real Assets IPS.
Implementation to be determined for the new asset class.

April The Board adopted a resolution to omit the requirement that evaluation counsel

2013 cannot serve as litigation counsel in the same matter, thus amending the Securities
Litigation Protocol.

May 2013 | The Board approved the expansion of the ETI Public/Private Apartment

Rehabilitation Program to include additional NYS Counties.
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APPENDIX | - ASSET CLASS AND SPECIFIC POLICIES

1. U.S. Equities
2. International Equities — Developed Markets
3. International Equities — Emerging Markets

4. U.S Real Estate Equity Securities

5. Fixed Income — NYC Core +5 Program
6. Fixed Income — Enhanced Yield
7. Fixed Income - Leveraged Loans (Sub-sector of Enhanced Yield)

8. Fixed Income — TIPS

9. Fixed Income — Convertible Bonds

10.  Alternative Investments — Policy Listing and Approved Dates
11.  Securities Litigation Protocol

12. Proxy Voting Policies and Procedures
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1. U.S. Equities

Definition and Purpose

U.S. Equity is defined as common and preferred stock of U.S. and foreign corporations,
denominated in U.S. dollars and traded on a U.S. exchange. With a strategic policy weight of
29%, U.S. Equity is the largest asset allocation of the Fund. At the total fund level it is the
primary driver of risk and return for the Fund.

Philosophy and Strategy

The U.S. Equity portfolio is structured to capture exposure to the broad U.S. Equity market as
represented by the Russell 3000 Index. The U.S. Equity portfolio is diversified across industries,
economic sectors and other appropriate investment characteristics.

The Board primarily employs passive management (index funds) in market sectors that it views
as efficient. Index funds provide broadly diversified market exposure with controlled market risk
and minimal cost.

However, the Board employs active Managers for a significant portion of its investments in each
of the capitalization ranges. In these less efficient sectors of the U.S. Equity Markets, the Board
believes that selected Managers possess skill identifying companies that may be undervalued or
have substantial growth potential that will enable them to capture excess returns relative to the
sector benchmark, adjusted for risk and fees. The Board has allocated 26.4% of its portfolio to
active managers (see the Table below for a breakdown of the U.S. Equity portfolio to active
large, small and mid-cap Managers). The Board employs large, small and mid-cap Managers
who, in combination, are style-neutral.

Style Allocation:

The U.S. Equity portfolio, in aggregate, is managed in a style- and size-neutral basis.

Use of External Managers

The U.S. Equity Portfolio is implemented through the use of external Managers. Multiple
Managers may be used for similar or identical mandates in order to reduce Manager-specific
risk. Managers shall be banks, insurance companies, or investment management companies, or
investment advisers as defined by the Registered Investment Advisers Act of 1940. Managers
are selected in compliance with a competitive RFP process designed to identify Managers with
demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outlines the Manager’s individual investment philosophies
and approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives. Active Manager performance objectives are expressed

28

144



as a positive outperformance of their Benchmark.

Managers are to be evaluated through a formal annual account review process conducted by the
Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Proxy Voting

The Board retains Proxy Voting rights, which are exercised by BAM in accordance with the
NYFDPF Proxy Voting policy.

Asset Class Objectives:

Trustees review Manager and portfolio performance quarterly. The total U.S. Equity portfolio is
expected to marginally outperform the Russell 3000 Index Fund over a full market cycle.
Individual Manager performance will be evaluated quarterly and annually in the short-term and
over a full market cycle (typically 3-5 years) using benchmarks appropriate to capitalization and
style characteristics.

Market Sector Allocations'!

Fire

Policy
U.S. Equity Target
Large Cap Active 15.00%
Large Cap
Passive 85.00%

Large Cap Total 50.00%
Mid Cap Active 30.00%
Mid Cap Passive 70.00%
Mid Cap Total 37.00%
Small Cap Active 60.00%

Small Cap

Passive 40.00%
Small Cap Total 13.00%
Subtotal Active 26.40%
Subtotal Passive 73.60%
Total 100.0%

" The Board has adopted several sub-allocation changes to the US Equity Program over the years,
including May 2010, November 2010 and February 2012.
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Liquidity:
Managers are expected to be fully invested. Index funds are managed with cash levels below
1%. Active Managers are limited to a maximum of 5% cash for trading purposes. As

necessary, BAM may direct Managers to sell securities to fund benefit payments and other
eligible System expenses, or as otherwise appropriate for rebalancing purposes.

2. International Equities — EAFE Markets

Definition and Purpose

EAFE Equity is defined as common and preferred stock of foreign corporations domiciled in
developed markets, denominated in foreign currency and traded on foreign exchanges.

Philosophy and Strategy

The EAFE Equity portfolio is structured to capture exposure to the broad non-U.S. Equity
market as represented by the MSCI EAFE (Europe, Australasia & Far East) Index. The EAFE
Equity portfolio is to be diversified across countries, industries, economic sectors and other
appropriate investment characteristics.

Historically, over long periods of time EAFE Equity Managers have outperformed the EAFE
index adjusted for risk and fees. Therefore, the Board has allocated the portfolio to be split

90.4% active and 9.6% passive'> Managers.

Also, In September 2012, the Board voted to add a Small Cap EAFE allocation to its portfolio, to
represent 10% of the Non-US Equity allocation.

EAFE Index funds provide broadly diversified market exposure with controlled market risk and
minimal cost. The Index fund provides a core EAFE Equity exposure.

Style Allocation:

The EAFE Equity portfolio style allocation changes depending upon market trends and
individual manager performance. The EAFE Equity portfolio, in the aggregate, is managed on a
style-neutral basis.

Use of External Managers

The EAFE Equity Portfolio is implemented through the use of external Managers. Managers
shall be banks, insurance companies, investment management companies, or investment advisers

2 n September 2012, the Board voted to re-structure the Non-US Equity portfolio, including a specific

allocation to Small Cap EAFE.
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as defined by the Registered Investment Advisers Act of 1940. Managers are selected in
compliance with a competitive RFP process designed to identify Managers with demonstrated
ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate. The guidelines outline the Managers’ individual investment philosophies and
approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

Managers are to be evaluated through a formal annual account review process conducted by the

Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Proxy Voting

Proxies are voted by the Managers.

Asset Class Objectives:

The total EAFE Equity portfolio represents 10% of the Fund’s asset allocation and is expected to
outperform the MSCI EAFE index by 200 basis points per year gross of fees over a full market
cycle. Individual Manager performance will be evaluated quarterly and annually in the short-
term and over a full market cycle (typically 3-5 years) using the index and a comparison universe
of the top half of TUCS non-US equity managers. Trustees review portfolio performance
quarterly.

Market Sector Allocations'?

Target Sub- Expected Active Return
allocations (gross)
Passive
EAFE Index 9.6% 0
Total Passive 9.6% 0
Active
Growth 20.6%
Core 44.7%
Value 25.1%
Total Active 90.4% 250 bp
Total EAFE Equity 100% 200 bp

Y n September 2012, the Board voted to re-structure the Non-US Equity portfolio, including a specific

allocation to Small Cap EAFE.
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Liquidity:

The EAFE Equity portfolio is not a source of liquidity for the Fund, although benefits may be
paid out of the portfolio as required. Managers are expected to be fully invested. Index funds
are managed with cash levels below 1%. Active Managers are limited to a maximum of 7% cash
for trading purposes. As necessary, BAM may direct Managers to sell securities to fund benefit
payments and certain other eligible system expenses, or as otherwise appropriate for rebalancing
purposes.

Currency Hedging:

Managers are permitted to hedge a portion of their currency exposure. Hedging may only be
used for defensive purposes and not as a form of leverage.

Emerging Equity Markets:

Managers are permitted limited exposure to emerging equity markets. Holdings in emerging
markets countries must not exceed 15% of the portfolio.

3. International Equities - Emerging Markets

Definition and Purpose

Emerging Markets Equity is defined as common and preferred stock of foreign corporations
domiciled in countries included in the MSCI Emerging Markets Index, denominated in foreign
currency and traded on foreign exchanges. It may also include emerging market American
Depository Receipts (ADRs) or Global Depository Receipts (GDRs) denominated in U.S.
dollars.

Philosophy and Strategy

The Emerging Markets Equity portfolio is structured to capture broad exposure to the high
growth economies of developing countries. There are higher risk-adjusted expected returns from
this investment.'*

Historically over long periods of time Emerging Markets Equity Managers have outperformed
the MSCI Emerging Equity Market Index adjusted for risk and fees. Therefore the Board has
allocated the entire emerging markets portfolio to active Managers.

The Board currently maintains a large allocation to passive management until such time as
highly rated closed managers reopen, to allow for a higher allocation to active managers at that

“EM Equities and US Equities are now much more highly correlated in recent years.
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time. "

Style Allocation:

The Emerging Markets Equity portfolio, in the aggregate, is managed in a style-neutral basis but
may change based upon market trends and individual manager performance.

Use of External Managers

The Emerging Markets Equity Portfolio is implemented through the use of external Managers.
Managers shall be banks, insurance companies, investment management companies, or
investment advisers as defined by the Registered Investment Advisers Act of 1940. Managers
are selected in compliance with a competitive RFP process designed to identify Managers with
demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outline the Managers’ individual investment philosophies
and approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

Managers are to be evaluated through a formal annual account review process conducted by the

Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Proxy Voting
Proxies are voted by the Managers.

Asset Class Obijectives:

The Board reviews portfolio performance quarterly. The total Emerging Markets Equity portfolio
is expected to outperform the MSCI Emerging Markets Free Index by 200 basis points per year
gross of fees over a full market cycle. Individual Manager performance will be evaluated
quarterly and annually in the short-term and over a full market cycle (typically 3-5 years).

Liquidity:

The Emerging Markets Equity portfolio is not a source of liquidity for the Fund, although
benefits may be paid out of the portfolio as required. Managers are limited to a maximum of 7%
cash for trading purposes. As necessary, BAM may direct Managers to sell securities to fund
benefit payments and certain eligible system expenses, or as otherwise appropriate for
rebalancing purposes.

Currency Hedging:

'* Per Board Memorandum adopted in December 2011.
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Managers are permitted to hedge a portion of their currency exposure. Hedging may only be
used for defensive purposes and not as a form of leverage.

4. U.S. Real Estate Equity Securities

Definition and Purpose

The U.S. Real Estate Equity Securities (REES) program is dedicated to equity and convertible
securities of U.S. real estate companies, defined as real estate investment trusts (REITs) and/or
real estate operating companies (REOCs) organized under the laws of any state of the United
States or province of Canada.

The strategic policy weight for the REES program is 3%.

Philosophy and Strategy

The REES program is structured to capture exposure to the REIT and REOC markets as
represented by the Dow Jones U.S Select Real Estate Securities Index. The REES program is
diversified across property types and sectors, geographical regions, and other appropriate
investment characteristics. Additionally, equity securities of developed markets real estate
companies may be purchased in the REES Program.'®

Historically over long periods of time, managers of real estate securities have outperformed the

Dow Jones U.S Select Real Estate Securities Index adjusted for risk and fees. Therefore, the
Board has allocated the entire REES portfolio to active Managers.

Use of External Managers

The REES program is implemented through the use of external Managers. Managers shall be
banks, insurance companies, or investment management companies, or investment advisers as
defined by the Registered Investment Advisers Act of 1940. Managers are selected in
compliance with a competitive RFP process designed to identify Managers with demonstrated
ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by BAM pursuant to the Board’s mandate. The guidelines outline the
Manager’s individual investment philosophies and approaches, representative portfolio
characteristics, permissible and restricted securities, benchmarks and performance objectives.
Managers are monitored through the Watch List process.

' In September 2011, the Board approved changes to the REES Program to expand the

Managers’ mandates to include more flexibility to purchase Global REIT securities.
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Proxy Voting

The Board retains proxy voting rights for the domestic securities in the REES Program, which
are exercised by the Office of the Comptroller in accordance with the Board’s Proxy Voting
Policy. Managers retain proxy voting rights for international securities held in the REES
Program, similar to the process for the EAFE and Emerging Markets equities programs.

Asset Class Objectives

Trustees review manager and portfolio performance quarterly. The total REES program is
expected to outperform the Dow Jones U.S Select Real Estate Securities Index by 200 basis
points per year gross of fees over a full market cycle. Individual manager performance will be
evaluated quarterly, annually, and over a full market cycle (typically 3-5 years).

Liquidity

The REES program is generally not a source of liquidity for the Fund, although, benefits may be
paid out of the portfolio as required. Managers are expected to be fully invested, and are limited
to a maximum of 5% cash for trading purposes. As necessary, BAM may direct Managers to sell

securities to fund benefit payments and certain other eligible system expenses, or as otherwise
appropriate for rebalancing purposes.

5. Fixed Income: NYC Core +5 Program’’

Definition and Purpose

Fixed income securities are bonds and other debt securities such as mortgage-backed securities,
most paying interest on a current basis. The NYFDPF Fixed Income allocation consists of the
Core + 5 Portfolio, the Enhanced Yield Portfolio— including an allocation to leveraged loans, the
Convertibles Portfolio, the Opportunistic Fixed Income Portfolio, the TIPS Portfolio, and the
Fixed Income portion of the ETI Program. The Core +5 Program is the dominant NYFDPF
Fixed Income Program, the second largest investment program after U.S. Equity. It is a driver of
return and diversification at the total fund level. While the explicit objective is total return, given
the fundamental nature of fixed income — relatively predictable income and principal payouts — it
also extends the duration of the total fund to better match liabilities, and may be used to provide
cash for benefit payments if the portfolio is otherwise within rebalancing ranges.

Most of the securities of the Fixed Income Programs are registered in the U.S. 144A securities,
Global bonds, and Eurodollar bonds may be permitted investments.

" The Board approved the restructuring of the Core +5 Fixed Income Program in February 2009,

reducing the sub-indices from four sectors, among other changes.
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Philosophy and Strategy

The Core +5 Program is benchmarked to a customized version of the Citigroup (formerly
Salomon Smith Barney) U.S. Broad Investment Grade Index (the “BIG Index”), known as the
NYC Core +5 Index. The NYC Core +5 index comprises sub-indices for three sectors: (1) U.S.
Treasury and Agency issues excluding one to five-year maturities; (2) mortgage backed
securities; and (3) Investment Grade Credit. The total allocation to each sector mirrors that
sector’s proportion of the custom NYC Core +5 Index, which is revised by Citigroup monthly to
reflect market changes.

Concurrent with the implementation of the results of an RFP, the Investment Grade Credit Sector
was created by combining the previously existing Corporate and Yankee sectors.

The Core + 5 Program is implemented through a sector specialist program, in which Managers
are selected for mandates benchmarked to one of the sub-indices. Managers may employ index-
like, enhanced index, or active approaches within their sector. Major characteristics of the three
sectors are:

e U.S. Government: Consists primarily of U.S. Treasury and Agency debt. Does not
include mortgage-backed securities. Managers are permitted to invest in Supranationals to
a very small degree. Securities of any maturity may be used, provided that the weighted
average duration of the portfolio is within a range of -1.0 year and +0.5 year of the
Citigroup Core +5 Treasury/Government Sponsored Index, which includes only those
securities with a maturity in excess of five years.

e Mortgage-Backed Securities (MBS): Consists primarily of Agency mortgage pass-
throughs and Agency and non-agency securities collateralized by mortgage pass-throughs.
Managers are permitted to invest in certain non-benchmark sectors and security types.
Securities of any maturity may be used, provided that the weighted average duration of the
portfolio is within +/- 0.75 year of Citigroup's standard Mortgage Index, which includes
GNMA, FNMA and FHLMC mortgage pass-throughs.

¢ Investment Grade Credit: U.S.-dollar denominated debt securities of domestic
corporations and foreign and Supranational entities rated BBB- or higher. Managers are
permitted to invest in certain non-benchmark securities to a limited degree, including 10%
in high yield securities. Securities of any maturity may be used, provided that the weighted
average duration of the portfolio is within +/- 0.5 years of the customized Citigroup
Investment Grade Credit Index (which combines the former Domestic Corporate Index and
Yankee Index), and includes industrial, utility, financial, asset-backed and credit-enhanced
securities.

The Program is implemented through the use of external Managers. Managers are selected in
compliance with a competitive RFP process designed to identify firms with demonstrated ability
to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate that outlines the Managers’ individual investment philosophies and approaches,
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representative portfolio characteristics, permissible and restricted securities, benchmarks and
performance objectives. Subject to constraints contained in guidelines issued by the Comptroller
pursuant to Board mandates, value may be added through:

e Duration management, within stated constraints

e Sub-sector weights (within specified ranges of the benchmark weights)

e Security selection, including certain securities/issuers not specifically included in the
benchmark

Managers are monitored through the Watch List process.

Asset Class Objectives:

¢ Trustees review Manager and portfolio performance quarterly. The total Core +5
Program is expected to outperform the custom index over a full market cycle, as
indicated below. Individual Manager performance expectations vary, as each employs a
distinct approach that may be categorized as index-like, enhanced index or active.

Each Manager will be evaluated quarterly, annually and over a full market cycle (typically 3-5
years).

Market Sector Allocations

Percent of
Core + 5 Program Program*
(as of 6/30/13)
Government +5 18.63%
Mortgage-backed 40.00%
Investment Grade Credit 41.33%
Total Core +5 100%

(*Market sector allocations are adjusted monthly by the benchmark provider, Citigroup, to
reflect market weight. The Fund policy is to be neutral to the benchmark/market. )

Liquidity and Cash Management:

As a fixed income alternative, cash equivalents (or “short-term fixed income”) are integral to
managing risk in fixed income portfolios through portfolio duration. Fixed Income Managers,
unlike the Equity Managers, are given wider latitude to use cash equivalents. Government
Sector Managers have no explicit limits on cash; however the relatively long duration
requirements for this sector indirectly limit the Managers’ use of cash equivalents. Corporate
and Yankee Sector Managers are allowed to invest up to 10% in cash. MBS Sector Managers
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are also allowed to invest up to 10% in cash; however, they may hold significantly more cash to
back a widely used MBS instrument (“TBA”). These large cash balances, nonetheless, are not
considered an immediate source of liquidity. As necessary, BAM may direct Managers to sell
securities to fund benefit payments and certain other eligible System expenses, or as otherwise
appropriate for rebalancing purposes.

6. Fixed Income: Enhanced Yield Program (Includes
Leveraged Loans Sub-Sector) '®

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. While most securities are registered in the U.S., the NYC Fixed Income Programs allow
for use of 144 A securities, Global bonds, and Eurodollar bonds. In the Enhanced Yield Program
(traditionally referred to as “high yield,” or “non-investment grade”), most securities are
denominated in $U.S, while a small allocation is permitted for $Canada-denominated issues.
Additionally, deferred-interest securities that do not pay interest on a current basis (such as zero-
coupon bonds) are permitted. The high yield sector has equity-like features, including
convertible securities, preferred stocks, and warrants. Common stock may appear in traditional
high yield portfolios as a result of debt restructuring. The characteristics of the high yield sector
may be viewed as a cross between traditional bonds and stocks. The objective of the Enhanced
Yield Program is total return and has a current policy weight of 4%.

Within the overall Enhanced Yield program, the Leveraged Loans program (also known as
“Bank Loans”) has been established as a sub-sector and is designed to invest up to one-third of

total Enhanced Yield as described in the Asset Allocation section.

Philosophy and Strategy

The Enhanced Yield Program employs a variety of external Managers with active management
approaches. The Program benchmark and the benchmark for most of NYFDPF Managers is the
Citigroup (formerly Salomon Smith Barney) BB & B Index. It is a subset of the widely-used
Citigroup High Yield Index and excludes securities with ratings of only CCC or lower. The
index includes only securities of U.S. and Canadian corporations. As appropriate, an individual
Manager’s benchmark may be different from the Program benchmark, depending on the
Manager’s investment approach.

Managers are selected in compliance with a competitive RFP process designed to identify firms
with demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outlines the Managers’ individual investment philosophies

'® In June 2012, the Board voted to adopt a sub-allocation to Leveraged Loans and adopted appropriate

IPS language for the new Program.
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and approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

e Industry / sector allocation
e Quality sector allocation

e Security selection, including certain securities/issuers not specifically included in the
benchmark, such as convertibles and investment-grade

e However; direct purchase of defaulted securities and securities of bankrupt companies
is explicitly prohibited.

e (Cash equivalents may be used on a limited basis

e Duration decisions are not expected to be a notable contributor to performance

Managers are to be evaluated through a formal annual account review process conducted by the
Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Asset Class Objectives:

Trustees review portfolio performance quarterly. The total Program is expected to outperform
the Citigroup BB& B Index over a full market cycle. Individual Manager performance
expectations vary, as each employs a distinct approach. The expected active return is at least 125
basis points (bp). Each Manager will be evaluated quarterly, annually and over a full market
cycle (typically 3-5 years).

Liquidity and Cash Management:

The Enhanced Yield Program is not a source of liquidity for the Fund, although, benefits may be
paid out of the portfolio as required. Typically, cash equivalents are integral to managing the
interest rate risk in fixed income portfolios. However, for high yield, interest rate risk is less of a
consideration than for investment-grade bond portfolios like those in NYFDPF main Core + 5
Program. Nevertheless, as the high yield asset class is heavily dependent on new security
issuance and may be characterized by extended periods of relative illiquidity (as compared to the
U.S. equity market), the Enhanced Yield Managers have been given more latitude to hold cash —
the maximum is generally 8%. As necessary, BAM may direct Managers to sell securities to
fund benefit payments and certain other eligible System expenses, or as otherwise appropriate for
rebalancing purposes.
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7. Fixed Income: Leveraged Loans™

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. While most securities are registered in the U.S., the NYC Fixed Income Programs allow
for use of 144 A securities, Global bonds, Eurodollar bonds and Leveraged Loans. In the
Leveraged Loans Program (also referred to as “Bank Loans”), most securities are denominated in
$US. Common stock may appear in traditional Leveraged Loans portfolios as a result of debt
restructuring. The characteristics of the Leveraged Loans sector may be viewed as a cross
between Core +5 and High Yield and securities are typically non-investment grade and senior
debt obligations in an entity’s capital structure. Typically, Leveraged Loans are floating rate debt
obligations. The objective of the Leveraged Loans Program is total return.

Philosophy and Strategy

The Leveraged Loans Program employs a variety of external Managers with active management
approaches. The Program benchmark is the Credit Suisse Leveraged Loans Index, which
includes mostly BB, B, CCC and non-rated securities. The index includes only securities
denominated in US dollars. As appropriate, an individual Manager’s benchmark may be different
from the Program benchmark, depending on the Manager’s investment approach which could
include securities denominated in currencies other than the US dollar.

Managers are selected in compliance with a competitive RFP or search process designed to
identify firms with demonstrated ability to implement defined mandates. Managers operate
subject to a set of detailed investment guidelines developed by the Comptroller’s Bureau of
Asset Management pursuant to the Board’s mandate that outlines the Managers’ individual
investment philosophies and approaches, representative portfolio characteristics, permissible and
restricted securities, benchmarks and performance objectives.

Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

e Industry / sector allocation
Quality sector allocation

e Security selection, including certain securities/issuers not specifically included in the
benchmark

e Direct purchase of defaulted securities and securities of bankrupt companies is generally
prohibited

e Cash equivalents may be used

e Duration decisions are not expected to be a notable contributor to performance

¥ n July 2012, the Board voted to adopt a sub-allocation to Leveraged Loans and adopted appropriate

IPS language for the new Program.
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Managers are monitored through the Watch List process.

Asset Class Objectives

At a minimum, Trustees review portfolio performance quarterly. The total Program is expected
to outperform the Credit Suisse Leveraged Loan Index over a full market cycle by a minimum
100 basis points (gross). Individual Manager performance expectations vary, as each employs a
distinct approach. Each Manager will be evaluated quarterly, annually and over a full market
cycle (typically 3-5 years).

Liquidity and Cash Management

The Leveraged Loans Program is generally not a source of liquidity for the Fund, although,
benefits may be paid out of the portfolio as required. Typically, cash equivalents are integral to
managing the interest rate risk in fixed income portfolios. However, for Leveraged Loans,
interest rate risk is less of a consideration than for investment-grade bond portfolios like those in
NYCRS’ main Core + 5 Program due to the floating rate nature of most of the securities.
Nevertheless, as the Leveraged Loans asset class is heavily dependent on new security issuance
and may be characterized by extended periods of relative illiquidity (as compared to the U.S.
equity market), the Leveraged Loans Managers have been given more latitude to hold cash. As
necessary, BAM may direct Managers to sell securities to fund benefit payments and certain
other eligible System expenses, or as otherwise appropriate for rebalancing purposes.

8. Fixed Income: U.S. TIPS Program

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. In the U.S. TIPS Program, U.S. Treasury Inflation-Protected Securities will be the
predominant holding, and most other securities will also be denominated in $U.S. Limited use of
inflation linked bonds (ILBs) of foreign developed-market sovereigns will be permitted. The
U.S. TIPS Program’s primary purpose is to hedge inflation (as measured by the CPI - U) and,
secondarily, to provide diversification.

Philosophy and Strategy

The U.S. TIPS Program will be managed using a combination of index and active management
approaches. The policy mix is 25% passive/75% active. The Program and individual Managers’
benchmark is the Barclays Capital 0 U.S. Inflation-Linked Index, which is comprised of all
outstanding TIPS of the U.S. Treasury.

The Program will be implemented through the use of external Managers. Managers are selected
in compliance with a competitive RFP process designed to identify firms with demonstrated

20 Barclays Capital has taken over the Lehman Indices, after Lehman Brothers went out of business.
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ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate that outlines the Managers’ individual investment philosophies and approaches,
representative portfolio characteristics, permissible and restricted securities, benchmarks and
performance objectives. The portfolio of the passive (or index) Manager will mirror the
benchmark index with minimal tracking error; value may be added through trading strategies.
Subject to constraints contained in guidelines issued by the Comptroller, which may change over
time, the active Managers may add value through:

e Duration and yield curve management

e Individual U.S. TIPS weightings that vary from the benchmark

e Use of nominal U.S. Treasury and inflation-indexed U.S. Agency securities

e Use of inflation linked bonds (ILBs) of foreign developed-market sovereigns,
however the position must be hedged back to $U.S. Foreign inflation linked

corporate and agency bonds are not permitted.

e (Cash equivalents may be used on a limited basis
Managers will be monitored through the Watch List process.

Asset Class Objectives

Trustees review portfolio performance quarterly. The total U.S. TIPS Program is expected to
exceed the inflation rate and to outperform the Barclays Capital U.S. Inflation-Linked Index over
a full market cycle, as indicated below. Individual Manager performance expectations vary, as
each employs a distinct approach that may be categorized as index or active. Each Manager will
be evaluated quarterly, annually and over a full market cycle (typically 3-5 years).

Market Sector Allocations

Percent of Expected Active Return
U.S. TIPS Program Program (gross)
Active Managers 75% 75 bp
Passive (Indexed) Managers 25%
Total U.S. TIPS Program 100% 55 bp

Liquidity and Cash Management:

The U.S. TIPS Program is not a source of liquidity for the Fund, although, benefits may be paid
out of the portfolio as required. As a fixed income alternative, cash equivalents are integral to
managing risk in fixed income portfolios through portfolio duration. Active Fixed Income
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Managers, unlike Equity Managers, are given wider latitude to use cash equivalents. The U.S.
TIPS Index Manager will generally be permitted to hold up to 2% cash and the active Managers,
up to 20%.

9. Fixed Income: Convertible Bonds?'

Definition and Purpose

A convertible bond has the characteristics of two types of securities: a bond and an equity option.
Convertible bonds are issued by publicly held companies and come in a variety of forms. At the
simplest level, they combine a corporate bond paying a fixed interest rate with an equity warrant
(a long term equity call option) on the issuer’s common stock. The bonds are senior to equity in a
company’s capital structure. The allocation of the Fund to this sub-asset class is 1% of the value
of the total Fund.

Convertible bonds have higher expected returns and higher risk than conventional corporate
bonds. The link to equity volatility through the equity option adds an extra return driver that is
not available from a portfolio of stocks and bonds alone. The convertible bond market can be
relatively inefficient and therefore provides opportunities for total return oriented investors such
as the Fund. The primary purpose of the program is to provide a higher total return than the
corporate bond market with less volatility than the equity market, in addition to providing
diversification.

Philosophy and Strategy

The Convertible Bond Program employs a variety of external Managers with active management
approaches. The Program benchmark is the Bank of America Merrill Lynch All U.S.
Convertibles ex-Mandatory Index. As appropriate, an individual Manager’s benchmark may be
different from the Program benchmark, depending on the Manager’s investment approach.

Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

e Industry / sector allocation
e Quality sector allocation

e Security selection, including certain securities/issuers not specifically included in the
benchmark

Cash equivalents may be used on a limited basis. Duration decisions are not expected to be a
notable contributor to performance.

%" The Board adopted a 1% allocation to Convertible Bonds in January 2008.
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Asset Class Objectives:

Trustees review portfolio performance at least quarterly. The total Program is expected to
outperform the Bank of America Merrill Lynch All U.S. Convertibles ex-Mandatory Index over
a full market cycle. Individual Manager performance expectations vary, as each employs a
distinct approach. Each Manager will be evaluated quarterly, annually and over a full Manager
Market Cycle.

Liquidity and Cash Management:

The Convertible Bond Program is not typically a source of liquidity for the Fund, although,
benefits may be paid out of the portfolio as required. Typically, cash equivalents are integral to
managing the interest rate risk in fixed income portfolios. However, for convertibles, interest
rate risk is less of a consideration than for investment-grade bond portfolios like those in the
Fund’s main Core + 5 Program. Nevertheless, as the asset class is heavily dependent on new
security issuance and may be characterized by extended periods of relative illiquidity (as
compared to the U.S. equity market), the Convertible Bond Managers have been given more
latitude to hold cash — the maximum is generally 5%.

10. Alternative Investment Policies - Policy Listing and
Approved Dates

PRIVATE EQUITY INVESTMENTS POLICY; ADOPTED OCTOBER 17, 2012. SEE
APPENDIX #3 FOR THE POLICY

REAL ASSETS EQUITY INVESTMENTS POLICY; ADOPTED DECEMBER 7, 2012. SEE
APPENDIX #4 FOR THE POLICY

ECONOMICALLY TARGETED INVESTMENTS POLICY; ADOPTED NOVEMBER 11, 2008.
SEE APPENDIX #5 FOR THE POLICY

HEDGE FUNDS INVESTMENTS POLICY; ADOPTED MARCH 30, 2011. SEE APPENDIX #6
FOR THE POLICY

OPPORTUNISTIC FIXED INCOME INVESTMENTS POLICY; ADOPTED JUNE 22, 2011. SEE
APPENDIX #7 FOR THE POLICY

11. Securities Litigation Protocol

l. Overview

The recent revelations of corporate fraud and other misdeeds that have resulted in significant
losses to shareholders, and the ensuing litigation, have underscored the need for an internal set of

policies and procedures to guide the New York City Pension and Related Funds (‘the Funds’),
including the New York Fire Department Pension Fund (‘NYFDPF’), in identifying, evaluating
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and ultimately managing securities litigation. The Funds are increasingly being presented with
potential cases by the class action bar and a set of established procedures will help facilitate the
Funds’ decision-making process and ensure that the Funds are pursuing active involvement in
cases when it is in their best interests to do so. Across the country, pension funds have started
clearly identifying their objectives in pursuing actions and are becoming more proactive in
identifying these claims themselves and reducing their reliance on the class action bar. They are
also looking at other ways to participate actively in securities class actions. In addition, many
pension funds are employing a two-tiered approach to their use of counsel; i.e., they are
expanding their counsel pool and are engaging counsel to help in the evaluation of claims.
Thereafter, they engage separate counsel to represent them in the litigation, if they decide to
proceed. This process provides additional resources and expertise in the evaluation process
while ensuring that the resulting recommendations are as unbiased as possible.

Il. Objectives

NYFDPEF’s objectives in choosing an active role in securities litigation

include the following:
a. Preservation of plan assets and collection of all amounts due to
NYFDPF;

b. Maximizing the net recovery to the class; and
c. Effecting corporate governance reforms, when appropriate.

Out of the enormous volume of securities cases being filed, the Funds will consider those where
the amount of loss sustained by the Funds and attributable to some type of wrongdoing is of a
magnitude to justify the time, expense and effort involved in being lead plaintiff in a class action
or in filing an independent action either in state or federal court or in pursuing some other
litigation alternative. ~The Law Department as the Funds’ legal representative and the
Comptroller’s Office as its investment advisor will work together in the best interests of the
Funds to recommend those cases best suited for the Funds’ active participation.

. Identification of Potential Cases

The first step in this process is to identify those cases or claims that would warrant the Funds’
active involvement in securities litigation. Early identification of potential cases will allow the
Law Department and the Comptroller’s Office more time to analyze the case and recommend
strategies, and allow the Funds more time to respond to any such joint recommendations. To
meet this goal, the Funds will engage outside data consultants. Consultants can better monitor
new case filings, follow the financial news as well as the activities of government agencies such
as the SEC. Consultants will also interface directly with the custodial banks for the five Funds as
well as the custodian for the TRS Variable Annuity Funds in order to compute loss estimates.
The consultant should be able to provide the Law Department and the Comptroller’s Office with
loss estimates for each Fund as well as the TRS Variable Funds within days of a federal
securities class action being filed, early enough in the 60-day statutory time period for filing a
lead plaintiff motion to allow for careful analysis of potential cases by the Law Department and
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the Comptroller’s Office and a thoughtful consideration of any joint recommendations from the
Law Department and the Comptroller’s Office by NYFDPF and the other Funds.

V. Review and Analysis of Potential Cases

A two-tiered approach, involving Evaluation Counsel and Litigation Counsel, will be used to
expedite the review and analysis of potential cases. After a reasonable time period, this approach
will be evaluated and, if necessary, modified.

A. Evaluation Team

The Funds’ current pool of five securities litigation law firms will be expanded pursuant to a
competitive solicitation for outside counsel. The enlarged pool will permit two or more pool
members to serve as an evaluation team on a rotating basis (‘Evaluation Team’). Evaluation
Team members are not precluded from serving® as Litigation Counsel on any matter they have
evaluated.

Utilizing a consultant’s services as described in Section III of this Protocol, the Comptroller’s
Office will forward to the Law Department information on any case filed that satisfies the
minimum loss requirement, a monetary threshold to be established by consent by the Funds. The
Evaluation Team, in conjunction with the Law Department and the Comptroller’s Office, will
review cases given to them by the Law Department and evaluate potential securities litigation
claims, advising the Law Department on ways to best protect the interests of the Funds. The
Evaluation Team will also perform additional due diligence on claims (i.e., contact counsel for
both sides; review complaints, SEC filings and company disclosures; examine contents of
relevant internal files, interview investment staff, and contact other investors as appropriate).

Each Evaluation Team law firm for a particular case will provide the Law Department with a
written evaluation of that case including an opinion as to what, if any, action would be in the best
interests of the Funds and why. The memorandum will evaluate options available to protect the
Funds’ interests. Options may include doing nothing, filing for lead plaintiff status or actively
participating in ways other than becoming lead plaintiff.

These other types of active participation include attempting to get a claimant with larger losses to
become lead plaintiff; monitoring the case from the sidelines; writing a letter to the court and/or
lead counsel to bring up issues being ignored; filing a motion to support or oppose a particular
lead plaintiff or lead counsel candidate; filing a notice of appearance and more actively
monitoring the case; attempting to negotiate an agreement with prospective lead counsel that will
require them to keep the Funds informed of case developments, provide the Funds with access to
discovery upon request and allow the Funds to participate in settlement negotiations or be
consulted on a settlement; waiting until settlement and reviewing the settlement carefully with
the option to object to a poor settlement or excessive fees; opting out of the class to file a
separate action; or bringing a derivative action. The memorandum should also discuss the most

2 In April 2013, the Board adopted a resolution to omit the requirement that evaluation counsel is not

eligible to serve as litigation counsel in the same matter.
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advantageous means of bringing a suit; i.e., individual federal action or federal class action; state
law individual action; or derivative action.

B. Joint Recommendation to the Funds from the Law Department and the Comptroller’s Olffice.

The Law Department will consult with each Evaluation Team member and will fully analyze all
relevant legal issues. The Law Department, in conjunction with the Comptroller’s Office, might
consider, among other things, the following in issuing a recommendation to the Trustees:

a. What was the alleged wrongdoing? What are the legal
claims?

b. What is the degree to which the Funds are offended by the
wrongdoing?

C. What is the amount of NYFDPF’s loss and the Funds’
losses collectively?

d. What are the defenses? What are the merits of the case?
Are the Funds likely to prevail?

e. Are the losses collectible? @ What i1s the defendant’s
financial condition? Are insurance carriers involved? How many
defendants will there be?

f. Will there be other consequences if the Funds win or lose?
For instance, will success bankrupt the company or adversely
affect other investments that the Funds have in the same company?

g. Are there others who are more appropriate to serve as lead
plaintiff? (In which case, the Funds may defer to them or seek to
join them as co-lead plaintiff.)

h. What economic and administrative costs will be involved?
(Typically, all out-of-pocket costs should be advanced by
Litigation Counsel who accepts the case on a contingency basis.
However, some law firms prefer that out-of-pocket costs are
advanced by the client.)

1. Does NYFDPF have a separate claim which is not covered
by the class complaint or are there unusual facts that suggest a
benefit to independent non-class litigation?

] Would failure in the litigation adversely affect NYFDPF?
For example, might the litigation result in the disclosure, subject to
a protective order, of material non-public information about the
company that could interfere with NYFDPF’s future anticipated
trading strategy? Are there other possible adverse consequences?
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k. Do the Funds have time to interact with legal counsel and
make decisions as required?

1. Should NYFDPF and the other Funds consider seeking to
serve as co-lead plaintiff with other parties?

m. Is the suit a nuisance suit? Should NYFDPF consider
supporting the company in a motion to dismiss?

n. Are there any potential conflicts with other members of the
class?

0. Is there a need for corporate governance changes? Are
there individual actors that need to be pursued to deter future
wrongdoing?

The Law Department, in conjunction with the Comptroller, will then make a written
recommendation to NYFDPF and the other Funds to pursue a particular case in which active
participation would be in the Funds’ best interest. If time permits, such a recommendation
would be presented in person by representatives of both the Law Department and the
Comptroller’s Office who would be available to answer questions the Trustees may have.
Because of the statutory deadlines involved in this type of litigation, a representative from each
Fund and the TRS Variable Annuity Funds will be appointed to attend one meeting where the
joint recommendation can be presented. This approach will only be used when time limitations
require it.

C. Litigation Counsel

Litigation Counsel will be selected after the Funds have made a decision to pursue an active role
in litigation. The panel of law firms available to be assigned cases will be expanded through a
competitive process. Each firm selected must have a recognized expertise in the area of
securities litigation. Special attention will be paid to experience in class actions, especially under
the PSLRA, experience as counsel to other institutional investors (preferably other public
pension funds), a demonstrated understanding of the special responsibilities of a public fund
trustee and how public employees' retirement systems function as well as experience with
corporate governance reforms.

Litigation Counsel will be selected by the Law Department based on, among other things,
suitability for a particular matter (including, for example, their expertise in the jurisdiction in
which a case is being brought and expertise in the particular type of suit. For each case approved
by the Funds, the Law Department will invite pool members, “*including those who served as
members of the Evaluation Team for that case, to submit written proposals for handling the
litigation. The proposal will focus on the litigation factors discussed in Section IV, B of this

2 In April 2013, the Board adopted a resolution to omit the requirement that evaluation counsel is not

eligible to serve as litigation counsel in the same matter.
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Protocol and propose the most appropriate strategy for the conduct of the litigation. The
proposal will also include a fee schedule. Selection of counsel for any given case will be based
on an evaluation of the litigation strategy proposed, the suggested fee and the expertise and
resources of the firm. Thus increasing the size of the panel will also increase competition
regarding the fee to be charged against any recovery by the Funds, and, in PSLRA cases, the
recovery of other class members.

V. Interaction with the Funds

The Law Department will also issue a monthly report to the Funds, which will include significant
potential cases being evaluated as well as the status of pending securities litigation. The Funds
will make the final determinations on whether to proceed or not with a particular securities law
case. In the event that there is disagreement amongst the Funds with regard to a particular course
of action, the Funds may wish to consider acting independently. The advisability of such
independent action would have to be examined on a case by case basis.

NYFDPF counsel (“Fund Counsel”) shall serve as liaison between the Trustees and the Law
Department in order to keep the Trustees advised on securities litigation issues, provide written
opinions to the Trustees and convene voice votes and/or special meetings. Fund Counsel shall be
included in meetings with and on the distribution list for the Evaluation and Litigation Counsel
and shall review any joint recommendations from the Law Department and the Comptroller’s
Office after such recommendation is made to the Trustees to pursue a particular case as
described in Section IV, B of this protocol. The Fund Counsel shall also review the Law
Department’s monthly litigation report to the Trustees once it is issued.

12. Proxy Voting Policies and Procedures®*

In fulfilling the Proxy Voting Policy of the Board, the following procedures shall be used.

Each year, the Proxy Committee, on behalf of the Board, reviews the Comptroller’s
recommendations for shareholder proposals and target companies, and decides which proposals
and companies will comprise NYFDPF annual shareholder proposal program. The committee
considers the Comptroller’s recommendations for voting proxy issues that are not covered by
NYFDPF proxy voting policies and procedures and, on behalf of the Board, promulgates voting
policies and procedures on such issues.

The Chair, or the Office of the Comptroller with notification of the Chair, shall call all
committee meetings. If time does not allow a meeting to be called, the Chair or the Office of the
Comptroller shall set up a conference call among the committee members and the Comptroller’s
staff. If a conference call is not feasible, the Chair or the Comptroller’s Office shall conduct a
telephone or an e-mail poll of committee members. If a Trustee is not available his/her vote shall
be recorded as an abstention.

* New Proxy Voting Guidelines and additional methods for communicating with the Committee were
adopted in April 2012.
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In voting proxies, the Comptroller shall follow the following guidelines:
Vote Action — For Proposal

The Comptroller shall vote FOR a proposal if such proposal is consistent fully with the
provision(s) stipulated in the resolutions/policies promulgated by the NYFDPF Proxy
Committee.

Vote Action — Against Proposal

The Comptroller shall vote AGAINST a proposal if such proposal is inconsistent with, or
contrary to, the philosophy, intent and spirit of resolutions/policies promulgated by the
NYFDPF Proxy Committee.

Vote Action - Abstain

Absent enabling NYFDPF resolutions/policies and past history, or the availability of
adequate information, the Comptroller shall ABSTAIN. If time does not permit the
Comptroller’s Office to present to the Proxy Committee, for its review and voting
decision, a proposal with voting-policy recommendation and adequate background
information, the Comptroller shall ABSTAIN.

Review of New Issues

Each spring, the Comptroller’s Office and the Proxy Committee shall meet to review new
proxy issues. The Proxy Committee may review and revise existing policies and
procedures.

Proposal not Covered by Existing Board Resolution — Time Permitting

If time permits, the Comptroller shall present to the Proxy Committee, for review,
deliberation and vote decision, proposals pertaining to issues which are not covered by
past practice or existing policies. To facilitate this process, the Comptroller’s Office shall
provide the Board the full text of such proposals, supporting and opposing statements,
and other available background information that would represent fairly the views of
proponents and opponents of issues.

Proposal not Covered by Existing Board Resolution — Time Limited

In the event that the distribution of proxy statements is delayed through corporate, postal,
or other setback, particularly as it relates to issues not covered by past practice or existing
policy, the Comptroller’s Office or the Chair shall conduct a telephone conference call of
the members of the Proxy Committee and the Comptroller’s Staff and obtain the votes of
the members on the proposal). If a conference call is not feasible, the Chair or the
Comptroller’s Office shall conduct a telephone or an e-mail poll of committee members.
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The Comptroller’s Office shall be guided by the consent of a simple majority. In the
event of a deadlock, the Comptroller’s Office shall ABSTAIN.

Mergers and Acquisitions?
The Comptroller’s Office casts votes on mergers and acquisitions consistent with the
Proxy Voting Guidelines adopted by the Trustees.

Reports to the Trustees
The Comptroller’s Office shall submit annual summary26 reports to the Proxy Committee

on the results of the NYFDPF shareholder proposal programs, and on votes cast by the
Comptroller’s Office against management director nominees.

% New Proxy Voting Guidelines governing votes on mergers and acquisitions were adopted in April 2012.

% Summary reports were accepted by the Committee since the Fall 2011 reporting.
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SECTIONI. PURPOSE OF THE INVESTMENT POLICY
STATEMENT

The Board of Trustees (Board) of the New York Fire Department Pension Fund (NYFDPF)
herein establishes a written, comprehensive and integrated Investment Policy Statement (IPS) in
furtherance of the management and investment of its assets.

The Investment Policy Statement sets forth the investment objectives and philosophy of the
NYFDPF investment program, as well as its major components, procedures and policies relating
to risk tolerances, liquidity needs, asset allocations and rebalancing ranges. The Statement sets
forth procedures to oversee and evaluate the overall performance of the Fund. The Statement
further provides a procedural framework for the Board of Trustees, with the advice and counsel
of the Comptroller’s Bureau of Asset Management (“BAM”), to select, retain, monitor and
evaluate the performance of Investment Managers, Consultants and others.

Investment Policy Statements for Alternative Investments including (Private Equity), Real
Assets, Hedge Funds, Opportunistic Fixed Income.Estate; and Economically Targeted
Investments which have been separately approved, are made a part of this overall policy by
reference (see Appendices).

SECTION Il. INVESTMENT POLICY ROLES

A. Board of Trustees

The Board, as a fiduciary, is responsible for the management of the Fund. Activities of the
Board include the following:

o Establish and adopt written investment policies, including delegations of authority,
desired risk levels, investment time horizons, and proxy voting policies. The written
investment policies will guide the management of the Fund consistent with the Fund’s
investment goals and objectives.

e Adopt an appropriate asset allocation strategy that diversifies assets in a manner
consistent with the Board’s risk/return objectives.

e Consider and approve appropriate investment strategies.
e Determine the Investment Manager structure for implementation of investment
strategies, including such factors as manager style and active vs. indexed

management approaches.

e Select Consultants and Investment Managers to implement the investment strategies.

173



e Approve the commencement of securities litigation, its strategy, and settlement.

e Monitor the performance of Plan assets as well as the investment activities of all
Investment Managers and Investment Consultants as they affect Plan assets.

e Approve reasonable and necessary investment expenses to acquire, manage and
protect Plan assets.

B. Comptroller

Under the New York City Administrative Code, the Comptroller serves as a trustee of the Board
and as custodian for NYFDPF assets. As custodian, the Office of the Comptroller, by and
through the Bureau of Asset Management (BAM), performs activities including:

o Seclection of one or more custody banks, including a Master Custodian for the
safekeeping of NYFDPF assets and monitoring of the performance of the custodians.

e Reconciliation of the monthly accounting statements rendered by the Master
Custodian with (a) daily information on trades and positions of publicly traded
securities provided by Investment Advisors; and (b) periodic information provided by
Managers and Consultants regarding illiquid securities. The reconciled statements are
provided to the NYFDPF Chief Accountant and form the basis for the investment
performance sections of the NYFDPF financial statements.

e Review, audit and processing of payments to Investment Advisors, Investment
Counsel, and Consultants.

By delegation, which is reviewed annually by the Board, the Comptroller also serves as
Investment Advisor to the Fund.

In its role as Investment Advisor, the Office of the Comptroller provides investment advice,
implements Board decisions, and reports on investment performance. In carrying out these
functions, BAM:

e Advises the Board on all investment issues, including:

o Investment policy and strategy
o Asset allocation

o Manager structure

o Manager selection

e—Financial and economic developments that may affect the Plan.

o

¢ Evaluates and recommends to the Board potential investment partners, Managers and
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Consultants for NYFDPF assets pursuant to established procedures and Board
policies.

e Provides the Board and/or its Proxy Committee analyses of proxy issues and vote
recommendations, votes proxies of domestic equity securities, and recommends and
implements NYFDPF annual ownership initiatives.

¢ Informs the Board of significant developments regarding NYFDPF assets.

e Implements Board investment decisions.

e Rebalances the portfolio within ranges established by the Board.

e Implements portfolio transitions to effectuate Board decisions.

e Negotiates, enters into, renews, administers and terminates agreements with
Investment Managers, Consultants and investment partners on behalf of the Board.

e Directs Investment Managers to sell assets to meet NYFDPF liquidity needs, and
transfers cash to NYFDPF accounts.

e Monitors the performance of Investment Managers who have been selected by the
Board, and reports regularly to the Board on potential issues requiring Board

attention.

»—Provides regular reports to the Board on the performance of Plan assets.

° <

In executing each of these responsibilities, BAM works closely with Consultants selected by the
Board.

C. Director of the NYFDPF and Director of Operations

Director of the NYFDPF and the Director of Operations are designated by the Fire
Commissioner pursuant to Administrative Code § 13-316 (c), which authorizes the
Commissioner to assign personnel to assist the Board of Trustees in administrating the Fund.
The Director of the NYFDPF insures the accurate and timely payment of all benefits and the
proper accounting of all financial transactions. The Director of Operations organizes Board
meetings and reports to the Board on operational issues, benefit payments, and service levels.
Together, the Director of the NYFDPF and the Director of Operations create and safeguard the
System’s records, and satisfy the System’s external reporting requirements. They also translate
the statutory structure of the Plan into efficient operating procedures and incorporate new state
and federal legislation into the procedures.
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D. Actuary

In its determination of an Investment Policy, the Board of Trustees incorporates information and
advice from the Actuary.

In particular, the Actuary provides such insight and guidance as requested with respect to future
cash flows, liabilities, risks and the impact of Investment Policy on the funding of the NYFDPF.

The Actuary advises the Board regarding funding issues, including the level of the Actuarial
Interest Rate (“AIR”) assumption that the Actuary would support for a given Investment Policy.
The Actuary for the NYFDPF periodically recommends to the Board an AIR assumption, which
is currently set at 78.0%" per annum, gress-net of expenses. The AIR assumption is ultimately
codified in the New York City Administrative Code.

SECTION lll. ELIGIBLE INVESTMENTS

The investment of the Fund’s assets is governed by federal, state and New York City law. The
Board may invest in securities and other eligible investments primarily described in Section 235
of the New York State Banking Law and Article 4-A of the New York State Retirement Social
Security Law (RSSL), Sections 176 — 179a, subject to applicable restrictions.

Within the parameters of the law, the Board establishes asset allocations and awards investment
management contracts subject to the following overall policies:

e Plan assets generally may be invested in mortgages, bonds, notes and other fixed
income securities of U.S. and certain other issuers.

e Up to 70% of Plan assets may be invested in public equities, including common
stock, preferred stock, and investment company shares. Within the overall 70% limit:

o Up to 70% of Plan assets may be invested in equity securities of U.S.-based
publicly traded companies that are traded on a U.S. exchange.

o Up to 10% of Plan assets may be invested in equity securities of non-U.S.-
based publicly traded companies that are traded on a U.S. or foreign exchange

and meet certain other requirements.

o Additionally, up to 105%” of Plan assets may be invested in U.S. equity real

" Per the Actuary’'s Resolution of February 2012 and subsequent legislative change consistent with

Chapter 3 of the Laws of 2013.
2 Per Legislative change to the NYS RSSL in February 2011
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estate. These investments are included in the overall 70% limit on public
equities, even if the underlying securities are not publicly traded.

e In addition, under RSSL Section 177’s Basket Clause, the Fund may invest up to 25%
of its assets in investments that do not qualify or are not otherwise expressly
authorized under RSSL Section 177 or other provisions of law, subject to certain
limitations. Examples of such investments include:

o Equity real estate in excess of 105% of the market value of Plan assets.
o Private equity investments.

o Other investments that do not qualify or are not expressly authorized under
RSSL Section 177 or other provisions of law.

SECTION IV. INVESTMENT OBJECTIVE .

The overall investment objective of the NYFDPF is to achieve a competitive market rate of
return compatible with its risk tolerance and with prudent investment practices, and which,
together with employee and employer contributions, will allow it to meet current and future
benefit obligations and plan expenses.

NYFDPF maintains a long-term perspective in formulating and implementing its Investment
Policy, and in evaluating its investment performance because of the long-term nature of its
liabilities.

In implementing its investment objective, the Board considers capital market assumptions on
projected returns and risk of a variety of asset classes, as well as the current AIR assumption.

The AIR assumption is a key actuarial assumption affecting future NYFDPF funding rates and

pension liabilities. Based on the actuarial assumptions and methods recommended by the
| Actuary and adopted by the Board, an 78.0%? per annum return on assets, together with

employee and annual employer contributions, is expected to fully fund the Plan over time in

order to allow it to meet current and future benefit obligations. Investment performance that

exceeds or underperforms the AIR assumption may materially affect future funding rates. The

Board seeks to have long-term investment performance that will equal or exceed its AIR
| assumption.

3 Per the Actuary’s Resolution of February 2012 and subsequent legislative change consistent with

Chapter 3 of the Laws of 2013.
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SECTION V. INVESTMENT PHILOSOPHY AND STRATEGY

The IPS establishes the investment philosophy and strategy of the Board, as well as
implementation procedures. The Board may review and revise the IPS from time to time as
market conditions or other factors make such revisions advisable.

The Trustees expect asset allocation to be the primary determinant of the Fund’s ability to
achieve its investment objective. For this reason, equities comprise the largest portion of the
System’s assets. The Board also strives to diversify the portfolio. Diversification is achieved by
investing in asset classes such as fixed income, real assetsestate, and private equity — asset
classes in which price movements are less correlated with the price movements of U.S. equities.
Moreover, the Board seeks to diversify its portfolio by capitalization, geography, economic
sector, and other relevant factors.

Expected returns for asset allocation purposes are calculated based on long term capital market«
expectations. Return expectations are consistent with Modern Portfolio Theory in that, for
example, equities are expected to generate a higher return than fixed income instruments over the
long run, commensurate with their higher expected risk.

The Fund maintains a long-term investment focus implemented through a policy of rebalancing
assets to policy weights on a regular basis. Although the Board reviews performance of the
Fund, and of individual Managers, on a quarterly basis, and compares them to established
benchmarks, the Board establishes long-term strategy through asset allocation studies conducted
at least every five years (or more frequently if the Board deems appropriate). These studies
assess long-term expected capital market returns, and include reviews of the Manager structure
used to implement the asset allocation policy. The Board may also conduct an asset/liability
study when, in its discretion, it believes such a study could assist in the asset allocation process.

SECTION VI. ASSET ALLOCATION AND REBALANCING

When the Board desires to conduct an asset allocation review, BAM works with the -NYFDPF
general Consultant (the “Consultant”) to present the Board with alternative structures reflecting
different risk and return scenarios and asset class diversification strategies. In recommending
capital market assumptions and considering asset classes, BAM and the Consultant coordinate
their efforts with those of the general Consultants to the other New York City Retirement
Systems. The Board establishes an asset allocation based on the analyses and recommendations
of BAM and the Consultant (in particular, on a mean-variance optimization model) and on the
input provided by the Actuary. Any resulting changes in asset allocation are incorporated into
the Investment Policy Statement.

At the direction of the Board, BAM implements the asset allocation policy. To implement
changes to the Fund’s asset allocation, BAM issues requests for proposals (“RFPs”) or, in the
case of illiquid investments, coordinates, with specialist Consultants, a competitive process for
the selection of investments (in either case, the “Investment Selection Process”). At the end of
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the Investment Selection Process, the Board selects Advisors, Managers or other vendors, where
appropriate, to invest and manage funds. BAM arranges funding to the Manager(s) selected by
the Board consistent with these decisions.
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NYFDPF adopted its current target Long Term Strategic Allocation (asset allocation) in June

2011. The table below shows the most recent adopted allocation.

Subsequent to the Asset Allocation adopted in June 2011, the Board approved new rebalancing

ranges (for the traditional asset classes), new pacing ranges (for the alternatives asset classes),

and interim asset class holding places (parking places) for unfunded commitments. The ranges

below were adopted by the Board in December 2011, and were subsequently amended in March

2013.
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Unfunded allocations to Hedge Funds, Opportunistic Fixed Income, Private Equity and Real

Equity Securities
Domestic Equity
Non-U.S. Equity
Emerging Markets Equity

Hedge Funds

REITs

Private Equity
Real Assets

Total Equity

Fixed Income Securities
Core +5 Fixed-Income
Enhanced Yield**
Opportunistic Fixed
TIPS

Convertible Bonds

Long-Term

Strateqgic
Allocation

29%
10

[*))

5

|

I QW

65.50%

~

Rebalancing
Range

+/-3 « [ Formatted: Justified




| Total Fixed-Income

**Effective June 2012, the Board adopted a specific allocation of up to 1/3 of the Enhanced

Yield allocation to Leveraged Loans (aka Bank Loans).

“Parking places” for unfunded allocations are as follows:

Private Equity

75% Domestic Equity 25% International Equities

Hedge Funds

50% Domestic Equity 50% Coret+ 5

Opportunistic Fixed Income 50% Core +5 50% Enhanced Yield

Real Assets 50% Core +5 50% Domestic Equities
Aag—tepm——Interim—— Rebeloneing

Domestic Eauity 4009, 489 +/_49/

Pomestic-Equity 40% 46% 1-45%

RETs 3 4

e e L 13 14 +/-2%

Emaraina Markate EFauity 4 g +/.10

Emerging-Markets-Eguity 4 5 115

Drivata Eauity g5 2

Erhesdiemanily 5 2

Equity Real-Estate 5 1

tetol oy 70% 72% 28

E

11.8%.°

* This was adopted by the Board as part of the Asset Allocation decision in June 2011.

® The average annualized return and accompanying standard deviation were adopted by the Board as

ETis 2 1

Enhanced Yield 6 5 +/-1%

TIPS 3 3 +/-112%
0, 0, 0,

Capital market expectations associated with this asset allocation embody a forecast that this asset
allocation will achieve an average annualized return of 7.1%" 6£8.23% gross of expenses_over a
market cycle. Because markets are volatile, actual investment returns, even in a broadly
diversified portfolio, will likely fall in a range around the expected return in any given year.
While the Board intends asset allocation to reduce the volatility of the total portfolio, volatility
cannot be eliminated. Based on the assumptions used in establishing this asset allocation, in any
given year, the Board expects the 12-month return to have a standard deviation of approximately

part of the Asset Allocation decision in June 2011.
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Assets are rebalanced to ensure that the System’s actual investment mix remains consistent with
its asset allocation policy. Volatility in the capital markets and/or over- or under-performance of
a particular asset class drive the need to rebalance. The Board reviews its asset mix on a
quarterly basis. This range is designed to constrain the extent to which changes in capital
markets result in long-term divergences between asset allocation policy and actual investment
mix. Significant or extended divergences from policy must have the approval of the Board.

BAM implements the Board’s rebalancing policy. BAM monitors the actual investment mix and
compares it with the asset allocation policy on a monthly basis. The primary tool for controlling
asset class exposure is the payment of pension benefits and expenses from Fund assets. As funds
are needed for these payments, BAM seeks to liquidate assets in overweight classes. Assets are
liquidated with a goal of maintaining the Board’s allocation decisions to asset classes and to
portfolio structure targets within asset classes.

In implementing the rebalancing policy, maximizing the alignment of actual and policy asset
allocation is not the sole consideration. BAM is authorized to take into account factors which a
prudent investor might reasonably consider in purchasing or selling securities such as the size of
the asset class, liquidity constraints of each asset class, and relative transaction costs and fees.

Other rebalancing interventions may occur when benefit and expense payments are insufficient
to keep asset class exposures within the target or in response to a change in asset allocation
policy.

In the event that payments of benefits and expenses are insufficient to keep the System’s actual
investment mix within the established ranges for the policy’s asset classes, or where rebalancing
is necessitated by a change in asset allocation policy, BAM implements a plan for liquidating

| assets in the over-weighted asset class(es) and transferring assets to the under-weighted class(es).
In constructing the plan, BAM considers the size of the asset class, the liquidity constraints of
each asset class and the transaction costs and fees connected with any such liquidation and
transfer.

Coincident with the asset allocation study, the Board reviews with its Consultant the °parking
places for unfunded commitments in illiquid asset classes and the rebalancing/pacing ranges for

each asset class and—elass—eomponent—and makes any—revisions to those ranges that seem
appropriate given changes in capital market conditions.

SECTION VII. GUIDELINES

BAM adopts detailed investment guidelines for Investment Managers to ensure implementation

of Board mandates. Managers are responsible for certifying their compliance with guidelines on

a quarterly basis. BAM also monitors guideline compliance through the Master Custodian’s
| system.

| ® Parking places, rebalancing ranges. and pacing ranges were adopted in December 2011.
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SECTION VIIl. LIQUIDITY -

The Fund’s asset allocation policy does not include an allocation to cash. Managers are
generally expected to be fully invested but may maintain limited cash balances to manage
duration of bond portfolios, or as a result of implementing purchases or sales of assets. Cash
balances levels—of-the—fund-for liquidity, are expected to remain below 15%; except in unusual

circumstances. although-eCash may-in excessed_of 5+% will require prior notification to, and

approval by the Board.

SECTION IX. ROLES AND RESPONSIBILITIES OF SERVICE
PROVIDERS

The Board retains service providers to assist in the management of the Fund. Such providers
include, but are not limited to, Investment Advisors, general and specialist Consultants, and
attorneys. The providers perform in a fiduciary capacity and must exercise the requisite duties of
care and loyalty to NYFDPF. The Office of the Comptroller retains the Master Custodian for the
Fund.

| A.  General Consultant «

The Board employs a general Consultant, which performs as a fiduciary to the Board.  The
responsibilities of the Consultant include:

e Assisting the Board to create and maintain the Investment Policy Statement

e Advising the Board on the investment of NYFDPF assets.

e Advising the Board regarding strategies for the allocation of assets across capital
markets that will generate a long-term return consistent with the Board’s investment
objectives and risk tolerance.

e Developing cost-effective structures for the implementation of the Board’s asset
allocation that will maximize excess returns by Managers while minimizing the

volatility of the returns.

e Assisting BAM in identifying potential Investment Managers, in conducting research
in screening Managers and in negotiating Investment Manager contracts.

" The new liquidity tolerance level was adopted by the Board as a part of the Asset Allocation rebalancing

decision in December 2011

10
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¢ Monitoring the Investment Managers employed by NYFDPF and providing reports
and analyses to the Board and BAM relating to material events such as, but not
limited to, relative performance, material changes to senior personnel, investment
process and organization.

e Preparing presentations or position papers on topical issues and specific projects.

e Attending meetings as required.

B. Investment Managers

Fund assets generally are managed externally by Investment Managers retained by the Office of
the Comptroller, acting on behalf of and with authorization from the Board. Exceptions include:

e Certain short-term cash reserves managed by the Master Custodian or by BAM;

e Certain economically targeted investments, managed by BAM;

o Certain assets lent or invested in through Securities Lending program(s);

e Limited partnership investments; that are managed by general partners under limited
partnership agreements pursuant to the Board’s Alternative and—Real—Estate
Investments Policiesy.

Investment Managers are identified through an RFP process, or such other process as may be
determined appropriate and in conformance with applicable regulations and best practices, and
are required to enter into an investment advisory contract. Responsibilities include:

e Arranging, ordering and monitoring the purchase and sale of securities for the
System’s portfolio. The Investment Manager at all times must exercise the highest
standard of care to which a professional, ERISA fiduciary or Investment Advisor is

subject.

e Adhering to portfolio investment guidelines, including maintaining risk management
and oversight policies designed to ensure compliance.

e Advising BAM on possible amendments to portfolio guidelines, as appropriate, given
the dynamic nature of the capital markets and that are in the best interest of the

System.

e Advising BAM on capital actions relating to securities in or proposed for the
portfolio.

e Submitting monthly and quarterly reports summarizing portfolio activity.

11
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¢ Providing accurate and timely reporting of positions and trades to BAM and to the
Master Custodian.

e Reporting significant changes in ownership or control of the firm or changes in
organizational structure or professional staffing.

»—Attending account review meetings as necessary, but on at least an annual basis.

° <

C. Master Custodian

By statute, the Comptroller is the custodian of NYFDPF assets, as well as the assets of other
New York City Retirement Systems. Assets include such property as cash (in any currency),
securities, any other assets or the product thereof, and earnings and profits thereon.

As Custodian, the Comptroller retains by Agreement a Master Custodian to safeguard the
property of the funds that the Custodian or its agents, representatives or sub-custodians may
receive from time to time for deposit, and for other purposes. (In the case of certain assets such
as international equities in commingled accounts, other custodians may be retained to serve as
custodians of particular accounts.)

The Master Custodian and its agents and sub-custodians are fiduciaries to the Comptroller,
NYFDPF, and other Systems and Funds.

The Master Custodian provides many services. It holds the Fund Accounts, effects purchases
and sales of the securities, operates a securities lending program for the benefit of the Fund (see
Section XIV), collects income that becomes due and payable on property held in the accounts,
makes payment from the accounts at the Comptroller’s direction, and maintains books and
records to clearly identify cash, securities and other property. Except for accounts in which
another custodian assumes some of these responsibilities, the Master Custodian is responsible for
the safekeeping of all assets, transaction processing, reporting, performance measurement and
compliance

The Master Custodian is also responsible with respect to the various NYFDPF portfolios for:

o the preparation, audit and distribution of investment account reports,

e plan accounting,

o performance calculation and reporting of the portfolios, using industry-accepted
standards,

e specialized reporting,
risk reporting,

e providing the Comptroller with the underlying portfolio data and reports needed to
monitor compliance with legal restrictions, investment guidelines and other policies set
by NYFDPF,

e providing the Comptroller the underlying data to support NYFDPF proxy voting, and
providing notification of class actions, files class action settlement proofs of claims on

12
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NYFDPEF’s behalf and collects and posts settlements to various accounts.

D. Private Equity Consultant

NYFDPF retains one or more specialist private equity Consultants (the “PE Consultant(s)”) to
assist in the implementation of its strategic allocation to the private equity asset class. The
Consultant(s) are fiduciaries and advise BAM and the Board on all aspects of its private equity
investment program. The responsibilities of the PE Consultant(s) include:

» Providing strategic advice:

« Periodic assessments of industry best practices with regard to policies and
procedures.

= Analysis of NYFDPF existing private equity portfolio.

= Recommendations with respect to proposed sub-asset allocations (e.g., allocations
to corporate finance/buyout funds, venture capital, etc.).

= Annual and longer-term pacing analyses, translating the NYFDPF allocations to
private equity, sub-asset allocations and existing portfolio into proposed investment
plans.

= Periodic reports on the state of the private equity marketplace.

»  Such other strategic advice and services as NYFDPF or BAM may reasonably
require.

o New investment identification and evaluation, including:
= Periodic reports on current and anticipated investment opportunities.
= Specific summary and detailed due diligence reports on prospective individual
private equity, limited partnerships and other investment opportunities and
evaluating the investment merits of such opportunities in the context of the

NYFDPF portfolio, policies and plans.

= Detailed non-legal assistance in the negotiation and documentation of authorized
commitments.

o Portfolio monitoring

= Periodic and real-time reports on developments at and performance of individual
partnerships in the NYFDPF portfolio.

= Where necessary, advising on and assisting in actions to protect the interests of

13
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NYFDPF as an investor and to ensure compliance by general partners with the
terms of their partnership agreements.

= Reviewing and recommending courses of action on partnership amendments.

= Meeting regularly with the Comptroller’s staff and making regular presentations to
the Board concerning each of these areas of work, as well as individual investment
opportunities, and such other topics as the Board or BAM may request.

E. Real Estate-Asset Consultants

Fire retains consultants (the “Real Asset Consultants’) to assist in the implementation of its
strategic allocation to Real Assets. Fire may retain different consultants for each component asset
class. The strategic allocation to the asset class is recommended to the Board by its General
Consultant. The Real Asset Consultants are fiduciaries and advise Staff and Fire on all aspects of
its Real Assets Program. The responsibilities of the Real Asset Consultants include, but are not
limited to:

e Providing Strategic Advice: <

o DPeeeommmcndine-theattaprovennrdosiens

*  Providing advice to the Board and Staff with respect to the development and«
operation of the Program, including advice on industry developments and
portfolio construction.

<

* Assisting the Board and Staff in developing the Real Assets Program IPS, as<

well as policy statements for component asset classes, and assist in conducting
periodic reviews of the IPS and the Program.

*  Together with Staff, provide an annual and a longer term plan for the<
Program;

<
* Periodic assessments of industry best practices with regard to policies and<
procedures;

¢ Analysis of Fire’s existing Real Assets Program; <

*  Periodic reports on the state of the Real Asset marketplace; «

<

» Attending meetings of the Board and providing educational seminars for the«
Trustees;

14
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e New investment identification and evaluation, including: «

* Assisting Staff in identifying, evaluating and recommending investment«—

opportunities and terminations consistent with the IPS and believed to be
appropriate for the Program, including conducting due diligence with respect
to new investments, as requested;

-

e+ The manager’s ability to comply with the Board’s investment policies and<
restrictions;Conducting—due—diligence—reviews—ot—prospective—real—estate

e Periodic reports on current and anticipated investment opportunities. <«

e —

e Assisting Staff with the implementation, negotiation and execution of new< -

commitments and/or investments;

-

e Portfolio monitoring: .

-

e Assisting Staff with the ongoing review of committed investments, including«
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reports to the Board on significant manager developments. proposed
amendments to fund documentation and investment performance;

<

» Update Board quarterly on any portfolio company opt-outs pertaining to the«
Board’s investment policy;

<

*  Periodic and real-time reports on developments at and performance of« |

individual investments in the Fire portfolio.
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F. Hedge Fund Consultant®

To effectively implement its hedge fund program, the Board has retained a specialist Consultant
for hedge funds. The Hedge Fund Consultant is a fiduciary to the Board and BAM. The
Consultant advises the Board and BAM on all aspects of its hedge fund investment program.
Responsibilities of the Hedge Fund Consultant include:

° Providing advice to the Board and Staff with respect to the development and
operation of the Program, including advice on industry developments and
portfolio construction, with the goal of an overall Program risk/return profile
deemed appropriate by the Board, Staff and the Consultant and monitoring capital
markets for investment strategies and investment opportunities;

° Assisting the Board and Staff in developing the IPS and in periodic reviews of the
IPS and the Program;

° Together with BAM, provide an annual Tactical Plan for the Program

° Assisting  Staff in identifying, evaluating and recommending investment
opportunities and terminations consistent with the IPS and believed to be
appropriate for the Program, including conducting due diligence with respect to
new investments, as requested;

° Assisting Staff with the implementation, negotiation and execution of new

® The Board voted to adopt an allocation to Hedge Funds in the asset allocation decision in June 2011,

and voted to hire a Consultant for the Program in October 2010.
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investments;

° Assisting Staff with the ongoing review of committed investments, including
reports to the Board on significant manager developments, proposed amendments
to fund documentation and investment performance, and periodic and timely
review of the risk of the Systems’ investment portfolios (although it is recognized
that the ability to provide any such review is limited with respect to hedge funds
due to the nature of the underlying hedge fund investments);

° Fulfilling such other purposes as the Board, and BAM staff may approve and<
consultant may agree to,

SECTION X. INVESTMENT MANAGERS ‘

A. Manager Selection - Public Markets “

The Board normally selects Investment Managers to manage NYFDPF assets through a
competitive RFP process described below. The Board seeks Managers that will provide superior
investment management performance. In selecting Managers, the Board evaluates investment
management and decision making capabilities, organizational characteristics, including
ownership, management and regulatory issues, the performance of potential Managers in specific
investment mandates, and fees.

1. Process

e BAM, working with the Consultant, develops and the Board approves a Scope of
Services document that defines the investment services sought, the minimum
requirements for proposers, and evaluation criteria.

e BAM issues the approved RFP to firms in BAM’s data base and to firms suggested
by the Systems’ consultant(s) and to respondents to advertisements placed in widely
distributed industry periodicals.

e BAM, with the Consultant’s input, scores the proposals to identify a “short list” of
respondents to be interviewed based on technical proposals received in response to
the RFP. BAM notifies the Trustees of the interview schedule.

e At one or more meetings open to all Trustees, BAM and the Consultant conduct
interviews.

e BAM, utilizing any additional information obtained at the interviews and any input

from the Consultant, ranks and recommends finalists to be interviewed by the Board
for potential selection.
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e The Board invites the firms which they have selected as finalists to make
presentations. The Board conducts interviews of each of the selected finalists.

e The Board selects Managers and with the assistance of BAM and the Consultant,
allocates assets to each firm. In making its final selection, the Board may consider
such factors as:

o The quality and depth of the Manager’s investment team.

o The Manager’s clear articulation of its investment strategy.

o The Manager’s successful execution of its strategy over time, as evidenced by,
for example:

« Analysis of the Manager’s historical quarterly performance
calculated on a time-weighted basis, based on a Global Investment
Performance Standards (GIPS) compliant composite of all fully
discretionary accounts of similar investment style.

o Performance evaluation reports prepared by BAM with the
assistance of the Consultant that illustrate the risk/return profile of
the Manager relative to other Managers.

« Significant or adverse regulatory issues.

o The Manager’s compliance and information systems.

e BAM negotiates contracts with selected firms.

e BAM funds the Managers’ portfolios in accordance with the Board’s mandate.

2. General Requirements

Managers selected to manage publicly traded assets for NYFDPF must be registered investment
advisers under the Registered Investment Advisers Act of 1940 or a bank or trust company as
defined in the Act. Managers shall not be the subject of regulatory or enforcement actions,
pending or threatened litigation, or legal judgments that in the Board’s judgment would impair
the Managers’ ability to provide expert investment management services to NYFDPF.

3. Contract Renewal Policy
Contracts with Investment Managers, Consultants, and other service providers are generally

awarded for an initial term of three years, and may be extended at the option of the Board twice
for a maximum of three years per extension.
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Contracts will provide that the Board may terminate a service provider on 30 days’ notice.

B. Manager Selection - Private Markets

NYFDPF invests in private equity using a top-down process, seeking to identify investment
opportunities which represent superior opportunities relative to the marketplace as a whole and
relative to other investment opportunities characterized by similar strategy. In addition, such
opportunities must demonstrate a strong likelihood of producing top-quartile performance,
including either:

(a) History of top-quartile performance in a clearly articulated and consistent
strategy, or

(b) In the absence of a history of top-quartile performance in the specific
investment strategy, other superior relevant experience  including a
combination of:

i. Time together as a team,
ii. Investment track record assembled elsewhere,
iii. Participation in a top-quartile effort, and
iv. Experience working successfully in the articulated strategy.

Pursuant to its Adternative-various Investment Policy Statements for the alternative asset classes,
NYFDPF each year adopts an Annual Plan, establishing sub-asset allocations as the System may
deem appropriate, establishing a pace and volume of targeted investment, and identifying
specific targets for investment, including both “re-ups” — renewals of existing relationships — and
new investment relationships. The Board may also elect to allocate funds to Managers to invest
at their discretion under discrete mandates.

Prospective investment opportunities shall be evaluated by the Consultant(s) and BAM in the-
context of the Investment Policy Statement, that asset class’e Adternative-Investment Policy and
the Annual Plan. -BAM shall establish and implement due diligence procedures, and shall
present recommendations by the Consultant(s) and/or the Comptroller to the Board.

C. Manager Selection — Economically Targeted Investments

NYFDPF invests in Economically Targeted Investments (ETIs). ETIs are investments in a
variety of asset classes which generate rates of return commensurate with the overall risk,
liquidity, security and structure of comparable non-targeted investments while providing
collateral economic benefits (benefits that enhance the quality of life and promote economic
development and activity) to the targeted areas. The Board, in its ETI Policy, has established
requirements regarding the qualifications of prospective ETI Managers and evaluation criteria,
by which prospective investments will be considered.
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Each year NYCPPF adopts an Annual Plan regarding ETIs. Prospective investment
opportunities are evaluated by BAM (and Consultants as appropriate) in the context of the 1) ETI
Policy 2) Investment Policy Statement for the relevant asset class, and 3) the Annual Plan. In
identifying ETIs, BAM applies appropriate solicitation processes and due diligence procedures,
and presents its recommendations to the Board. The Board considers and authorizes ETI
investments.

D. Emerging Managers

The Fund seeks to employ Emerging Managers. Emerging Managers are asset Managers the
Board believes will add value to the Fund through implementation of investment strategies
consistent with the Board’s asset allocation and other policies, but which, because of size, length
of track record, or other similar factors, have not been awarded contracts through the Board’s
Manager selection process. Smaller Emerging Managers are typically retained pursuant to a
Manager of Managers arrangement, while larger Emerging Managers may be retained directly.
The Board implements its Emerging Manager program through a competitive RFP process.

The Emerging Manager Program includes both Fixed Income and Equity Managers. The Equity
. . . . [¢
portion of the Emerging Managers Program is allocated entirely towards small-cap Managers .

E. Brokerage

The Board delegates discretion over placement and execution of securities transactions to its
Investment Managers. It is the intention of the Board that all securities transactions be effected to
the best advantage of the System regarding price and execution. The Board recognizes that “soft
dollar” commissions are allowed under Section 28(e) of the Securities and Exchange Act of 1934
(commonly referred to as the “safe harbor” provisions). The Board requires its Investment
Managers to report information on soft dollar transactions involving securities of the System.
These reports shall be provided periodically upon request to BAM in accordance with the Ethics
| and Compliance Policy of the System (see Appendix 2).

The Board supports diversity among brokers providing securities transaction services to its

Investment Managers. Managers are encouraged, to the greatest extent possible consistent with

best execution, to use minority- and women-owned brokerage firms. Investment Managers report
| the use of minority- and women-owned brokerage firms to BAM.

“ [ Formatted: Space Before: 2 pt ]
SECTION XI. PERFORMANCE MONITORING AND I e A Aer ot }

® The Board voted to expand the Emerging Managers Program to Fixed Income and to tilt the portfolio to

a small-cap program in February 2012.
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EVALUATION

A. Benchmarks «

The Board monitors Fund performance against a variety of applicable benchmarks.

1. Policy Benchmark

To monitor the Fund, the Board adopts a Policy Benchmark which reflects the performance of
the markets to which the Board has allocated assets. Because of the allocations to new asset
classes in September—2003general, the Policy Benchmark has been and will continue to be
adjusted as the allocations to real-estate—and-private—equitynew or existing asset classes are
funded. The Policy Benchmark serves as a minimum performance objective for the Fund, and
allows the Trustees to evaluate the implementation of its asset allocation strategy. The Policy
Benchmark will be included in all quarterly evaluation reports of NYFDPF. As of December
3+June 30, 20062013, the composition (i.e. the asset classes and the accompanying benchmark)
of the Policy Benchmark was:

e US Equity: Russell 3000 Index
e EAFE: Morgan Stanley Capital International EAFE Index (Net)
e EAFE Small Cap: Small Cap S&P EPAC
e  Emerging Markets Equities: MSCI Emerging Markets Free Index
Core+ 5: Citigroup Core +5 Fixed Income Index
Enhanced Yield: Citigroup BB & B Fixed Income Index
Leveraged Loans: Credit Suisse Leveraged Loans Index
TIPS: Barclays Capital US Inflation Linked Index
e Convertible Bonds: Bank of America Merrill Lynch All US Convertibles ex-
Mandatory Index
e Opportunistic Fixed Income: 10% Absolute Annual Return*
e Private Equity: Russell 3000 Index + 300 bps
Hedge Funds: 1yr Treasury Bill yield + 4%
Real Estate: NFI - ODCE Index (Net) +100bps
REITS: Dow Jones U.S. Select Real Estate Securities Index
Infrastructure: Consumer Price Index (“CPI”) plus 4% (net)

*The Opportunistic Fixed Income Portfolio is secondarily benchmarked to the JP Morgan Global
High Yield Plus 3% for the purpose of capturing the Program’s volatility.
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<

‘ 2. Asset Class Benchmarks <

The Policy Benchmark is composed of benchmarks which have been established for each
individual asset class. The Board will review performance of each asset class relative to its
selected benchmark on a quarterly basis.

3. Investment Manager Benchmarks

Each Investment Manager is evaluated relative to an Investment Manager Benchmark composed
of a market index plus an active management premium reflecting the Manager’s particular style
or tactical role in NYFDPF investment program. Each Investment Manager Benchmark will be
clearly specified, measurable, and, for liquid securities, investable. = Benchmarks may be
customized for a particular style or styles. The appropriate Investment Manager Benchmark and
expected active management premium shall be determined in advance of funding by mutual
agreement between the Investment Manager, BAM and the Consultant.

4. Peer Group Analysis

The Board reviews the performance of the Fund relative to a peer group of other major public<
pension funds on a quarterly basis. However, due to differences in asset allocation, time horizon,
and risk tolerance between public pension funds, comparisons of Fund performance to the AIR
assumption and Policy Benchmark are the primary evaluation methods used by the Board.

<

B. Investment Information “«
The Board monitors the performance of the Fund and of individual Managers through ongoing
monthly and quarterly reviews of performance, market developments, and Manager reviews.
The Board uses two primary reports to monitor investment information, the quarterly
performance report and the monthly flash report. In addition, the Board may monitor individual
Managers through the Watch Listt ~BAM and the Consultant also report to the Board
periodically on issues identified by BAM, the Consultant, or the Board as requiring additional
review.

On a quarterly basis, the Board reviews a performance report that includes a commentary
prepared by the Consultant summarizing portfolio developments and performance. The quarterly
performance report also provides detailed quantitative information regarding the risk and
performance of Plan assets. Performance is evaluated relative to appropriate market
benchmarks, peer comparison universes, and a variety of relevant time periods.

In addition, the Board reviews a flash performance report at each investment meeting. The flash
performance report includes asset class and policy benchmark returns for the prior fiscal year and
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estimated fiscal year-to-date returns.

Managers provide daily and monthly reports regarding portfolio holdings and transactions to
BAM. Managers also complete a detailed quarterly questionnaire regarding portfolio holdings
and organizational developments. Responses to the questionnaire are reviewed by the
Consultant and BAM. Material developments affecting the Fund are reported to the Board.

C. Manager Watch List «

The Board monitors the performance of its Investment Managers on an ongoing basis, through
its quarterly reporting process. In general, Manager performance is evaluated over a full
investment cycle.

The Board may terminate a Manager at any time. The Board or BAM may place a Manager on
the watch list. When a Manager is placed on the watch list, the Board and BAM will specify the
reasons for its decision. After BAM places a Manager on the watch list, BAM will notify the
Board. BAM and the Board’s General Consultant will report regularly to the Board on the
Manager’s progress toward resolving the issue(s) resulting in placement on the watch list. After
the Manager is placed on the watch list, the Board will, typically within one year, either conclude
that the issue(s) have been resolved, or terminate the Manager.

BAM and the Board may take both qualitative and quantitative factors into account in
considering whether to place a Manager on the watch list or whether to terminate a Manager.
Examples of qualitative factors include concerns regarding personnel, organizational changes,
and ethical, legal or regulatory issues. Examples of quantitative factors are lagging performance
or indicators that the investment mandate is not being implemented.

1. Watch List Guidelines - Qualitative Factors

The table below sets forth some of the qualitative factors that the Board may consider in
determining whether to place a Manager on the watch list or to terminate a Manager.

FACTOR EVALUATION TECHNIQUE | ACTION STEPS

Changes in ownership Require immediate notification | Assess risk that change may
of any pending changes in negatively affect investment
ownership. performance.

Turnover of key Require immediate notification | Assess risk that change may

personnel of any changes in personnel negatively affect investment

involved in the management of | performance.
the System’s assets, or the
senior officers of the Manager.

Litigation Require immediate notification | Evaluate nature, seriousness and
if the Manager, a parent, or likely impact of charges on the
affiliate is involved in any investment process and take
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material litigation, regulatory or | appropriate action.
enforcement action.
Conflicts of interest Require Manager to provide Review to determine if conflict
immediate written disclosure. was material and should have
been known by Manager and
reported to the Board.
Failure to disclose Require Manager to provide Review information to determine
material information immediate written disclosure. materiality and reasons for failure
which could affect to disclose.
Manager evaluation

2. Watch List Guidelines - Quantitative Factors

Managers are expected to exceed their Investment Manager Benchmark (which is composed of a
market index plus an active management premium) net of fees over rolling three to five-year
periods. Investment performance is measured on a quarterly basis in order to gauge shorter term
progress toward long term goals.. Failure to outperform or, in the case of index Managers, to
match the market index over time will typically result in placement on the watch list or in the
Manager’s termination. Failure to outperform the Investment Manager Benchmark (net of fees)
may result in placement on the watch list after consideration of tracking error, information ratio,
and other quantitative and qualitative factors.

Managers are expected to maintain their stated investment style and philosophy. Quantitative
measures of investment style and philosophy include style mapping, style attribution analysis,
and tracking error relative to a benchmark. The Consultant monitors these factors on a quarterly
basis and advises BAM of potential deviations. Indications that a Manager is not maintaining its
investment style and philosophy will typically result in the Board placing the Manager on the
watch list. BAM and the Consultant will then present to the Board an evaluation of the
Manager’s consistency with the Board’s asset allocation policy and the Manager’s stated
investment approach.

SECTION XIl. RISK MANAGEMENT

The Trustees recognize the inevitability of the assumption of risk in the management of the
Fund’s portfolio. The issue of risk is considered during many phases of the investment decision
and implementation process. Risk will be analyzed during the asset allocation strategy and
decision making phase using such analytic tools as optimization, risk budgeting, value at risk
and volatility and tracking error analysis. The portfolio is diversified across both the public and
private capital markets in order to achieve the optimal balance of risk and return among asset
classes. Managers are required to have internal controls and risk management systems
appropriate to their investment disciplines. = Managers selected by the Board shall provide
information adequate in quantity, quality and timeliness to permit BAM, the Custodian and the
Consultant to monitor risk and compliance.
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SECTION Xlll. PORTFOLIO TRANSITIONS

Transition management is an integral part of portfolio management. When the Board terminates
a Manager and re-allocates assets to another Manager, or funds a new mandate, the portfolio
must be transitioned. In accordance with public procurement regulations, BAM selects and
works with transition Managers to implement each transition.

Transitions are to be completed in a cost-efficient manner given the characteristics of the
portfolios and market conditions. Cost-efficiency for equity portfolio transitions is measured by
an analysis of total implementation shortfall. BAM presents a post-trade analysis of the
transition to the Board upon completion.

SECTION XIV. SECURITIES LENDING

The Board has authorized the Comptroller to enter into agreements establishing participation in
securities lending programs. Securities lending enables the Fund to use its asset base to augment
investment income. It involves the temporary exchange of securities owned by the Fund for other
securities or cash of a greater value, with an obligation of the borrower to pay a fee to the Fund,
and to return a like quantity of the borrowed securities at a future date. The fee paid by the
borrower is agreed in advance, while the Fund has contractual rights similar to those it would
have as the beneficial owner of the securities except that the Fund does not retain voting rights
on loaned equity securities.

The objective of securities lending is to earn income through a conservatively operated and well
controlled program. There is no absolute return expectation; rather, income is expected to be
commensurate with the market demand for the securities made available by the Fund and the
return earned on the investment of cash collateral. Cash collateral received will be invested in a
high-quality investment program that emphasizes the return of principal, maintains required daily
liquidity, and ensures diversification across approved investment types. Those objectives are
pursued within the parameters governing the program as outlined in the securities lending
agreements with agent banks. Each agent bank is required to act as a fiduciary with respect to
NYFDPF and the Fund, and to have systemic and procedural controls in place to ensure
adherence to guidelines for operating the securities lending program on behalf of the Fund. The
results of the securities lending program are reported to the Board on a regular basis.

SECTION XV. SECURITIES LITIGATION PROTOCOL

NYFDPF objectives in choosing to take an active role in securities litigation include the
following:

e Preservation of Plan assets and collection of all amounts due to NYFDPF;
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o Maximizing the net recovery to the class; and
« Effecting corporate governance reforms, when appropriate.

NYFDPF will use the process outlined in the Securities Litigation Protocol, (set forth in
Appendix 1, Section 118), in evaluating and acting on any situation in which securities litigation
may be appropriate.

SECTION XVI. INVESTMENT EXPENSES .

<

It is the policy of the Board that expenses such as consultants’ and investment advisors’ fees,
attorneys’ fees and costs, funding for Personal and Other Than Personal Services resources for
BAM and other costs that may necessarily be incurred in acquiring, managing and protecting the
Fund’s investments may be paid from any income, interest or dividends derived from the Fund’s
deposits or investments. The Board adopts a budget for the incurrence of consultants’ and
investment advisors’ fees, attorneys’ fees and other costs. BAM reviews the expenses and costs
and arranges for their payment by the custodian bank. Pursuant to a budget, the Board also funds
the expenditures of additional resources of Personal Services and Other Than Personal Services
for BAM, which will report at least annually to the Board regarding the additional resources.

SECTION XVIl. PROXY VOTING/SHAREHOLDER INITIATIVES -

The duty of pension fund fiduciaries to exercise the voting rights attached to the shares of stock
owned by their funds has long been established. In the early 1980s, top officials of the Labor
Department’s Pension and Welfare Benefits Administration (PWBA) (renamed Employee
Benefits Security Administration (EBSA), which enforces fiduciary standards for plan sponsors
and Managers, repeatedly stated that the right to vote shares owned by a pension plan is, in itself,
an asset of the plan, and, therefore, the fiduciary’s responsibility to manage the assets includes
voting proxies on issues that may affect the value of the shares.

While official pronouncements and guidance on proxy voting rights primarily have been directed
to the private sector institutions which have established Plans governed by Employee Retirement
Income Security Act of 1974 (ERISA), or to the mutual funds industry, many public pension
funds, religious and tax-exempt institutions have followed this guidance. Many private and
public pension funds have established proxy committees and guidelines for voting their proxies,
and exercise their voting rights in accordance with these policies and guidelines.

This general acceptance of the proxy vote as a plan asset is the primary basis on which -NYFDPF
established a Proxy Committee. The Committee promulgates proxy voting policies and
procedures, and oversees NYFDPF sponsorship of shareholder proposals to improve corporate
governance and corporate social responsibility of companies in which NYFDPF invests.
NYFDPF adopted a “Statement of Procedures and Policies for Voting Proxies” in 1987 which

26

198

Formatted: Space Before: 0 pt, After: 0 pt,
Line spacing: single

[ Formatted: Space After: 0 pt

Formatted: Space Before: O pt, After: 0 pt,
Line spacing: single




was last amended in 20126'%5. The Proxy Committee seeks to ensure that companies follow
sustainable business practices which advance their long-term economic value.

The Board has constituted a Proxy Committee comprised of the following Trustees:

1. Commissioner, NYFD,
2. Treasurer, Uniformed Fire Fighters’ Association of Greater NY,
3. Chief’s Representative, Uniformed Fire Officers Association,

or their delegates.

The operations of this Committee are described in Appendix 1, Section 124, and in the above-
mentioned Statement of Procedures and Policies.

SECTION XVIIl. ETHICS AND COMPLIANCE POLICY

In furthering the Board’s fiduciary duty to manage and invest the assets of the Fund, the Board of
Trustees has adopted an Ethics and Compliance Policy (appended—hereto—as—Appendix—2the
Ethics Policy) establishing a comprehensive set of written requirements for the investment
consultants (Consultants) and investment managers (Managers) who do or seek to do business
with the Fund.

In accordance with the Ethics Policy (appended hereto as Appendix 2), the Consultants and
Managers shall submit an Annual Compliance Statement to BAM. Such statement shall include a
Certification representing that the Ethics Policy was received and read, and that the Manager or
Consultant is in full compliance therewith. It shall also provide appropriate disclosures of real or
potential conflicts, and/or of non-compliance with the law or with policies of the Fund or of the
City of New York as they may apply to the Consultant or Manager.

To the extent BAM receives or obtains information indicating that the Consultant or Manager is
substantially out of compliance with the Ethics Policy and/or substantially in violation of
applicable law, BAM will report such information to the Board for whatever action the Board
deems appropriate.

SECTION XIX. REVIEW AND MODIFICATION OF THE IPS

The NYFDPF Board of Trustees reserves the right to amend the Investment Policy Statement at
any time it deems such amendment to be necessary or to comply with changes in Federal, State
or City Laws or regulations as these changes may affect the investment of Fund assets. In any
event, a review of this Investment Policy Statement shall be undertaken no less frequently than
every three years.

° New Proxy Voting Guidelines and additional methods for communicating with the Committee were

adopted in April 2012.

27

199

Formatted: Space Before: 0 pt, After: 0 pt,
Line spacing: single

Formatted: Space Before: 0 pt, After: 0 pt,
Line spacing: single




The date and a summary description of amendments or modifications to the IPS are recorded

200

below:

Date Summary of Amendment or Modification ( Formatted: Font: 13 pt, Bold

January The Board adopted a 1% allocation to Convertible Bonds from Core+ 5 Fixed

2008 Income.

May 2008 | Board also adopted an allocation to Opportunistic Fixed Income: 5% of the Fixed
Income portfolio

November | The Board adopted the Economically Targeted Investments IPS to implement the

2008 allocation to that investment class.

April The Board approved the restructuring of the Core+ 5 Program.

2009

October The Board adopted the ODCE Real Estate Index instead of the NPI as the Real

2010 Estate Program’s Benchmark going forward. The Board also voted to hire a Hedge
Fund Consultant at this meeting.

May & | The Board approved Amendments to the US Equity sub-allocations and structure —

November | including decisions on size and style mix and to terminate the Activist program. The

2010:; Board also voted to expand the Emerging Managers Program to Fixed Income and

February | to tilt the portfolio to a small-cap program.

2012

February | NYS Retirement Security Law was amended to increase the amount of assets that

2011 can be invested in real property; changing the basket clause.

March The Board also adopted the Hedge Fund IPS to prepare for an allocation to that

2011 asset class.

June 2011 | The Board adopted the Opportunistic FI IPS to implement the allocation to that
asset class.

June 2011 | Adopted Asset Allocation to reflect new AA approved by the Board in June 2011
including the addition of certain other asset classes, and to update the Board’s
policy expectations in general and within asset classes.

September | The Board approved an expansion to the REITs Program to expand the Managers

2011 mandates to include more flexibility to purchase Global REITS securities.

December | Expanded Asset Allocation to update newly adopted rebalancing and pacing ranges

2011 & | for all asset classes, to update the cash balance limit for liquidity, and to update the

March “parking places” for unfunded alternative asset classes.

2013

February | The Actuary secured a legislative change to reduce the Actuarial Investment Rate

2012 from 8% to 7% (net of fees), subsequent to a resolution presented to the Board
consistent with Chapter 3 of the Laws of 2013.

April New Proxy Voting Guidelines and additional methods for communicating with the

2012 Proxy Committee were adopted by the Committee.

June 2012 | Adopted a sub-allocation to Leveraged Loans, as part of the previously adopted
allocation to Enhanced Yield.

September | Added a new allocation to Small Cap EAFE to be 10% of the total EAFE Policy

2012 allocation, and adopted a new active/passive split for the EAFE asset class.
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October Adopted the updated Private Equity IPS which also changed the Benchmark

2012 premium over the Russell 3000 Index.

December | Adopted the Real Assets IPS to include Real Estate and any other Real Asset

2012 investments, thus approving an allocation to Infrastructure. An active premium of
100 bps was also added to the RE Benchmark with the new Real Assets IPS.
Implementation to be determined for the new asset class.

April The Board adopted a resolution to omit the requirement that evaluation counsel

2013 cannot serve as litigation counsel in the same matter, thus amending the Securities
Litigation Protocol.

May 2013 | The Board approved the expansion of the ETI Public/Private Apartment

Rehabilitation Program to include additional NYS Counties.
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1. U.S. Equitiesy

Definition and Purpose

U.S. Equity is defined as common and preferred stock of U.S. and foreign corporations,
denominated in U.S. dollars and traded on a U.S. exchange. With a strategic policy weight of
4029%, U.S. Equity is the largest asset allocation of the Fund. At the total fund level it is the
primary driver of risk and return for the Fund.

Philosophy and Strategy

The U.S. Equity portfolio is structured to capture exposure to the broad U.S. Equity market as
represented by the Russell 3000 Index. The U.S. Equity portfolio is diversified across industries,
economic sectors and other appropriate investment characteristics.

The Board primarily employs passive management (index funds) in market sectors that it views
as efficient. Index funds provide broadly diversified market exposure with controlled market risk
and minimal cost.

However, the Board employs active Managers for a significant portion of its investments in each
of the capitalization ranges. In these less efficient sectors of the U.S. Equity Markets, the Board
believes that selected Managers possess skill identifying companies that may be undervalued or
have substantial growth potential that will enable them to capture excess returns relative to the
sector benchmark, adjusted for risk and fees. The Board has allocated a—significant
pereentage26.4% of its large-eapitalization-portfolio to active managers (see the Table below for

a breakdown and-appreximately12%-of the U.S. Equity portfolio to active large, small and mid-
cap Managers). The Board employs large, small and mid--cap Managers who, in combination,

are style-neutral.

Style Allocation:

The U.S. Equity portfolio, in aggregate, is managed in a style- and size-neutral basis.

Use of External Managers

The U.S. Equity Portfolio is implemented through the use of external Managers. Multiple
Managers may be used for similar or identical mandates in order to reduce Manager-specific
risk. Managers shall be banks, insurance companies, or investment management companies, or
investment advisers as defined by the Registered Investment Advisers Act of 1940. Managers
are selected in compliance with a competitive RFP process designed to identify Managers with
demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outlines the Manager’s individual investment philosophies
and approaches, representative portfolio characteristics, permissible and restricted securities,
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benchmarks and performance objectives. Active Manager performance objectives are expressed
as a positive outperformance of their Benchmark.

Managers are to be evaluated through a formal annual account review process conducted by the
Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Proxy Voting

The Board retains Proxy Voting rights, which are exercised by BAM in accordance with the
NYFDPF Proxy Voting policy.

Asset Class Objectives:

Trustees review Manager and portfolio performance quarterly. The total U.S. Equity portfolio is
expected to marginally outperform the Russell 3000 Index Fund over a full market cycle.
Individual Manager performance will be evaluated quarterly and annually in the short-term and
over a full market cycle (typically 3-5 years) using benchmarks appropriate to capitalization and
style characteristics.

Market Sector Allocations!
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" The Board has adopted several sub-allocation changes to the US Equity Program over the vears,
including May 2010, November 2010 and February 2012.
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Percent of US Expected Active Return
Eaui .

Passive
Russell-3000 54.0%
Total Passive 54.0%
Active
Enhanced-lndex 9.8%

aFge (;ap )[al e and (;Fe,“th ;21 80(
Mid-Cap 514%
Small/Mid-Cap 52%
SmallCap 26%
Emerging-Managers 14%
Total-Active 46.0%
Sector Benchmarks

Benrnehmark Comparisen-Universe

Passive
Russell 3000 Russell 3000 Index
Total Passive
Enhanced-lndex S&P-500 oS Loras Conisnagos
Large-Cap Russell 1000 TUCS Large-Cap-Managers
I R e S-&P-500-+800 oo lasan Con s noooe
Mid.C = 'MidCanl TUCS Mid-Cap M
Small-Gap Russell 2000-Index TUGS-Small-Cap-Managers
Ercrgingionosers Buoocll 2000 des oS Loran Consnagos
TFotal-Active
Liquidity:
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Managers are expected to be fully invested. Index funds are managed with cash levels below
1%. Active Managers are limited to a maximum of 5% cash for trading purposes. As
necessary, BAM may direct Managers to sell securities to fund benefit payments and other
eligible System expenses, or as otherwise appropriate for rebalancing purposes.
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23. International Equities — EAFE Markets

Definition and Purpose

EAFE Equity is defined as common and preferred stock of foreign corporations domiciled in
developed markets, denominated in foreign currency and traded on foreign exchanges.

Philosophy and Strategy

The EAFE Equity portfolio is structured to capture exposure to the broad non-U.S. Equity
market as represented by the MSCI EAFE (Europe, Australasia & Far East) Index. The EAFE
Equity portfolio is to be diversified across countries, industries, economic sectors and other
appropriate investment characteristics.

Historically, over long periods of time EAFE Equity Managers have outperformed the EAFE
index adjusted for risk and fees. Therefore, the Board has allocated the portfolio to be split
90.4% active and 9.6% passive'> Managers.

alarger proportion-of the-allocationto-active Managers.

Also, In September 2012, the Board voted to add a Small Cap EAFE allocation to its portfolio, to
represent 10% of the Non-US Equity allocation.

"2 In September 2012, the Board voted to re-structure the Non-US Equity portfolio, including a specific

allocation to Small Cap EAFE.
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EAFE Index funds provide broadly diversified market exposure with controlled market risk and
minimal cost. The Index fund provides a core EAFE Equity exposure.

Style Allocation:

The EAFE Equity portfolio style allocation changes depending upon market trends and
individual manager performance. Hewever-due-to-the-strueture-of the EAFE-index—and-aetive
Managers™styles;—tThe Fund-EAFE Equity portfolio. in the aggregate, is managed on a style-
neutral basishas-alarge-cap-bias.

Use of External Managers

The EAFE Equity Portfolio is implemented through the use of external Managers. Managers-
shall be banks, insurance companies, investment management companies, or investment advisers
as defined by the Registered Investment Advisers Act of 1940. Managers are selected in
compliance with a competitive RFP process designed to identify Managers with demonstrated
ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate. The guidelines outline the Managers’ individual investment philosophies and
approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

Managers are to be evaluated through a formal annual account review process conducted by the

Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Proxy Voting

Proxies are voted by the Managers.

Asset Class Objectives:

The total EAFE Equity portfolio represents 103% of the Fund’s asset allocation and is expected
to outperform the MSCI EAFE index by 200 basis points per year gross of fees over a full
market cycle. Individual Manager performance will be evaluated quarterly and annually in the
short-term and over a full market cycle (typically 3-5 years) using the index and a comparison
universe of the top half of TUCS non-US equity managers. Trustees review portfolio
performance quarterly.

Market Sector Allocations®

"3 |n September 2012, the Board voted to re-structure the Non-US Equity portfolio, including a specific
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. Target Sub- Expected Active Return
allocations (gross)

Passive

EAFE Index 9.620% 0

Total Passive 9.620% 0

Active

Growth 20.46%

Core 44.732%

Value 25.132%

Total Active 980.4% 250 bp

Total EAFE Equity 100% 200 bp -

Liquidity:

The EAFE Equity portfolio is not a source of liquidity for the Fund, although benefits may be
paid out of the portfolio as required. Managers are expected to be fully invested. Index funds
are managed with cash levels below 1%. Active Managers are limited to a maximum of 7% cash
for trading purposes. As necessary, BAM may direct Managers to sell securities to fund benefit
payments and certain other eligible system expenses, or as otherwise appropriate for rebalancing
purposes.

Currency Hedging:

Managers are permitted to hedge a portion of their currency exposure. Hedging may only be
used for defensive purposes and not as a form of leverage.

Emerging Equity Markets:

Managers are permitted limited exposure to emerging equity markets. Holdings in emerging
markets countries must not exceed 15% of the portfolio.

34. International Equities - Emerging Markets

Definition and Purpose

allocation to Small Cap EAFE.

37

209

[ Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

Centered

Formatted

: Font: Times New Roman

Formatted:

Centered

Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

Centered

Formatted:

Font: Times New Roman

Formatted:

Font: Times New Roman

Formatted:

[
(
[
(
(
(
(
[ Formatted:
(
(
(
(
[
[
[

Centered

O U U )




Emerging Markets Equity is defined as common and preferred stock of foreign corporations
domiciled in countries included in the MSCI Emerging Markets Index, denominated in foreign
currency and traded on foreign exchanges. It may also include emerging market American
Depository Receipts (ADRs) or Global Depository Receipts (GDRs) denominated in U.S.
dollars.

Philosophy and Strategy

The Emerging Markets Equity portfolio is structured to capture broad exposure to the high
growth economies of developing countries. Ian—addition—teThere are higher risk-adjusted
expected returns from this 1nvestment—th%Fuﬂd—er—a}se—beneﬁF&em—d}%lew+etmq+eeﬂelaﬂeﬂ

Historically over long periods of time Emerging Markets Equity Managers have outperformed
the MSCI Emerging Equity Market Index adjusted for risk and fees. Therefore the Board has
allocated the entire emerging markets portfolio to active Managers.

The Board currently maintains a large allocation to passive management until such time as

highly rated closed managers reopen, to allow for a higher allocation to active managers at that
-~ 15
time.

Style Allocation:

The Emerging Markets Equity portfolio, in the aggregate, is managed in a style-neutral basis but
may change based upon market trends and individual manager performance.

Use of External Managers

The Emerging Markets Equity Portfolio is implemented through the use of external Managers.
Managers shall be banks, insurance companies, investment management companies, or
investment advisers as defined by the Registered Investment Advisers Act of 1940. Managers
are selected in compliance with a competitive RFP process designed to identify Managers with
demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outline the Managers’ individual investment philosophies
and approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

<
Managers are to be evaluated through a formal annual account review process conducted by the
Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

' EM Equities and US Equities are now much more highly correlated in recent years.

'® Per Board Memorandum adopted in December 2011.
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Proxy Voting

Proxies are voted by the Managers.

Asset Class Objectives:

The Board reviews portfolio performance quarterly. The total Emerging Markets Equity portfolio
is expected to outperform the MSCI Emerging Markets Free Index by 200 basis points per year
gross of fees over a full market cycle. Individual Manager performance will be evaluated
quarterly and annually in the short-term and over a full market cycle (typically 3-5 years).

Market-Sector-Allocations
Percentof Expected-Active Return
Program {Gross)
Lethes
Growth 3343
Core 3343
Value 33443
Totel zmerging-larleie-Equity 100% 200-bp
Liquidity:

The Emerging Markets Equity portfolio is not a source of liquidity for the Fund, although
benefits may be paid out of the portfolio as required. Managers are limited to a maximum of 7%
cash for trading purposes. As necessary, BAM may direct Managers to sell securities to fund
benefit payments and certain eligible system expenses, or as otherwise appropriate for
rebalancing purposes.

Currency Hedging:

Managers are permitted to hedge a portion of their currency exposure. Hedging may only be
used for defensive purposes and not as a form of leverage.

4. U.S. Real Estate Equity Securities

Definition and Purpose

The U.S. Real Estate Equity Securities (REES) program is dedicated to equity and convertible
securities of U.S. real estate companies, defined as real estate investment trusts (REITs) and/or
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real estate operating companies (REOCs) organized under the laws of any state of the United

States or province of Canada.

The strategic policy weight for the REES program is 3%.

Philosophy and Strategy

The REES program is structured to capture exposure to the REIT and REOC markets as
represented by the Dow Jones U.S Select Real Estate Securities Index. The REES program is
diversified across property types and sectors, geographical regions, and other appropriate
investment characteristics. Additionally, equity securities of developed markets real estate
companies may be purchased in the REES Program.'®

Historically over long periods of time, managers of real estate securities have outperformed the
Dow Jones U.S Select Real Estate Securities Index adjusted for risk and fees. Therefore, the

Board has allocated the entire REES portfolio to active Managers.

Use of External Managers

The REES program is implemented through the use of external Managers. Managers shall be
banks, insurance companies, or investment management companies, or investment advisers as
defined by the Registered Investment Advisers Act of 1940. Managers are selected in
compliance with a competitive RFP process designed to identify Managers with demonstrated
ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by BAM pursuant to the Board’s mandate. The guidelines outline the
Manager’s individual investment philosophies and approaches, representative portfolio
characteristics, permissible and restricted securities, benchmarks and performance objectives.
Managers are monitored through the Watch List process.

Proxy Voting

The Board retains proxy voting rights for the domestic securities in the REES Program, which
are exercised by the Office of the Comptroller in accordance with the Board’s Proxy Voting
Policy. Managers retain proxy voting rights for international securities held in the REES
Program, similar to the process for the EAFE and Emerging Markets equities programs.

Asset Class Objectives
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points per year gross of fees over a full market cycle. Individual manager performance will be
evaluated quarterly, annually, and over a full market cycle (typically 3-5 years).

Liquidity

The REES program is generally not a source of liquidity for the Fund, although, benefits may be
paid out of the portfolio as required. Managers are expected to be fully invested, and are limited
to a maximum of 5% cash for trading purposes. As necessary, BAM may direct Managers to sell
securities to fund benefit payments and certain other eligible system expenses, or as otherwise
appropriate for rebalancing purposes.

5. Fixed Income: NYC Core +5 Program™

Definition and Purpose

Fixed income securities are bonds and other debt securities such as mortgage-backed securities,
most paying interest on a current basis. The NYFDPF Fixed Income allocation consists of the
Core + 5 Portfolio, the Enhanced Yield Portfolio— including an allocation to leveraged loans, the
Convertibles Portfolio, the Opportunistic Fixed Income Portfolio, the TIPS Portfolio, and the
Fixed Income portion of the ETI Program. The Core +5 Program is the dominant NYFDPF
Fixed Income Program, the second largest investment program after U.S. Equity. It is a driver of
return and diversification at the total fund level. While the explicit objective is total return, given
the fundamental nature of fixed income — relatively predictable income and principal payouts — it
also extends the duration of the total fund to better match liabilities, and may be used to provide
cash for benefit payments if the portfolio is otherwise within rebalancing ranges.

Most of the securities of the Fixed Income Programs are registered in the U.S. 144-A securities,
Global bonds, and Eurodollar bonds may be permitted investments.

Philosophy and Strategy

The Core +5 Program is benchmarked to a customized version of the Citigroup (formerly
Salomon Smith Barney) U.S. Broad Investment Grade Index (the “BIG Index”), known as the
NYC Core +5 Index. The NYC Core +5 index comprises sub-indices for threefeur sectors: (1)
U.S. Treasury and Agency issues excludmg one to ﬁve year maturmes (2) mortgage backed
securities; and (3) H-S-

Supranationals)lnvestment Gradc Credit. The total allocatlon to each sector mirrors that sector’s
proportion of the custom NYC Core +5 Index, which is revised by Citigroup monthly to reflect
market changes.

Concurrent with the implementation of the results of an RFP, the Investment Grade Credit Sector

" The Board approved the restructuring of the Core +5 Fixed Income Program in February 2009,

reducing the sub-indices from four sectors, among other changes.
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was created by combining the previously existing Corporate and Yankee sectors.

The Core + 5 Program is implemented through a sector specialist program, in which Managers
are selected for mandates benchmarked to one of the sub-indices. Managers may employ index-
like, enhanced index, or active approaches within their sector. Major characteristics of the feur
three sectors are:

e U.S. Government: Consists primarily of U.S. Treasury and Agency debt. Does not
include mortgage-backed securities. Managers are permitted to invest in Supranationals to
a very small degree. Securities of any maturity may be used, provided that the weighted
average duration of the portfolio is within a range of -1.0 year and +0.5 year of the
Citigroup Core +5 Treasury/Government Sponsored Index, which includes only those
securities with a maturity in excess of five years.

e Mortgage-Backed Securities (MBS): Consists primarily of Agency mortgage pass-
throughs and Agency and non-agency securities collateralized by mortgage pass-throughs.
Managers are permitted to invest in certain non-benchmark sectors and security types.
Securities of any maturity may be used, provided that the weighted average duration of the
portfolio is within +/- 0.75 year of Citigroup's standard Mortgage Index, which includes
GNMA, FNMA and FHLMC mortgage pass-throughs.

e Investment Grade Credit: U.S.-dollar denominated debt securities of domestic
corporations and foreign and Supranational entities rated BBB- or higher. Managers are
permitted to invest in certain non-benchmark securities to a limited degree, including 10%
in high yield securities. Securities of any maturity may be used, provided that the weighted
average duration of the portfolio is within +/- 0.5 years of the customized Citigroup
Investment Grade Credit Index (which combines the former Domestic Corporate Index and

Yankee Index), and includes industrial, utility, financial, asset-backed and credit-enhanced

The Program is implemented through the use of external Managers. Managers are selected in
compliance with a competitive RFP process designed to identify firms with demonstrated ability
to implement defined mandates. Managers operate subject to a set of detailed investment
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guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate that outlines the Managers’ individual investment philosophies and approaches,
representative portfolio characteristics, permissible and restricted securities, benchmarks and
performance objectives. Subject to constraints contained in guidelines issued by the Comptroller
pursuant to Board mandates, value may be added through:

¢ Duration management, within stated constraints

o Sub-sector weights (within specified ranges of the benchmark weights)

e Security selection, including certain securities/issuers not specifically included in the
benchmark

Managers are monitored through the Watch List process.

Asset Class Objectives:

o Trustees review Manager and portfolio performance quarterly. The total Core +5
Program is expected to outperform the custom index over a full market cycle, as
indicated below. Individual Manager performance expectations vary, as each employs a
distinct approach that may be categorized as index-like, enhanced index or active.

Each Manager will be evaluated quarterly, annually and over a full market cycle (typically 3-5
years).

Market Sector Allocations
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Liquidity and Cash Management:
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As a fixed income alternative, cash equivalents (or “short-term fixed income”) are integral to
managing risk in fixed income portfolios through portfolio duration. Fixed Income Managers,
unlike the Equity Managers, are given wider latitude to use cash equivalents. Government
Sector Managers have no explicit limits on cash; however the relatively long duration
requirements for this sector indirectly limit the Managers’ use of cash equivalents. Corporate
and Yankee Sector Managers are allowed to invest up to 10% in cash. MBS Sector Managers
are also allowed to invest up to 10% in cash; however, they may hold significantly more cash to
back a widely used MBS instrument (“TBA”). These large cash balances, nonetheless, are not
considered an immediate source of liquidity. As necessary, BAM may direct Managers to sell
securities to fund benefit payments and certain other eligible System expenses, or as otherwise
appropriate for rebalancing purposes.

6. Fixed Income: Enhanced Yield Program (Includes -

Leveraged Loans Sub-Sector) '®

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. While most securities are registered in the U.S., the NYC Fixed Income Programs allow
for use of 144 A securities, Global bonds, and Eurodollar bonds. In the Enhanced Yield Program
(traditionally referred to as “high yield,” or “non-investment grade”), most securities are
denominated in $U.S, while a small allocation is permitted for $Canada-denominated issues.
Additionally, deferred-interest securities that do not pay interest on a current basis (such as zero-
coupon bonds) are permitted. The high yield sector has equity-like features, including
convertible securities, preferred stocks, and warrants. Common stock may appear in traditional
high yield portfolios as a result of debt restructuring. The characteristics of the high yield sector
may be viewed as a cross between tradltlonal bonds and stocks. The objectlve of the Enhanced
Yield Program is total return- 0 Reon
with- and has a current policy weight of 46%

Within the overall Enhanced Yield program, the Leveraged Loans program (also known as

“Bank Loans”) has been established as a sub-sector and is designed to invest up to one-third of
total Enhanced Yield as described in the Asset Allocation section.

Philosophy and Strategy

The Enhanced Yield Program employs a variety of external Managers with active management
approaches. The Program benchmark and the benchmark for most of NYFDPF Managers is the
Citigroup (formerly Salomon Smith Barney) BB & B Index. It is a subset of the widely-used

"8 In June 2012, the Board voted to adopt a sub-allocation to Leveraged Loans and adopted appropriate

IPS language for the new Program.
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Citigroup High Yield Index and excludes securities with ratings of only CCC or lower. The
index includes only securities of U.S. and Canadian corporations. As appropriate, an individual
Manager’s benchmark may be different from the Program benchmark, depending on the
Manager’s investment approach.

Managers are selected in compliance with a competitive RFP process designed to identify firms
with demonstrated ability to implement defined mandates. Managers operate subject to a set of
detailed investment guidelines developed by the Comptroller’s Bureau of Asset Management
pursuant to the Board’s mandate that outlines the Managers’ individual investment philosophies
and approaches, representative portfolio characteristics, permissible and restricted securities,
benchmarks and performance objectives.

Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

o Industry / sector allocation
¢ Quality sector allocation

e Security selection, including certain securities/issuers not specifically included in the
benchmark, such as convertibles and investment-grade

e However; direct purchase of defaulted securities and securities of bankrupt companies
is explicitly prohibited.

e Cash equivalents may be used on a limited basis

e Duration decisions are not expected to be a notable contributor to performance

<

Managers are to be evaluated through a formal annual account review process conducted by the
Bureau of Asset Management staff. Managers exhibiting under-performance, personnel turnover
and/or other issues may be monitored more closely through the “Watch List” process.

Asset Class Objectives:

Trustees review portfolio performance quarterly. The total Program is expected to outperform
the Citigroup BB& B Index over a full market cycle. Individual Manager performance
expectations vary, as each employs a distinct approach. The expected active return is at least 125
basis points (bp). Each Manager will be evaluated quarterly, annually and over a full market
cycle (typically 3-5 years).

Liquidity and Cash Management:
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The Enhanced Yield Program is not a source of liquidity for the Fund, although, benefits may be
paid out of the portfolio as required. Typically, cash equivalents are integral to managing the
interest rate risk in fixed income portfolios. However, for high yield, interest rate risk is less of a
consideration than for investment-grade bond portfolios like those in NYFDPF main Core + 5
Program. Nevertheless, as the high yield asset class is heavily dependent on new security
issuance and may be characterized by extended periods of relative illiquidity (as compared to the
U.S. equity market), the Enhanced Yield Managers have been given more latitude to hold cash —
the maximum is 8%. As necessary, BAM may direct Managers to sell securities to fund benefit
payments and certain other eligible System expenses, or as otherwise appropriate for rebalancing
purposes.

7. Fixed Income: Leveraged Loans'®

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. While most securities are registered in the U.S., the NYC Fixed Income Programs allow
for use of 144 A securities, Global bonds, Eurodollar bonds and Leveraged Loans. In the
Leveraged Loans Program (also referred to as “Bank Loans”), most securities are denominated in
$US. Common stock may appear in traditional Leveraged Loans portfolios as a result of debt
restructuring. The characteristics of the Leveraged Loans sector may be viewed as a cross
between Core +5 and High Yield and securities are typically non-investment grade and senior
debt obligations in an entity’s capital structure. Typically, Leveraged Loans are floating rate debt
obligations. The objective of the Leveraged Loans Program is total return.

Philosophy and Strategy

The Leveraged Loans Program employs a variety of external Managers with active management
approaches. The Program benchmark is the Credit Suisse Leveraged Loans Index, which
includes mostly BB, B, CCC and non-rated securities. The index includes only securities
denominated in US dollars. As appropriate, an individual Manager’s benchmark may be different
from the Program benchmark, depending on the Manager’s investment approach which could
include securities denominated in currencies other than the US dollar.

Managers are selected in compliance with a competitive RFP or search process designed to
identify firms with demonstrated ability to implement defined mandates. Managers operate
subject to a set of detailed investment guidelines developed by the Comptroller’s Bureau of

Asset Management pursuant to the Board’s mandate that outlines the Managers’ individual
investment philosophies and approaches, representative portfolio characteristics, permissible and

restricted securities, benchmarks and performance objectives.

' In July 2012, the Board voted to adopt a sub-allocation to Leveraged Loans and adopted appropriate

IPS language for the new Program.
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Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

e Industry / sector allocation
Quality sector allocation

o Security selection, including certain securities/issuers not specifically included in the
benchmark

e Direct purchase of defaulted securities and securities of bankrupt companies is generally
prohibited

e (Cash equivalents may be used

e Duration decisions are not expected to be a notable contributor to performance

Managers are monitored through the Watch List process.

Asset Class Objectives

At a minimum, Trustees review portfolio performance quarterly. The total Program is expected
to outperform the Credit Suisse Leveraged Loan Index over a full market cycle by a minimum

100 basis points (gross). Individual Manager performance expectations vary, as each employs a
distinct approach. Each Manager will be evaluated quarterly, annually and over a full market
cycle (typically 3-5 years).

Liquidity and Cash Management

The Leveraged Loans Program is generally not a source of liquidity for the Fund, although,
benefits may be paid out of the portfolio as required. Typically, cash equivalents are integral to
managing the interest rate risk in fixed income portfolios. However, for Leveraged Loans,
interest rate risk is less of a consideration than for investment-grade bond portfolios like those in
NYCRS’ main Core + 5 Program due to the floating rate nature of most of the securities.
Nevertheless, as the Leveraged Loans asset class is heavily dependent on new security issuance
and may be characterized by extended periods of relative illiquidity (as compared to the U.S.
equity market), the Leveraged Loans Managers have been given more latitude to hold cash. As
necessary, BAM may direct Managers to sell securities to fund benefit payments and certain
other eligible System expenses, or as otherwise appropriate for rebalancing purposes.

78. Fixed Income: U.S. TIPS Program

Definition and Purpose

Fixed income is defined as bonds and other debt securities, most paying interest on a current
basis. In the U.S. TIPS Program, U.S. Treasury Inflation-Protected Securities will be the
predominant holding, and most other securities will also be denominated in $U.S. Limited use of
inflation linked bonds (ILBs) of fore1gn developed-market sovereigns will be perrmtted The
| U.S. TIPS Program’—i
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smalest——Its primary purpose is to hedge inflation (as measured by the CPI - U) and,
secondarily, to provide diversification.

Philosophy and Strategy

The U.S. TIPS Program will be managed using a combination of index and active management
approaches. The policy mix is 25% passive/75% active. The Program and individual Managers’
benchmark is the Lehman—Barclays Canita120 U.S. HPS—Inflation-Linked Index, which is
comprised of all outstanding TIPS of the U.S. Treasury.

The Program will be implemented through the use of external Managers. Managers are selected
in compliance with a competitive RFP process designed to identify firms with demonstrated
ability to implement defined mandates. Managers operate subject to a set of detailed investment
guidelines developed by the Comptroller’s Bureau of Asset Management pursuant to the Board’s
mandate that outlines the Managers’ individual investment philosophies and approaches,
representative portfolio characteristics, permissible and restricted securities, benchmarks and
performance objectives. The portfolio of the passive (or index) Manager will mirror the
benchmark index with minimal tracking error; value may be added through trading strategies.
Subject to constraints contained in guidelines issued by the Comptroller, which may change over
time, the active Managers may add value through:

e Duration and yield curve management

e Individual U.S. TIPS weightings that vary from the benchmark

e Use of nominal U.S. Treasury and inflation-indexed U.S. Agency securities

e Use of inflation linked bonds (ILBs) of foreign developed-market sovereigns,
however the position must be hedged back to $U.S. Foreign inflation linked

corporate and agency bonds are not permitted.

»—Cash equivalents may be used on a limited basis

Y -

Managers will be monitored through the Watch List process.

Asset Class Objectives

Trustees review portfolio performance quarterly. The total U.S. TIPS Program is expected to
exceed the inflation rate and to outperform the Lehman BrothersBarclays Capital U.S. HRS
Inflation-Linked Index over a full market cycle, as indicated below. Individual Manager
performance expectations vary, as each employs a distinct approach that may be categorized as
index or active. Each Manager will be evaluated quarterly, annually and over a full market cycle

2 Barclays Capital has taken over the Lehman Indices, after Lenman Brothers went out of business.
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(typically 3-5 years).

Market Sector Allocations
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out of the portfolio as required. As a fixed income alternative, cash equivalents are integral to
managing risk in fixed income portfolios through portfolio duration. Active Fixed Income
Managers, unlike Equity Managers, are given wider latitude to use cash equivalents. The U.S.
TIPS Index Manager will be permitted to hold up to 2% cash and the active Managers, up to
20%.

9. Fixed Income: Convertible Bonds?' -

Definition and Purpose

A convertible bond has the characteristics of two types of securities: a bond and an equity option.
Convertible bonds are issued by publicly held companies and come in a variety of forms. At the
simplest level, they combine a corporate bond paying a fixed interest rate with an equity warrant
(a long term equity call option) on the issuer’s common stock. The bonds are senior to equity in a
company’s capital structure. The allocation of the Fund to this sub-asset class is 1% of the value
of the total Fund.

Convertible bonds have higher expected returns and higher risk than conventional corporate
bonds. The link to equity volatility through the equity option adds an extra return driver that is
not available from a portfolio of stocks and bonds alone. The convertible bond market can be
relatively inefficient and therefore provides opportunities for total return oriented investors such
as the Fund. The primary purpose of the program is to provide a higher total return than the

corporate bond market with less volatility than the equity market, in addition to providing
diversification.

Philosophy and Strategy

The Convertible Bond Program employs a variety of external Managers with active management

%' The Board adopted a 1% allocation to Convertible Bonds in January 2008.

49

o U A U L ) J

Formatted:
Line spacing:

Space Before: 0 pt, After: 0 pt,
single




approaches. The Program benchmark is the Bank of America Merrill Lynch All U.S.
Convertibles ex-Mandatory Index. As appropriate, an individual Manager’s benchmark may be

different from the Program benchmark, depending on the Manager’s investment approach.

Subject to guideline limitations (which may vary modestly by Manager due to stylistic
differences), value may be added through:

e Industry / sector allocation

e Quality sector allocation

e Security selection, including certain securities/issuers not specifically included in the
benchmark

Cash equivalents may be used on a limited basis. Duration decisions are not expected to be a
notable contributor to performance.

Asset Class Objectives:

Trustees review portfolio performance at least quarterly. The total Program is expected to
outperform the Bank of America Merrill Lynch All U.S. Convertibles ex-Mandatory Index over
a full market cycle. Individual Manager performance expectations vary, as each employs a
distinct approach. Each Manager will be evaluated quarterly, annually and over a full Manager

Market Cycle.

Liquidity and Cash Management:

The Convertible Bond Program is not typically a source of liquidity for the Fund, although,
benefits may be paid out of the portfolio as required. Typically, cash equivalents are integral to
managing the interest rate risk in fixed income portfolios. However, for convertibles, interest
rate risk is less of a consideration than for investment-grade bond portfolios like those in the
Fund’s main Core + 5 Program. Nevertheless, as the asset class is heavily dependent on new
security issuance and may be characterized by extended periods of relative illiquidity (as
compared to the U.S. equity market), the Convertible Bond Managers have been given more
latitude to hold cash — the maximum is generally 5%.

108. Alternative Investment Policies - Policy Listing and ‘
Approved Dates

PRIVATE EQUITY INVESTMENTS POLICY; ADOPTED OCTOBER 17, 2012. SEE
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REAL ASSETS EQUITY INVESTMENTS POLICY; ADOPTED DECEMBER 7, 2012. SEE
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ECONOMICALLY TARGETED INVESTMENTS POLICY; ADOPTED NOVEMBER 11, 2008. [Formatted: Font: 11 pt ]
SEE APPENDIX #5 FOR THE POLICY

HEDGE FUNDS INVESTMENTS POLICY; ADOPTED MARCH 30, 2011. SEE APPENDIX #6 [Formatted: Font: 11 pt ]
FOR THE POLICY

OPPORTUNISTIC FIXED INCOME INVESTMENTS POLICY; ADOPTED JUNE 22, 2011. SEE [Formatted: Font: 11 pt ]

APPENDIX #7 FOR THE POLICY
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11. Securities Litigation Protocol «

I. Overview

The recent revelations of corporate fraud and other misdeeds that have resulted in significant
losses to shareholders, and the ensuing litigation, have underscored the need for an internal set of
policies and procedures to guide the New York City Pension and Related Funds (‘the Funds’),
including the New York Fire Department Pension Fund (‘NYFDPF’), in identifying, evaluating
and ultimately managing securities litigation. The Funds are increasingly being presented with
potential cases by the class action bar and a set of established procedures will help facilitate the
Funds’ decision-making process and ensure that the Funds are pursuing active involvement in
cases when it is in their best interests to do so. Across the country, pension funds have started
clearly identifying their objectives in pursuing actions and are becoming more proactive in
identifying these claims themselves and reducing their reliance on the class action bar. They are
also looking at other ways to participate actively in securities class actions. In addition, many
pension funds are employing a two-tiered approach to their use of counsel; i.e., they are
expanding their counsel pool and are engaging counsel to help in the evaluation of claims.
Thereafter, they engage separate counsel to represent them in the litigation, if they decide to
proceed. This process provides additional resources and expertise in the evaluation process
while ensuring that the resulting recommendations are as unbiased as possible.

1. Objectives
NYFDPEFE’s objectives in choosing an active role in securities litigation
include the following:

a. Preservation of plan assets and collection of all amounts due to
NYFDPF;

55

227

[ Formatted: Indent: First line: 0"

)

[ Formatted: Indent: First line: 0"

J

Formatted: Space Before: 0 pt, After: 0 pt,
Line spacing: single

|




b. Maximizing the net recovery to the class; and
c. Effecting corporate governance reforms, when appropriate.

Out of the enormous volume of securities cases being filed, the Funds will consider those where
the amount of loss sustained by the Funds and attributable to some type of wrongdoing is of a
magnitude to justify the time, expense and effort involved in being lead plaintiff in a class action
or in filing an independent action either in state or federal court or in pursuing some other
litigation alternative. = The Law Department as the Funds’ legal representative and the
Comptroller’s Office as its investment advisor will work together in the best interests of the
Funds to recommend those cases best suited for the Funds’ active participation.

111 Identification of Potential Cases

The first step in this process is to identify those cases or claims that would warrant the Funds’
active involvement in securities litigation. Early identification of potential cases will allow the
Law Department and the Comptroller’s Office more time to analyze the case and recommend
strategies, and allow the Funds more time to respond to any such joint recommendations. To
meet this goal, the Funds will engage outside data consultants. Consultants can better monitor
new case filings, follow the financial news as well as the activities of government agencies such
as the SEC. Consultants will also interface directly with the custodial banks for the five Funds as
well as the custodian for the TRS Variable Annuity Funds in order to compute loss estimates.
The consultant should be able to provide the Law Department and the Comptroller’s Office with
loss estimates for each Fund as well as the TRS Variable Funds within days of a federal
securities class action being filed, early enough in the 60-day statutory time period for filing a
lead plaintiff motion to allow for careful analysis of potential cases by the Law Department and
the Comptroller’s Office and a thoughtful consideration of any joint recommendations from the
Law Department and the Comptroller’s Office by NYFDPF and the other Funds.

V. Review and Analysis of Potential Cases

A two-tiered approach, involving Evaluation Counsel and Litigation Counsel, will be used to
expedite the review and analysis of potential cases. After a reasonable time period, this approach
will be evaluated and, if necessary, modified.

A. Evaluation Team

The Funds’ current pool of five securities litigation law firms will be expanded pursuant to a
competitive solicitation for outside counsel. The enlarged pool will permit two or more pool
members to serve as an evaluation team on a rotating basis (‘Evaluation Team ). Evaluation
Team members wil—not—be—eligible—to—serveare not precluded from serving® as Litigation
Counsel on any matter they have evaluated-thusremeovingthe financial incentives-that-might bias
a lirm’s recommendation to pursue litigation.

2 n April 2013, the Board adopted a resolution to omit the requirement that evaluation counsel is not

eligible to serve as litigation counsel in the same matter.
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Utilizing a consultant’s services as described in Section III of this Protocol, the Comptroller’s
Office will forward to the Law Department information on any case filed that satisfies the
minimum loss requirement, a monetary threshold to be established by consent by the Funds. The
Evaluation Team, in conjunction with the Law Department and the Comptroller’s Office, will
review cases given to them by the Law Department and evaluate potential securities litigation
claims, advising the Law Department on ways to best protect the interests of the Funds. The
Evaluation Team will also perform additional due diligence on claims (i.e., contact counsel for
both sides; review complaints, SEC filings and company disclosures; examine contents of
relevant internal files, interview investment staff, and contact other investors as appropriate).

Each Evaluation Team law firm for a particular case will provide the Law Department with a
written evaluation of that case including an opinion as to what, if any, action would be in the best
interests of the Funds and why. The memorandum will evaluate options available to protect the
Funds’ interests. Options may include doing nothing, filing for lead plaintiff status or actively
participating in ways other than becoming lead plaintiff.

These other types of active participation include attempting to get a claimant with larger losses to
become lead plaintiff; monitoring the case from the sidelines; writing a letter to the court and/or
lead counsel to bring up issues being ignored; filing a motion to support or oppose a particular
lead plaintiff or lead counsel candidate; filing a notice of appearance and more actively
monitoring the case; attempting to negotiate an agreement with prospective lead counsel that will
require them to keep the Funds informed of case developments, provide the Funds with access to
discovery upon request and allow the Funds to participate in settlement negotiations or be
consulted on a settlement; waiting until settlement and reviewing the settlement carefully with
the option to object to a poor settlement or excessive fees; opting out of the class to file a
separate action; or bringing a derivative action. The memorandum should also discuss the most
advantageous means of bringing a suit; i.e., individual federal action or federal class action; state
law individual action; or derivative action.

B. Joint Recommendation to the Funds from the Law Department and the Comptroller’s Office.

The Law Department will consult with each Evaluation Team member and will fully analyze all
relevant legal issues. The Law Department, in conjunction with the Comptroller’s Office, might
consider, among other things, the following in issuing a recommendation to the Trustees:

a. What was the alleged wrongdoing? What are the legal
claims?

b. What is the degree to which the Funds are offended by the
wrongdoing?

[ What is the amount of NYFDPF’s loss and the Funds’
losses collectively?

d. What are the defenses? What are the merits of the case?
Are the Funds likely to prevail?
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e. Are the losses collectible? What is the defendant’s
financial condition? Are insurance carriers involved? How many
defendants will there be?

f. Will there be other consequences if the Funds win or lose?
For instance, will success bankrupt the company or adversely
affect other investments that the Funds have in the same company?

g. Are there others who are more appropriate to serve as lead
plaintiff? (In which case, the Funds may defer to them or seek to
join them as co-lead plaintiff.)

h. What economic and administrative costs will be involved?
(Typically, all out-of-pocket costs should be advanced by
Litigation Counsel who accepts the case on a contingency basis.
However, some law firms prefer that out-of-pocket costs are
advanced by the client.)

i. Does NYFDPF have a separate claim which is not covered
by the class complaint or are there unusual facts that suggest a
benefit to independent non-class litigation?

J- Would failure in the litigation adversely affect NYFDPF?
For example, might the litigation result in the disclosure, subject to
a protective order, of material non-public information about the
company that could interfere with NYFDPF’s future anticipated
trading strategy? Are there other possible adverse consequences?

k. Do the Funds have time to interact with legal counsel and
make decisions as required?

L Should NYFDPF and the other Funds consider seeking to
serve as co-lead plaintiff with other parties?

m. Is the suit a nuisance suit? Should NYFDPF consider
supporting the company in a motion to dismiss?

n. Are there any potential conflicts with other members of the
class?
o. Is there a need for corporate governance changes? Are

there individual actors that need to be pursued to deter future
wrongdoing?

The Law Department, in conjunction with the Comptroller, will then make a written
recommendation to NYFDPF and the other Funds to pursue a particular case in which active
participation would be in the Funds’ best interest.
would be presented in person by representatives of both the Law Department and the
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Comptroller’s Office who would be available to answer questions the Trustees may have.
Because of the statutory deadlines involved in this type of litigation, a representative from each
Fund and the TRS Variable Annuity Funds will be appointed to attend one meeting where the
joint recommendation can be presented. This approach will only be used when time limitations
require it.

C. Litigation Counsel

Litigation Counsel will be selected after the Funds have made a decision to pursue an active role
in litigation. The panel of law firms available to be assigned cases will be expanded through a
competitive process. FEach firm selected must have a recognized expertise in the area of
securities litigation. Special attention will be paid to experience in class actions, especially under
the PSLRA, experience as counsel to other institutional investors (preferably other public
pension funds), a demonstrated understanding of the special responsibilities of a public fund
trustee and how public employees' retirement systems function as well as experience with
corporate governance reforms.

Litigation Counsel will be selected by the Law Department based on, among other things,
suitability for a particular matter (including, for example, their expertise in the jurisdiction in
which a case is being brought and expertise in the particular type of suit. For each case approved
by the Funds, the Law Department will invite pool members, Lyhe-did-netincluding those who
served as members of the Evaluation Team for that case, to submit written proposals for handling
the litigation. The proposal will focus on the litigation factors discussed in Section IV, B of this
Protocol and propose the most appropriate strategy for the conduct of the litigation. The
proposal will also include a fee schedule. Selection of counsel for any given case will be based
on an evaluation of the litigation strategy proposed, the suggested fee and the expertise and
resources of the firm. Thus increasing the size of the panel will also increase competition
regarding the fee to be charged against any recovery by the Funds, and, in PSLRA cases, the
recovery of other class members.

V. Interaction with the Funds

The Law Department will also issue a monthly report to the Funds, which will include significant
potential cases being evaluated as well as the status of pending securities litigation. The Funds
will make the final determinations on whether to proceed or not with a particular securities law
case. In the event that there is disagreement amongst the Funds with regard to a particular course
of action, the Funds may wish to consider acting independently. The advisability of such
independent action would have to be examined on a case by case basis.

NYFDPF counsel (“Fund Counsel”) shall serve as liaison between the Trustees and the Law
Department in order to keep the Trustees advised on securities litigation issues, provide written
opinions to the Trustees and convene voice votes and/or special meetings. Fund Counsel shall be
included in meetings with and on the distribution list for the Evaluation and Litigation Counsel

B n April 2013, the Board adopted a resolution to omit the requirement that evaluation counsel is not

eligible to serve as litigation counsel in the same matter.
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and shall review any joint recommendations from the Law Department and the Comptroller’s
Office after such recommendation is made to the Trustees to pursue a particular case as
described in Section IV, B of this protocol. The Fund Counsel shall also review the Law
Department’s monthly litigation report to the Trustees once it is issued.

12. Proxy Voting Policies and Procedures?

In fulfilling the Proxy Voting Policy of the Board, the following procedures shall be used.

Each year, the Proxy Committee, on behalf of the Board, reviews the Comptroller’s
recommendations for shareholder proposals and target companies, and decides which proposals
and companies will comprise NYFDPF annual shareholder proposal program. The committee
considers the Comptroller’s recommendations for voting proxy issues that are not covered by
NYFDPF proxy voting policies and procedures and, on behalf of the Board, promulgates voting
policies and procedures on such issues.

The Chair, or the Office of the Comptroller with notification of the Chair, shall call all
committee meetings. If time does not allow a meeting to be called, the Chair or the Office of the
Comptroller shall set up a conference call among the committee members and the Comptroller’s
staff. If a conference call is not feasible, the Chair or the Comptroller’s Office shall conduct a
telephone or an e-mail poll of committee members. If a Trustee is not available his/her vote shall
be recorded as an abstention.

In voting proxies, the Comptroller shall follow the following guidelines:

Vote Action — For Proposal
The Comptroller shall vote FOR a proposal if such proposal is consistent fully with the
provision(s) stipulated in the resolutions/policies promulgated by the NYFDPF Proxy
Committee.

Vote Action — Against Proposal
The Comptroller shall vote AGAINST a proposal if such proposal is inconsistent with, or
contrary to, the philosophy, intent and spirit of resolutions/policies promulgated by the
NYFDPF Proxy Committee.

Vote Action - Abstain

Absent enabling NYFDPF resolutions/policies and past history, or the availability of
adequate information, the Comptroller shall ABSTAIN. If time does not permit the

% New Proxy Voting Guidelines and additional methods for communicating with the Committee were
adopted in April 2012.
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Comptroller’s Office to present to the Proxy Committee, for its review and voting
decision, a proposal with voting-policy recommendation and adequate background
information, the Comptroller shall ABSTAIN.

Review of New Issues

Each spring, the Comptroller’s Office and the Proxy Committee shall meet to review new
proxy issues. The Proxy Committee may review and revise existing policies and
procedures.

Proposal not Covered by Existing Board Resolution — Time Permitting

If time permits, the Comptroller shall present to the Proxy Committee, for review,
deliberation and vote decision, proposals pertaining to issues which are not covered by
past practice or existing policies. To facilitate this process, the Comptroller’s Office shall
provide the Board the full text of such proposals, supporting and opposing statements,
and other available background information that would represent fairly the views of
proponents and opponents of issues.

Proposal not Covered by Existing Board Resolution — Time Limited

In the event that the distribution of proxy statements is delayed through corporate, postal,
or other setback, particularly as it relates to issues not covered by past practice or existing
policy, the Comptroller’s Office or the Chair shall conduct a telephone conference call of
the members of the Proxy Committee and the Comptroller’s Staff and obtain the votes of
the members on the proposal). If a conference call is not feasible, the Chair or the

| Comptroller’s Office shall conduct a telephone or an e-mail poll of committee members.
The Comptroller’s Office shall be guided by the consent of a simple majority. In the
event of a deadlock, the Comptroller’s Office shall ABSTAIN.

| Mergers and Acquisitions?

The Comptroller’s Office casts votes on mergers and acquisitions consistent with the< [Formatted: Indent: Left: 0.5"
Proxy Voting Guidelines adopted by the Trustees.

% New Proxy Voting Guidelines governing votes on mergers and acquisitions were adopted in April 2012.
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Reports to the Trustees

The Comptroller’s Office shall submit annual summalry26 reports to the Proxy Committee
on the results of the NYFDPF shareholder proposal programs, and on votes cast by the
Comptroller’s Office against management director nominees.

% Summary reports were accepted by the Committee since the Fall 2011 reporting.
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OFFICE OF THE COMPTROLLER
BUREAU OF ASSET MANAGEMENT
1 CENTRE STREET
NEW YORK, N.Y. 10007-2341

JOHN C. LIU
COMPTROLLER

New York City Retirement Systems: Ethics and Compliance Policy

I. Purpose of the Policy

The New York City Retirement Systems (the “Systems”), in furtherance of the management and
investment of the assets of the Systems, have determined to establish a comprehensive written
Ethics and Compliance Policy (the “Policy”) for investment consultants (the “Consultants”) and
for investment managers (the “Managers”) that do or seek to do business with the Systems. The
Boards of Trustees of the Systems (the “Boards”) have requested that the Bureau of Asset
Management (“BAM”) of the New York City Office of the Comptroller implement the Policy on
behalf of the Systems.

The purposes of the Policy are:

- to identify and ensure disclosure of any potential risk, conflicts of interest and/or other
ethical issues both before and after entering into contracts or transactions with the
Consultants’ and the Managers’ firms;

- to ensure that proper internal compliance controls are in effect at the Consultants’ and
Managers’ firms, so as to reduce the risk to the Systems;

- to provide a protocol for ensuring that Consultants and Managers are in compliance
with the federal securities laws and the rules of the U.S. Securities and Exchange
Commission (“S.E.C.”), and other applicable law;

- to obtain timely disclosure from the Consultants and the Managers as to actual or
alleged non-compliance with the Consultants’ and the Managers’ internal controls or
with applicable law; and

- to assist BAM and the Systems in identifying and responding to non-compliance on
the part of any Consultant and/or Manager.

BAM will not recommend continuation of or selection of any Consultant or Manager which does
not meet the standards of compliance with this Policy. In addition, a Consultant or Manager
which discloses a conflict of interest or other violation of this Policy to BAM must refrain from
giving advice or making decisions about any matters affected by the conflict of interest or other
violation of this Policy, until and unless authorized by the Board.
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II. Annual Certification Obligation of Consultants and Managers

Annually, on or before June 15" of each year, Consultants and Managers shall submit an Annual
Certification and Compliance Statement (the “Annual Statement”) to BAM, which Annual
Statement shall, in addition to providing an update on conflicts of interest, include a certification
in the form attached hereto, in which the Consultant or Manager makes the following
representations: 1) that the Consultant or Manager is a fiduciary of the Systems; 2) that the
Consultant or Manager has received and read this Policy; 3) that the Consultant or Manager is in
full compliance with the Policy, except as disclosed in the Annual Statement; 4) that the
Consultant or Manager is in full compliance with any other applicable policies and procedures of
the Systems that apply to such Consultant or Manager, except as disclosed therein; and 5) that the
Consultant or Manager is in full compliance with all applicable laws and regulations.

In addition to the above certification, Consultants and Managers, in their Annual Statements,
must disclose all information specified in sub-sections A and B below. Although the firm’s
Form ADV or other S.E.C. filings may be provided as a supplement; the firm must make full and
complete disclosure in the body of the Annual Statement itself.

A. Conflicts

A conflict of interest exists for a Consultant or Manager whenever the Consultant or Manager has
a direct or indirect pecuniary interest or a relationship (without regard to whether the relationship
is direct, indirect, personal, private, commercial, or business) with a third party, and the interest
or relationship could diminish the Consultant’s or the Manager’s independence of judgment in
the performance of the Consultant’s or the Manager’s responsibilities to the Systems.

Consultants and Managers must promptly disclose conflicts of interest in writing to BAM, which
shall promptly disclose such conflicts to the Systems for review.

1. Relational Conflicts, Generally

a) Each Manager/Consultant is required to include a written statement to BAM specifying its
affiliates and the lines of relationship between itself and said affiliates, their lines of business,
and whether affiliates have any role in the investment process related to the Systems.

b) Each Manager/Consultant must also disclose to the Systems at least annually any actual or
potential conflicts of interests between the Manager/Consultant (including its affiliates) and the
Systems, such as with respect to: 1) investment of the Systems’ assets in investment vehicles
marketed or managed by the Manager/Consultant or affiliates; i1) allocation of investment
opportunities as between the Systems and either the Manager/Consultant, affiliates or other
clients; or ii1) use, on behalf of the Systems, of services provided by affiliates, such as brokerage
or auditing services. Managers/Consultants must also immediately notify BAM of any additional
such conflicts that have arisen since the last Annual Statement.

¢) Managers/Consultants must also report to the Systems the procedures in place to prevent
such conflicts and/or mitigate their effects should they occur; and to the Manager’s/Consultant’s
policy in relation to the allocation of investment opportunities among its affiliates, between itself
and outside clients, and also among outside clients.

3 Office of the Comptroller of the City of New York Page 2
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2. Compensation Conflicts

a) Managers/Consultants must disclose to the Systems all matters, including beneficial
ownership of securities or other investments that reasonably could be expected to interfere with
their duty to the Systems or with their ability to make unbiased and objective decisions in the
investment of the Systems’ assets. Managers/Consultants must also promptly notify the Systems
of any additional such matters that have arisen since the last Annual Statement.

b) Managers/Consultants must also disclose to the Systems:

1) all monetary compensation or other benefits that are in addition to compensation or
benefits conferred by the Systems, and that they, their affiliates or their personnel have
received or may receive for any services performed or to be performed that relate in any
way to assets of the Systems, including services for “portfolio companies” of the Systems
(those companies whose securities the Manager holds on behalf of the Systems, other
than in an index fund);

i1) any referral fees or other consideration or benefit received by the Manager/Consultant
or delivered to others for the recommendation of any services to the Systems; and

ii1) the full details of any services for portfolio companies of the Systems that the
Manager/Consultant has undertaken, performed, or agreed to perform.

c) Managers/Consultants must also promptly notify the Systems of any additional such
compensation or benefits or earned, received or agreed, or services undertaken, performed, or
agreed to, to since the last Annual Statement.

3. Conflicts Relating to Systems’ Other Advisors

a) Managers must disclose whether any Consultant is an affiliate of the Manager. Consultants
must disclose whether any Manager is an affiliate of the Consultant. Affiliate for this purpose
includes a parent, subsidiary, debtor, creditor, entity under common ownership, entity in which
the Manager/Consultant has invested or which has an investment in the Manager/Consultant or
entity with which the Manager/Consultant has a strategic alliance. If yes, the Annual Statement
must include a detailed description of the nature of the affiliation.

b) Managers must further disclose whether in the past five years, the Manager or any affiliate of
the Manager has paid any compensation to any Consultant, or entered into any agreement with
any Consultant, under which the Manager or any affiliate of the Manager may pay compensation
in the future. Compensation for this purpose means any payment, product or service, and
includes, but is not limited to, conference registration fees, research or consulting fees, and
brokerage commissions, paid either directly or through soft-dollar arrangements. If so, the
Annual Statement must, with respect to each and every such Consultant, describe in detail:

(1) the full name of the Consultant;

(i1) the amount(s) of the compensation;
(111) the year(s) in which it was paid;

(iv) the purpose of the compensation; and

(v) the terms of the agreement.

3 Office of the Comptroller of the City of New York Page 3
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c) Consultants must further disclose whether in the past five years, the Consultant, or any
affiliate of the Consultant, has paid to or received from any Manager any compensation, or has
entered into any agreement with any Manager, under which the Consultant or any affiliate of the
Consultant may pay or receive compensation in the future. Compensation for this purpose means
any payment, product or service, and includes, but is not limited to, conference registration fees,
research or consulting fees, and brokerage commissions, paid either directly or through soft-
dollar arrangements. If so, the Annual Statement must, with respect to each and every such
Manager, describe in detail:

(i) the full name of the Manager;

(i) the amount(s) of the compensation;
(ii1) the year(s) in which it was paid;

(iv) the purpose of the compensation; and

(v) the terms of the agreement.

d) Consultants must further disclose:
(i) whether they have any arrangements with broker-dealers under which they or an
affiliate will benefit if any Managers place trades for the Systems with such broker-
dealers, and if so, must disclose the full details of those arrangements; and

(i) what percentage of their public pension plan or ERISA clients utilize investment
managers, investment funds, brokerage services or other service providers from
whom the Consultant or any affiliate receives fees.

e) Managers that have “soft dollar” arrangements with broker-dealers must further disclose
whether, in connection those arrangements, they have received any of the following three
categories of compensation from any broker-dealer in the past twelve months, and if so, must
disclose in detail what they received in those three categories, and from whom

(1) physical or tangible items, such as computer hardware and accessories, phone
lines or office equipment;

(i1) payment of travel expenses or meals or entertainment associated with attending
seminars; or

(i11) software or consultant services that relate primarily to a Manager’s internal
management or internal operations.

B. Compliance with Law

Managers and Consultants, as applicable, shall further certify compliance with, and provide any
disclosures required by, the following:

1. Managers/Consultants Must Have a Code of Ethics.

Every Manager/Consultant must have a Code of Ethics that satisfies the requirements of Rule
204A-1 under the Investment Advisers Act, regardless of whether the Manager/Consultant is
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required to register under that Act.

2. Managers/Consultants Must Have Third-Party Review of Controls.

a) Each Manager/Consultant must certify that it has a periodic review of its Compliance Manual
and compliance controls by an independent third-party at least once every three years. Internal
review by the General Counsel, Chief Compliance Officer, or similar official of the firm or any
of its affiliates does not qualify as an independent review. If the Manager/Consultant has not yet
completed an independent third-party review, the first review must be completed no later than
June 2008. However, Managers/Consultants first entering into contract(s) with the Systems after
June 2005 must complete their first such review no later than 3 years from the date of the initial
contract with the Systems. Should any third-party review identify any deficiencies in the
compliance controls or Compliance Manual, the firm must provide to BAM a copy of the third-
party’s report and an explanation of any remedial actions taken or planned.

b) In addition to the third-party review of the Compliance Manual and compliance controls, the
Systems encourage Managers managing assets aggregating over $3 billion for all clients to have
conducted at least a Level I SAS 70 review, or the equivalent of a SAS 70 in the country of
incorporation or formation. The third party review of the Compliance Manual and compliance
controls may be conducted as an explicit add-on to a SAS 70 review.

3. Managers/Consultants Must Monitor Personal Trading.

Each Manager/Consultant must certify that it has a written personal trading policy with an
established method for monitoring same. For Managers/Consultants managing, or advising as to,
assets aggregating over $3 billion for all clients, the Systems encourage the use of an automated
system, such as STAR Compliance. The Manager/Consultant must report in detail any personal
trading violations within the last 12 months and report the Manager/Consultant’s response to it.
It is acceptable if the disclosure of these violations is grouped according to categories of
violations and of employees in some reasonable manner.

4. Managers Must Have a Policy on Mutual Funds Trading.

The Manager must certify that it has a written policy on disclosure of market timing and late
trading of mutual funds, where applicable, which should comply with the requirements of the
SEC RIN 3235-A199. The Manager should notify BAM, 1) annually; and ii) promptly upon
occurrence, of any violations and/or any investigations by any government agency or any
securities exchange involving or against the Manager or any of its personnel within the last three
years with respect to such trading.

5. Managers Must Report Violations Relating to Restricted Securities.

Managers are required to include a report to BAM on any inquiry or other action by any
governmental agency relating to the improper sale within the last three years by the Manager to
any person of any restricted securities (such as those covered by Rule 144a).

6. Managers/Consultants Must Provide Updates on Government Investigations and
Enforcement Actions.

a) Managers and Consultants must, unless prohibited by law, regularly and promptly notify

Office of the Comptroller of the City of New York Page 5
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BAM in detail with respect to the commencement of, status of, or significant developments in,
any government investigation of the Manager or Consultant or its employees in connection with
any potential violations of applicable laws, or any enforcement action in connection therewith.

b) Managers and Consultants must promptly provide such updates, and must promptly provide
all disclosure called for by this Policy, regardless of whether the Manager or Consultant is
required to file an S.E.C. Form 8K or is yet due to file a Form ADV.

III. Non-Compliance with this Policy - Reporting Requirements

BAM Will Report Non-Compliance to the Boards

To the extent BAM receives or obtains information indicating that a Consultant or Manager is
substantially out of compliance with the Policy and/or substantially in violation of applicable
law, BAM will report such information to the Board for whatever action the Board deems
appropriate, which may include termination of the Consultant or Manager.

IV. Dissemination of Policy to Consultants and Managers

A. Current Consultants and Managers

Upon amendment of this Policy by the Boards, BAM shall immediately forward copies of the
amended Policy to all current Consultants and Managers.

B. Prospective and New Consultants and Managers

1. Consultants and Managers seeking to do business with the Systems will be required to certify

compliance with the Policy, and provide the disclosures required by the Policy, at the time they
submit their response to a Request for Proposals (“RFP”) or, in the event that there is no RFP
process, during the selection process.

2. If awarded a contract with the Systems, including any assignment of an existing contract, all
new Consultants and Managers will be required to file with BAM, prior to signing the contract,
their first Annual Certification and Compliance Statement, as described above (the “Initial
Statement”). If the date of a new Manager/Consultant’s submitting its Initial Statement is after
January 1 of a given year; then on June 15 of that year, the Manager/Consultant need only file a
statement disclosing any updates to the information contained in its Initial Statement.

Adopted: Effective May 2005

Amended: Effective March 2006

” Bureau of Asset Management
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CERTIFICATION: ETHICS AND COMPLIANCE POLICY

I, [name of individual:] , in connection with the Ethics and

Compliance Policy (the “Policy”) of the New York City Retirement Systems (the “Systems”),
hereby certify:

1. That I am the duly authorized representative of [name of firm:]

(the “Undersigned”), and that I have been

duly authorized to execute this Certification on behalf of the Undersigned;

2. That the Undersigned acts as an investment advisor/consultant for (check as appropriate):
NYCERS
TRS

Police
Fire
BERS

and advises on the following asset classes:

3. That the Undersigned is a fiduciary to the System(s) and in investing or in consulting with
respect to a System’s assets, shall exercise at all times the diligence and standard of care which is
the highest to which any of the following is subject: (i) a professional fiduciary; (i) a trustee of
an express trust under the laws of the State of New York; (iii) a fiduciary under Section 404 of
ERISA or (iv) an investment manager and analyst in the industry

4.  That the Undersigned:
a) has received copies of and read the Policy;

b) is currently in full compliance with all terms and conditions of the Policy, unless
otherwise disclosed in the Annual Certification and Compliance Statement;

c) has attached to this Certification all written disclosures that are required in the
Annual Certification and Compliance Statement;

d) for as long as it does business with any of the Systems, will continue to comply
with the Policy, and will make all subsequent disclosures required by the Policy in
a timely manner; and

3 Office of the Comptroller of the City of New York Page 7
Bureau of Asset Management

241



242

e) has completed the required third party review in accordance with sub-section
II(B)(2) of the Policy on [enter date | . (In the event such
review has not been completed, enter the anticipated review completion date.)

Dated:

Firm name:

By:
(please sign above this line)

Name of individual: , Authorized Representative
Title:
Office of the Comptroller of the City of New York Page 8
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NEW YORK CITY FIRE DEPARTMENT PENSION FUND,
SUBCHAPTER 2

PRIVATE EQUITY INVESTMENT POLICY
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NEW YORK CITY FIRE DEPARTMENT PENSION FUND, SUBCHAPTER 2
PRIVATE EQUITY INVESTMENT POLICY

V.

SCOPE

The Private Equity Program Investment Policy Statement (the “IPS”) applies to the Private
Equity Program assets w ithin the New York Ci ty Fire Department P ension F und,
Subchapter 2 (“Fire”, the “Fund”, or the “System”).

PURPOSE

The IPS provides the broad strategic framework for managing the Systems’ Private Equity
assets. The design of the IPS ensures that Man agers, Advisors, Consultants and ot her
participants selected by the System adhere to the investment principles and guidelines of
the Fund. Additionally, the use of the IPS assures sufficient flexibility in managing
investment risks and returns associated with the Private Equity Program (the “Program”).
The purpose of the Program is to provide access to a portion of the global markets that are
not pu blicly-traded as well as t o ac cess s trategies w hich be nefit f rom | onger hol ding
periods. The Program targets superior risk adjusted returns to what is generally available
in public equity markets.

INVESTMENT PHILOSOPHY

The System’s Board of T rustees believes that Private E quity m arkets ar e inefficient and
illiquid an d s hould t herefore pr ovide s uperior returns for risk taken, and t hatthereis a
return premium for investors who are willing to take an opportunistic approach to this asset
class. The Board believes that risk can be managed through a combination of quantitative
and q ualitative ¢ onstraints; in cluding liquidity, vintage, manager, currency, industry,
leverage and market value (see Section 1X) and that a successful Private Equity program
has the f ollowing s trategy diversification: Buyout, Growth E quity, S pecial Situations,
Energy, Secondary and Co-Investment (see Section V).

STRATEGIC OBJECTIVE

The System has mandated investments in Private Equity Assets’ as part of its strategic
asset allocation to:

A. Increase the diversification of its assets.

B. Take advantage of the ability to accept illiquidity in exchange for an illiquidity
premium.

C. Make investments that have less correlation to public markets.

D. Invest with Managers who have demonstrated the ability to or have the potential to
outperform the 10-year average of the Russell 3000 Index (one quarter lag) plus a
300 basis point risk premium (net of fees and expenses) or Performance Objective
returns as compared to similar investments.

E. Reduce the volatility and increase the risk-adjusted returns of the overall portfolio of
the System.

! Private Equity Assets are non-traditional investments made with the objective of achieving returns that are greater than
those earned in the traditional public equity and debt m arkets. Alternative as set c lass c omponents may be br oadly
categorized as (1) non -marketable, illiquid as sets, and ( 2) marketable, |iquid s ecurities managed in a nont raditional
format. Special debt, private equity, (including venture capital) re al-estate-related investments, oil and gas, as well as
timber, are examples of non-marketable assets. Risk arbitrage, commodities and derivatives are examples of the more
liquid alternative asset types.
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The System also expects that commitments to and i nvestments in Private E quity Assets
will establish, maintain and continually improve the reputation of the System as an investor,
and t hat t he System will make bot h c ontinuous us e of and ¢ ontributionsto t he b est
practices of investors in Alternative Investments. The Fund will seek investments in which
the pr oposer dem onstrates ac ommitmentt o standards of good ¢ onduct, including
compliance with all Federal, State and local laws, including, but not limited to, labor, anti-
discrimination, environmental, and health and safety laws, and will reject investments that
would pose reputational risk to the Fund or bring public or regulatory scrutiny other than
that which is required by law or regulation to consummate an investment transaction. The
Fund will not entertain investments that have the potential of eliminating public-sector jobs.
The F und enc ourages t he s ubmission of pr oposals f orr eview f rom pr oposers t hat
demonstrate a strong commitment to diversity in their firms.

The F und s eeks t o em ploy E merging Managers1. E merging M anagers a re as set
managers the Board believes will add significant value to the Fund through implementation
of investment strategies consistent with the Board’s asset allocation and other policies, but
which, b ecause of size, | ength of track record, or other similar factors, hav e not be en
awarded contracts through the Board’s manager selection process”.

As part of Fire’s continued commitment to drive as set class best practices and s upport
long-term partnerships between Limited Partners and General Partners the Fund will strive
to adhere to the Institutional Limited Partner Association’s (“ILPA”) guiding principles
emphasizing alignment of interest, governance and transparency.

The operation of the Program is subject to the exclusive benefit rule and all other
applicable laws, including requirements of prudence.

ASSET ALLOCATION

Asset allocation is a critical driver for the long-term success of the private equity program.
Since it is not possible to rebalance quickly in private equity, pacing and manager selection
have he ightened i mportance as tools to influence allocation. Pursuanttoa 2011 as set
allocation s tudy per formed by the S ystem’s gener al c onsultant, New England P ension
Consultants (“NEPC”), the Board has adopted an allocation to Private Equity of 7.0% of the
market v alue of the total assets of the S ystem plus or minus 2.0%. Long-term asset
allocation targets have been developed with the assistance of the System’s Private Equity
Consultant, StepStone, and the strategies are denoted below:

Strategy

Buyout

Growth Equity

Special Situations/Turnaround
Energy

Secondary

Co-Invest

Other

' Emerging Managers are sponsors targeting capital raises up to $750 million and investing through funds | — lll.
Emerging Managers include Minority & Women-Owned Business Enterprise (“MWBE”)
2 per Fire’s Core IPS dated July 25, 2007
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VI. RESPONSIBILITIES AND DELEGATION

A.

Role of Board of Trustees

The B oard of T rustees ( the “Board”) is r esponsible f or r eviewing an d appr oving
Policies, including the IPS. In addition the Board shall:

o Review the Program at least annually and approve and adopt the Annual Private
Equity Plan.

e Approve t he r etention of s trategic ¢ onsultants, ad visors an d ot her ex ternal
resources, as needed.
e Oversee performance, risk and execution of the Program.

o Approve investment recommendations.
e Delegate investment approval authority as appropriate.

e Approve and/or ratify exceptions to the Annual Private Equity Plan as triggering
events may arise.

Role of Comptroller’s Office Staff
The duties of the Comptroller’s Office Staff (“Staff’) include, but are not limited to:

e Reviewing and recommending changes to the IPS, developing and implementing
periodic r eviews of t he Program, w hich s hall oc cur at | east a nnually, and
managing the operations of the Program.

e Working with the S ystem’s C onsultants t o dev elop and i mplement an A nnual
Private Equity Plan, identifying and evaluating private equity strategies,
investment managers and investments appropriate for the Program, and making
selection recommendations to the Board.

e As needed, i dentifying and e valuating s trategic c onsultants an d advisors a nd
other ex ternalr esourcesf ort heP rogram,and m aking s election
recommendations to the Board.

e Overseeing the System’s portfolio of Program investments, including
management of consultants and advisors and other external resources engaged
on the System’s behalf in connection with the Program with the objective that the
System obtains the maximum value from those relationships.

e Monitoring an d r eportingont he per formance metrics as pr ovided b y the
Managers with respect to the overall purpose and objectives of the Program; and
monitoring and reporting on the performance of the consultants at least annually.

e Recommend the sale of LP interests, in the secondary market, to o ptimize the
Program’s performance.

¢ In a discretionary capacity, work with the Consultant to implement the Emerging
Manager ¢ omponent oft he Program i ncludingt he s election of Man agers,
portfolio construction and as an Investment Committee member. The Investment
Committee includes the Consultant, Head of Private Equity, Executive Director of
Private E quity - Emerging Man agers an d t he C hief | nvestment O fficer. The
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Board will be apprised of the progress of this aspect of the Program periodically.

C. Role of Private Equity Consultant

Fire retains a private equity ¢ onsultant ( the “ PE C onsultant”) t o as sisti n the
implementation of i ts s trategic a llocation t o the private e quity assetclass. The
strategic allocation to the asset class is recommended to the Board by NEPC. The
PE Consultantis a fiduciary and advises Staff and Fire on all aspects of its private
equity investment program. The responsibilities of the PE Consultant(s) include, but
are not limited to:

e Providing strategic advice:

(0]

(0]

Providing advice to the Board and Staff with respect to the development and
operation of the P rogram, i ncluding advice on industry d evelopments and
portfolio construction.

Assisting the Board and Staff in developing the IPS and in periodic reviews of
the IPS and the Program.

Together with Staff, provide an annual and a longer-term Private Equity plan for
the Program.

(0]

Periodic assessments of industry best practices with regard to policies and
procedures.

Analysis of Fire’ existing private equity portfolio.
Periodic reports on the state of the private equity marketplace.

Attending meetings of the Board and providing e ducational seminars for the
Trustees.

Such other s trategic ad vice an d s ervices as Fire or Staff may r easonably
require.

¢ New investment identification and evaluation, including:

(0]

Assisting S taff ini dentifying, e valuating an d r ecommending i nvestment
opportunities and t erminations c onsistent with the | PS and be lievedtobe
appropriate for the Program, including conducting due diligence with respect
to new investments, as requested.

The m anager’s ability to comply with t he B oard’s investment po licies an d
restrictions.

e Periodic reports on current and anticipated investment opportunities.

e Assisting S taff with t he implementation, neg otiation and ex ecution of new
commitments and/or investments.

e Portfolio monitoring:
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0 Assisting Staff with the ongoing review of c ommitted i nvestments, i ncluding
reportst ot he B oard o ns ignificant m anager d evelopments, pr oposed
amendments to fund documentation and investment performance.

0 Update Board quarterly on any portfolio company opt-outs pertaining to the
Board’s investment policy.

0 Periodic and r eal-time r eports on de velopments a tand per formance of
individual partnerships in the Fire portfolio.

Role of Custodian Bank/Alternatives Administrator
The Custodian Bank and/or A Iternatives A dministrator shall be r esponsible f or

reviewing and certifying all Program cash flow a uthorizations (such as capital calls
and distributions).

VIl. PERFORMANCE OBJECTIVE

The performance of the Program shall be measured against the following benchmark:

A.

Opportunity Cost:

The expected long-term performance objective of the Private Equity program shall be
measured against the 10-year average of the Russell 3000 Index (one quarter lag)
plus a 300 basis point risk premium. The performance objective is net of fees and
expenses. Use of the Russell 3000 Index reflects the opportunity cost of investing in
Private Equity i nvestments v ersus pub licly t raded c ommon s tocks. The 10-year
average smoothes short-term volatility and is intended to cover at least one complete
market ¢ ycle, consistent with t he a nticipated average t erm o ft he par tnership
investments. The index shall be modified to reflect the Program’s actual cash flows.

Staff shall report regularly to the Board on performance of individual investments and of
the Program as a w hole in comparison to an ap propriate s ector based benchmark (e.g.
Thompson One, etc.).

VIII. INVESTMENT OPERATIONS

A.

General Approach

The Staff shall review and manage investments using a disciplined but opportunistic
management strategy. Guided by the Annual Private Equity Plan (see below), Staff
shall use a “top-down” approach to making assessments as to appropriate strategic
weightings within the portfolio. Staff then s hall s eek to identify the most attractive
investment opportunities available consistent with the Annual Private Equity Plan and
with the g oal to b e diversified prudently across s trategies, i ndustries, partnerships
and geography.

Annual Plan

Investments made under the Program shall be made in accordance with the Annual
Private Equity Plan (the “Annual Plan”). Staff along with the Consultant shall present
the Annual Plan to the Board, no later than 90 days after the previous calendar year
end, for the Board’s approval, which will provide guidance to the Staff and Consultant
in the management, operations and investments of the Program. The Annual Plan
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shall include an elaboration of a t arget strategic allocation within the Private Equity
asset class.

C. Pacing

The Annual Plan shall recommend commitment ranges to be m ade by the System
within each strategy as well as a total target commitment for the System (the “Pacing
Analysis”) in or der t o ac hieve b oth t he t arget s trategic a llocation an d t he overall
allocation to t he private e quity asset cl ass. The Pacing Analysis s hall t ake i nto
account the System’s overall allocation to and investments in the Private Equity asset
class, within each strategy, across industries and geography, and by vintage as well
as the market environment and s uch other considerations as are appropriate. The
Program s hall s trive to avoid inappropriate c oncentrations in s trategies, i ndustries,
geographic areas, funds, managers or vintage years.

D. Investment Guidelines
1. Investment Types

This IPS authorizes commitments to private e quity partnerships, fund of funds
partnerships and separate accounts investing in private equity partnerships.
These i nvestments may bei nan yt ype of s ecurity t hroughout the ¢ apital
structure. This IPS also allows for structures which may not conform precisely to
the previous | ist b ut whose i ntentisto c apture private e quity exposure a nd
returns while insulating the System from liability in excess of the amounts
invested.

2. Co-Investment and Direct Secondaries

Investment r ights m ay i nclude op portunities f or ad ditional ¢ apital par ticipation
through ¢ o-investment or ot her s ide-by-side direct i nvestment oppor tunities.
Secondary investments include the purchase of LP interests, co-investments or
other pooled investment vehicles.

3. Separate Managed Accounts

The P rogram may, from time totime, us e funds of funds or Managers with
discretionary mandates to accomplish investment strategies and activities.

E. Exceptions to the IPS
From time to time, the Program may require exceptions to this IPS. In the event that
an exception is required, the following procedures shall be followed:

1. Non-Urgent1 matters requiring an exception to this IPS will be addressed at the
next scheduled Fire investment meeting. The Board shall be provided a detailed
written summary and rationale warranting a potential exception to the IPS.
Exceptions will only be granted with Board approval (vote, motion, etc.).

2. For urgent matters? (time-sensitive) requiring an exception to this IPS, the Staff
will notify the Board, in writing or via electronic mail, as soon as practicable of the
matter requiring the need for an exception to the IPS. A documented phone vote

! Non-Urgent matters are defined as those not requiring an affirmative decision prior to the next scheduled Fire investment
meeting.

2 Urgent matters are defined as those requiring an affirmative decision prior to the next scheduled Fire investment
meeting.
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granting the exception may be obtained and the Board will ratify the decision at
the next scheduled monthly investment meeting.

RISK MANAGEMENT

Private Equity do es not lend itself t o t raditional q uantitative m easures of risk such as
standard de viation an d b enchmark t racking error. Rather, risk i s m anaged t hrough a
combination of quantitative and qualitative constraints. The following sections identify the
most s ignificant r isks w ith pr ivate equ ity investments and t he m ethod of control. The
Program will only consider investment structures that provide limited liability to the System.

A.

Liquidity

Private equity investments are illiquid and typically have expected holding periods of
10-12 years. Investments are typically held until maturity and selling prior to maturity
generally results in a discount to fair market value. Asset al location exposureis
controlled through the investment pacing described in the Annual Plan. The Board
recognizes that lowering the private equity target allocation may result in forced sales
and increased exposure to liquidity risk.

Vintage Risk

Vintage refers to the year of first capital draw and vintage risk refers to the variability
of private eq uity commitments o ver time. T he Annual Plan controls the s hort and
long-term i nvestment pac ing t hat m inimizes v intage r isk w hile ac hieving t argeted
exposure.

Manager Risk

Manager risk is the impact that a general partner has on the selection of investments
to put in the portfolio. It is usually manifested in two ways: the size of the Program’s
exposure t o a p articular partnership, a nd t he num ber of g eneral par tnersin the
private e quity portfolio. Partnership exposure is controlled through careful s election
and by limiting the commitment size to a partnership. The maximum commitment to a
partnership is limited to the lesser of 15% of a f und-raise, or $75 million. The 15%
limit does not apply to a fund of funds manager or a separate account.

The optimum nu mber of gener al p artners i n t he p ortfolio varies withtimeandi s
controlled by the Annual Plan.

Firm risk i s t he ex posure t o a pr ivate e quity manager or general partnerandis
controlled by limiting the total exposure (defined as unfunded commitments plus net
asset value) to pooled investment vehicles operated by a general partner and/or its
affiliates. The Program’s maximum total exposure to a general partner and its
affiliates is limited to 15% of the total exposure of the Private Equity Program.

Currency

The Private Equity program accepts the currency risks consistent with the geographic
constraints. Private equity partnerships generally do not hedge currency risk and the
Private Equity Program will not implement currency hedges.

Industry

Typically, private e quity partnerships ar e permitted toinvestina wide variety of
industries with | imited ¢ ontrols. | ndustryr iski s c ontrolled primarily t hrough
appropriate diversification across classes and subclasses.

Leverage

General partners invest capital from private equity partnerships throughout the capital
structure of firms. The capital markets control the maximum leverage available to the
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general partners and limited partners control leverage exposure through partnership
selection and portfolio construction.

G. Market Value
Market value refers to portfolio company market value.

INVESTMENT / EVALUATION CRITERIA

Staff s hall dev elop an d maintain s election gu idelines for P rivate E quity investments t o
include the following minimum requirements:

The pr incipals s hall demonstrate r elevant experience an d expertise i nt he
strategy they propose t o execute and t he m arketin which t hey pr opose to
operate.

The principals s hall d emonstrate r equisite s kills and ex perience nec essary to
executet he pr oposed strategy,i ncluding e videncef rom s imilarpr ior
accomplishments.

The principals shall demonstrate an ability to cooperate and to work well together
over the long term and to manage a stable organization.

The principals shall dedicate a sufficient proportion of their time and effort to the
proposed investment vehicle.

The principals s hall m ake a m eaningful personal financial commitmentto the
proposed investment.

The principals shall be individuals of high character and solid professional
reputation.

The proposed strategy and business plan shall be set forth in sufficient detail as
to permit substantive and meaningful review of the investment opportunity,
verification of t he i nvestment c oncept a nd e valuation of t he appr opriate r isk
factors.

Fire will reject investments that would pose reputational risk to the Fund or bring
public or regulatory scrutiny other than that which is required by law or regulation
to consummate an investment transaction.

Fire will not en tertain proposals t hat have t he potential of e liminating public-
sector jobs.

The proposed s trategy and bus iness p lan s hall provide reasonable assurance
that the investment opportunity can produce the target return.

The risk anticipated in the strategy and market is justified by and compensated
for by the proposed investment, based on reasonable assumptions.

Primary emphasis will be on the quality and experience of the general partners, sponsors
or managing members (collectively for ease of reference “general partners”) and the staff of
a proposed investment. Additional factors to be evaluated shall include:

Fit within the Annual Plan and the System’s portfolio.

Strategy: its uniqueness, the General Partner’'s access to proprietary deal flow,

Page 8

251



NEW YORK CITY FIRE DEPARTMENT PENSION FUND, SUBCHAPTER 2 252
PRIVATE EQUITY INVESTMENT POLICY

and the flexibility and likelihood of success of the firm’s entry and exit strategy.

e Integrity andr eputation o ft he G eneral Partners, i ts e mployees an d ot her
investors.

e Depth a nd br eadth of t he G eneral Partner’s principals’ a nd t heir em ployees’
experience and expertise.

e Personnel turnover.
e Quality of overall partnership go vernance and m anagement of the partnership
including controls and reporting systems (including audited financials and reports

to Limited Partners).

e Relationship with and reputation among existing investors (e.g., re-ups and
declines).

¢ Relationship with existing portfolio companies, including terminated Managers.
¢ Relationship and reputation among banks and other sources of financing.

e Nature and quality of value-added involvement by General Partners.

e Demonstrated ability of General Partners and their employees.

e Past financial performance.

e Pre-existing commitments of General Partners (with particular emphasis on
unrealized investments in previous funds).

e Alignment of employee interests with those of Principals.
e Alignment of General Partners interests with investors (General Partner
investment r elativet oc ontemplated c ommitment, w aterfall, t reatment of

transaction fees, clawbacks and lookbacks, operating budget, etc.).

e Appropriateness of terms and conditions.
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Glossary of Terms:

Sectors:

Corporate Finance/Buyout: Funds seeking to make controlling and non-controlling investments
in established companies which have the potential t o ac hieve greater value through i mproved
performance.

Growth Equity: Partnerships formed to invest and create value in emerging companies with high
growth potential.

Special S ituations: Partnershipst hati nvestus inga unique s trategy. E xamples i nclude
distressed and turnaround, industry focused and multi-stage partnerships.

Energy: Partnerships that generate long-term capital appreciation through privately negotiated
equity and equity-related investments in energy and natural resources companies.

Secondaries: A private equity vehicle formed to purchase active partnership interests from an
investor.

Co-Investment: Adirecti nvestment isa purchased interest of an o perating c ompany. A
coinvestment is a direct investment made alongside a partnership.

Venture Capital: An investment strategy that provides start-up or growth capital to companies in
the early stages of development. Venture investments generally involve a greater degree of risk,
but have the potential for higher returns.

Fund-of-Funds: An investment vehicle which invests in other private equity partnerships.
Mezzanine: An investments trategy involvingt he pur chase of s ubordinated d ebt. T hese
securities exist between the senior debt and equity of a holding’s capital structure. Subordinated

debt c arries a | ower level of risk than p ure equity structures bec ause t hey generate c urrent
income and have a more senior position in the company's capital structure.
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SCOPE

The Real Assets Investment Policy Statement (the “IPS”) applies to the Real Assets
Program within the New York City Fire Department Pension Fund, Subchapter 2 (“Fire” or
the “System”.)

PURPOSE

The IPS provides the broad strategic framework for managing the System’s Real Asset
investments. The design of the IPS ensures that Managers, advisors, consultants and
other participants selected by the System adhere to the investment principles and
guidelines of Fire. Additionally, the use of the IPS assures sufficient flexibility in managing
investment risks and returns associated with the Real Assets Program (the “Program”).
The initial portfolio of the Program will include a real estate program (the “Real Estate
Program”, an already established asset class) and an infrastructure program (the
“Infrastructure Program”). Investment Policy Statements for these component asset
classes are attached as Attachments A and B, respectively. Additional asset classes may
be considered in the future and their inclusion will be predicated upon Board approval and
amendment of this document (e.g. timber, agriculture and direct energy assets).

STRATEGIC OBJECTIVE

The System has mandated investments in Real Assets as part of its strategic asset
allocation to:

A. Preserve investment capital;

B. Provide a hedge against inflation;

C. Provide diversification benefits due to the low correlation to other asset classes;
D. Reduce the volatility and provide superior risk adjusted returns; and

E. Take advantage of the ability to accept illiquidity in exchange for an illiquidity
premium

The System also expects that commitments to and investments in Real Assets will
establish, maintain and continually improve the reputation of Fire as an investor. The
System will seek investments in which the manager demonstrates a commitment to
standards of good conduct, including compliance with all Federal, State and local laws,
including, but not limited to, labor, anti-discrimination, environmental, and health and
safety laws, and the System will reject investments that would pose reputational risk to the
Fund or bring public or regulatory scrutiny other than that which is required by law or
regulation to consummate an investment transaction. The Fund will not entertain
investments that have the potential of eliminating public-sector jobs. The System
encourages the submission of proposals for review from managers that demonstrate a
strong commitment to diversity in their firms.

The Board recognizes that in order to comply with the investment restrictions, Staff will
negotiate an opt-out right in respect of the restrictions.
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All Real Asset investments shall be subject to fiduciary standards. The operation of the
Program is subject to the exclusive benefit rule and all other applicable laws, including
requirements of prudence.

ASSET ALLOCATION

The Program will be funded by an allocation of 5% (plus or minus 2%) of the System’s
assets. This allocation will be prudently diversified by asset class as well as within each
component asset class.

RESPONSIBILITIES AND DELEGATION

Role of the Board of Trustees

The Board is responsible for reviewing and approving policies, including this IPS. In
addition the Board shall:

. Revi1ew the Program at least annually and approve and adopt the Annual Real Assets
Plan’;

e Approve the retention and review performance of strategic consultants and advisors
and other external resources, as needed;

e Oversee performance and risk and Staffs (as such term is defined below)
implementation of the Program;

e Delegate investment approval authority as appropriate;

e Approve investments/terminations of investment strategies and managers; and/or
delegation of manager retention/termination to Staff and/or consultant as deemed
appropriate.

Role of the Comptroller's Office Staff

The duties of the Comptroller’s Office staff (the “Staff’) include, but are not limited to:

e Identifying, evaluating and recommending investment opportunities;

e Reviewing and recommending changes to the IPS and any other policies developed
as part of the Program; developing and implementing periodic reviews of the Program,
which shall occur at least annually; and managing the operations of the Program;

e Working with the System’s consultants on identifying and evaluating Real Asset

strategies, investment managers and investments appropriate for the Program, and on
making selection recommendations to the Board;

' The Annual Real Assets Plan will be composed of the Annual Real Estate Plan, the Annual Infrastructure Plan and plans
for any other component asset classes that may be added in the future.
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e As needed, identifying and evaluating strategic consultants and advisors and other
external resources for the Program, and making selection recommendations to the
Board;

e Overseeing the System's portfolio of Program investments, including management of
consultants and advisors and other external resources engaged on the System’s
behalf in connection with the Program with the objective that the Fund obtains the
maximum value from those relationships;

e Monitoring and reporting on the performance metrics as provided by the Managers
with respect to the overall purpose and objectives of the Program; and monitoring and
reporting on the performance of the consultants at least annually.

e Recommending the sale of assets in the secondary market to optimize the Program’s
performance.

C. Role of the Real Asset Consultants
Fire retains consultants (the “Real Asset Consultants”) to assist in the implementation of
its strategic allocation to Real Assets. Fire may retain different consultants for each
component asset class. The strategic allocation to the asset class is recommended to the
Board by its General Consultant. The Real Asset Consultants are fiduciaries and advise

Staff and Fire on all aspects of its Real Assets Program. The responsibilities of the Real
Asset Consultants include, but are not limited to:

e Providing Strategic Advice:

o Providing advice to the Board and Staff with respect to the development and
operation of the Program, including advice on industry developments and portfolio
construction.

o Assisting the Board and Staff in developing the Real Assets Program IPS, as well
as policy statements for component asset classes, and assist in conducting
periodic reviews of the IPS and the Program.

o Together with Staff, provide an annual and a longer term plan for the Program;

o Periodic assessments of industry best practices with regard to policies and
procedures;

o Analysis of Fire’s existing Real Assets Program;
o Periodic reports on the state of the Real Asset marketplace;

o Attending meetings of the Board and providing educational seminars for the
Trustees;

o Such other strategic advice and services as Fire or Staff may reasonably require;
e New investment identification and evaluation, including:

o Assisting Staff in identifying, evaluating and recommending investment
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VL.

opportunities and terminations consistent with the IPS and believed to be
appropriate for the Program, including conducting due diligence with respect to
new investments, as requested;

o The manager’s ability to comply with the Board’s investment policies and
restrictions;

e Periodic reports on current and anticipated investment opportunities.

e Assisting Staff with the implementation, negotiation and execution of new
commitments and/or investments;

e Portfolio monitoring:
o Assisting Staff with the ongoing review of committed investments, including

reports to the Board on significant manager developments, proposed
amendments to fund documentation and investment performance;

o Update Board quarterly on any portfolio company opt-outs pertaining to the
Board’s investment policy;

o Periodic and real-time reports on developments at and performance of individual
investments in the Fire portfolio.

D. Role of Custodian Bank/Alternatives Administrator

The Custodian Bank and/or Alternatives Administrator shall be responsible for reviewing
and certifying all Program cash flow authorizations (such as capital calls and distributions).

EXCEPTIONS TO THE IPS

From time to time, the Program may require exceptions to this IPS. In the event that an
exception is required, the following procedures shall be followed:

Non-urgent2 matters requiring an exception to this IPS will be addressed at the next
scheduled Fire investment meeting. The Board shall be provided a detailed written
summary and rationale warranting a potential exception to the IPS. Exceptions will only
be granted with Board approval (vote, motion, etc.).

For urgent matters® (time-sensitive) requiring an exception to this IPS, the Staff will notify
the Board, in writing or via electronic mail, as soon as practicable of the matter requiring
the need for an exception to the IPS. A documented vote granting the exception may be
obtained and the Board will ratify the decision at the next scheduled monthly investment
meeting.

2 Non-Urgent matters are defined as those not requiring an affirmative decision prior to the next scheduled Fire investment
meeting.

8 Urgent matters are defined as those requiring an affirmative decision by the Board prior to the next scheduled Fire
investment meeting.
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Attachment A

Real Estate Program

Real Estate Investment Policy

l. PURPOSE

This attachment to the Real Assets Investment Policy Statement sets forth the investment
policy for the Real Estate Program (the “Real Estate Program”).

The inclusion of Real Estate in the investment portfolio of the System will allow for global
investments in an established asset class that has been shown to (i) provide attractive
risk-adjusted returns over full market cycles on a stand-alone basis and (ii) further improve
risk-adjusted returns in a broader portfolio by dampening volatility and serving as a hedge
against inflation.

The Fund seeks to employ Emerging Managers.4 Emerging Managers are asset
Managers the Board believes will add significant value to the Fund through
implementation of investment strategies consistent with the Board’s asset allocation and
other policies, but which, because of size, length of track record, or other similar factors,
have not been awarded contracts through the Board’s manager selection process.

. INVESTMENT OPERATIONS

A. General Approach

The Staff shall review and manage investments using a disciplined management strategy.
Guided by the Annual Real Estate Plan (defined below), Staff shall make assessments as
to appropriate strategic weightings within the portfolio. Staff then shall seek to identify the
most attractive investment opportunities available consistent with the Annual Real Estate
Plan and with the goal to be diversified prudently across strategies, property types,
vehicles, Managers and geography.

Portfolio construction will be guided by (i) broad allocation ranges for Core / Core Plus
Real Estate investments and for Non-Core Real Estate investments (discussed below)
and (ii) market opportunities and conditions.

B. Core/ Core Plus Real Estate

The Core/Core Plus Real Estate Portfolio will be comprised of two sub-components.

e Core Real Estate Investments. Core Real Estate investments are of comparatively
low risk. They consist of investments in operating and substantially leased properties

4 Criteria for Emerging Managers are set forth in the Emerging Manager policies adopted by the Board on January 27,
2007. These criteria include, among others, total assets under management not exceeding $2 billion in aggregate,
including non-institutional capital.
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of institutionally quality, consist primarily of investments in traditional property types
(office, industrial, retail and for-rent multifamily) and tend to use moderate leverage
(generally below 40%). The Core Real Estate portion of the portfolio will generally
track the NCREIF ODCE index fairly closely. (This is the index that underlies the
System’s benchmark for real estate.) Leverage in the Core Real Estate portfolio may
be increased as a way to pair low risk assets with a higher risk capital structure,
subject to the overall leverage limits discussed below.

e Core Plus Real Estate Investments. Core Plus Real Estate investments offer the
opportunity to enhance returns by (i) alleviating an identifiable deficiency (in an asset’s
capital structure, in an asset’s physical structure, in an asset’s operation, etc.) or (ii)
benefitting from market inefficiency. These investments may use slightly more
leverage than Core Real Estate investments to improve returns.

C. Non-Core Real Estate

Non-Core Real Estate investments offer the opportunity to further enhance returns by
investing in assets with greater deficiencies (such as substantial vacancy, the need for
substantial renovation, etc.), by accepting different types of risks (such as development
risk, redevelopment risk, repositioning, etc.), by focusing more on non-traditional property
types that may have greater operating risks (such as hotels), by accepting greater capital
market risk (for example, by acquiring assets with complex capital structures that may be
difficult to unwind) and by seeking areas of greater market inefficiency.

D. Discretion

e Staff, in a discretionary capacity, will work with the Consultant to implement the Core /
Core Plus Real Estate component of the Real Estate Program, including the selection
of Managers and portfolio construction, with appropriate updates to the Board; and

e Staff, in a discretionary capacity, will work with the Consultant to implement
investments in follow-on funds or other vehicles where the investment commitment is
limited to the higher of $20 million or the commitment amount in the predecessor
vehicle, with appropriate updates to the Board.

E. Investment Classification

The System recognizes that, although specific categories of investments are delineated in
this IPS for purposes of monitoring and controlling risk, the universe of investment
opportunities is better characterized by a spectrum of risk and return. To facilitate the
efficient classification of investments, any investment with a targeted net return below 10%
will be classified by default as Core / Core Plus Real Estate, and any investment with a
targeted net return of 10% or greater will be classified by default as Non-Core Real Estate.
Internal rates of return will be used for closed-end vehicles, and time-weighted returns will
be used for open-end vehicles.

These defaults may be altered for individual investments based on subjective judgments.
Each investment will be classified at the time that the commitment is made, and may be
reclassified by Staff and the Consultant, with disclosure to the Board, if the profile of the
investment changes, or if market conditions change.

Investments classified as “value-add” by industry organizations such as NCREIF may,
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depending on the circumstances, fall into either the Core / Core Plus Real Estate Portfolio
or the Non-Core Real Estate Portfolio.

F. Allocation Ranges

Core / Core Plus Real Estate: no less than 40%

Non-Core Real Estate: no less than 40%

Actual weightings may deviate from these limits while the Real Estate Portfolio is
undergoing a repositioning.

G. Annual Real Estate Plan

Investments made under the Real Estate Program shall be made in accordance with the
Annual Real Estate Plan contained within the Annual Real Assets Plan. Staff along with
the Consultant shall present the Annual Real Assets Plan to the Board each fiscal year or
each calendar year for the Board’s approval, which will provide guidance to the Staff and
Consultant in the management, operations and investments of the Program. The Annual
Real Assets Plan shall include an elaboration of a target strategic allocation and tactical
within the asset class. An Annual Real Assets Plan approved by the Board may
supersede the guidelines and limitations included in this IPS.

H. Pacing

The Annual Real Estate Plan shall recommend commitment ranges to be made by the
System within each strategy as well as a total target commitment for the System (the
“Pacing Analysis”) in order to achieve both the target strategic allocation and the overall
allocation to the asset class. The Pacing Analysis shall take into account (i) the System’s
overall allocation to the asset class and each strategy, (ii) the market environment, (iii) the
goal of diversifying by strategy, property-type, geography, vintage, Manager and fund and
(iv) other appropriate considerations.

I. Investment Guidelines
1. Investment Types

This IPS authorizes commitments to real estate funds (open-ended and closed-
ended), separate accounts, co-investments, joint ventures and direct investments.
These investments may be in any type of security throughout the capital structure
(including equity, preferred equity and debt).

For purposes of this IPS, “real estate” includes, but is not limited to: (i) private equity
real estate investments (including interests owned through joint ventures and
commingled funds), (ii) private debt investments secured by first liens (i.e.,
mortgages or deeds of trust) on real property and other debt investments (e.g.,
mezzanine and participating debt), and (iii) private interests in real estate owning
and/or operating entities (e.g., real estate operating companies- or “REOCs” or
limited partnerships). The Portfolio shall consist of private and equity/debt real estate
investments made through separate account and direct investment vehicles or
commingled fund vehicles.
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Investments in real estate investment trusts (“REITs”) and other public market
investments will be managed outside of the Portfolio. Incidental exposure to REITs
and public real estate operating companies (for example take-private transactions or
public exits of private investments) will not constitute a violation of this IPS.

2. Co-Investment and Direct Secondaries

Investment rights may include opportunities for additional capital participation through
co-investment or other side-by-side direct investment opportunities. Secondary
investments include the purchase of LP interests, co-investments or other pooled
investment vehicles.

J. Economically Targeted Investment Policy

The Real Estate Program will be executed in a manner that complies with any
Economically Targeted Investment Policy maintained by the System.

lll. RISK MANAGEMENT

Consultant and Staff shall monitor compliance with risk management policies quarterly
through the performance measurement process. Real Estate does not lend itself to
traditional quantitative measures of risk such as standard deviation and benchmark
tracking error. Rather, risk is managed through a combination of quantitative and
qualitative constraints. The following sections identify the most significant risks with Real
Estate investments and the method of control. The Real Estate Program will only consider
investment structures that provide limited liability to the System.

A. Asset Type Diversification

The Real Estate Program will seek diversification by property type and strategy. The Real
Estate Program will target weightings to each of the primary property types as follows:

Property Type Policy Range
Multifamily Up to 40%
Industrial Up to 35%
Office Up to 45%
Retail Up to 35%
Hotel Up to 25%
Other Up to 20%

These bands may be revised over time as the ODCE benchmark weightings shift. Debt
investments may be classified by Staff as falling into one of the traditional property types
based on the composition of the underlying collateral.

B. Location Diversification

The Real Estate Program is intended to be diversified globally, with a disproportionate
weighting toward the United States due to (i) the absence of currency risk and associated
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costs, (ii) the absence of withholding taxes, (iii) high transparency, (iv) a well-developed
system of property rights and a well-developed legal system and (v) a deep and liquid
market. The Real Estate Program will target exposure to investments outside the United
States no greater than 25% of the total market value.

Single Investment Size

The System does not want the failure of a single investment to have a material impact on
the performance of the Real Estate Program. In order to mitigate this risk, the maximum
commitment to a single investment is limited to no more than 15% of the Portfolio. It is
anticipated that this limit will be approached rarely, if ever. This limit will not apply to a
separate account.

Investment Position

Fire does not want to invest with Managers that have significant enterprise or platform risk
unless the System is adequately compensated for that risk. Accordingly, the maximum
commitment to a single fund by the five New York City systems is limited to no more than
15% of a single fund-raise determined at the time of initial investment unless either (i) the
System receives adequate benefits to offset the associated risk (such as preferred fees
and/or enhanced representation as a non-control investor) or (ii) it is determined that the
Manager’s platform is viable and effective even without the System’s commitment.

Manager

To avoid having excessive exposure to any individual Manager and/or its affiliated entities,
the System will limit a single Manager to managing no more than 15% of the total Real
Estate Program allocation.

Leverage

Real Estate Program-level leverage will be targeted not to exceed 65% under normal
market conditions. In the event that market conditions cause this limit to be exceeded, the
pipeline of targeted investments taken as a whole should be designed to bring the Real
Estate Program back into compliance in a reasonable timeframe; however, individual
investments with varying levels of leverage may still be pursued. The use of leverage by
Managers will be monitored by the Staff and the Consultant on a quarterly basis to
mitigate risks. In addition to total leverage, Staff and the Consultant will take into
consideration factors such as recourse and cross-collateralization, term, interest rate risk,
and the potential for covenant breaches and technical defaults.

. Currency

The Real Estate Program accepts currency risks consistent with the geographic
constraints. Currency risk, and the cost of hedging, will be taken into consideration as part
of a proposed investment’s overall risk/reward profile.

INVESTMENT/EVALUATION CRITERIA

Staff and Consultant will conduct prudent and thorough due diligence upon Real Estate
Investment Managers and Investments. Minimum requirements for selection of Investment
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Managers and Investments shall be:

e The principals must demonstrate relevant experience and expertise in the
strategy they propose to execute and the market in which they propose to
operate.

e The principals must demonstrate requisite skills and experience necessary to
execute the proposed strategy, including evidence from similar prior
accomplishments.

e The principals must demonstrate an ability to cooperate and to work well together
over the long term and to manage a stable organization.

e The principals must dedicate a sufficient proportion of their time and effort to the
proposed investment vehicle.

e The principals must make a meaningful personal financial commitment to the
proposed investment.

e The principals must be individuals of high character and solid professional
reputation.

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

e The proposed strategy and business plan must provide reasonable assurance
that the investment opportunity can produce the target return.

e The risk anticipated in the strategy and market must be justified by and
compensated for by the proposed investment, based on reasonable
assumptions.

Primary emphasis will be on the quality and experience of the Manager and of its affiliates
and staff. Additional factors to be evaluated include:

e Fit within the Annual Real Estate Plan and the System’s portfolio.

e Strategy: its uniqueness, the Manager’s access to proprietary deal flow, and the
flexibility and likelihood of success of the firm’s entry and exit strategy (in the
case of closed-ended funds).

¢ Integrity and reputation of the Manager, its employees and other investors.

e Depth and breadth of the Manager’s principals and their employees’ experience
and expertise.

e Personnel turnover.

¢ Quality of overall governance and management, including controls and reporting
systems (including audited financials and reports to investors).
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e Relationship with and reputation among existing investors (e.g., re-ups and
declines).

e Relationship with existing and former operating partners (if applicable), property
management companies (if applicable) and other third parties in the industry.

e Relationship and reputation among banks and other sources of financing.

e Nature and quality of value-added involvement by Managers.

e Demonstrated ability of a Manager’s principals and employees.

e Past financial performance.

e Pre-existing commitments of the Manager and its principals and employees.
e Alignment of employee interests with those of Principals.

e Alignment of Managers interests with investors (Manager investment relative to
contemplated commitment, waterfall, treatment of transaction fees, clawbacks
and lookbacks, operating budget, etc.).

e Appropriateness of terms and conditions.

V. PERFORMANCE OBJECTIVE

The objective of the Real Estate Program is to provide stable long-term net returns that
meet or exceed the Real Estate Program Benchmark while assuming suitable risk.

The Real Estate Program Benchmark equals the NCREIF Fund Index — Open-End
Diversified Core Equity (“ODCE”) net of fees plus 100 basis points over full market cycles.

Performance over shorter time periods will also be measured to assess progress relative
to the benchmark. Because the Real Estate Program is designed to have a higher
risk/return profile than the benchmark, these shorter-term, interim measurements will likely
deviate from the ODCE plus 100 basis points (both positively and negatively) at different
points in the market cycle.

A secondary benchmark may be developed utilizing other indices and methodologies to
provide additional context. This includes the use of (i) other private fund indices to
evaluate time-weighted returns and to perform attribution analysis, (ii) non-core private
fund indices for vintage year IRR rankings of individual closed-end funds, (iii) public
market equivalents, period IRRs and other techniques determined to be appropriate by
Staff or the Consultant and (iv) correlations and other similar metrics to assess
diversification and inflation hedging benefits.

For convenience, trailing ten-year periods will often be used as a proxy for full market
cycles. However, when the result is materially affected by the presence of a market
inflection point, more precise measurements (such number of quarters from peak / number
quarters from trough) may be employed to determine market cycles.
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Attachment B

Infrastructure Program

Infrastructure Investment Policy

PURPOSE

This attachment to the Real Assets Program Investment Policy Statement sets forth
investment policy for the Infrastructure Program.

The inclusion of Infrastructure in the System’s Total Plan will allow for global investments
in facilities or assets which provide core essential services critical to the operation and
development of economies. Typically infrastructure investments have high barriers to entry
due to significant capital expenditure requirements, exclusive long term contracts or
regulatory requirements. Infrastructure investments are comprised of long useful-life
assets with high tangible value and relatively low value erosion over time.

The Fund seeks to employ Emerging Managers.5 Emerging Managers are asset
Managers the Board believes will add significant value to the Fund through
implementation of investment strategies consistent with the Board’s asset allocation and
other policies, but which, because of size, length of track record, or other similar factors,
have not been awarded contracts through the Board’s manager selection process.6 All
investments by Emerging Managers shall be subject to fiduciary standards.

Il INVESTMENT OPERATIONS
A. General Approach

The Staff shall review and manage investments using a disciplined management strategy.
Guided by the Annual Infrastructure Plan, Staff shall make assessments as to appropriate
strategic weightings within the portfolio. Staff then shall seek to identify the most attractive
investment opportunities available consistent with the Annual Infrastructure Plan and with
the goal to be diversified prudently across strategies, industries, partnerships and

geography.

The Program will seek to invest in opportunities in a variety of infrastructure sectors,
including but not limited to, transportation, energy, power, utilities, water, wastewater,
communications and social infrastructure. Both Core and Non-Core Infrastructure
Investments, as explained more fully below, will be pursued.

Core Infrastructure Investments include the lower risk strategies that acquire assets that
operate in an environment of limited competition as a result of natural monopolies,

5 Emerging Managers are sponsors targeting capital raises up to $750 million and investing through funds | — III.
Emerging Managers include Minority & Women-Owned Business Enterprise (“MWBE”)

6 Per Fire’s Core IPS dated July 25, 2007
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government regulation or concessions, and generate a reliable income stream. Core
Infrastructure Investments are expected to provide predictable, long-term, inflation-linked
cash flows with minimal volatility. These types of assets are part of core and value-added
infrastructure strategies. These investments are in quality assets that benefit from high
barriers to entry and inelastic demand for the product or service being provided. These
investments are expected to comprise a majority of the infrastructure portfolio, or 60-
100%.

Non-Core Infrastructure Investments seek to capture superior risk-adjusted returns caused
by market imbalances. These types of investments are part of opportunistic strategies and
will have higher risk driven by the following factors: competition, growth, construction,
development, technology, and commodity pricing. Correspondingly, these investments will
have higher expected returns than the Core Infrastructure Investments. The Infrastructure
Program will target a range of 0-40% for these types of investments.

Portfolio construction will be driven by (i) broad allocation ranges to Core and Non-Core
Infrastructure Investments and (ii) market opportunities and conditions. Core Infrastructure
Investments will represent a majority of the Infrastructure Program. The remaining
allocation will be available for Non-Core investment opportunities that emerge over the
market cycle. Non-Core Infrastructure opportunities include but are not limited to investing
in Greenfield projects.

B. Allocation Ranges

Core Infrastructure Investments: 60 - 100%

Non-Core Infrastructure Investments: 0 -40%

Actual percentages may differ substantially from these targets during the initial years of
the Program.

C. Annual Infrastructure Plan

Investments made under the Program shall be made in accordance with the Annual
Infrastructure Plan contained within the Annual Real Assets Plan. Staff along with the Real
Asset Consultants shall present the Annual Real Assets Plan to the Board each fiscal year
or each calendar year for the Board’'s approval, which will provide guidance to the Staff
and Real Asset Consultants in the management, operations and investments of the
Program. The Annual Infrastructure Plan shall include an elaboration of a target Core
Infrastructure Investment allocation within the Real Asset class.

D. Pacing

The Annual Infrastructure Plan shall recommend commitment ranges to be made by the
System within each strategy as well as a total target commitment for the System (the
“Pacing Analysis”) in order to achieve both the target Infrastructure allocation and the
overall allocation to the Real Asset class. The Pacing Analysis shall take into account the
System’s overall allocation to and investments in the Infrastructure asset class, within
each strategy, across investment type and geography, and by vintage as well as the
market environment and such other considerations as are appropriate. The Program shall
strive to avoid inappropriate concentrations in strategies, investment type, geographic
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areas, funds, managers or vintage years.

Investment Guidelines

This IPS authorizes commitments to infrastructure funds (open-ended and close-ended),
separate accounts, co-investments, joint ventures and direct investments. These
investments may be in any type of security throughout the capital structure.

RISK MANAGEMENT

Infrastructure does not lend itself to traditional quantitative measures of risk such as
standard deviation and benchmark tracking error. Rather, risk is managed through a
combination of quantitative and qualitative constraints. The following sections identify the
most significant risks with infrastructure investments and the method of control. The
Program will only consider investment structures that provide limited liability to the
System(s).

A. Asset Type Diversification

The Infrastructure Program will seek diversification by asset type, revenue drivers, and
geography in an effort to mitigate portfolio volatility. The portfolio may include a variety
of assets including but not limited to electricity transmission, pipelines, airports, toll
roads, communication towers and electric generators, windmills etc. to vary the
sources of revenue to the portfolio.

Location Diversification

The Infrastructure Program is intended to be diversified globally.

Single Investment Size

The System does not want the failure of a single investment to have a significant or
material impact on the performance of the Infrastructure Program. In order to mitigate
this risk, the maximum commitment to a single investment is limited to no more than
15% of a single fund-raise. This limit will not apply to a separate account.

General Partner

To avoid having excessive exposure to any individual General Partner and/or its
affiliated entities, the System will limit a single General Partner to managing no more
than 10% of the total Real Assets Program allocation when fully invested.

Leverage

The average leverage of all investments in Infrastructure Program will be no higher
than 65%. The Board acknowledges that the utilization of leverage varies widely in
infrastructure investments, and typically investments with lower risk utilize higher
leverage. The use of leverage by General Partners will be monitored by the Staff and
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Consultant on a quarterly basis to mitigate risks.
F. Currency

The Infrastructure Program accepts the currency risks consistent with the geographic
constraints. Infrastructure partnerships generally do not hedge currency risk and the
Infrastructure Program will not generally require currency hedges.

INVESTMENT/EVALUATION CRITERIA

Staff and Consultant will conduct prudent and thorough due diligence upon Infrastructure
Investment Managers/Investments. Minimum requirements for selection of Investment
Managers/Investments shall be:

e The principals shall demonstrate relevant experience and expertise in the
strategy they propose to execute and the market in which they propose to
operate.

e The principals shall demonstrate requisite skills and experience necessary to
execute the proposed strategy, including evidence from similar prior
accomplishments.

e The principals shall demonstrate an ability to cooperate and to work well together
over the long term and to manage a stable organization.

e The principals shall dedicate a sufficient proportion of their time and effort to the
proposed investment vehicle.

e The principals shall make a meaningful personal financial commitment to the
proposed investment.

e The principals shall be individuals of high character and solid professional
reputation.

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

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

e The risk anticipated in the strategy and market is justified by and compensated
for by the proposed investment, based on reasonable assumptions.

Primary emphasis will be on the quality and experience of the general partners, sponsors
or managing members (collectively, “General Partner’) and the staff of a proposed
investment. Additional factors to be evaluated shall include:

e Fit within the Annual Infrastructure Plan and the System’s portfolio.
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e Strategy: its uniqueness, the General Partner’s access to proprietary deal flow,
and the flexibility and likelihood of success of the firm’s entry and exit strategy (in
the case of close-ended funds).

e Integrity and reputation of the General Partner, its employees and other
investors.

e Depth and breadth of the General Partner's principals’ and employees’
experience and expertise.

e Personnel turnover.
¢ Quality of overall partnership governance and management of the partnership
including controls and reporting systems (including audited financials and reports

to Limited Partners).

e Relationship with and reputation among existing investors (e.g., re-ups and
declines).

¢ Relationship with existing portfolio companies, including terminated Managers.

¢ Relationship and reputation among banks and other sources of financing.

¢ Nature and quality of value-added involvement by General Partner.

e Demonstrated ability of General Partner and its employees.

e Past financial performance.

e Pre-existing commitments of General Partner.

e Alignment of employee interests with those of Principals.

e Alignment of General Partner interests with investors (General Partner
investment relative to contemplated commitment, waterfall, treatment of

transaction fees, clawbacks and lookbacks, operating budget, etc.).

e Appropriateness of terms and conditions.

V. PERFORMANCE OBJECTIVE

The objective of the program is to provide stable long-term returns that meet or exceed the
Program Benchmark while assuming suitable risk.

The performance benchmark for the Infrastructure Portfolio is to meet or exceed the
Consumer Price Index (“CPI”) plus 4% net of fees over a rolling 5-year period.

The Infrastructure Portfolio is expected to generate a total return, net of investment
management fees, of at least 6.5%.
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Glossary of Terms:

Annual Infrastructure Plan: The infrastructure component of the Annual Real Assets Plan.
Annual Real Assets Plan: See Section IV.
Annual Real Estate Plan: The real estate component of the Annual Real Assets Plan.

Brownfield Investments: Assets that have been previously constructed and that have an
operating history.

Closed-ended Fund: A fund with a fixed number of units (shares). All fund capital is usually
contributed on the same date and non-withdrawable until the fund’s expiration date. Shares may
be traded among investors on a secondary basis.

Co-Investments: A minority investment, made directly into an operating company, alongside a
general partner or other infrastructure investor(s).

Core Infrastructure Investments: See Attachment C. Section Il. A.
Core Plus Real Estate Investments: See Attachment A. Section Il. B.
Core Real Estate Investments: See Attachment A. Section Il. B.

The Board: The Board of Trustees of the New York City Fire Department Pension Fund,
Subchapter 2.

Direct Investments: Investments that represent direct ownership interests in assets or
companies as opposed to through a fund vehicle.

General Consultant: The consultant retained by the Board to advise on the composition of its
entire investment portfolio.

General Partner: The active manager of an investment vehicle.
Greenfield Investments: Assets in development and lacking an operating history.
Infrastructure Program: The infrastructure component of the Real Assets Program.

Joint Ventures: An agreement whereby the parties agree to develop, for a fixed time, a new
entity and new assets by contributing equity. All parties exercise control over the enterprise.

Managers: A person or organization that makes investments in portfolios of securities on behalf
of Fire, in accordance with the investment objectives and parameters defined by the System.

Non-Core Infrastructure Investments: See Attachment A. Section Il. A.
Non-Core Real Estate Investments: See Attachment B. Section Il. C

OECD countries: Countries that belong to the Organization for Economic Co-operation and
Development.
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Open-ended Fund: An investment fund which can issue and redeem shares at any time. Shares
in the fund are typically purchased directly from the fund itself.

Opportunistic Investments: Assets that are either 1) core but in development in OECD
countries, 2) assets in OECD countries that are only semi-monopolistic or are subject to larger
degrees of user-demand and competition, or 3) assets in non-OECD countries and developing
markets.

Program: The Real Assets Program.

Real Assets: See Section Il.

Real Asset Consultant: One or more consulting firms retained by the Comptroller’s office to
assist in the construction and monitoring of the Real Assets Program.

Real Assets Investment Policy Statement: This Investment Policy Statement, or “IPS”.
Real Assets Program: The investment program of Fire in Real Assets, or the “Program”.
Real Estate Program: The real estate component of the Real Assets Program.

Staff: See Section IV. B.

Value-Added Investments: Assets in the early stages of operation or with potential for add-on
development in Core-like assets in OECD countries.
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Purpose of Economically Targeted Investments Policy

The purpose of this Policy is to establish the parameters by which the New York City Fire Department
Pension Fund, Subchapter Two (“Fire,” or the “System”) may invest through its Economically Targeted
Investments (“ETI”") Program (the “Program”). ETlIs are investments in a variety of asset classes that
generate rates of return commensurate with the overall risk, liquidity, security and structure of compara-
ble non-targeted investments while providing collateral economic benefits (benefits that enhance quality
of life and promote economic development and activity) to the targeted areas. ETIs address capital gaps,
thereby promoting the quality of life, growth and economic development in the targeted areas. For the
purpose of this Policy, targeted areas are defined as the five boroughs of New York City.

This Policy, as of its adoption date, supersedes the Economically Targeted Investment Policy as adopted
on October 5, 2004.

Objectives of Economically Targeted Investments
The System has mandated investments in Economically Targeted Investments:

» to achieve competitive returns commensurate with the risk, liquidity and structure of the invest-
ment;

» to provide collateral economic benefits for the Targeted Areas;

» to address market inefficiencies in the Targeted Areas, and in particular capital gaps that affect
the low-, moderate- and middle-income neighborhoods and populations of the Targeted Areas;

» to promote economic development and attract additional investment in the Targeted Areas;
> to increase the diversification of its assets; and

» to reduce the volatility of the overall portfolio of the System.

The System also expects that commitments to and investments in ETIs will establish, maintain and con-
tinually improve the reputation of the System as an investor. The System will make both continuous use
of and contributions to the best practices of investors in ETIs, including rigorously applying the standard
of valuing the achievement of risk-adjusted, market rates of return above the achievement of any collat-
eral results. Fire will seek investments in which the proposer demonstrates a commitment to standards of
good conduct, including compliance with all Federal, State and local laws, including, but not limited to,
labor, anti-discrimination, environmental, and health and safety laws, and any of the stated policies of
Fire and will seek to avoid investment programs that at the time commitment to the investment or invest-
ment program is made by the Trustees, the Trustees reasonably believe would likely (i) embarrass the In-
vestor or (ii) generate public or regulatory scrutiny greater than that which is required by law or regula-
tion to consummate the investment. Fire encourages the submission of proposals for review from propos-
ers that demonstrate a strong commitment to diversity in their firms.

The operation of the Program is subject to the exclusive benefit rule and all other applicable laws, includ-
ing requirements of prudence and will be operated in accordance with Department of Labor Interpretive
Bulletin 94-1, 29 CFR Part 2509.

Asset Allocation

ETIs may cross a variety of asset classes. The System will seek to achieve a target allocation of 2% of
assets to ETIs where practical and consistent with the standards in this and other policies. The Trustees
acknowledge that in order to achieve the 2 percent target allocation, BAM staff may need to commit as-
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sets in excess of the 2 percent with respect to certain forward-rate commitment programs. Actual invest-
ments in ETI's shall not exceed 2 percent without Board authorization.

Responsibilities and Delegation

Role of Board of Trustees
The Board shall approve this Policy no less than biennially. In addition, the Board shall:

>

vV V V V

Approve a Plan at least annually;

Oversee performance;

Approve investments;

Delegate investment approval authority as appropriate; and

Approve the retention of consultants and advisors (“Consultants”), outside legal counsel and
other external resources as necessary.

Role of the Comptroller’s Office Staff

The duties of the Economically Targeted Investment Staff of the Comptroller’s Office (the “Staff”) in-
clude, but are not limited to:

>

YV V V VY

>

Implementing and managing the operations of the program consistent with this policy and the di-
rection of the Trustees;

Developing and proposing a Plan for the Board’s consideration, modification and adoption;
Implementing the Plan as approved by the Trustees;

Preparing new investment initiatives for the consideration of the Trustees;

Evaluating and recommending investment programs and opportunities to the Trustees; and

Monitoring and reporting to the Board on the performance of the program.

The duties of the Comptroller’s Office legal staff (the “Legal Staff”) are to assist the Staff in implement-
ing the Trustees directives, including, but not limited to:

>
>
>

Reviewing this Policy and any other policies developed as part of the Program;
Participating in procurement of Consultants and other necessary experts; and

Implementing trustee directions regarding the retention of outside legal counsel and other Con-
sultants, performing legal work and providing legal advice in the ordinary course on the devel-

opment and implementation of the program, managing and working with retained outside coun-
sel, and ensuring statutory and regulatory compliance of investments.

Performance Benchmarking

The performance of each investment shall be measured against an appropriate benchmark, to be identified
initially in conjunction with the making of the investment and to be modified from time to time to provide

a suitable measurement of performance relative to investments with similar levels of risk, liquidity, secu-
rity and structure. The collateral economic benefits shall be quantified to the extent possible and meas-
ured alongside the anticipated goal of the investment.

Staff shall report regularly to the Board on the performance of ETlIs.
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Investment Operations

General Approach

The Staff shall review and manage investments guided by the Plan, this policy statement and, in addition,
the policy statement governing investments in the asset class to which an investment under consideration
belongs. Staff shall seek to identify the most attractive investment opportunities available consistent with
the above and with the investment objectives articulated in the Plan. All targeted investments shall be
consistent with sound fiduciary standards (i.e. standards of prudence).

The Plan

Staff shall from time to time present to the Board for its approval a Plan which shall provide guidance to
the Staff in the management, operations and investments of the Program.

Investment Parameters

Only those ETI investments that comparable favorably in terms of risk, liquidity, security and structure to
similar non-ETI investments will be considered. Collateral economic benefits may not be factored when
calculating risk or return. Only after an investment is determined to be financially sound may it be con-
sidered for the collateral economic benefits potentially offered.

Although the Targeted Areas are the five boroughs of New York City, ETIs may also provide benefits to
additional areas outside of New York City.

Prohibited Investments

Investments that provide concessionary rates of return, that place social benefit concerns above the risk-
adjusted return to the System or that violate any policy of the System are not permitted.

Investment Limits

Commitment Size: The System will not consider any investment programs (which may consist of one or
more similar investments) which are expected to result in the investment across all of the New York City
Retirement Systems (Fire; the New York City Employees’ Retirement System; the New York City Police
Pension Fund, Subchapter 2; the Teachers’ Retirement System of the City of New York; and the Board of
Education Retirement System [collectively, the “Systems™]) of less than $20 million in the aggregate over
three years. Neither shall it consider individual investments across the Systems of less than $10 million
unless such investments are made in the context of an investment program which is anticipated to result in
the investment by the Systems of $20 million in the aggregate over three years.

Concentration: ETIs are, by definition, geographically concentrated. In order to mitigate this concentra-
tion risk, staff shall use a variety of tools, including but not limited to, guarantees, co-investors, and ex-
perienced managers.

Equity Investment Vehicles

The only equity structures that the System will consider will be those which provide limited liability to
the System.

Minimum Requirements
The following shall be the minimum requirements for all ETI investments:

» All proposed investments must offer market rates of return on a risk-adjusted basis, with returns
comparable to similar (non-ETI) products with similar risks, structures, liquidity and conditions;
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>

>

Investments must fill a capital gap or reach a sector of the market that is not efficiently served by
the market;

Investments must provide collateral economic benefits to the Targeted Areas;

The proposing organization and/or the principals of a firm providing an investment must have
three years’ verifiable experience in and adequate staff for the type of investment proposed, and
must provide a verifiable track record of relevant investment performance which demonstrates an
ability to generate risk-adjusted returns with the product being proposed or a product substantially
similar to the one being proposed; and

The proposing organization and/or the principals must have demonstrated an ability to cooperate
and to work well together with governmental and non-governmental financial entities as applica-
ble and to manage a stable organization.

Evaluation Criteria

Proposed investments will be evaluated according to the following factors:

>
>
>

>

>

The fit within the Plan and the System’s portfolio;
The clarity of the proposed investment or program and its parameters and goals;

The extent to which the proposer demonstrates that the proposed investment or program will pro-
duce the anticipated risk-adjusted return and collateral benefits;

The quality, reputation and experience of the investment managers and their ability to implement
a proposed program or investment;

The quality of controls and reporting systems (including audited financials, risk management sys-
tems and reports to investors); and

The appropriateness of terms and conditions.

Investment management
Staff and Consultants shall be responsible for monitoring the performance of investments.
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Hedge Fund Program Investment Policy Statement

Purpose and Objectives

The Hedge Fund Program (the “Program”) will invest in active strategies whose return
and risk profiles are expected to differ meaningfully from traditional investment
strategies. The goal of the Program is to produce an overall Fund return that has a low
correlation to that of the global public equity markets (and is between that of public
equities and fixed income) over a full market cycle (typically 5-7 years), and that, when
combined in a portfolio, will offer higher returns than traditional fixed income markets
and lower volatility than the global public equity markets. The Program will invest in a
disciplined manner within established risk and diversification guidelines of the sub-asset
class and total Fund allocation. The Program is intended to pursue hedge fund
investments by allocating both to funds of funds and directly to hedge funds.

Investing in hedge fund of funds is designed to provide efficient exposure to diversified
pools of hedge fund managers and a foundation for direct hedge fund investments.
Expected benefits of hedge fund of fund investments include, but are not limited to:

e mitigation of transparency risk, fraud risk and illiquidity risk through active
oversight by the fund of funds manager(s) through investment in a separate
account

e more nimble and tactical allocation of capital

e significant administrative, technology, risk-management and back-office support
and staff training as Staff resources are added

e carly introduction of a diversified hedge fund portfolio

e complimenting the market research, manager due diligence and trustee education
services provided by a dedicated hedge fund consultant and BAM staff

e over time potentially, access to niche strategies, geographic diversification
especially in emerging markets and emerging managers where fund of funds offer
specialized research and due diligence capabilities

The operation of the Program is subject to the exclusive benefit rule and all other
applicable laws, including requirements of prudence.

Asset Allocation

The Program will be initially funded by an allocation of up to 1% of System assets to a
fund of funds strategy. It is anticipated that the initial Program allocation will increase as
part of the System’s overall asset allocation review and will include direct hedge fund
investments, with a long-term goal of having most of the allocation invested via direct
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hedge fund investments (this will be reviewed as part of the annual Tactical Plan). This
will enable NYC to reduce fund of funds fees and improve communication directly with
hedge fund managers given scale investments by NYC.

Responsibilities and Delegation

Role of Board of Trustees
The Board shall:

e approve the Hedge fund Program Investment Policy Statement (the “IPS”) and
any changes to the IPS;

e review the Program at least annually and approve and adopt the Annual Tactical
Investment Plan (the “Tactical Plan”);

e approve the retention and review performance of strategic consultants and
advisors and other external resources, as needed;
oversee performance and risk and BAM’s implementation of the Program;

e approve investments/terminations of investment strategies and managers; and/or
delegation of manager retention/termination to Staff and/or consultant as deemed
appropriate.

Roles of the Comptroller's Office Staff
The duties of the Comptroller's Office Staff ("Staff") include, but are not limited to:

e reviewing and recommending changes to the IPS, developing and implementing
periodic reviews of the Program, which shall occur at least annually, and managing
the operations of the Program;

e working with the System’s consultants on identifying and evaluating hedge fund
strategies, investment managers and investments appropriate for the Program, and on
making selection recommendations to the Board;

e as needed, identifying and evaluating strategic consultants and advisors and other
external resources for the Program, and making selection recommendations to the
Board;

e overseeing the Fund's portfolio of Program investments, including management of
consultants and advisors and other external resources engaged on the System’s behalf
in connection with the Program with the objective that the Fund obtains the maximum
value from those relationships;

e highlighting to the Board any material exceptions to the Minimum Requirements for
investments and managers as set forth in the IPS

e monitoring and reporting on performance and risk metrics as provided by the
managers with respect to the overall purpose and objectives of the program; and

e monitoring and reporting on the performance of the consultants at least annually.
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Role of the Consultants
The duties of the Fund’s consultants include, but are not limited to:

e providing advice to the Board and Staff with respect to the development and
operation of the Program, including advice on industry developments and portfolio
construction, with the goal of an overall Program risk/return profile deemed
appropriate by the Board, Staff and the Consultant and monitoring capital markets for
investment strategies and investment opportunities;

e assisting the Board and Staff in developing the IPS and in periodic reviews of the IPS
and the Program;

e together with BAM, provide an annual Tactical Plan for the Program

e assisting Staff in identifying, evaluating and recommending investment opportunities
and terminations consistent with the IPS and believed to be appropriate for the
Program, including conducting due diligence with respect to new investments, as
requested;

e assisting Staff with the implementation, negotiation and execution of new
investments;

e assisting Staff with the ongoing review of committed investments, including reports
to the Board on significant manager developments, proposed amendments to fund
documentation and investment performance, and periodic and timely review of the
risk of the Systems’ investment portfolios (although it is recognized that the ability to
provide any such review is limited with respect to hedge funds due to the nature of
the underlying hedge fund investments);

o fulfilling such other purposes as the Board, and BAM staff may approve and
consultant may agree to.

Role of the Investment Managers
The duties of the Investment Managers the Fund allocates to include, but are not limited
to:

Hedge Fund Managers:

e selecting and trading underlying investments, selecting service providers and trading
counterparties, and otherwise fulfilling their roles as investment manager of their
respective hedge funds consistent with this IPS, offering documents and legal
documentation; and

e providing ongoing reporting to the Systems, Staff and Consultant as applicable, and
adhering to their funds’ respective offering documents; and responding to reasonable
ad hoc requests from the Board or Staff relevant to the fund.
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Fund of Fund Managers:

e acting as fiduciaries, and with discretion, in selecting and terminating strategies and
underlying hedge funds for investment allocations consistent with this IPS, legal
documentation, monitoring hedge funds allocated to, rebalancing strategies and hedge
funds allocated to; and

e providing ongoing reporting to the Systems, Staff and Consultant as applicable on the
performance and composition of the funds of funds, maintaining share class specific
accounting of the fund of funds to check custodian and/or administrator valuations of
fund of funds; and responding to reasonable ad hoc requests from the Board or Staff
relevant to the fund of funds.

Role of the General Consultants

The duties of the Fund’s General Consultants include, but are not limited to:

e Advising the Board and Staff on how the Program fits into the Systems’ overall asset
allocation and risk/return objectives.

e Also, providing ad-hoc advice or knowledge of specific hedge funds.

Benchmarking

The annualized performance objective for the Program is to exceed the 1yr Treasury Bill
yield plus 4% over a full market cycle (typically 5-7 years)

and the secondary objective is to exceed the HFRI Fund of Funds Composite Index plus
1%, in both cases maintaining low correlation and volatility compared with global public
equity markets.

For each strategy of the Program, Staff, in consultation with the consultant, will
recommend an appropriate benchmark that reflects the risk profile and return objectives

of the strategy and investment.

Investment Operations

A. General Approach

The Program will permit the Board to consider hedge fund strategies on a proactive basis
subject to a framework of guidelines, due diligence standards, and procedures for
monitoring and reporting. The Program’s overall objective is to outperform the broad
markets within established risk guidelines through established measures of volatility,
illiquidity, concentration and organizational risks.
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It is expected that the hedge fund investments included in the Program, whether accessed
directly or via funds of funds, may have one or more of the following risk characteristics:

o Illiquidity of investment vehicle (e.g., limited partnership or commingled fund
vehicles are commonly used and are often private placements with limited
opportunity to withdraw)

Iliquidity of assets held by the investment vehicles

Lack of transparency

Leverage

Sector concentration

Geographical concentration

Security concentration

Derivatives exposures

Non-traditional trading techniques (most strategies involve shorting)
Shorter track records

Performance based fees

Counterparty risks (counterparties to the hedge funds)

Operational risks

Fraud risks

Tax/Regulatory risks

Strategy (may generate negative returns)

Organizational risks

Most of these characteristics present strategy and investment specific risks, which should
be assumed only if the due diligence effort has confirmed the expectation of reasonable
levels of excess returns and/or diversification benefit.

Individual hedge fund investments within the Program may be non-diversified, meaning
that the investment manager of a particular hedge fund may concentrate its assets.
However, it is expected that the Board will seek to diversify the Program by seeking to
stratify investments by:

Hedge fund sectors

Hedge fund strategies

Geographic focus

Underlying asset types focus

Adherence to asset allocation and rebalancing policies

M

Hedge fund investments are not 100% liquid. Each hedge fund is subject to varying lock-
up arrangements each of which is delineated with fund documents. The Program is
expected to have moderate liquidity with a range of investments from more liquid to
longer lockup, illiquid structures.
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B. Hedge Fund Sectors & Strategies

All hedge fund sectors and strategies are eligible for inclusion in the Program. For
purposes of definition and analysis, hedge funds can generally be categorized as follows:

Sector

Equity Long/Short

‘ Strategy

Industry Focus

Regional Focus

Multi-Strategy

Private Equity

Other

Event Driven

Equity Focus

Debt Focus

Emerging Markets Value

Private/Distressed Credit

Multi-Strategy

Other

Relative Value

Fixed Income

Quantitative Strategies

Convertible Arbitrage

Multi-Strategy

Other

Tactical Trading

Global Macro

Emerging Markets Macro

Commodities Trading Advisors

Multi-Strategy

Other
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C. Annual Review

Staff with assistance of the hedge fund consultant shall present to the Board an annual
review of the Program, including the overall allocation to and investments within the
Program and recommended changes to the IPS as appropriate. The System’s general
investment consultant will participate in reviewing how the System’s allocation to hedge
funds fits into the System’s overall asset allocation.

D. Investment Guidelines

1. Sector Weightings

Sector Constraints Min Max
Equity Long/Short 0% 45%
Event Driven 0% 70%
Relative Value 0% 45%
Tactical Trading 0% 55%

Sector weightings shall be computed on a “look through” basis with respect to the
funds of funds. Staff, with the assistance of the consultant, will assign a Sector
designation to each hedge fund investment regardless if accessed on a direct basis
or indirectly via a fund of funds investment. Annual Tactical Plans may include
narrower annual sector weighting objectives as appropriate. Over time, it is
expected that the Program will be diversified across sectors and strategies.

De minimis investments within funds of funds (e.g. allocations to sub portfolios in
a fund of funds, or less than 2% positions in a fund of funds) as well as holdbacks,
liquidating trusts, and small positions owned on a direct or fund of funds basis,
may be disregarded for purposes of computing sector weightings.

2. Position Sizing for Direct Hedge Fund Investments

When the Program is substantially completed, the goal is to have a diversified
portfolio that includes direct hedge fund investments. As a percentage of the
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overall hedge fund program, individual hedge funds will generally be limited in

size to a:
12% Maximum allocation to any one management firm
10% Maximum allocation to any single direct investment vehicle

So that the Program can be built up in an efficient manner, there will be an
appropriate grace period from the above constraints from the time of the first
direct hedge fund investment following adoption of this IPS.

3. Direct Hedge Fund Manager Selection

Staff, in consultation with the consultant, will identify potential hedge fund
sectors and strategies for the Board's consideration, and then identify and evaluate
investment managers and/or investments that focus on such sectors and strategies.

In evaluating managers and investments, Staff in consultation with the consultant
shall set and share with the Board criteria for the selection of investment
managers and investments as well as criteria set forth in this IPS under Minimum
Requirements, taking into account deviations appropriate to the unique
characteristics of direct hedge fund investments.

Staff may, but is not required to, issue a request for qualifications or request for
proposals to help identify new strategies and investments. It is recognized that the
nature of hedge fund investments may not lend themselves to an RFP process.

4. Fund of Funds Manager Selection

Staff, in consultation with the relevant consultant, will identify, perform due
diligence on, and recommend to the Board for investment those Fund of Funds
firms deemed best suited to handle the System's investment mandate. Criteria
under consideration shall generally include 1) the depth of experience of the firm
and its investment team, i1) the firm's investment research process, operational
due diligence and risk management capabilities, iii) performance and risks taken
to achieve performance, iv) fees, v) the firm's capacity to handle the size of the
investment mandate, vi) alignment of interests with the System’s vii) capabilities
related to BAM staff training, access to managers and knowledge sharing and vii)
other criteria set forth in this IPS under Minimum Requirements. (In consultation
with BAM, the fund of funds managers will be responsible for selection of
underlying hedge funds in their funds of funds. The Staff will be notified of
additions and terminations of hedge funds in the fund of funds portfolio.)
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5. Investment Structure

Investments may be differently structured depending on the characteristics of a
particular hedge fund opportunity. Permissible structures include (without
limitation) commingled structures such as limited partnerships, limited liability
companies, common or collective funds and similar structures, non-commingled
structures (sole investor fund), direct investments and separate accounts under
management by an investment manager engaged by the Board.

The following considerations will generally apply with respect to investment
structure:

e Both individual hedge funds and funds of funds are expected to be
included in the Program, although the Board contemplates that any initial
allocation to hedge funds will be through a fund of funds structure.

e Investments shall generally be structured so as to limit the Fund’s liability
to the amount invested.

e All legal structures shall provide for documentation (e.g., an offering
memorandum, partnership agreement, or other documentation, as
applicable).

6. Minimum Requirements - The following shall be the minimum requirements
to be considered for all investments of the Program (direct hedge funds and
funds of funds):

e Every investment presented to the Board must have a rationale for
inclusion in the Portfolio.

e The investment manager or other principals shall demonstrate
relevant skill, experience and expertise in the strategy they propose
to execute and the principal markets in which they propose to
operate.

e The proposed investment shall be set forth in sufficient detail so as
to permit substantive and meaningful review of the investment
opportunity, verification of the investment concept and evaluation
of the appropriate risk factors.

e The risk anticipated in the strategy and market is justified by and
compensated for by the potential gains of the proposed investment.
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In the case of fund of funds managers, SEC registration is required;
in the case of direct hedge fund managers, SEC registration is
strongly preferred.

The direct hedge fund investment managers, or their vehicles’
service providers, shall provide annual financial statements for the
investment vehicles that comply with geographically appropriate
accounting standards (e.g., U.S. GAAP, International Financial
Reporting Standards). Financial statements provided for
commingled structures, such as limited partnerships and LLC,
must be audited by a reputable auditing firm.

The fund of funds investment managers, or their vehicles’ service
providers, shall provide annual financial statements for the fund of
funds that comply with U.S. GAAP. Financial statements provided
for commingled structures, such as limited partnerships and LLC,
must be audited by a reputable auditing firm.

Monthly and quarterly investment updates are expected from the
fund of funds managers or other principals with respect to each
underlying hedge fund investment. Financial statements for each
underlying hedge fund investment shall be made available to staff
and must be audited by a reputable auditing firm.

For direct hedge funds, there must be reasonable controls over the
valuation of the investment, which may include an annual audit, a
valuation committee, use of third party administrators or other
third parties to value assets, or other consistent and written
procedures and controls. There will be a strong preference for
hedge funds with independent fund administrators.

For funds of funds, there must be reasonable controls over the
valuation of the investments held by the fund of funds, which may
include an annual audit, a valuation committee, use of third party
administrators or other third parties to value assets, or other
procedures and controls.

All hedge fund investments, whether accessed on a direct basis or
via a fund of funds, must have reasonable and defined polices for
exit. If exit is limited (e.g., in the case of commingled vehicles),
there must be a redemption mechanism and timetable for exit upon
submission of a redemption request.

-10 -
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7. Additional Guidelines

o Authorized Use of Derivatives — The Fund shall not be the direct
counterparty to any derivatives. In the case of fund of funds investments,
the fund of funds investment manager shall thoroughly vet any
implementation of such derivatives strategies at the underlying fund level.

e Use of Leverage - There will be no leverage applied at the overall Program
level, and leverage will only be utilized within individual, direct hedge
funds or underlying funds in a fund of funds portfolios. In the case of fund
of funds investments, if appropriate for such investments structured as
limited partnerships, special purpose vehicles or similar vehicles only (and
not for any investment held directly by the System), the fund of funds
manager may use leverage within a fund of funds vehicle for up to 10% of
the fund of funds vehicle’s assets only for purposes of funding new hedge
fund investments in advance of anticipated redemption proceeds.

e Proxies - Generally, investment managers will vote proxies in accordance
with the manager’s policies for the strategy. However, in the event the
System enters into a separate account relationship and if appropriate to the
strategy, securities held in a separate account may be voted by the
Comptroller’s Office in accordance with the Fund’s proxy voting policy.

e Conflicts of Interest - Investments shall be reviewed by Staff and the
consultant for potential conflicts of interest. Managers must either agree
to comply with the Ethics and Compliance Policy of the Fund or have
documented policies and procedures to address conflicts that are deemed
satisfactory by Staff and the consultant. Managers shall be required to
agree in a side letter or similar document to implement such policies and
procedures.

e Transparency - Staff and the consultant will evaluate the transparency
available for each direct hedge fund investment opportunity considered for
the Program. For this purpose, transparency may mean manager reporting
of risk exposures, asset types, holdings-level detail or other relevant
information. In the case of a fund of funds, use of an independent third-
party aggregator to collect and report such data directly to Staff may be
appropriate.

e Custody — Staft, with the assistance of consultant, will evaluate
arrangements for the custody of hedge fund investments, whether accessed
on a direct basis or via a fund of funds, including whether custody of
assets should be maintained with an independent, recognized institutional

-11 -
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custodian bank or other recognized financial institution. Unless otherwise
approved by the Board, the custodian(s) of the direct hedge fund
investments and the custodians of the fund of funds investments will
provide a report of all hedge fund investments and transactions to Staff on
a monthly basis.

¢ Investment opportunities where a comparative analysis can be performed
will be preferred.

e Unless otherwise stated above, fund of funds investment managers shall
be responsible for implementing, wherever appropriate, these additional
guidelines for their respective fund of funds mandate. In the event
compliance is not possible given an underlying investment strategy, the
fund of funds manager, shall document to the Staff, the consultant, and, if
appropriate, the Board, the supporting rationale for such investment
despite such non-compliance.

8. Due Diligence Process

o Staff, with assistance from the consultant, shall vet each opportunity
that will be presented to the Board.

e Since each investment will offer different risks than traditional
investments, Staff may use existing or specialized consultants and
advisors or other external resources to assist with due diligence.

e Staff and/or consultant shall perform on-site due diligence for
investment managers being considered by the Board.

e Staff and/or consultant shall analyze and provide a written summary
recommendation for each hedge fund investment that includes (as
applicable):

1. Investment strategy
ii.  Investment team and structure
1.  Risk management process
iv.  Operations and infrastructure
v.  Review of PPM
vi.  ADV Review (if SEC registered investment manager)
vii.  Financial statement review

The recommendation should include a rationale for the selection. The
report should also address issues, if any, resulting from Staff’s review
of matters addressed by the Additional Guidelines above.

-12 -
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The Program’s fund of funds investment managers shall be responsible
for due diligence on and monitoring of the underlying hedge fund
investments in their respective funds of funds.

Staff will recommend investments and commitments consistent with
limitations on the Program.

9. Monitoring and Reporting

All direct hedge fund and fund of funds investments in the Program
shall be monitored by the Staff and the consultant on an ongoing basis.

The following factors should be considered during the monitoring
process, among others, as appropriate:
i.  Performance and volatility in comparison to a relevant
benchmark
ii.  Stability or changes in key personnel, investment strategy or
assets under management
iii.  Risk management
iv.  Legal or regulatory issues including pending actions or
investigations brought by regulators or third parties
v.  Adherence to stated investment strategies (i.e. style drift)
vi.  Adequacy of reporting information and disclosures
vii.  Responsiveness to investor inquiries

The Program’s direct hedge fund investment aggregate risk exposures
should be monitored on a quarterly basis, although it should be
recognized that the ability to provide any such monitoring is materially
limited due to the nature of the underlying hedge fund investments and
the limited reporting by the investment managers of commingled
vehicles to their investors.

Staff and consultant will design and provide the Board with a report
package for the Program based on characteristics of each strategy and
the investments within the Program.

A performance review and Program attribution analysis will be
conducted at least quarterly with monthly performance snapshots, or as
stated in the original written recommendation presented to the Board.

The performance review should incorporate return, volatility and
market value for direct hedge fund and each fund of funds investment
and be segmented by an appropriate classification.

- 13-
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Staff and/or the consultant should conduct quarterly reviews and at
least annual on-site due diligence, for each direct hedge fund
investment manager. Staff should conduct regular monitoring and at
least annual on-site due diligence of each fund of funds advisor.

For fund of funds investments, the fund of funds investment manager
shall implement a process of monitoring and reporting regarding its
underlying hedge funds that is at least as frequent and detailed as
required above for Staff and the consultant. The fund of funds manager
shall present to Staff an annual review of its monitoring and reporting
requirements.

Staff shall place investments on the watch list in accordance with the
Board's standard investment policy procedures.

Appendix A

- 14 -
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Glossary of Terms
Sectors:

Equity Long/Short — A hedge fund strategy which generally involves the purchase as
well as the short sale of equity and equity derivative securities. Equity Long/Short hedge
fund managers generally seek to control risk through diversification and varying net
exposure to the market.

Event Driven - A hedge fund strategy which generally involves taking significant
positions in companies with opportunities based on certain events. Events can include
Initial Public Offerings, mergers, credit improvements, write down announcements,
bankruptcies, reorganizations, or accounting backdating announcements.

Relative Value - A hedge fund strategy which generally takes advantage of the relative
pricing between related securities or assets; these typically include fixed income,
derivatives, equity or real estate securities.

Tactical Trading — A hedge fund strategy generally involving long and short positions in
various fixed income, equity, currency and commodity markets and instruments.

Sector Strategies:

Equity Long/Short Strategies

Industry Focus — A sub-strategy of Equity Long/Short in which the fund manager
typically attempts to identify investments within a specific industry. The most common
industry focuses for Industry Focus hedge funds are Healthcare, Technology, Financial,
Consumer, Energy and Infrastructure.

Regional Focus — A sub-strategy of Equity Long/Short in which the fund manager
typically attempts to identify investments within a particular geographic region. The
manager may focus on a particular country, or may invest in a more broadly defined
region such as “Asian Emerging Markets” or “Western European Countries.”

Multi-Strategy — A sub-strategy of Equity Long/Short in which the fund manager
employs a variety of different strategies. Frequently, the Equity Long/Short managers
that we define as “Multi-Strategy” employ multiple Portfolio Managers, each of whom
focuses on a distinct strategy, with capital allocations to their portfolios adjusted by an
overall Chief Investment Officer.

-15-
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Other - A range of sub-strategies of Equity Long/Short that do not fit neatly into other
sub-strategy definitions.

Event Driven Strategies

Equity Focus — A sub-strategy of Event Driven that includes a range of equity investment
strategies such as activism, passive valuation-based investments or catalyst-driven
investments.

Debt Focus — A sub-strategy of Event Driven in which the fund manager invests
primarily long, but usually also short in credit which it believes to be under (or
overvalued). This sub-strategy typically refers to investments in performing credit.

Emerging Markets Value — A sub-strategy of Event Driven in which the fund manager
invests in a range of asset classes, including currency, debt, equity and rates in countries
commonly characterized as emerging markets.

Private/Distressed Credit — A sub-strategy of Event Driven in which the fund manager
generally seeks to isolate investment opportunities in credit arising from companies in
bankruptcy, threatened with bankruptcy or of whom the market has a generally negative
perception.

Multi-Strategy — A sub-strategy of Event Driven in which the fund manager typically
shifts exposures between the various Event Driven strategies.

Other - A range of sub-strategies of Event Driven that do not fit neatly into other sub-
strategy definitions.

Relative Value Strategies

Fixed Income — A sub-strategy of Relative Value in which the fund manager generally
seeks to profit from the eventual correction of a perceived price discrepancy between
fixed income instruments. Some managers will also attempt to profit from trade
structuring that generates positive carry over the duration of the trade. Assets traded
include cash instruments (e.g. government bonds, mortgage-backed securities, etc.) and
various derivatives (bond futures and options, swaps, etc.).

Quantitative Strategies — A sub-strategy of Relative Value that contains Equity Market
Neutral and Statistical Arbitrage styles of investing, in which the fund manager generally
seeks primarily to identify and trade on mis-priced or mis-valued equities using
quantitative models while remaining broadly neutral to overall equity market moves. The
models may use fundamental and other non-price primary inputs (e.g. Equity Market

- 16 -
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Neutral factor models), or predominantly price inputs, basing their perception of mis-
pricing on statistical rather than fundamental criteria (Statistical Arbitrage).

Convertible Arbitrage — Convertible arbitrage refers to multiple approaches to trading
convertible bonds within a hedge fund structure. Traditionally, convertible arbitrage
primarily involved attempting to profit from equity volatility by taking advantage of the
relationship between equity price and convertible bond price that exists due to the bond’s
embedded call option by typically buying the convertible bond and shorting the
underlying stock. More recently, convertible arbitrage managers have attempted to
diversify their approaches by including credit and event-driven positions, implemented
using convertible bonds.

Multi-Strategy — Hedge funds that primarily trade multiple Relative Value oriented
strategies are classified as “Multi-Strategy.”

Other - A range of sub-strategies of Relative Value that do not fit neatly into other sub-
strategy definitions (e.g. insurance and re-insurance risk).

Tactical Trading Strategies

Global Macro - Global Macro funds make thematic, directional, high level investments
across asset classes driven by analysis of macroeconomic, political, regulatory, and
market factors. Portfolios are typically concentrated in a few, high-conviction themes
and trades are implemented using relatively liquid instruments (e.g., sovereign bonds,
equity indices, foreign currency forward contracts, commodity futures, etc.).

Emerging Markets Macro - A sub-strategy of Tactical Trading in which the fund manager
primarily invests in a range of asset classes, including currency, debt, equity and rates in
countries commonly characterized as emerging markets. This sub-strategy focuses on
liquid securities, typically actively trades positions and relies on a combination of
technical and fundamental analysis to make investment decisions.

Commodity Trading Advisors (CTAs) typically trade futures and forwards on bonds,
interest rates, commodities, currencies, and equities based on systematic, typically trend-
following, models.

Multi-Strategy - Hedge funds that trade multiple Tactical Trading oriented strategies are
classified as “Multi-Strategy.”

Other - A range of sub-strategies of Relative Value that do not fit neatly into other sub-
strategy definitions.

-17 -
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Opportunistic Fixed Income: Investment Program Policy Statement

Purpose and Objectives

The Opportunistic Fixed Income Program (the "Program") will invest in sectors and actively-
managed strategies of the Fixed Income market, as defined herein, whose sources of return and
risk profiles are expected to differ meaningfully from the Fund’s Core + 5, Enhanced Yield and
U.S. TIPS programs (the Fund’s “traditional fixed income strategies”) over market cycles. It is
anticipated that these sectors and/or strategies will offer higher returns than traditional fixed
income strategies, exploit return opportunities that offer diversification to the total Fund, and
exhibit volatility (measured by standard deviation of returns) that is meaningfully higher than
traditional fixed income and could be similar to global public equity markets. In addition, the
correlation of the Program to public equities in normal times is expected to be moderate,
although in crisis periods can be quite high.

The Program will invest in sectors and strategies that because of credit rating, illiquidity,
concentration, relatively short track record, underlying asset or liability, and/or other unique
characteristics, would not typically be included in the Fund’s traditional fixed income portfolios.
The Program will enable the Fund to take advantage of changing opportunities in fixed income
markets, particularly in markets where providers of liquidity may demand commensurate return
premiums. As a result, the Program is intended to provide greater flexibility to pursue these
investments in an opportunistic and disciplined manner, within a due diligence framework and
established risk guidelines of the fixed income and total fund allocations. Although traditional
fixed income offers liquidity, lower volatility, and diversification to equities, it also has several
drawbacks and limitations, including low potential returns in periods of low and rising interest
rates and exposure to negative corporate event risk, among others. Opportunistic fixed income
strategies are designed to overcome many of these deficiencies by offering higher potential
returns, offering risk premia for specialized knowledge, aligning interests between borrowers and
lenders more effectively, and tapping unique manager skills to access markets ignored by
traditional managers.

From inception of the Program investments were limited to niche strategies structured as funds.
The Program will be expanded to develop core/satellite relationships to better exploit
opportunistic strategies. This will be implemented through core separate account as well as
satellite relationships funded either as separate accounts or as investments in commingled funds.
These investments will provide the opportunity to develop and invest in niche fixed income
strategies that may arise in the future.

The operation of the Program is subject to the exclusive benefit rule and all other applicable
laws, including requirements of prudence.
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Asset Allocation

The Program, first approved by the Board in 2008, has been funded with an initial allocation of
approximately 1% of System assets. The allocation of the Program is 0%-5% of the total Fund. It
is envisaged that as specific market opportunities evolve or market conditions change, the
allocation to the Program will be modified correspondingly.

Responsibilities and Delegation

Role of Board of Trustees
The Board shall:

approve the Fixed Income Opportunistic Program Investment Policy Statement (“IPS”)
and any changes to the IPS;

review the Program at least annually and approve and adopt the Annual Tactical
Investment Plan (the “Tactical Plan”), or more often as requested by Staff as
opportunities arise;

approve the retention, and review performance, of strategic consultants and advisors and
other external resources, as needed;

oversee performance and risk and Staff’s implementation of the Program;

approve investments/terminations of investment strategies and managers, and/or
delegation of manager retention/termination to Staff and/or consultant as deemed
appropriate, and

approve benchmark for each investment.

Roles of the Comptroller's Office Staff
The duties of the Comptroller's Office Staff ("Staff") include, but are not limited to:

reviewing and recommending changes to the IPS, developing and implementing periodic
reviews of the Program, which shall occur at least annually, and managing the operations
of the Program;

working with the System’s consultants on identifying and evaluating opportunistic
sectors and strategies, investment managers, and investment vehicles or structures
appropriate for the particular managers and for the Program, and on making selection
recommendations to the Board;

as needed, identifying and evaluating strategic consultants and advisors and other
external resources for the Program, and making selection recommendations to the Board,
overseeing the Fund's portfolio of Program investments, including management of
consultants and advisors and other external resources engaged on the System’s behalf in
connection with the Program with the objective that the Fund obtains the maximum value
from those relationships;

monitoring and reporting on performance and risk metrics as provided by the managers,
custodians, and/or other valuation service providers with respect to the overall purpose
and objectives of the Program;

monitoring and reporting on the performance of the consultants;

working with the System’s consultants on ongoing advice on increasing or decreasing the
amount invested in the Program;

performing other work as necessary to implement this IPS;
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verifying all investments, guidelines, and documents are consistent with this IPS, and
noting any exceptions for approval by the Board, and
reviewing and monitoring Program to determine effect on overall basket clause.

Role of the Consultants
The duties of the Fund’s consultants include, but are not limited to:

providing advice to the Board and Staff with respect to the development and operation of
the Program, including advice on industry developments and portfolio construction, with
the goal of an overall Program risk/return profile deemed appropriate by the Board, Staff
and the consultants, and monitoring capital markets for investment strategies and
investment opportunities;

assisting the Board and Staff in periodic reviews of the IPS and the Program, and making
recommendations to the Board concerning the Program strategy, tactics and policy
changes;

working together with Staff to provide the Board with a Tactical Plan for the Program;
assisting Staff in identifying, evaluating, and recommending investment opportunities
and terminations consistent with the IPS and believed to be appropriate for the Program,
including conducting due diligence with respect to new investments, as requested;
assisting Staff with the implementation, negotiation and execution of new investments;
advising the Board and Staff on how the Program fits into the System’s overall asset
allocation and risk/return objectives;

providing ad-hoc advice or knowledge of specific investment managers, sectors,
strategies, and investment structures;

working with Staff on ongoing advice on increasing or decreasing the amount invested in
the Program,;

assisting Staff with the ongoing monitoring of committed investments, including reports
to the Board on significant manager developments, proposed amendments to fund
documentation and investment performance, and periodic and timely review of the risk of
the System’s investment portfolios. The general consultant will be responsible for
overseeing the entire Opportunistic Fixed Income program, and

fulfilling such other purposes as the Board, and Staff, may approve.

Role of the Investment Managers
The duties of the investment managers the Fund allocates to include, but are not limited to:

selecting and trading underlying investments, selecting service providers and trading
counterparties, and otherwise fulfilling their roles as investment managers of their
respective funds consistent with offering documents, investment guidelines, termsheets,
and other legal documentation;

providing ongoing reporting to the System, Staff, and consultants as applicable, and
responding to reasonable ad hoc requests from the Board or Staff relevant to the fund;
highlighting portfolio risks on a timely and proactive basis, and

meeting with the Boards, Staff, and consultants as needed to explain the market and
portfolio investments, given their high level of discretion.
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Benchmarking

The Program is expected to achieve enhanced returns versus traditional fixed income
benchmarks over a multi-year cycle. The primary performance objective for the Program is to
earn a 10% absolute net return. The Board recognizes that benchmarking this portfolio is
difficult given the potentially idiosyncratic nature of the investments, diverse opportunity set,
and the lack of a comparable manager universe. Recognizing these limitations, the portfolio’s net
returns will also be reviewed against a secondary benchmark: the JP Morgan Global High Yield
Index plus 3%, net of all fees and expenses, over a full market cycle (typically 5 — 7 years).

For each strategy and investment of the Program, Staff, in consultation with the appropriate
consultant, will recommend an appropriate benchmark that reflects the risk profile and return
objectives of the strategy and investment. Considerations will include liquidity (or the lack
thereof), leverage, default risk, sector concentration, and security concentration.

Investment Operations

A. General Approach

The Program will permit the Board to consider unique fixed income sectors and strategies on a
proactive basis subject to a framework of guidelines, due diligence standards, and procedures for
monitoring and reporting. The Program’s overall objective is to outperform the broad fixed
income markets within established risk guidelines determined by Board and Staff through
established measures of volatility, illiquidity, concentration and organizational risks.

It is expected that the opportunistic investments included in the Program may have one or more
of the following characteristics:

e Illiquidity of individual securities and investment vehicles (e.g., securities are often
private placements with no active secondary market, and limited partnership vehicles or
commingled fund structures with limited opportunities for withdrawal are commonly
used)

Private market direct loans or private securities

Low credit quality / higher-than-average default risk

Investments in non-dollar denominated securities

Sector concentration (e.g., distressed mortgage and real estate lending)

Security concentration

Complex securities that may be difficult to price and evaluate

Some strategies may involve short selling and/or use of derivatives

Shorter track records (implicit in opportunistic investing is the willingness to invest with
newer strategies and firms)

e Performance-based fees

Most of these characteristics present strategy-, sector-, and security-specific risks, which can be
assumed only if the due diligence effort has confirmed the expectation of reasonable levels of
excess returns and/or diversification benefits at the Program level, in keeping with the return/risk
profile of this IPS.
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Potential investments to be considered for the Program may have “cross-over” characteristics
with other asset classes. For example, investments in distressed debt securities may lead to a
private equity position via a capital restructuring process. It is intended that such assets with
“cross-over” characteristics will be considered part of this Program allocation, though Staff may
propose a change in classification for Board approval.

Strategies within the Program may be non-diversified, meaning that the managers of such
strategies may structure an undiversified portfolio of assets of a certain type, sector, or
geographic location based on an assessment of relative value or opportunity for outperformance.
To mitigate risk of potentially non-diversified strategies, the maximum initial allocation to each
manager within the Program should not exceed 0.5% of the total Fund’s assets at the time of
investment. The maximum allocation over the life of the investment will not be greater than
1.0% of the total Fund’s assets, subject to Staff review and subsequent Board approval. Staff will
approach the Board if Staff determines that an increase in allocation over 1.0% is necessary.
Diversification of the Program will be provided through a bottom-up approach by aggregating
and consolidating each manager’s respective termsheet/investment guidelines. In addition, the
Program will be diversified in terms of:

Economic sectors
Geographic location
Manager/ General Partner
Investment strategies
Securities

M

The Program is not expected to provide a source of liquidity for the Fund, and accordingly,
investments may be illiquid.

B. Opportunistic Fixed Income Sectors and Investment Strategies
Sectors and strategies eligible for the Program may include, among other assets:

Sectors:
e Bank loans
Private mortgage loans
Real estate debt
Direct corporate/high-yield loans
Asset-backed lending/securities, including Asset-backed securities (ABS), Commercial
mortgage-backed securities (CMBS), Residential mortgage-backed securities (RMBS),
and leases, among others
e Structured notes
Global bonds, including emerging market debt
e Post-reorganization / restructured equities (stand-alone public equities will be excluded
from consideration unless authorized by the Board)

Strategies:
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e Distressed debt (including corporate loans, real estate loans, and structured finance)
e Mezzanine financing

C. Annual Review

Staff, with assistance of the consultant(s), shall present to the Board an annual review of the
Program, including the overall allocation to and investments within the Program and
recommended changes to the IPS, as appropriate, and how the System’s allocation to
opportunistic fixed income fits into the System’s overall asset allocation. The report will include
an assessment of market conditions and valuation within each subsector of the market.

D. Investment Implementation

1. Sectors and Strategies

In the Tactical Plan, Staff, in consultation with the consultant(s), will identify advisability
of the current allocation to the Program, as well as potential opportunistic strategies and
investments for the Board's consideration. The Tactical Plan will include an assessment
of market conditions and valuation within each subsector of the market, an analysis of
where capital should be re-deployed in the Program at the sector, strategy and manager
levels, and what the target allocation to the Program as a percentage of total Fund assets
should be.

2. Manager Selection

Staff and consultants will identify investment managers and/or investments that focus on
sectors or strategies identified in the Tactical Plan. Evaluation criteria shall generally
include: i) the depth of experience of the firm and its investment team, ii) the firm's
investment research process, operational due diligence and risk management capabilities,
i11) performance and risks taken to achieve performance, iv) fees, v) the firm's capacity
to handle the size of the investment mandate, vi) alignment of interests with the System’s
vii) capabilities related to Staff training and access to managers and knowledge sharing
and viii) other criteria set forth in this IPS under Minimum Requirements, taking into
account deviations appropriate to the unique characteristics of particular opportunistic
strategies. Staff and consultants shall set and share with the Board the criteria for the
selection of each investment manager or redeployment of capital.

Staff may, but is not required to, issue a request for qualifications (“RFQ”) or request for
proposals (“RFP”) to help identify new strategies and investments. It is recognized that
the nature of opportunistic investments may not lend themselves to an RFP process.

3. Investment Structure

Investments may be differently structured, depending on the characteristics of particular
opportunistic strategies. Permissible structures include (without limitation): separate
accounts under management by an investment manager engaged by the Board;
commingled structures such as limited partnerships, limited liability companies, common
or collective funds, and similar structures; secondary partnership investments; co-
investments, and direct investments.
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The following considerations will generally apply with respect to legal structure:

Strategies involving derivatives (including, but not limited to, futures, options,
swaps, and forward agreements), leverage, short selling, shall generally be
structured as a limited partnership or limited liability arrangement. In no event
shall the System be a direct party or counterparty to any such investment.
Furthermore, any such investment must generally be structured so as to limit the
Fund’s liability to the amount invested.

All legal structures shall provide for documentation (e.g., an investment
management agreement, offering memorandum, or other documentation) of
specific, written investment guidelines that outline investment philosophy and
approach, representative portfolio characteristics, permissible and restricted
procedures, strategies, securities, and an appropriate performance benchmark
commensurate with targeted investment return, risk, and illiquidity.

Evaluation of the suitability of any commingled structure may take into account
factors such as: legal structure and domicile of the investment vehicle,
arrangements for custody of assets, the laws and regulations of the domicile and
countries where investments are made, whether or not the manager or other
principals are registered with the SEC or other appropriate regulatory authorities,
characteristics of other investors, roles and characteristics of material third parties
(e.g., administrators, prime brokers, vendors and counterparties), and fees and
expenses resulting from the use of the particular commingled structure.

4. Minimum Requirements
The following shall be the minimum requirements for all investments of the Program:

Every investment presented to the Board must have an economic and valuation-
based rationale for inclusion in the Portfolio;

Investments, strategies, and managers must be projected to add value to the total
Program from a risk and/or return perspective;

The investment manager or other principals shall demonstrate relevant skill,
experience, and expertise in the strategy they propose to execute and the market in
which they propose to operate;

The manager’s proposed strategy and business plan shall be set forth in sufficient
detail as to permit substantive and meaningful review of the investment
opportunity, verification of the investment concept, and evaluation of the
appropriate risk factors;

The Manager’s proposed strategy and business plan shall provide reasonable
assurance that the investment opportunity can produce the target risk and return
profile;

The risk anticipated in the strategy and market is justified by and compensated for
by the potential gains of the proposed investment, based on reasonable
assumptions;

The investment manager's registration as an investment adviser with the SEC or
applicable local regulatory body (e.g. the Financial Services Authority in the UK)
is strongly preferred;
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The investment manager or other principals shall provide financial statements that
comply with geographically appropriate accounting standards (e.g., U.S. GAAP,
International Financial Reporting Standards) and any other financial reports and
other information required by Staff to assess and account for performance, fees,
expenses, invested capital, and any other items affecting the investment. Monthly
and quarterly investment updates are expected from investment managers or other
principals with respect to each investment. Financial statements provided for
commingled structures, such as limited partnerships and LLCs, must be audited
by a reputable auditing firm;

There must be reasonable controls over the valuation of the investment, which
may include annual audit, a valuation committee, use of third party administrators
or other third parties to value assets, or other procedures and controls. Staff shall
assess the valuation methodology for the investment in light of the investment's
liquidity profile and receive reports of, or have the right to request, supporting
information regarding the valuation of assets within the investment, and

All investments must have reasonable and well-defined policies for exit. If exit is
limited (e.g., in the case of limited partnerships), there must be a mechanism and
timetable for exit. Liquidity should be appropriate given the underlying assets of
the portfolio.

5. Investment Guidelines and Prohibited Investments

Investment Sizing — The maximum allocation to an individual manager will be
reviewed with the Board and monitored by Staff as appropriate;

Authorized Use of Derivatives — One or more strategies may provide for the use of
derivatives to assist in the efficient management of risk, asset allocation and
market exposures, through the use of tools such as futures, options, swap
agreements, or forward agreements. Derivatives used for the purpose of
speculation shall be limited. Currency strategies using derivatives other than for
hedging purposes are not permitted. The implementation of the derivatives
strategies shall be thoroughly vetted by Staff and the consultants. Investments
involving derivatives (including but not limited to futures, options, swaps, and
forward agreements, other than for currency hedging) generally shall be
structured as a limited partnership or limited liability arrangement. In no event
shall the System be a direct party or counterparty to any such investment;

Use of Leverage — Leverage may be used in the implementation of specific
strategies within the Program. In such instances, Staff and the consultants will
consider the role that leverage plays in achieving the goals of the strategy and the
risks that are associated with the use of leverage. There will be no leverage
applied at the Program level. Managers will be allowed a maximum of 1X
leverage for senior loans, defined as capital provided to a borrower or firm that is
senior to equity and other lenders. Other types of financial leverage will not be
permitted. Economic leverage will exist through the use of derivatives where a
margin of deposit is required before trades can be executed. Please see Exhibit A
below for a glossary of economic and financial leverage;

Proxies - Generally, investment managers will vote proxies in accordance with
the managers’ policies for the strategy. However, in the event the System enters

303



Opportunistic Fixed Income Program Investment Policy Statement

June 22, 2011

into a separate account relationship and if appropriate to the strategy, securities
held in a separate account may be voted by the Comptroller’s Office in
accordance with the Fund’s proxy voting policy;

Prohibited Investments — Certain of the Board's investment policies prohibit
certain investments, including investments that are likely to cause job losses in the
public sector or those that are likely to pose reputational risk to the System. In the
course of the due diligence process, and where appropriate to the strategy or
investment, Staff will apprise potential managers of the types of prohibited
investments and will require agreements to provide opt-out rights and/or
satisfactory side letter language with respect to any investment that is prohibited;
Conflicts of Interest - Investments shall be reviewed by Staff and the consultants
for potential conflicts of interest. Managers must either agree to comply with the
Ethics and Compliance Policy of the Fund or have documented policies and
procedures to address conflicts that are deemed satisfactory by Staff and the
consultants. Managers shall be required to agree in a side letter or similar
document to implement such policies and procedures;

Transparency - Staff and the consultants will evaluate the transparency available
for each investment opportunity considered for the Program, establish manager
reporting requirements and provide the reporting requirements to the manager.
For this purpose, transparency may mean holdings-level detail, reporting of
investment transactions and cash flows, or other relevant measures, and

Custody — Staff and the consultants will evaluate arrangements for the custody of
assets, including whether custody should be maintained with an independent,
recognized institutional custodian bank or other recognized financial institution.
Unless otherwise approved by the Board, the custodian will provide a report of all
assets and transactions to Staff and the consultants on a quarterly basis (monthly
where available). Staff and the consultants will review the reports to ensure
compliance with guidelines and the stated investment process.

6. Due Diligence Process

Staff with the assistance of the consultant(s) will vet each opportunity presented
to the Board;
Financial and investment data should be collected not only from the manager of
the prospective investment or from databases or commercial services that rely
upon managers for their data, but also directly from sources independent of the
manager, such as third-party custodians, independent auditors, and entities in
which or with which the manager invests;
Staff and/or consultants, where appropriate, will perform on-site due diligence for
investment managers being considered by the Board;
Staff and/or consultants will provide written analysis and a recommendation for
each investment that include a ranking process for the following categories:
1. Organizational structure and stability

ii.  Qualifications and experience of people

iii.  Investment philosophy

iv.  Investment strategy and process

v.  Risk management and measurement
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vi.  Operations and infrastructure
vii.  Role of the Investment in the Program
viii.  Fit with IPS, Tactical Plan and existing Program
ix.  Fees and expenses
x.  Key investment or contractual terms
xi.  Satisfaction of minimum requirements
The report will include comparable opportunities and a rationale for the
recommendation. The report will also address issues, if any, resulting from due
diligence review of matters addressed by the Additional Guidelines and
Prohibited Investments above. A detailed analysis on the benchmark chosen and
a rationale for its appropriateness will be included, and
Staff will make investments and commitments consistent with limitations on the
Program.

7. Monitoring and Reporting

All investments and managers in the Program will be monitored and reviewed on
an ongoing basis by Staff and consultants. Investments will have stated dates for
review, at least quarterly with a monthly performance snapshot, and re-evaluation,
as appropriately stated in the original written recommendation presented to the
Board;

Staff and consultants will design and provide the Board with a report package for
the Program based on characteristics of each strategy and investment within the
Program at least annually;

A performance review will be conducted at least quarterly. There is recognition
that some opportunities will have a reporting lag. This lag should not be more
than 3 months;

The quarterly performance review should incorporate return, risk, and market
value for each investment and be segmented by an appropriate classification;

The quarterly performance review will include an assessment of the valuations
and whether valuations have been conducted in accordance with the valuation
methodology;

Staff and/or the consultants should conduct regular monitoring and at least an
annual meeting with each investment manager;

Staff will present an annual performance review to the Board that shall report on
the Fund’s overall allocation to, and investments within, the Program, and will
review the underlying economic and credit-market conditions. The annual report
will include relevant risk and return measures including short and long term
performance, program diversification exposures and overlap. The metrics used
will be analyzed over quarterly, 1, 3, 5 and 10 years, calendar years and over
rolling 3 year periods — as the program develops, and in consideration that
securities may be held at cost until realization of returns;

The annual review will also include rationale for maintaining, adding or reducing
assets to the Program;

The following factors may be considered during the monitoring process, among
others as appropriate:

-10-
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ii.
ii.
1v.

Vi.
vil.
Viii.
iX.
X.
xi.
Xil.
Xiil.

Risk exposures, performance, and volatility in comparison to the
assigned benchmark;

Changes in market opportunities;

Liquidity;

Fees and expenses incurred in connection with the investment;
Stability or changes in organization, ownership, key personnel,
investment philosophy, strategy, process or assets under management;
Risk management;

On-going fit with the IPS and the Program;

Legal or regulatory issues including pending actions or investigations
brought by regulators or third parties;

Good standing with regulatory bodies and other investors;

Adherence to stated investment objectives and strategies (i.e. style
drift);

Transparency with respect to fees and conflicts of interest;

Adequacy of reporting information and disclosures, and
Responsiveness to investor inquiries.

e Staff shall place investments on the watch list in accordance with the System’s
standard investment policy procedures.
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Exhibit A: Glossary

Asset-backed security (“ABS”): A financial security backed by a loan, lease or receivables

against assets, e.g. credit card debt, auto loans, royalties, and student loans. (Source: Investopedia,
URL http://www.investopedia.com/terms/a/asset-backedsecurity.asp)

Distressed debt (security): A financial instrument in a company or security that is near or is
currently going through bankruptcy. Distressed securities can include common and preferred

shares, bank debt, trade claims, and corporate bonds. (Source: Investopedia, URL
http://www.investopedia.com/terms/d/distressedsecurities.asp)

Economic Leverage: For the purposes of this memorandum, “economic leverage” indicates the
leverage due to off-balance sheet items such as derivatives, which are typically unfunded
products. The protection buyer’s periodic premium on the derivative is for a notional exposure

far greater than the premium paid. Hence the buyer is leveraged from an economic perspective.
(Source: EDHEC-Risk Institute, URL http://www.edhec-risk.com/latest news/featured analysis/RISK Article.2008-
10-10.2612?newsletter=yes)

Financial Leverage: For the purposes of this memorandum, “financial leverage” relates only to
the visible leverage. This is the leverage which shows on the balance sheet as debt or borrowed
money. The assets are greater than the equity capital base of the company due to these borrowed

money liabilities. Hence the borrower is leveraged from a financial perspective. (Source: EDHEC-
Risk Institute, URL http://www.edhec-risk.com/latest news/featured analysis/RISK Article.2008-10-
10.2612?newsletter=yes)

Forward (rate) agreements: An over-the-counter contract between parties that determines the
rate of interest, or the currency exchange rate, to be paid or received on an obligation beginning
at a future start date. The contract will determine the rates to be used along with the termination
date and notional value. On this type of agreement, it is only the differential that is paid on the

notional amount of the contract. This contract is also known as a “future rate agreement”. (Source:
Investopedia, URL http://www.investopedia.com/terms/f/fra.asp)

Futures: A financial contract obligating the buyer to purchase an asset (or the seller to sell an
asset), such as a physical commodity or a financial instrument, at a predetermined future date
and price. Futures contracts detail the quality and quantity of the underlying asset and are
standardized to facilitate trading on an exchange. Some futures contracts may call for physical
delivery of the asset, while others are settled in cash. Futures can be used either to hedge or to
speculate on the price movement of the underlying asset. For example, a producer of corn could
use futures to lock in a certain price and reduce risk (hedge). On the other hand, anybody could

speculate on the price movement of corn by going long or short using futures. (Source: Investopedia,
URL http://www.investopedia.com/terms/f/futures.asp)

Mezzanine Financing: A hybrid of debt and equity financing that is typically used to finance
the expansion of existing companies. Mezzanine financing is basically debt capital that gives the
lender the rights to convert to an ownership or equity interest in the company if the loan is not
paid back in time and in full. It is typically subordinate to debt provided by senior lenders such
as banks and venture capital companies. Mezzanine financing is advantageous because it is
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treated like equity on a company's balance sheet and may make it easier to obtain standard bank
financing. (Source: Investopedia, URL http://www.investopedia.com/university/options/option.asp)

Options: An option is a contract that gives the buyer the right, but not the obligation, to buy or

sell an underlying asset at a specific price on or before a certain date. An option, just like a stock
or bond, is a security. It is also a binding contract with strictly defined terms and properties. The
primary difference between options and futures is that options give the holder the right to buy or
sell the underlying asset at expiration, while the holder of a futures contract is obligated to fulfill

the terms of the contract. (Source: Investopedia, URL
http://www.investopedia.com/university/options/option.asp)

Standard Deviation: A measure of the dispersion of a set of data from its mean or average. The
more spread apart the data, the higher the deviation. In finance, standard deviation is applied to
the annual rate of return of an investment to measure the investment’s volatility. Approximately
2/3 of the returns would occur within plus or minus one standard deviation from the average
return. Standard deviation is used by investors as a gauge for the amount of expected volatility

by providing a statistical measurement on historical volatility. (Sources: BAM, Investopedia, URL:
http://www.investopedia.com/terms/s/standarddeviation.asp)

Structured finance: A service that generally involves highly complex financial transactions
offered by many large financial institutions for companies with unique financing needs. These
financing needs usually do not match conventional financial products such as a loan. Structured
finance has become a major segment in the financial industry since the mid-1980s. ABS,
collateralized debt obligations (CDOs), and synthetic financial instruments are examples of

structured finance assets. (Source: Investopedia, URL
http://www.investopedia.com/terms/s/structuredfinance.asp)

Structured note: A debt obligation that also contains an embedded derivative component with
characteristics that adjust the security’s risk/return profile. The return performance of a
structured note will track that of the underlying debt obligation and the derivative embedded
within it. A structured note is a hybrid security that attempts to change its profile by including
additional modifying structures. A simple example would be a five-year bond tied together with

an option contract. This structure would work to potentially increase the bond’s returns. (Source:
Investopedia, URL http://www.investopedia.com/terms/s/structurednote.asp)

Swaps: Traditionally, the exchange of one security for another to change the maturity (bonds),
quality of issues (stocks or bonds), or because investment objectives have changed. Recently,
swaps have grown to include currency swaps and interest rate swaps. If firms in separate
countries have comparative advantages on interest rates, then a swap could benefit both firms.
For example, one firm may have a lower fixed interest rate, while another has access to a lower

floating interest rate. These firms could swap to take advantage of the lower rates. (Source:
Investopedia, URL http://www.investopedia.com/terms/s/swap.asp)
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