MINUTES

Quarterly Meeting of the Investment Committee
of the Board of Trustees of the
State Universities Retirement System
Thursday, September 12, 2024, 9:00 a.m.
State Universities Retirement System
1901 Fox Dr. — Main Conference Room — Champaign, IL
*Optional Remote Connection for Members of the Public*

This meeting was held in person at the State Universities Retirement System in Champaign, IL.

The following trustees were present: Dr. Andry Bodnaruk; Dr. Fred Giertz; Mr. Scott Hendrie, chair;
Mr. Pranav Kothari; Mr. John Lyons; Mr. Herbert Pitman; Dr. Steven Rock; Mr. Collin Van Meter;
and Mr. Antonio Vasquez.

Others present: Ms. Suzanne Mayer, Executive Director; Mr. Michael Schlachter, Chief Investment
Officer (C10O); Ms. Jessica Pickens, Mr. Joe Duncan and Mr. Shane Willoughby, Sr. Investment
Officers; Mr. Brian Deloriea, Investment Officer; Ms. Stephany Brinkman, Associate Investment
Officer; Ms. Stephanie Jeffries, Mr. Al Lund, and Mr. Darian Saracevic, Investment Analysts; Ms.
Tracy Bennett, Investment Compliance Analyst; Ms. Bianca Green, General Counsel; Ms. Tara
Myers, Chief Financial Officer; Ms. Jackie Hohn, Chief Internal Auditor; Ms. Nichole Hemming,
Chief Human Resources Officer; Mr. Jefferey Saiger, Chief Technology Officer; Ms. Anna Dempsey,
Investment Counsel; Ms. Heather Kimmons, Associate Legal Counsel; Ms. Kristen Houch, Director
of Legislative and Stakeholder Relations; Ms. Kelly Carson, Ms. Chelsea McCarty and Ms. Annette
Ackerman, Executive Assistants; Mr. David Sancewich and Mr. Colin Bebee, of Meketa; Mr. Munir
Iman, Mr. Jonny Gould and Ms. Christine Mays of Callan; and Mr. Michael Calabrese of Foley.

Investment Committee roll call attendance was taken. Trustee Bodnaruk, not called; Trustee Figueroa,
absent; Trustee Giertz, present; Trustee Hendrie, present; Trustee Kothari, present; Trustee Lyons,
present; Trustee Pitman, present; Trustee Rock, present; Trustee Van Meter, present; and Trustee
Vasquez, present.

TRUSTEE PARTICIPATION VIAELECTRONIC MEANS

Trustee Rock made the following motion:

e That Trustee Bodnaruk be allowed to participate via video or audio conference call for the
Investment Committee Meeting on September 12, 2024, pursuant to Section 7(a) of the Open
Meetings Act.



Trustee Kothari seconded the motion which passed via the following roll call vote:

Trustee Bodnaruk - not called
Trustee Figueroa - absent
Trustee Giertz - aye
Trustee Hendrie - aye
Trustee Kothari - aye
Trustee Lyons - aye
Trustee Pitman - aye
Trustee Rock - aye
Trustee Van Meter - aye
Trustee Vasquez - aye

Roll call attendance for trustees participating via electronic means was taken: Trustee Bodnaruk,
present.

APPROVAL OF MINUTES

Trustee Hendrie presented the minutes from the Investment Committee meeting of June 6, 2024.
Trustee Rock made the following motion:

e That the minutes from the June 6, 2024, Investment Committee meeting be approved as
presented.

Trustee Van Meter seconded the motion which passed via all trustees present voting in favor of the
motion.

Trustee Hendrie presented the minutes from the Investment Committee meeting of August 15, 2024.
Trustee Rock made the following motion:

e That the minutes from the August 15, 2024, Investment Committee meeting be approved as
presented.

Trustee Van Meter seconded the motion which passed via all trustees present voting in favor of the
motion.
APPROVAL OF CLOSED MINUTES

Trustee Hendrie presented the closed minutes from the Investment Committee meeting of June 6,
2024.

Trustee Rock made the following motion:



e That the closed minutes from the June 6, 2024, Investment Committee meeting be approved
as presented and remain closed.

Trustee Van Meter seconded the motion which passed via all trustees present voting in favor of the
motion.

Trustee Hendrie presented the closed minutes from the Investment Committee meeting of August 15,
2024.

Trustee Rock made the following motion:

e That the closed minutes from the August 15, 2024, Investment Committee meeting be
approved as presented and remain closed.

Trustee Van Meter seconded the motion which passed via all trustees present voting in favor of the
motion.

CHAIRPERSON'’S REPORT

Trustee Scott Hendrie did not have a formal chairperson’s report.

CHIEF INVESTMENT OFFICER’S REPORT

Mr. Michael Schlachter informed trustees that once SURS receives the state contributions that are
due for the month, the value of the defined benefit portfolio will reach almost 25 billion dollars. He
then noted two important topics for discussion. One relates to governance and delegation authority
and the other relates to the asset liability study. Mr. Schlachter reminded trustees that the decisions
made based on the results of the asset liability study will set the goals for the next five years and all
derivatives will come from these decisions. A review of the asset liability study will continue during
the next three to five Investment Committee meetings.

Copies of the staff memorandums titled “Investment Contracts Approved” and “Report from the June
2024 Investment Committee Meeting” are incorporated as part of these minutes as Exhibit 1 and
Exhibit 2.

FISCAL YEAR 2025 INVESTMENT PLAN

Mr. Michael Schlachter presented the SURS Fiscal Year 2025 Investment Plan that recaps the prior
fiscal year’s performance and accomplishments and establishes the work plan for the current fiscal
year.

A copy of the staff presentation titled “FY 25 Investment Plan” is incorporated as part of these
minutes as Exhibit 3.



BEST PRACTICES IN FUND GOVERANCE (Educational Session)

Mr. Colin Bebee of Meketa provided an educational session regarding delegated authority and prudent
decision making relating to management of the SURS portfolio. Mr. Bebee discussed specific
considerations and requirements for delegated authority. Trustees then asked questions regarding
implementation of potential changes and their role as fiduciaries.

The education session lasted 45 minutes and concluded at 11:10 a.m.

A copy of the presentation titled “SURS Governance Discussion” is incorporated as part of these
minutes as Exhibit 4.

CONSIDERATION OF INVESTMENT POLICY AND INVESTMENT
PROCUREMENT POLICY

Mr. Michael Schlacter provided information regarding the annual review of the SURS Investment
Policies and he discussed the proposed changes to the Defined Benefit Investment Policy and the
Investment Procurement Policy.

Trustee Rock made the following motion:

e That based upon the recommendations from SURS staff and Meketa, the revised Investment
Policy for the defined benefit plan be approved, as presented.

Trustee Vasquez seconded the motion which passed via all trustees present voting in favor of the
motion.

Trustee Rock made the following motion:

e That based upon the recommendations from SURS staff and Meketa, the revised Investment
Procurement Policy be approved as presented with the changes discussed.

Trustee Vasquez seconded the motion which passed via all trustees present voting in favor of the
motion.

A copy of the presentations titled “IPS Update Memo,” “Defined Benefit Investment Policy and
Exhibits” and “Investment Procurement Policy” are incorporated as part of these minutes as Exhibit
5, Exhibit 6 and Exhibit 7.

CLOSED SESSION

Trustee Rock moved that the Investment Committee go into closed session pursuant to 82(c)(7) of the
Illinois Open Meetings Act to consider the sale or purchase of securities, investments or investment



contracts. Trustee Van Meter seconded the motion which passed via all trustees present voting in
favor of the same.

RETURN TO OPEN SESSION

The Investment Committee returned to open session at 12:15 p.m.
Trustee Rock made the following motion:
e That based upon the recommendations from SURS staff and Callan, SURS commit up to $100
million to the Pantheon Global Infrastructure Fund V, subject to successful completion of

contract negotiations.

Trustee Vasquez seconded the motion which passed via all trustees present voting in favor of the
motion.

INTRODUCTION TO ASSET-LIABILITY STUDY

Mr. Bebee introduced the 2024-2025 SURS Asset-Liability study. Within his presentation, Mr.
Bebee discussed the goals, priorities, metrics and modeling process for the approach to the study.
During the October 24, 2024, Investment Committee meeting, Mr. Bebee will continue this discussion
by reviewing strategic class assumptions and SURS’ key risks.

A copy of the presentation titled “SURS AL Intro” is incorporated as part of these minutes as Exhibit
8.

QUARTERLY PERFORMANCE REVIEW

Mr. Colin Bebee provided a brief update to the committee regarding final total fund performance
through June 30, 2024.

A copy of the document titled “24Q2 SURS Board Report” is incorporated as part of these minutes
as Exhibit 9.

CORPORATE GOVERNANCE UPDATE

Ms. Stephany Brinkman presented an update regarding governance activity as of June 30, 2024, that
included a quarterly report, a Council of Institutional Investors (CII) update and current proxy voting
information. Ms. Brinkman noted that representatives from Glass Lewis will attend a future
Investment Committee Meeting.

A copy of the staff memorandum titled “Corporate Gov Update 6.30.2024” is incorporated as part
of these minutes as Exhibit 10.



CLOSED SESSION

Trustee Rock moved that the Investment Committee go into closed session pursuant to 82(c)(7) of the
Illinois Open Meetings Act to consider the sale or purchase of securities, investments or investment
contracts. Trustee Vasquez seconded the motion which passed via all trustees present voting in favor
of the motion.

RETURN TO OPEN SESSION

The Investment Committee returned to open session at 2:57 p.m.

INFORMATIONAL ITEMS NOT REQUIRING COMMITTEE DISCUSSION ORACTION

Exhibit 11 — SURS FY 2024 Private Equity and Private Credit Commitments
Exhibit 12 — Executive Summary Risk Memo

Exhibit 13 — Executive Summary Risk Report

Exhibit 14 — Supplemental Information

HPwbhpE

PUBLIC COMMENT

There were no public comments presented to the Investment Committee.

ADJOURN
There was no further business brought before the committee and Trustee Rock moved to adjourn the
meeting. The motion was seconded by Trustee Vasquez, and it passed via all trustees present voting

in favor of the motion.

Respectfully submitted,

Ms. Suzanne M. Mayer
Executive Director and Secretary, Board of Trustees
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To: Investment Committee

From: Michael C. Schlachter, CFA

Date: September 2, 2024

Subject: Report from the June 6 and August 15 Investment Committee Meetings

Enclosed are the Minutes of the June 6 and August 15 Investment Committee Meetings. The
purpose of this memorandum is to provide a status report on the action items for Investments.

There were no motions approved by the Board of Trustees at the June meeting that required further
action by SURS staff as all agenda items were for education and/or information. There was one
item at the August meeting which required further action by SURS staff. Open motions from prior
meetings requiring further action by SURS Staff are listed below.

1.

That staff is directed to manage the redemption from the JP Morgan fund in a manner
that seeks to minimize costs to SURS without slowing SURS’ redemption

JP Morgan was notified immediately following the August Investment Committee meeting
regarding our intent to change our redemption request. All necessary paperwork was
completed and returned to the manager on August 27, 2024.

Open item from December 7, 2023

1.

That based on the recommendation of SURS staff and Callan, a commitment of the lesser
of $50 million or 10% of total fund commitments be made to Ember Infrastructure Fund
11, subject to successful completion of contract negotiations.

The agreement to effect the investment was executed and delivered on February 8, 2024. The
final size of the SURS commitment to the fund is pending the aggregate commitments of other
limited partners.

Open item from June 2, 2022

2.

That based on the recommendation from SURS staff and Meketa, the Investment
Committee approve the retention of Capstone Investment Advisors to serve as the back-
up manager for the tail risk and long volatility mandates, subject to successful contract
negotiations.

SURS staff is in the process of contract negotiations.

Please advise if you have any questions prior to the September 12, 2024, Investment Committee
meeting.
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To: Suzanne Mayer

From: Michael C. Schlachter, CFA and Anna M. Dempsey
Date: September 3, 2024

Subject: Investment Contracts Approved

The following investment agreements were approved by the Executive Director subsequent to the mailing
for the June 6, 2024, Investment Committee meeting.

BRASA 11

A consent to Amendment No. 1 to the Third Amended and Restated Agreement of Limited Partnership of
Brasa Real Estate Fund Il, LP to extend the term of the fund was executed on June 12, 2024.

BRASA 111

A consent to Amendment No. 1 to the Amended and Restated Agreement of Limited Partnership of Brasa
Real Estate Fund 11, LP to extend the fundraising period for the fund was executed on June 12, 2024.

CROW X

A “most favored nation” election with respect to Crow Holdings Realty Partners X, L.P. was executed on
June 21, 2024.

LONGTAIL

An amendment to the Third Amended and Restated Limited Partnership Agreement of Black Bear LTA
Fund I LP to adjust the fees was executed to be effective as of June 25, 2024.

BLACKSTONE ASIA 11

A “most favored nation” election with respect to Blackstone Real Estate Partners Asia I11 L.P. was executed
on July 2, 2024.

CLARION LION

A consent on behalf of Shane Willoughby, as SURS’ representative on the Advisory Council of Clarion
Lion Properties Fund, LP, to an affiliate lease was executed on August 2, 2024.

A “most favored nation” election with respect to Clarion Lion Properties Fund, LP was approved on August
13, 2024.

ADAMS STREET

A consent to extend the following Adams Street funds was executed on August 6, 2024: Adams Street
2008 Direct Fund, L.P.; Adams Street 2007 Global Opportunities Portfolio, L.P.; Adams Street Partnership
Fund — 2009 Non-U.S. Emerging Markets Fund, L.P.; Adams Street Partnership Fund — 2009 Non-U.S.
Developed Markets Fund, L.P.; and Adams Street Partnership Fund — 2009 U.S. Fund, L.P.
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August 30, 2024

Board of Trustees

State Universities Retirement System
1901 Fox Drive

Champaign, IL 61820

RE: Fiscal Year 2025 Investment Plan
Dear Board of Trustees:

The investment staff is pleased to provide the SURS Investment Plan for Fiscal Year 2025. This
document was developed to formalize the strategic plans for the investment portfolio for the coming
year and provide transparency into the planning process. The Investment Plan for Fiscal Year 2025
marks the fourteenth year of the formal plan for the SURS investment program.

The Investment Plan reviews the results of fiscal year 2024 and defines the strategy for fiscal year 2025
in accordance with the board-approved asset-liability study and Investment Policy. Since financial
markets are dynamic, revisions to the plan may be required and will be communicated to the board in
a timely manner.

The SURS investment portfolio produced solid returns over the course of the fiscal year, with a
defensive posture that is designed to protect against the worst effect of economic and stock market
downturns. The portfolio returned 8.3%, net of fees, trailing the policy benchmark return of 9.0%, but
exceeding the 6.5% long term actuarial rate of return assumption. When compared to a universe of
other large public funds, the SURS peer rankings are challenged for the one-year period ending June
30, 2024, but are near top quintile for the three-year period. For the five- and ten-year periods, SURS
ranks above median in the universe. The primary reason for the weak results in the one-year period is
a more defensive posture compared to peers which resulted from our last asset-liability study in 2021.
While this positioning will result in weaker relative results in very strong equity markets like those
seen in FY 2024, it provided critical downside protection during periods of significant equity market
declines experienced during FY 2022.

From a long-term perspective, the SURS portfolio has performed well, earning an 8.1% annualized
rate of return over the past 30 years, exceeding the 7.9% policy portfolio return. This return is also in
excess of the 7.8% average assumed rate of return in effect over the last 30 years and the current 6.5%
assumed rate of return.

As of June 30, 2024, the defined benefit plan is valued at $24.3 billion while the Retirement Savings
Plan (RSP) is valued at $4.5 billion (including forfeiture and disability reserve assets). SURS also
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offers a new supplemental defined contribution 457(b) plan, the Deferred Compensation Plan (DCP).
Assets in the DCP were $67.4 million, as of June 30, 2024.

Over the past several years, the portfolio has systematically and purposefully been restructured. The
current portfolio structure was designed to protect System assets and to minimize the impact of near-
term negative surprises. Importantly, the total portfolio is expected to achieve our target expected
returns with lower risk. While this has resulted in weaker relative results in very strong equity markets
like those seen in FY 2024, it provided critical downside protection during periods of significant equity
market declines seen during FY 2022. The pursuit of a more efficient (i.e., higher return per unit of
risk) portfolio has been an explicit consideration of the SURS board over the last two asset-liability
studies, in particular, and will be an important metric in the asset-liability study we are commencing
in September.

Other key accomplishments in the defined benefit portfolio include:

e Re-structuring of the SURS investment team with senior level officers leading efforts for
specific asset classes
Expansion of the Overlay Program to include the CRO asset class
Continued commitment to private market portfolios, including the buildout of the Private
Credit portfolio

e Continued focus on partnering with diverse investment managers. As of June 30, assets
managed by diverse-owned firms totaled $11.4 billion, or 46.8% of the portfolio. This
represents an increase in assets under management with diverse firms of $1.2 billion in the past
year.

The DCP, first available on March 1, 2021, continued its rollout, with almost 9,000 members enrolling
during FY 2024. The DCP provides members an avenue to save more and generate additional income
in retirement. In 2024, SURS added an “auto-escalate” feature to the DCP to slowly increase member
contribution rates over time for those participants who have not taken an affirmative step regarding
their deferral rate.

Numerous projects are planned for Fiscal Year 2025, including, but not limited to, the following:

e Asset Liability Study beginning in September 2024
Search for a potential equity short extension manager
Search for a risk and portfolio analytics system
Continued implementation of Private Credit and Non-Traditional Growth allocations
Continued review of opportunities to include firms owned by minorities, women and persons
with a disability in the investment program;

The Investment Plan for Fiscal Year 2025 contains additional details on fiscal year 2024
accomplishments and strategic initiatives for fiscal year 2025. The investment team and external
partners continue to seek excellence in every aspect of the investment program. | look forward to
discussing the Fiscal Year 2025 Investment Plan at future meetings.

Sincerely,

Michael Schlachter, CFA
Chief Investment Officer

cc: Suzanne Mayer, Executive Director
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I.  Purpose

The Investment Plan reviews the results of fiscal year 2024 and defines the strategy for fiscal year
2025 in accordance with the board-approved asset-liability study and Investment Policy. This
plan is intended to be a living document. Since financial markets are dynamic, revisions to
the plan may be required during the year. In the event of changing circumstances or
opportunities during the year, items will be discussed with the board as necessary.

II. Overview

A. Background

SURS is the administrator of a cost-sharing, multiple employer, public employee retirement
system that provides retirement, survivor, disability, and death benefits to employees of Illinois
state universities, community colleges, and certain other affiliated organizations and agencies.
SURS was created in 1941, by an act of the Illinois General Assembly, and is governed by the
Illinois Pension Code (40 ILCS 5/15-101 et seq.). SURS provides benefit services to over 250,000
members who work for 61 employers. SURS is responsible for investing assets of approximately
$24.3 billion in a diversified portfolio across several functional asset classes, as of June 30, 2024.
SURS also administers a defined contribution plan, the Retirement Savings Plan, which currently
has assets of approximately $4.5 billion (including forfeiture and disability reserve assets), as of
June 30, 2024. In addition, SURS offers the Deferred Compensation Plan (DCP), a supplemental
defined contribution 457(b) type plan created in Public Act 100-0769. Assets in the DCP were
approximately $67.4 million, as of June 30, 2024.

B. Fiscal Year 2024 Performance Review
The SURS investment portfolio produced solid returns over the course of the fiscal year, with a
defensive posture that is designed to protect against the worst effects of economic and stock market
downturns The portfolio returned 8.3%, net of fees, trailing the policy benchmark return of 9.0%
but exceeding the 6.5% long term actuarial rate of return assumption.

Over the past several years, the portfolio has systematically and purposefully been
restructured. The restructuring was designed to protect System assets and diversify the portfolio
to minimize the impact of near-term negative surprises. Importantly, the new structure is expected
to achieve our target expected returns with a lower risk. The key portfolio change was the
introduction of the Crisis Risk Offset (CRO) portfolio, intended to mitigate the worst effects of
adverse stock market conditions. First introduced in December 2019, the CRO portfolio was
gradually increased and currently is at a policy target of 17% as approved by the board in April
2023. The Traditional Growth portfolio (i.e., public equity), the primary funding source for CRO,
was reduced to 36% as of June 30, 2023. This shift from growth-oriented assets to diversifying
strategies reduces total portfolio risk. In periods where risk assets perform unusually well, the
portfolio’s lower risk profile would be expected to result in slightly lower portfolio returns. Given
the System’s funded status, SURS believes the defensive posture is prudent.

1 The SURS Investment Policies can be found at https://surs.org/business/investments/policy-and-procurement-practices.
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The table that follows illustrates the performance of the overall SURS investment portfolio relative
to the policy portfolio and average assumed rates of investment return, as of June 30, 2024.

Investment Performance*
As of June 30, 2024
1Year 3Years 5Years 10Years 20Years 30 Years

SURS 8.3% 4.0% 7.4% 6.6% 7.2% 8.1%
Policy Portfolio 9.0% 3.2% 6.9% 6.4% 7.1% 7.9%
SURS Assumed Rate  6.5% 6.5% 6.6% 6.8% 7.4% 7.8%

*Net of investment management fees

Attribution for FY 2024:
Positive contributors to relative performance during the fiscal year included:

e Performance in five of the six major functional classes matched or exceeded the
benchmark;

e Strong absolute and relative performance by the Traditional Growth Portfolio, particularly
the non-US equity segment;

e Strong absolute and relative performance by the Public Credit segment of the Stabilized
Growth portfolio and the Alternative Risk Premia segment of the Crisis Risk Offset
portfolio;

e Strong relative performance of the Systematic Trend Following segment of the Crisis Risk
Offset portfolio, and Non-Core Real Assets segment of the Non-Traditional Growth
portfolio.

Negative contributors to relative performance during the fiscal year included:
e Underweight to the Traditional Growth portfolio and overweight to the Non-Traditional
Growth portfolio;
e Underperformance by the Private Equity segment of the Non-Traditional Growth portfolio.

Other portfolio sub-classes with especially strong relative returns for the fiscal year were:
e Non-Core Real Estate Debt (Non-Traditional Growth)  Excess return of +15.0%

e Non-Core Infrastructure (Non-Traditional Growth) Excess return of +10.6%
e Systematic Trend Following (CRO) Excess return of +9.5%
e Non-Core Real Estate (Non-Traditional Growth) Excess return of +8.9%
e Core Plus Real Assets (Stabilized Growth) Excess return of +7.6%
e Alternative Risk Premia (CRO) Excess return of +7.3%

Performance of each of the broad asset classes during FY 2024 is shown in the table that follows.
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SURS FY 2024 Asset Class Returns
(Net of Fees)

FY 2024 FY 2024
Asset Class Return Asset Class Return
Growth-Oriented Diversifying

Traditional Growth 19.1% Inflation Sensitive 2.7%
Performance Benchmark 18.4% Performance Benchmark 2.7%
Excess 0.7% Excess 0.0%
Non-Traditional Growth 4.0% Principal Protection 2.9%
Performance Benchmark 16.3% Performance Benchmark 2.9%
Excess -12.3% Excess 0.0%
Stabilized Growth 2.7% Crisis Risk Offset ex-Tail Risk 2.3%
Performance Benchmark 0.1% Performance Benchmark -3.2%
Excess 2.5% Excess 5.5%

From a long-term perspective, the SURS portfolio has performed well, earning an 8.1% annualized
rate of return over the past 30 years, exceeding the 7.9% policy portfolio return. This return is also
in excess of the 7.8% average assumed rate of return in effect over the last 30 years and the current
6.5% assumed rate of return.

Peer Analysis
When compared to a universe of other large public funds, the SURS return ranks in the bottom

quartile for the one-year period ending June 30, 2024, but in the top quartile for the three-year
period. For the five- and ten-year periods, SURS ranks above median in the universe. The primary
reason for the weak results in the one-year period is a more defensive posture compared to peers.
The SURS portfolio has a lower public equity allocation and a higher Crisis Risk Offset allocation
than the median plan in the universe. While this positioning will result in weaker relative results
in very strong equity markets like those seen in FY 2024, it provided critical downside protection
during periods of significant equity market declines seen during FY 2022. Asset allocation is the
primary determinant of a fund’s ranking in a peer universe.
SURS Total Fund Return vs. Public Funds > $1 Billion

Periods Ending 6/30/24
(1 = Best, 100 = Worst)

o

22nd
20 42nd 44th
40
60 82nd
80
100

Universe Ranking

1Year 3Years 5Years 10 Years

M Investment Metrics Public Funds > $1B Universe
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On a risk-adjusted basis, the SURS portfolio has outperformed the Median Public Fund in all
trailing time periods as shown below. The pursuit of a more efficient (i.e., higher return per unit
of risk) portfolio has been an explicit consideration of the SURS board over the last two asset-
liability studies.

SURS Return (%) vs. Risk-Adjusted Median Public Fund Return (%0)
As of June 30, 2024

1Year 3 Years 5 Years 10 Years

Total Fund Return 8.3 4.0 7.4 6.6
Risk-Adjusted Public Fund Median? 6.6 2.1 5.7 5.6
Excess Return 1.7 1.9 1.7 1.0

Source: Meketa

III. Asset Allocation Framework

The purpose of the asset allocation policy is to establish an Investment Policy framework for SURS
with a high likelihood, in the board’s judgment, of realizing SURS’ investment objective. This is
a critical step as the continued sustained growth of SURS assets is a necessary component to
achieving long-term sustainability. SURS asset allocation framework organizes SURS’ assets
within a functional framework rather than the descriptive-oriented asset-based framework. In this
approach, assets are grouped by similar risk profiles, rather than asset class name.

Industry best practices suggest completing an asset-liability (A-L) study every three-to-five years.
SURS has adhered to this practice by completing recent studies in 2011, 2014, 2018, and 2021,
with a planned study beginning in September 2024. In June 2021, SURS completed the
comprehensive 2020/2021 Asset-Liability Study that culminated in a new long-term policy
portfolio. This new long-term policy portfolio was an extension of the major decisions and
portfolio alterations that were approved by the board as a result of the 2018 Asset-Liability Study.
A related, but technically separate, decision by the board was the lowering of the assumed
investment return (for actuarial purposes) from 6.75% to 6.50% as of 6/30/21.

In April 2023 the SURS board approved the following modest changes to the policy target
allocations due to Meketa’s® updated capital market projections and recent market movements:
e Elimination of the Options Strategies sub-class, shifting the 2% allocation to Liquid Credit
(both in Stabilized Growth Class)
e Shift of 2% from Alternative Risk Premia (CRO Class) to Principal Protection

These modifications are expected to reduce cost and complexity while maintaining a similar
risk/return profile of the overall portfolio.

The current and long-term strategic policy targets adopted by the Board in April 2023 are shown
in the table that follows. This asset mix is positioned to generate an expected return in-line with
the current actuarial rate and offers an attractive mix of liquidity, drawdown protection, and

2 Risk-adjusted median normalizes the median fund to the SURS exhibited volatility. Calculated as risk-adjusted median =
unadjusted median return * (SURS volatility/peer volatility).

3 Meketa Investment Group is the Board’s external investment consultant.
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expected return. Currently, four of the six broad functional classes are at target weight. The only
functional classes not at target are Non-Traditional Growth and its funding source, Traditional
Growth. Annual pacing plans within the Non-Traditional Growth class, comprised of private
equity and non-core real assets investments, will move the class to the target over time.

0 A ge 0 PO

of 01/0 4 0
L3 Non-Traditional Growth 15% 16%
5 § Traditional Growth 36% 35%
°° Stabilized Growth 17% 17%
E Inflation Sensitive 5% 5%
g Principal Protection 10% 10%
8 | crisis Risk Offset 17% 17%

At the highest level, assets are classified as either growth-oriented or diversifying strategies, as
shown in the following tables.

Growth-oriented strategies include risk-taking assets or strategies that produce high total returns

relative to other asset classes. Success in this category is often linked to economic success or
failure. The three strategic components within this group are shown and described below.

Role Grou Description

Provide growth in excess of Traditional Growth through exposure to
investments driven by exposure to the equity risk and illiquidity risk
premiums (i.e., Private Equity and Non-Core Real Assets)

UIECIELITEL Provide growth in line with traditional global public equity markets
Growth
Stabilized Provide growth through strategies that are exposed to market beta, exhibiting
Growth expected returns similar to Traditional Growth but with lower volatility (i.e.,
Credit fixed income and Core Real Assets)

Diversifying strategies provide two forms of diversification via anchor strategies and offset
strategies. Anchor strategies are characterized by low volatility and high liquidity. Offset
strategies, in contrast, tend to be higher volatility strategies that have zero-to-negative correlation
to public equity markets. These strategies, described in the table that follows, are designed to
perform well in the event of a prolonged equity market downturn.
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Role Group Description

Serves a mixed role as part anchor (i.e., TIPS) and part offset depending on the
market environment. Designed to help protect the portfolio during periods of
high inflation.

Provides an anchor to the portfolio by exhibiting low volatility with minimal
Principal exposure to equity risk. Designed to provide consistent, stable returns during
Protection most market environments and preserve principal during periods where growth
investments are experiencing significant drawdowns (i.e., Core Fixed Income).
Provides an offset to growth risk through liquid exposures to risk premiums
Crisis Risk | expected to exhibit offsetting behavior to growth investments during periods of

Offset significant drawdown (i.e., Long Duration Treasury, Systematic Trend
Following, Alternative Risk Premia, Tail Risk and Long Volatility)

Diversifying

IV. Fiscal Year 2024 Accomplishments
The following projects were completed during fiscal year 2024:

Organizational Changes

e Doug Wesley, chief investment officer, and Kim Pollitt, senior investment officer, both
retired from SURS

e Four new members of the team joined SURS to fill Mr. Wesley’s and Ms. Pollitt’s roles,
as well as other open positions

e The investment team was restructured around asset classes, with senior people leading our
efforts for specific investment portfolios, supported by other members of the team. This
provides a framework for future growth of both the team and the portfolio.

Growth-Oriented Strategies

e Traditional Growth Portfolio — The Traditional Growth Portfolio is composed of SURS
US, Non-US, and Global Equities Strategies.

0 Continued Monitoring of the Traditional Growth Portfolio - The Traditional
Growth Portfolio has undergone significant changes over the last four years,
including a restructuring to a reduced manager lineup and an expanded allocation
to Global Equity strategies. During FY 2023, SURS concluded its Emerging
Markets Equity search and worked to reduce any structural over/underweights.
These changes have resulted in lower fees, increased utilization by firms owned by
minorities-, women- or persons with a disability (MWDBE), and outperformance
relative to the MSCI ACWI IMI index over the 1-, 3-, 5- and 10- year periods. Over
the last year, SURS staff and Meketa have continued to monitor managers with
periodic calls and annual manager reviews.

e Stabilized Growth Portfolio — The Stabilized Growth portfolio is made up of three
components: Core Real Assets, Private Credit and Liquid Credit strategies.

0 Continued Monitoring of Core Real Assets Portfolio — The June 2021 asset-
liability study substantially increased the targets to the two components of Real
Assets.
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= Stabilized Growth (Core) was increased from 6% to 8% of total assets.
= Non-Traditional Growth (Non-Core) was increased from 4% to 5% of total
assets.

In December 2023, Callan, SURS non-discretionary real assets consultant,
completed a pacing study to forecast how much additional capital will be required
each year for SURS to reach and maintain its policy targets for the Real Assets
portfolio. Because meaningful commitments were made in the Stabilized Growth
Portfolio in FY 2023 and current pacing is in line with long term targets, no new
fund commitments were made during FY 2024. However, an existing fund
manager was funded based on previous capital commitments. This incremental
change brought further sustainable infrastructure investments to the portfolio.

0 Continued Buildout of Private Credit Portfolio — In September 2020, the board
selected Meketa Investment Group as discretionary private credit advisor. In their
role, Meketa assists in the buildout of the private credit portfolio. Meketa provides
a high level of control on private credit portfolio construction, pacing and
evaluation.

In December 2023, Meketa provided an update to the pacing model for private
credit, designed to grow the portfolio to its 5% strategic policy target. The annual
commitment target is approximately $500 million. The emphasis during FY 2024
was on increasing geographic diversification, especially within Europe, and
emphasizing strategies that focus on re-investing rather than distributing
income. During FY 2024, commitments totaling $650 million were made to eight
private credit investments. Even though the portfolio is relatively young, SURS
has already seen strong performance from the opportunistic investments in the
private credit portfolio. Partnering with MWDBE firms remains a priority, and
during the fiscal year, commitments to diverse-owned firms represented $100
million of the total, or approximately 15.4%.

o Liquid Credit Allocation — During FY 2023, the board slightly modified the
Liquid Credit and Options Strategies allocations in response to changing capital
market projections (higher interest rates and increased return projections from
investment grade bonds). The Liquid Credit sub-class was increased 2% in 2023 in
response to the slight modification of long-term policy targets. This 2% increase
came from the liquidation of the Options Strategies sub-asset class. These changes
were designed to reduce cost and complexity while maintaining a similar risk/return
profile for the overall portfolio. Over the last year, SURS staff and Meketa have
continued to monitor managers with periodic calls and annual manager reviews.

e Non-Traditional Growth Portfolio — The Non- Traditional Growth portfolio consists of
the private equity and non-core real assets portfolios.

o0 Private Equity — Aksia serves as SURS’ discretionary private equity advisor. In
their role, Aksia evaluates the existing private equity portfolio, assists in strategy
formulation, and, after thorough investment and operational due diligence, selects
funds for investment on SURS’ behalf. During FY 2024, SURS closed on a total
of six commitments to private equity investments, totaling $138.9 million. These
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commitments were in accordance with the strategic plan and pacing model
completed by Aksia in December 2023. Importantly, 82% of the commitments
closed during this period were made to diverse firms. Highlights of commitments
made during FY 2024 include:
= Expansion of Co-Investment Program - In February 2023 SURS
committed $410 million to expand the co-investment program with Aksia.
This commitment closed in November 2023. This program is in addition to
the $138.9 million in commitments mentioned above. SURS previously
committed $200 million to the SURS TorreyCove* Co-Investment Fund 1.
Co-investments offer benefits of investing directly into private companies
at a significantly reduced cost.

0 Non-Core Real Assets
= Consideration of Non-Traditional Growth Real Assets Strategies
Over the past year, commitments were made to further diversify the non-
core real assets portfolio to include additional real estate and infrastructure
exposure. During FY 2024, the board approved the following commitments
in accordance with the strategic plan and pacing study recently completed
by Callan.
0 Non-Traditional Growth
= Brookfield Strategic Real Estate Fund V ($75 million)
= Ember Infrastructure Fund Il (Lesser of $50 million or 10%
of total fund commitments)
= Blackstone Real Estate Partners Europe VII (€50 million)

= Continued Focus on Diversity — During FY 2024, SURS committed $50
million to Real Assets funds managed by diverse firms. This represented
28.5% of total commitments to Non-Traditional Growth Real Assets
strategies during the year.

Diversifying Strategies
e Crisis Risk Offset and Principal Protection Portfolios

0 Manager Monitoring — SURS did not make any major changes to the Diversifying
Strategies of the portfolio during FY 2024. In addition to the slight modifications
made in the Stabilized Growth portfolio in April 2023, SURS also shifted 2% from
the Alternative Risk Premia Strategies to Principal Protection.

o Overlay Program Expansion to Include CRO Asset Class — During FY 2024,
SURS added a CRO strategy to the Cash Overlay program. This new CRO overlay
account, which helps manager shorter term underweights to the Crisis Risk Offset
asset class, is comprised of Long Duration, Trend Following, and Long Volatility
strategies.

o Continued Monitoring of the Diversifying Strategies — Over FY 2024, SURS
staff and Meketa continued to monitor managers in the Principal Protection,
Inflation Sensitive, and CRO Asset Classes of the portfolio, conducting periodic
calls and annual manager reviews.

4 Aksia acquired TorreyCove in 2020.
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Policies, Investment Beliefs & Trustee Education
e Investment Policy Review and Revision — SURS works with the board, investment
consultants and legal department to make Policy changes. There are three main policies
administered by the investment department: the defined benefit (DB) policy, defined
contribution (DC) policy and the Investment Procurement Policy.

The DB Investment Policy statement and Investment Procurement Policy were reviewed
and revised in October 2023. In addition, the board reviewed and reaffirmed the asset and
brokerage goals for the utilization of diverse firms. The DC policy was reviewed and
revised in March 2024.

e Trustee Education — Education was provided to trustees on a number of relevant topics,
during FY 2024, including:
0 SURS Cash Overlay Program
Energy Transition
2024 Economic Outlook
Defined Contribution Plan
Defined Contribution Auto Enrollment and Escalation
CY 2024 Capital Market Assumptions
Market and Economic Outlook on Al
Equity Short Extension Strategies
Specialty Finance in Private Credit

OO0OO0O0O0OO0O0O0

Diversity & Inclusion

e Diverse Manager Outreach Portal — During FY 2023 SURS investment staff launched a
Diverse Manager Outreach Portal to provide an opportunity for diverse-owned investment
management firms with greater than 51% ownership by minorities, women, or people with
a disability to present to the SURS investment team, its manager-of-manager partners,
and/or its consultants on a monthly or quarterly basis depending on asset class. This
program has continued to run with success throughout FY 2024. Since its launch, over 140
meetings have been arranged and conducted with diverse firms, with 75 occurring during
FY 2024.

o Diverse Manager Outreach Portal Recognition - SURS was the recipient of the
Judges’ Choice Award at the Pensions and Investments World Pension Summit
Excellence and Innovation Awards of 2023. In the investments category, judges
selected SURS for its Diverse Manager Outreach Portal and Diverse Manager
Investment Program for worthwhile work that showed early results in terms of
outcomes.

e Hosting of Joint Webinar with Fairview Capital — SURS partnered with Fairview
Capital Partners to host a virtual session in August 2023 providing insights into SURS
diverse and emerging manager program, specifically in reference to the private equity
portfolio. Participants were able to learn about features distinct to Illinois pension plans,
the history and evolution of the program and its current parameters.

e Participation in Diversity-Themed Conferences - Staff also participates in various
diversity themed conferences/webinars to make sure SURS is a familiar organization for
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diverse-owned firms in both public and private markets. Examples of events during the
past year include:

(0}

(0]

O0Oo

O O0OO0O0

Meketa Emerging and Diverse Manager Conference Roundtable — October 2023 —
Participant

Brasa Real Estate Diversity Summit Co-hosted by NAIC and the Toigo Foundation —
October 2023 — Participant

DAMI/Emerging Manager Monthly: State of Diversity in Asset Management —
December 2023 - Participant

Raben Group: Diversity in Asset Management — January 2024 — Participant

IDIF Fireside Chat: Emerging Manager Programs — January 2024 - Participant
Meketa Emerging and Diverse Manager Conference Roundtable — February 2024 —
Participant

Diversity, Equity and Inclusion: The State of the Industry and How to Effectively
Advance Diversity in Real Estate — February 2024 - Participant

Bivium Capital’s Manager Mentoring Webinar — April 2024 — Panelist

NASP Trailblazing Women in Finance Luncheon — April 2024 — Attendee

Meketa Emerging and Diverse Manager Conference Roundtable — April 2024 -
Participant

Callan 2024 Asset Manager DEI Study — May 2024 — Participant

Women in Private Credit Summit — June 2024 — Participant

NASP Conference — June 2024 Attendee

Fairview Capital Partner's Mid-Year Update on Woman- and Minority-Owned Firms
—July 2024 - Participant

e Commitment to Diversity — SURS continues to be strongly committed to diversity
throughout the investment program. In total, 42 strategies with firms owned by minorities,
women, or persons with a disability (MWDB) directly manage a total of $11.4 billion, or
46.8% of the Total Fund, as of June 30, 2024. SURS employs a multi-strategy approach
designed to maximize opportunities for qualified firms.

(0]

SURS saw an increase in total assets with diverse firms of approximately $1.2
billion during FY 2024. The system also saw an increase in percentage of assets
with diverse firms from 44.3% to 46.8% during the fiscal year.

SURS partners with two firms to construct manager of emerging managers
programs. The Bivium Group manages a liquid credit portfolio, and Xponance
manages a global equity portfolio. These collaborations allow SURS to extend its
reach into the minority manager universe. As of June 30, 2024, the Bivium program
includes five minority- or women-owned investment managers (with six mandates)
and has total assets of $396 million. The Xponance portfolio includes ten minority-
or women-owned investment managers and has total assets of $345 million, as of
June 30, 2024.

V.  Fiscal Year 2025 Strategic Initiatives

Each year staff and the general investment consultant (Meketa Investment Group) undertake
initiatives to assist the board with the goal of achieving more effective and cost-efficient
implementation of investment strategies and positively contribute to the health of the System. The
initiatives outlined below are often related and long term in nature.
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Strategic Allocation Study

The purpose of an asset-liability study is to evaluate the interaction of SURS assets, liabilities,
(future benefit obligations) and contributions. The liability and contribution forecasts are based
on the recent actuarial experience study completed by SURS’ actuary, Gabriel Roeder Smith &
Company. SURS’ general investment consultant, Meketa, uses capital market assumptions to
develop a range of acceptable portfolios (asset allocation). An asset-liability study combines the
forecasts of plan liabilities and expected contributions with different asset allocations, allowing
for a more robust evaluation of the possible financial condition (funded status) of plan over time.
The most recent asset liability study concluded in June 2021. A new asset-liability study is set to
begin in September 2024 and will likely conclude toward the end of FY 2025.

Growth Oriented Strategies
e Evaluation of Traditional Growth Portfolio Structure
o Equity Short Extension Strategy Search
SURS staff work with Meketa to monitor the structure of the Traditional Growth
portfolio to look for areas to improve overall diversification, eliminate any
unintentional tilts and explore opportunities to add opportunities to outperform the
market benchmark. To that end, a search for a 130/30 Extended Equity manager was
initiated in June 2024. The purpose of this search is to explore ways to incrementally
add value to the portfolio through active management. SURS received 12 responses
from firms by the July 12 deadline. Staff and Meketa are in the process of reviewing
responses and are conducting interviews of semi-finalist candidates. Finalists are
scheduled to be considered by the SURS board in December 2024.
0 Global Equity Graduation Candidate Consideration

SURS staff and Meketa, along with investment partner Xponance, continually monitor
managers in SURS’ Global Equity Manager-of-Managers portfolio. In December 2021,
Solstein capital was promoted from the Manager-of-Managers portfolio to a direct
mandate. During FY 2025, SURS staff and Meketa will evaluate the strategies that
meet the criteria for a potential graduation to a direct mandate. This evaluation will
include not only the firm and strategy, but also the potential fit into the overall SURS
portfolio.

e Continued Implementation of Stabilized Growth Portfolio Allocation

o Private Credit — The long-term policy target for private credit is 5% of the total
portfolio. The current interim target for private credit is 3%. Pacing into the Private
Credit portfolio will likely be ongoing for the next couple of years to reach the long-
term policy target. Meketa, as the private credit specialty advisor, will continue to build
out the private credit allocation, with a goal to commit to six to eight funds totaling
approximately $500 million during FY 2025. Areas of focus include increasing
geographic diversification, emphasizing strategies that focus on re-investing rather than
distributing income to increase MOIC over time, European strategies and asset-based
strategies. Capital will continue to be deployed with MWDBE managers.

e Continued Implementation of Non-Traditional Growth Allocation
0 Real Assets - Staff will continue to work with Callan to implement the strategic plan
and pacing model for the coming year. The pacing plan ensures SURS annually
deploys capital at a level which allows attainment of the strategic plan over time. The
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real assets long-term target is currently 13% (8% to stabilized growth and 5% to non-
traditional growth).

o0 Private Equity — The long-term policy target for private equity is 11% of the total
portfolio. During FY 2025, Aksia, SURS’ discretionary private equity advisor, will
continue implementation of the private equity strategic plan. An update to the pacing
model is planned for late 2024 and is designed to maintain the portfolio at its target
level. Areas of focus include evaluating deployment in the U.S. lower middle market,
special situations opportunities, and Europe and Asia. In addition, secondary purchases
will be considered opportunistically, and capital will continue to be deployed with
MWDBE managers.

Diversifying Strategies

e Continued Monitoring - Staff will continue to work with Meketa to monitor allocations
and managers utilized in the Crisis Risk Offset, Principal Protection and Inflation
Sensitive portfolios.

e Continued Implementation of Crisis Risk Offset
In response to historically low hedging costs, SURS worked with our Tail Risk manager to
increase the assets under protection target for that sleeve of the CRO portfolio during June
2024. This proved to be a timely decision. In early August 2024, the equity markets
experienced increased volatility and a sudden market correction. Key components of the
Crisis Risk Offset portfolio responded as designed during this episode of market volatility:
the Tail Risk and Long Volatility strategies experienced significant positive returns and the
Long Duration portfolio was up in value during the episode. Per strategy guidelines, a
portion of the gains within the Tail Risk strategy were monetized (realized), and those gains
will help offset the cost of the hedge in future quarters.

Investment Policy Review

The Investment Policy Statements for the defined benefit and defined contribution plans and the
Investment Procurement Policy were reviewed and approved by the board during FY 2024.
Additional review will be conducted and potential revisions to the various policies will be
considered during FY 2025.

Diversity Initiatives

SURS will continue to review opportunities in the investment program to consider the utilization
of minorities, women and persons with a disability. Investment managers of diversity are always
encouraged to participate in the search process if an applicable strategy/mandate is identified. In
addition, SURS staff plans to continue to utilize the Diverse Manager Outreach portal on the SURS
website to facilitate meetings with prospective diverse-owned firms.

Investment Manager Oversight, Due Diligence and Risk Management

A critical duty of the investment team and Meketa is to monitor the numerous investment managers
under contract with SURS. Each manager plays a role in the success of the overall program and
extensive resources are utilized to ensure strategies are functioning as desired and in accordance
with guidelines. If necessary, staff and Meketa collaborate to make any necessary revisions to a
manager’s guidelines.
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¢ Risk and Portfolio Analytics Search

Monitoring the risk of the investment program continues to expand and evolve over time.

SURS initiated a search for a risk and portfolio analytics provider in July 2024.The purpose of this
search is to select a vendor that will provide a multi-asset class investment portfolio analytics and
risk management system to assist in aggregating, analyzing, and reporting on portfolio
performance, exposures, and risks to the SURS portfolio. SURS has been using BlackRock’s
Aladdin, a risk analytics tool for the last three years, which has provided a detailed view on
exposure across every portfolio and functional asset class. SURS received six responses by the
August 13 deadline and is in the process of reviewing all submissions. A vendor will be chosen by
SURS staff in October 2024.

Investment Management Fees

SURS pays close attention to the level of investment management fees paid to its external
investment managers. Fees are negotiated with investment managers prior to the commencement
of the relationship with SURS and may be subsequently renegotiated, if appropriate, especially in
instances where an investment manager receives an additional allocation(s). Fees vary
significantly among investment managers, with the services of private markets managers, such as
those in real assets and private equity being generally higher than those of public market managers.

During fiscal year 2024, staff negotiated more favorable fee arrangements with seven new and
existing investment service providers. In aggregate, these fee negotiations are expected to result
in over $2.5 million in fee savings.

In total, SURS paid approximately $127.1 million or approximately 54 basis points in investment
management fees and administrative expenses for fiscal year 2024. Total investment
management fees for fiscal year 2025 are projected to increase by $15.9 million from fiscal year
2024 budgeted fees and include fees paid directly from alternative asset funds. This increase is
attributable to the continued growth of the private credit portfolio and the non-traditional growth
portfolio as these asset classes reach the target allocations selected by the Investment Committee
in 2021, as well as growth in the overall amount of assets managed by SURS staff.

VI. Environmental, Social and Governance (ESG) Issues

SURS continues to place a high priority on ESG issues. lllinois statute 40 ILCS 5/1-113.6,
effective January 1, 2020, requires that SURS Investment Policy include material, relevant, and
decision-useful sustainability factors to be considered by the board, within the bounds of financial
and fiduciary prudence, in evaluating investment decisions. Such factors must include but are not
limited to: (1) corporate governance and leadership factors; (2) environmental factors; (3) social
capital factors; (4) human capital factors; and (5) business model and innovation factors, as
provided under the Illinois Sustainable Investing Act. These factors were incorporated into the
Investment Policy and the SURS Board of Trustees’ Investment Beliefs.

In compliance Illinois statute, 40 ILCS 5/15-177.6, passed in August 2023, SURS will continue to
post its Annual Fiduciary Report to the SURS website by September 1 each year. This report
outlines SURS’ incorporation of the sustainability factors across the portfolio. Topics in the report
include board strategy related to the sustainability factors, risk assessment, investment manager’s
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incorporation of the sustainability factors into the decision-making process, an annual proxy voting
report and SURS’ practices regarding corporate engagement and stewardship.

Proxy wvoting is one important component of the System’s corporate governance
responsibilities. SURS continues to work closely with Glass Lewis to vote its proxies in line with
Public Pension Policy guidelines. During FY 2024, SURS voting policy voted in favor of proposals
related to the following topics:
e Increased board gender diversity
e Reporting aligned with the Sustainability Accounting Standards Board (SASB)
e Increased disclosure regarding EEO1 reporting regarding workforce diversity
e Increased involvement in United Nations Global Compact or adoption of Human Rights
Policies in line with International Labor Organization or the Universal Declaration on
Human Rights (UDHR).
« Change in auditor when tenure has exceeded 20 years
o Compensation issues that are linked to performance and are transparent

More information on SURS proxy voting history can be found on the SURS website.

Additional actions pertaining to corporate governance include membership in the Council for
Institutional Investors (CII) and Investor Stewardship Group (ISG).

e ClII is a nonprofit organization of more than 135 public, union and corporate employee
benefit plans, endowments and foundations with combined assets of approximately $5
trillion. CII is a “leading voice for effective corporate governance, strong shareowner
rights and sensible financial regulations that foster fair, vibrant capital markets.”
Additionally, CII “works with its members to identify and promote effective engagement
practices between companies and their shareholders and best disclosure of company
policies on engaging with shareholders.”

e On October 19, 2017, SURS became a signatory to the Investor Stewardship Group (ISG),
joining more than 70 U.S. and international investors with combined assets in excess of
$32 trillion. The ISG establishes a framework comprised of a set of stewardship principles
for institutional investors and corporate governance principles for U.S. listed companies.

VII. Manager Diversity Program

Overview
The Manager Diversity Program (MDP) is an initiative designed to identify and provide
opportunities to highly successful investment management firms owned by minorities, women and
persons with a disability (MWDB).
Key items of note:

e Developed in 2004 to identify and retain MWDB firms

e Managers contract directly with SURS

e Market Value of $11.4 billion, as of June 30, 2024
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Traditional Growth

US Equity 1 $2,581 million N/A

Non-U.S. Equity 4 $1,350 million N/A

Global Equity 4 $1,244 million N/A
Non-Traditional Growth

Private Equity 12 $706 million $114 million

Non-Core Real Assets 7 $285 million $50 million
Stabilized Growth

Public Credit 1 $397 million

Private Credit 4 $259 million $100 million
Inflation Sensitive 1 $1,111 million N/A
Principal Protection 4 $2,269 million N/A
Crisis Risk Offset

Systematic Trend 1 $501 million N/A

Long Duration 1 $408 million N/A

Alternative Risk Premia 1 $272 million N/A

Tail Risk 1 $42 million N/A

Total 42 $11,427 million $264 million

*Totals may not add due to rounding

MDP Goals

Pursuant to 40 ILCS 5, SURS established goals for the percent of assets under management for
MWDBE and emerging managers, as defined by Illinois statute, as well as additional goals to
ensure representation in each asset class across the portfolio.

MWDBE Investment Managers - % of Total Assets

Minorities Non-Minority Disabled Overall Goal
Women Persons
Goal 20% 14% 0.3% 35%
Actual 23.2% 23.5% 0.03% 46.8%
MWDBE Goals
% by Manager % by Manager
Count Fees
Goal 35% 25%
Actual 36% 21.5%
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Emerging Investment Managers*
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Asset Class Minorities Non-Minority Disabled Overall
Women Persons Goal
Equities
Goal 16% 8% 1% 25%
Actual 6.6% 15.6% 0% 22.2%
Fixed Income**
Goal 16% 8% 1% 25%
Actual 27.4% 1.8% 0% 29.2%
Alternatives***
Goal 10% 9% 1% 20%
Actual 18.0% 1.2% 0.1% 19.3%
Total Fund
Goal 16% 8% 1% 25%
Actual 15.5% 6.3% 0.03% 21.8%

Data as of June 30, 2024, for public markets/as of March 31,2024 for private markets

* MWDBE ownership of over 50% and assets under management below $10 billion
** Includes allocation to Principal Protection, Credit, TIPS and Long Duration

*** Includes private markets, options, alternative risk premia and trend following strategies

The board also has goals for the use of MWDBE broker/dealers, subject to best execution. The
goals are asset class specific and call for SURS’ investment managers to meet certain minimum
levels of usage over rolling twelve-month periods. The brokerage utilization for FY 24 can be

seen in the table below.

MWDBE Brokerage Goals
Asset Class Overall Utilization  Goal

US Equities 100.0% 35%
International Equities 96.9% 25%
Global Equities 35.6% 22%
Fixed Income 74.8% 35%

Fiscal Year 2024 MDP Accomplishments

As of June 30, 2024, the MDP is valued at approximately $11.4 billion, or 46.8% of the Total

Fund. A summary of MDP activities follows:

e In partnership with Aksia and Fairview Capital, SURS currently has private equity
commitments totaling $850 million to MWDB-owned private equity firms with $105

million commitments in FY 24.

e SURS makes direct private credit allocations through our private credit advisor, Meketa.
SURS has current commitments totaling $350 million to MWDB-owned private credit

funds with $100 million of those commitments occurring in FY 24.

e SURS also made direct real assets allocations via our real assets consultant, Callan. In FY
2024, a commitment of at least $50 million was made to Ember Infrastructure 11 fund.
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SURS also has a graduation track from the manager-of-emerging-managers portfolios, giving
firms a chance to receive a direct allocation from SURS.

Fiscal Year 2025 MDP Initiatives
Plans for the MDP in FY 2025 include the following:
e Expand industry outreach efforts
e Continue diligent monitoring of the overall program, manager structure and risk parameters
within the program
e ldentify potential opportunities to increase funding to existing qualified investment managers
e Continued interaction with system consultant, Meketa, via more frequent discussions
regarding MWDB investment managers

VIII. Defined Contribution Plans

Retirement Savings Plan

The Retirement Savings Plan (RSP) is a 401(a) plan type defined contribution option available to
SURS members. The RSP has grown steadily since the plan’s inception in April 1998. Highlights
of the plan include:

Approximately $4.5 billion in assets as of June 30, 2024
RSP forfeiture assets were $16.9 million as of June 30, 2024
Disability reserve assets were $159.6 million as of June 30, 2024
Administrator and recordkeeper
o Voya Financial ($3.9 billion of plan assets)
e Legacy service provider
o TIAA ($379 million of plan assets)
e Custom lifecycle solution, the SURS Lifetime Income Strategy (LIS), managed by Alliance
Bernstein
e 16 investment options as of June 30, 2024, including the default option of LIS.
e Over 24,000 participants currently invested
— 14,670 active participants
— 9,478 inactive participants

Deferred Compensation Plan

The Deferred Compensation Plan (DCP), is a new supplemental defined contribution 457(b) type
plan created in Public Act 100-0769. This plan became available to SURS members beginning in
March 2021.

e Approximately $67.4 million in assets, as of June 30, 2024
e Administrator and recordkeeper
o0 Voya Financial
e Custom lifecycle solution, the SURS Lifetime Income Strategy (LIS), managed by Alliance
Bernstein
e 16 investment options as of June 30, 2024, including the default option of LIS.
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Fiscal Year 2024 Defined Contribution Accomplishments

SURS replaced the underlying fund option for the SURS U.S. Small-Mid Cap Growth
Equity Fund, resulting in lower fees to the plan.

Almost 9,000 members enrolled in the DCP during FY 2024, bringing the total enrolled
members as of 6/30/2024 to over 12,000 members.

Automatic enrollment of new members into the DCP plan went into effect as of July 1,
2023, as outlined in Public Act 102-0540.

The SURS Board of Trustees approved an automatic rate escalation provision for the DCP
at the February 2024 Investment Committee meeting. The first round of automatic
escalation was successfully implemented for July 2024 and included 3392 participants.
Review of the DC Investment Policy took place during FY 2024 with changes
recommended to mirror statute language and ensure that responsibilities of stakeholders
related to investment options apply to the underlying strategies and service providers.

Fiscal Year 2025 Defined Contribution Initiatives

Plans for the Defined Contribution Plan in FY 2025 include continued diligent monitoring
of the overall program, providers and investment options.

The recordkeeping agreement with VVoya is currently active through August 2025 (with the
option for a 12-month extension). Given this timing, a recordkeeper search is expected to
be issued in early calendar year 2025 to provide ample time for vendor selection and
finalization of a new recordkeeping agreement.
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Exhibit 4

Delegated Authority Discussion

Goals of Today

— The goal of today is to provide the SURS Board with an overview of a significant recent trend
among large-scale institutional investors’ procurement policies.

— “Delegated Authority” is a governance practice that a large number of public pensions have been
receiving education on and/or directly implementing.

e This largely pertains to granting manager selection authority directly to staff with little-to-no
Board/IC involvement in the final decision making.

e The primary role of the Board/IC shifts to focus on oversight and monitoring.

— From Meketa's viewpoint, we see this trend continuing to gain traction in the United States.

e It has already been a common governance practice among non-US plans (e.g., Canada,
Europe, Australia, etc.) for decades.

e Among the US investors who have adopted it, there has been little-to-no steps to reverse the
process.

MEKETA INVESTMENT GROUP 2



Exhibit 4

Delegated Authority Discussion

Introduction

— “The Board is responsible for establishing the Policy for the System and overseeing the investment of
the Portfolio and the expenditures required to meet system obligations. Specifically with regard to
investments, the Board takes action based on information presented at Board and/or Investment
Committee meetings and after considering recommendations made by Staff or Consultants.”

e Role of Board of Trustees - SURS DB Investment Policy Statement

— At a high level, managing an institutional investment portfolio involves two critical tasks:
1. Setting the overall construct/asset allocation (i.e., policy portfolio)
2. Implementing the portfolio via manager/fund selection

— Like its peers, SURS should be continually seeking to improve upon the mechanisms by which
the above-stated tasks are completed.

MEKETA INVESTMENT GROUP 3
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Delegated Authority Discussion

Approach to Overall Portfolio Management
— Prudent decision-making is critical to the long-term success of any retirement plan.

— By developing strong governance policies before assets are moved, Boards can increase the
likelihood of making sound investment decisions, therefore increasing the likelihood of long-term
success.

— Good processes today facilitate better outcomes for tomorrow.

/ — Guiding principles that allow for \
. consistency through time and
Investment Beliefs Board/Staff turnover.

— Foundation for all other decisions.

Governance is the
structure of roles,

Investment — Cllne'a:;t e_lrticulatiotn o_f itr;vestmenth responsibilities, and
: objectives, constraints, approaches, processes for
Policy Statement and parameters. investment decision
making and
oversight.

— Day-to-day professionals’ (e.g.,

K staff) primary responsibility. /

MEKETA INVESTMENT GROUP 4
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Exhibit 4

Delegated Authority Discussion

Key Terms for Discussion!

Policy (as referred to in an Investment Policy Statement [IPS]) is the investment plan undertaken by an entity. Communicates a
common understanding of investment principles and objectives among stakeholders. Example components of an IPS include:
context; investment beliefs; roles, responsibilities, and delegations; purpose of assets; investment objectives; allocation strategy and
investment thresholds; benchmarks; due diligence requirements; reporting requirements; and risk management considerations.

Implementation is placing capital into market/security exposure in order to produce long-term returns in an effective and efficient
manner. Includes screening of advisor candidates; conducting due diligence; adjusting capital exposures in alignment with policy;
monitoring, funding, and defunding existing manager(s) portfolios; monitoring and managing portfolio compliance; negotiating terms
and conditions with advisors; and other key tasks.

Authority is the right or permission to make investment decisions as assigned or delegated from one party to another. In the context
of this presentation, authority relates to when a Board/IC delegates/assigns virtually all investment authority to the ED, CIO, and Staff.

Due diligence is appropriately investigating, analyzing, and documenting the merits, terms, and conditions of an investment concept
or specific investment opportunity/mandate.

Fiduciary is a person or persons who has been entrusted with the managing of assets of another group of people. The fiduciary
relationship is one of trust and confidence involving the highest standards of care, loyalty, good faith, and prudence. Fiduciary
frameworks are established through statutory laws and jurisdictions. As a result, fiduciary standards establish certain decision-making
thresholds that can be breached and, if so, may result in significant damages, repercussions, and penalties. Fiduciary protections are
derived through the design and adhering to processes that reflect well-defined and aligned governance standards.

Investment Governance is the effective use of resources by a governing body seeking to fulfill its fiduciary duty to its beneficiaries to
address the investment challenge. Strong investment governance requires effective use of delegated fiduciary authority to persons or
groups having the appropriate expertise.

! These definitions draw heavily from “Investment Governance for Fiduciaries,” CFA Institute Research Foundation, ©2019.
.

MEKETA INVESTMENT GROUP 5



Exhibit 4

Delegated Authority Discussion

Major Investment Decision Authority Areas*

Selecting managers & investment vehicles
Funding and de-funding investments
Negotiating terms & conditions

Day-to-day monitoring and compliance

Rebalancing among portfolio classes and
managers

Adhering to guidelines and risk levels

Setting implementation boundaries

r~~"® portfolio construction and class blueprints

' Setting appropriate risk levels

Investment
Policy

Implementation Resourcing

Reporting/
Monitoring/

|

|

: Selection and budgets
Oversight I

- - -¢ for mission-critical staff
and vendors

Developing and receiving ongoing reports
Conducting and assessing due diligence & -+
Performance analysis and attribution

* Presented framework draws heavily from “Investment Governance for Fiduciaries,” CFA Institute Research Foundation, ©2019.
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Delegated Authority Discussion

Major Investment Decision Authority Areas

Historical Recent Trend

Board /IC
Authorit

Authorit

Authorit Authorit

MEKETA INVESTMENT GROUP 7
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Delegated Authority Discussion

Recent Trend — How it Works

*  Board authority is to set overall asset allocation, portfolio risk budgets, allocation

investment boundaries/threshold d high-level guideli
. oundaries/thresholds, and high-level guidelines.
Policy & &
*  Board’s effort on resourcing is critical: select and/or monitor the primary entities
that assist with the investment effort (e.g., staff, consultants, actuaries, etc.).
*  Fundamental system-related decisions remain with Board (e.g., setting actuarial
rate, reviewing legislation, budgets, etc.).
*  Key function of Board is monitoring of portfolio results and Staff decision-making
Reporting/ activities relative to policy.
Monitori ng / *  Staff oversees/monitors day-to-day activities and external managers.
Oversig ht *  Key consideration: formal documentation process and/or reporting of major

activities/metrics (e.g., due diligence, boundaries/thresholds, etc.).

*  Within assigned thresholds and policies, Staff executes all investment decisions
and tasks (manager selection, active/passive, internal/external, rebalancing,
terms and conditions, etc.).

MEKETA INVESTMENT GROUP
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Delegated Authority Discussion

Delegated Authority Trend - It's a Spectrum

— Delegated authority is not an all-or-nothing decision. Most plans, including SURS, already have
elements of delegated authority.
— SURS-specific considerations:

e Staff has authority to invest, sell, and rebalance the portfolio based on cash-flow (e.q.,
contributions, benefits, etc.) and allocation target considerations (e.g., interim policy targets).

e Staff has the authority to approve tail risk hedging size.

e Under certain conditions, Staff can terminate managers.

o All of Staff's existing authority is governed by Board-approved policies.

e Time-sensitive decisions have historically required ad hoc meetings or agenda modifications.

e In liquid markets segments, where the SURS Board is still engaged, the decisions can be
quickly reversed.

e In illiquid markets segments (excluding Real Estate), discretion has been granted to third
parties (e.g., Aksia for Private Equity and Meketa for Private Credit), where capital can be
locked up for 10+ years.

— Board-approved policies govern all decisions, whether under a delegated authority model or not.

— As plans shift across the delegated authority spectrum, Board-retained consultants often assist
the Board in performing the oversight role on granular tasks.

R EEEEEEEEEEEEEEEEEEEEEEEEEE——
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Delegated Authority Discussion

Support for Delegated Authority Trend
— Fiduciary law supports delegated authority.

— For most public pensions, staff and consultants already conduct sourcing, filtering, and
comprehensive due diligence on retained managers. This does not change.

— The frequency by which Boards/ICs do not follow staff/consultant manager recommendations is
de minimis.
e For example, over the last ~7 years, only one firm was not approved by the SURS Board/IC out
of ~60 recommendations.

— The meeting time required to interview managers represents a material efficiency drag.
Moreover, the ability of the Board/IC to add value at the final stage (~30-60 minute interviews) is
challenging.

— Over the last 10+ years, a large number of peer systems have recognized the same efficiency
and value-add challenges and have changed their governance models to address this.

Delegating full manager selection to investment staff is an industry-wide trend

R EEEEEEEEEEEEEEEEEEEEEEEEEE——
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Delegated Authority Discussion

Ideal Features and Requirements for Delegated Authority
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Delegated Authority Discussion

Thinking about Decision Thresholds

Definition: an asset level used to trigger investment discretion to a specific party

A best practice metric for asset level is to utilize percent of assets

Asset bases used to determine % levels!

* Total portfolio

* Total asset class
* Total product/manager composite assets

* Total assets of manager

The use of a particular asset base is a preference, there is no standard base and
may vary by asset type.

Many funds utilize a “% of total portfolio assets” as their authority threshold level.

Threshold levels should be revisited on a scheduled basis (e.g., every 2-3 years).

MEKETA INVESTMENT GROUP 12



Exhibit 4

Delegated Authority Discussion

Thinking about Decision Thresholds (cont.)

From Meketa’s original 2017 Delegation Survey and ongoing client experience:

Threshold bifurcation: public vs. private markets; public markets utilize higher thresholds

Range of authority thresholds!: 0.1%-to-unlimited Staff authority

Private markets threshold limits (where limits are in place): 0.1%-to-1.0%

* Thresholds vary widely and evolve as portfolio grows/changes

e Selecting a threshold framework is a preference issue

e Tighter thresholds may lead to proliferation and redundancy

* Looser thresholds may lead to exposure concentration

* Explicit consideration must be given to private market re-ups and
liquid market mandate size changes

1 Based upon total portfolio assets.
L ————————.
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Delegated Authority Discussion

Thinking about a Delegated Due Diligence Process

Assigned
Staff

Assigned
Staff

Final Decision
& Funding

Review of
Due Diligence Process

[ o=
0
g
9
c
>
Ll
o
o
Staff
Clo &
Who: | consultants Assigned Staff
Others

For most plans, process already currently exists.

In a delegated model, documentation requirements increase.

Internal Approval Committee
Clo

Executive Director

Assigned Staff

Approval requires joint signatures

Investment
Committee

Process checklists are developed/utilized for each major asset type.

Some processes utilize consultant(s) for independent concurrence/process verification.

Incorporation of non-investment professional (e.g., Executive Director) stresses process.

MEKETA INVESTMENT GROUP
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Exhibit 4

Delegated Authority Discussion

Fiduciary Considerations

— Delegation of certain investment decisions (e.g., manager selection) can be aligned with fiduciary
law if the delegation itself is done prudently and involves appropriate oversight and monitoring.

— “The responsibility to be prudent covers a wide range of functions needed to operate a plan. Since you
must carry out these functions in the same manner as a prudent person, it may be in your best interest
to consult experts in such fields as investments and accounting.”

e |IRS - Retirement Plan Fiduciary Responsibilities'

— “Prudence focuses on the process for making fiduciary decisions.”

e DOL - Meeting your Fiduciary Responsibilities?

— Under delegated investment frameworks, there is a shift at the Board/IC level to focus on
monitoring.

e “Duty to Monitor” implicitly increases in importance.

1
2

MEKETA INVESTMENT GROUP 15
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Exhibit 4

Delegated Authority Discussion

Fiduciary Considerations (cont.)

U.S. Supreme court opinion held fiduciaries have a
continuing duty - separate and apart from the duty
to exercise prudence in selecting investments at
the outset - to monitor and remove imprudent
investment options.

Tibble v. Edison International, 135 S.Ct. 1823 (2015),
Hughes v. Northwestern Univ, 595 US 170 (2022),

With implementation authority delegated to staff,
there is an elevated requirement of robust
policies, procedures, and compliance controls.

The Duty to Monitor becomes the paramount Board/IC responsibility.

MEKETA INVESTMENT GROUP 16
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Delegated Authority Discussion

Fiduciary Considerations (cont.)

— Delegating implementation authority to staff shifts the trustees’ role to more oversight:
e Reqular performance and compliance reviews.

e Proactive monitoring is a key aspect of the duty to oversee; trustees must actively gather
information.

e Trustees must exercise prudence to assess the fiduciary performance of those to whom
duties are delegated.

e The duty to monitor is ongoing; delegating does not mean trustees disengage.

— Examples of proper monitoring:
e Verify that the delegated authority adheres to specified parameters.
e Mandate consistent updates and immediate notification of significant alterations.
e Confirm delegated authority is congruent with current roles and responsibilities.
e As needed, adjust or revoke delegation.
e Ensure professionals and service providers are held accountable as appropriate.

D——— ]
MEKETA INVESTMENT GROUP 17



Exhibit 4

Delegated Authority Discussion

Key Fiduciary Considerations

Duty of Prudence Duty of Loyalty Duty to Monitor Duty to Diversify Duty to Follow Plan
Documents

Examples where

prudence is relevant:

- Setting asset

Discharge duties
with respect to
the funds solely

US supreme
court held that
fiduciaries have

Consider each
investment
within the

A fiduciary shall
discharge his or
her duties with

allocation in the interest of a continuing context of the respect to the
- Documentation the participants duty to monitor entire portfolio. planin
of processes and and remove Create an accordance with
- Retaining expert beneficiaries. imprudent “optimal” the documents
assistance investment portfolio given and instruments
- Reviewing options. the board's governing the
performance - Board'sroleisto risk/return plan.
- Managing risk establish policies preferences. - Familiarity with

- Delegation of
authority

and procedures
that day-to-day
professionals
can implement.
Adequate
reporting is
necessary for
prudent
monitoring.

plan documents
is essential.

MEKETA INVESTMENT GROUP
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Delegated Authority Discussion

Example Peers with Delegated Authority!

Approximate
Size

(3/24 - 7/24)2

Plan Name
1 Orange County Employees’ Retirement System 24
2 Employees' Retirement System of Hawaii 24
3 State Teachers Retirement System of Ohio 95
4 Teachers' Retirement System of lllinois 72
5 Texas Employees’ Retirement System 39
6 Indiana Public Retirement System 42
7 Colorado Fire and Police Pension Association 7
8 Wyoming Retirement System 1
9 Missouri State Employees Retirement System 9
10 lowa Public Employees Retirement System 43

— Across plan sizes, geographies, and portfolio constructs, delegated authority (i.e, manager
selection) is a common and growing governance structure.

Delegated authority may pertain to all asset classes or a subset of the portfolio.

2Asset values sourced frlom ﬁubliclx available documents and ma¥ be actuarial ‘i.e. smoothedi or market value based. Ma'ori“ of values are as of 6/30/24
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Delegated Authority Discussion

Example Policy Language

Approximate Size ($b)
Teachers' Retirement System of lllinois

Excerpts from Investment Policy Statement

Implementation

The Board recognizes that the complex investment processes of TRS require a substantial amount of daily attention. It is clear that the
Board and Committee, meeting periodically, cannot oversee the day-to-day operations of the investment function. In order to promote
operational efficiency in the implementation of its Investment Policy, the Board has employed various parties to carry out these duties.

Final Recommendation and Selection

Based on the candidate responses, Staff and Consultant will recommend managers to the applicable Staff Oversight Committee for final
approval. Documentation to the applicable Oversight Committee will include a timeline of the search process, a summary of that
process, and confirmation that the search was conducted in accordance with TRS policy... At the meeting immediately following funding,
Staff and Consultant will provide the Investment Committee an update on search activity, along with necessary reports related to the
search, including a selection/compliance checklist confirming adherence to Board-approved policies

Proper Documentation and Full Disclosure

When overseeing reviews of the delegated hiring of external investment services provided by Staff, the primary focus of the Investment
Committee and Board shall be on whether decisions followed established processes and procedures in the Pension Code, administrative
rules and this Investment Policy. Toward this end, the Chair and Committee members may request the written supporting
documentation to assure the greatest possible disclosure of all relevant issues, including the investment search process, investment
sourcing and related due diligence. In evaluating a hiring decision, Staff, Consultant and the applicable Staff Oversight Committee should
review documentation to ensure that the search process was fair, and that the screening process was consistently applied. Potential
service providers or candidates may, at the pleasure of the Board or upon the recommendation of Staff and Consultant, be asked to
make a formal presentation at any time

R
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Delegated Authority Discussion

Example Policy Language

Approximate Size ($b)
State Teachers Retirement System of Ohio

Excerpts from Investment Policy Statement

Investment Decisions Delegated to Investment Staff

The Board, through the Executive Director, has delegated to qualified STRS Ohio investment staff the following investment management
and implementation decisions:

a) Buying, selling, managing, and monitoring individual securities, real assets, and/or other investment transactions to achieve the total
fund and asset class investment objectives approved by the Board;

Retaining, managing, and terminating external investment managers within each asset class as required to achieve the total fund
and asset class investment objectives approved by the Board;

b)
) Ensure total fund, asset class, and individual manager portfolios comply with established parameters and risk levels; and,
)
)

[oRN@]

Preparing, negotiating, and executing external investment manager mandates, guidelines and fee agreements.
Investment staff will determine the most suitable fund management approach, internal or external, by assessing internal capabilities,
comparing costs and benefits, and considering potential external collaborations.

D

In making these decisions, STRS Ohio investment staff seeks the advice, guidance, and recommendations of Board-retained investment
consultants, external investment managers and other experts and sources as considered prudent by STRS Ohio staff.

Board Oversight

The Board requires investment staff to prepare and deliver an Annual Investment Plan that explains how STRS Ohio assets will be
managed in order to achieve the Board-established investment objectives. This provides the Board a focused opportunity to:

a) Question and comment on staff's investment management plans;

b) Request additional information and support about staff's investment intentions; and

c) Express its confidence in the Annual Investment Plan.

D —— ]
MEKETA INVESTMENT GROUP 21



Exhibit 4

Delegated Authority Discussion

Example Policy Language

Approximate Size ($b)
Indiana Public Retirement System

Excerpts from Investment Policy Statement

The Board has delegated the day-to-day investment operations to the Staff, though oversight of the System's assets remains with the Board. The
Staff is responsible for performing such duties consistent with this Policy and as otherwise directed by the Board. Included in this, the ED is authorized
by the Board, pursuant to a recommendation by the CIO, to retain, manage, and terminate Investment Managers within each asset class as required
to achieve the investment objectives of the Retirement Funds within the following limitations:

1. The initial investment made in a Portfolio described in Section 9 (Public Investment Guidelines), and Section 13 (Risk Parity Investment
Guidelines), may not exceed 3.0% of the market value of the Retirement Fund's assets at the time of investment. Notification regarding the
investment should be provided to the Board at its next reqularly scheduled meeting. Any additional allocations to the same Portfolio that
increase the Portfolio’s total market value to a weight greater than 6.0% of the Retirement Fund's assets at the time of investment must receive
prior authorization from the Board. In the event a Portfolio’s total market value organically grows via performance above the 6% threshold, the
Board shall be notified at the following meeting;

2. The initial investment made in a Portfolio described in Section 10 (Private Markets Investment Guidelines), Section 11 (Real Assets Investment
Guidelines), and Section 12 (Absolute Return Investment Guidelines), may not exceed 0.75% of the market value of the Retirement Funds'
assets at the time of investment. Notification regarding the investment should be provided to the Board at its next regularly scheduled meeting.
Any additional allocations to the same Portfolio that increase the Portfolio’s total market value to a weight greater than 1.5% of the Retirement
Fund's assets at the time of investment must receive prior authorization from the Board;

3. Reducing assets under management, including full termination of a Portfolio, may not exceed 4.0% of the market value of the Retirement Funds'
assets. Notification regarding the termination should be provided to the Board at its next regularly scheduled meeting. A Portfolio, however,
may be terminated with the agreement of the ED and CIO for any level of assets if such removal is deemed necessary to protect the
Retirement Funds’ assets.

An Investment Manager change may only exceed the limits described in this section with the prior authorization of the Board. If an investment
opportunity requires more immediate action and requires prior approval by the Board, the Board recognizes that the ED and CIO may request that
the full Board convene between reqgularly scheduled meetings, via conference call, to review and approve the investment.

Approval authority set forth in this Policy shall be reviewed upon the departure of either the ED or CIO, to consider the suitability of this investment
authority delegated by the Board.
I
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Delegated Authority Discussion

Conclusion

— Over the last 10+ years, a prominent theme among public pension systems has been the
transition to a delegated authority implementation model - a governance framework that has
been present at international plans for decades.

— Delegated authority is aligned with fiduciary law but requires corresponding policies and
procedures. Moreover, those that adopt delegated authority tend to do so incrementally (e.g., one
asset class then another).

— Based on feedback from the SURS Board/IC, Meketa and SURS Staff may bring forth additional
education on delegated authority and additional example policies/processes.

R
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Delegated Authority Discussion

Disclaimers

These materials are intended solely for the recipient and may contain information that is not suitable
for all investors. This presentation is provided by Meketa Investment Group (“Meketa”) for
informational purposes only and no statement is to be construed as a solicitation or offer to buy or
sell a security, or the rendering of personalized investment advice. The views expressed within this
document are subject to change without notice. These materials include general market views and
each client may have unique circumstances and investment goals that require tactical investments
that may differ from the views expressed within this document. There is no agreement or
understanding that Meketa will provide individual advice to any advisory client in receipt of this
document. There can be no assurance the views and opinions expressed herein will come to pass.
Any data and/or graphics presented herein is obtained from what are considered reliable sources;
however, its delivery does not warrant that the information contained is correct. Any reference to a
market index is included for illustrative purposes only, as an index is not a security in which an
investment can be made and are provided for informational purposes only. For additional
information about Meketa, please consult the Firm's Form ADV disclosure documents, the most
recent versions of which are available on the SEC's Investment Adviser Public Disclosure website
(www.adviserinfo.sec.gov) and may otherwise be made available upon written request.

R EEEEEEEEEEEEEEEEEEEEEEEEE——
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To: Investment Committee

From: Investment Staff

Date: September 2, 2024

Re:  Recommendations for Changes to Investment Policy Statement & Procurement Policy

Summary & Recommendation

Staff and Meketa are recommending policy language changes to both the SURS Investment Policy
Statement and the SURS Procurement Policy. Many of the suggested changes are non-substantive in
nature. The proposed changes have been reviewed by internal counsel and external fiduciary counsel.
Both Staff and Meketa recommend that the Investment Committee/Board approve the requested changes
to SURS Investment Policy Statement and Investment Procurement Policy.

Proposed Changes to SURS Investment Policy Statement

e Section 5.A — Executive Director and Internal Investment Staff
Some overlapping duties for the Executive Director and Chief Investment Officer are clarified.
Proposed language moves all investment duties to the Chief Investment Officer, under the
supervision of the Executive Director.

e Section 5.A — Internal Investment Staff
Attorneys in the SURS legal department as designated by the General Counsel may review and
approve changes to investment manager guidelines.

e Section 5.F.f — Investment Manager Termination Guidelines
Adds significant organizational, personnel, and/or investment process changes as a reason for
Investment Staff or the Investment Committee to terminate an investment manager’s contract.

e Section 5.H. — Safequard of Assets — Authorization to Transfer Funds
New language deletes the reference to the role of the Deputy CIO, adds a reference to the Senior
Investment Officer for Operations and Risk Management, and changes the authority over access
to the Trade Order Entry System from the Board to the Executive Director.

e Exhibits and Other
Proposed changes in the exhibits include update of interim policy targets to reflect current
portfolio allocations. Minor typographical error and formatting changes were made throughout
the document.
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Proposed Changes to SURS Investment Procurement Policy

e Section 5.A.1,5.A.1.c, and 5.E.f — The Policy — Applicability of RFP Procedures
Aligns Investment Procurement and RFP issuance rules with SURS’ overarching Procurement
and RFP rules.

e Section 5.E.e — Procurement Requirements for Recommendations by a Specialty
Consultant
Delegates to Investment Staff the ability to select and contract with private assets investment
funds for amounts up to and including $100 million, provided that the fund is recommended by
a Specialty Consultant and the fund is a follow-on commitment to a fund previously authorized
by the Investment Committee / Board.

Conclusion and Recommendation
SURS staff and Meketa jointly recommend:
e That the revised Investment Policy document for the defined benefit plan be approved, as
presented.
e That the revised Investment Procurement Policy document be approved, as presented.
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OFFICIAL POLICY

Defined Benefit
Investment Policy

Policy Register Part: Policy Number:

VI — Investments 6.1

Approval Authority: Originating Department:
Board of Trustees Investments

Responsible Executive Staff Member:

Chief Investment Officer

Version: | Effective Description of Changes and Link(s) to Earlier
Date: Version(s):
1 December 8, | N/A — Original
2006

2 April 26, 2007 | Updated to indicate that domestic proxy voting will be
completed by a proxy voting service.

Page 1 of 65
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September
21, 2007

Updated to:

Expand ability of Executive Director to execute
Investment Management Agreements or Board-
approved service providers

Allow board to retain third party firms to provide
Securities Lending services

Define a benchmark for the Global Real Estate
securities portfolio

Add an Investment Manager Watchlist

Allow the electronic transfer of funds to be
completed by an authorized staff member
Redefine Minority and Women Owned brokerage
usage policy for Global Equity Investment
Managers.

Amend the predatory lending policy due to new
legislation (PA 95-0521).

September
12,2008

Updated to:

Expand ability of Executive Director to delegate
duties to the Associate Executive Director

Reflect new asset allocation targets and
rebalancing language

Change global equity benchmark

Clarify that additional authorization to participate in
securities litigation that has already been approved
by the Executive Committee is not necessary.
Additionally, staff are authorized to file an objection
to attorneys’ fees/expenses if the objection is
determined appropriate by General Counsel and
Executive Director

Define Emerging Manager goals and total fund and
major asset classes.

September
11, 2009

Updated to:

Include interim asset allocation targets

Implement a 5% rebalancing trigger on aggregate
equity and fixed income allocations

Update benchmarks for Equity, Fixed Income, and
Real Estate asset classes

Redefine Emerging Manager definitions and
update utilization goals due to legislation. Minority-
owned broker usage policy expectations were
updated.

Page 2 of 65
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December 2, | Updated to:
2009 . .
e Incorporate the 1% allocation to PPIP into the
strategic policy targets
e Add language to strongly encourage the use of
direct trade execution with minority- and women-
owned brokers.
September 3, | Updated to:
2010

Allow the Board governance policies to address
issues with third parties regarding corporate
governance or other initiatives rather than the
Executive Director

Allow staff to complete miscellaneous duties
related to the operation of the investment program
Added a risk management section

Revise process for how emerging managers are
included in manager searches due to legislation
More accurately portray retention decisions
involving private fund managers

Clarify that investment managers may be added to
the Manager Watch List at any time

Limit the size of assets invested with any one firm
and update the list of people authorized to make
transfers between funds

Allow managers to continue to hold a security after
it has been downgraded below the minimum credit
quality if it is in SURS best interest

Establish goals for the management of assets of
each major asset class by minorities, women, and
persons with disabilities in line with PA 96-0006.
Additionally, investment managers should not use
indirect methods to achieve Minority-Owned
Broker/Dealer goals. Minority-owned broker/dealer
goals were also updated to include REIT managers
Rename Manager Development Program as
Manager Diversity Program

Page 3 of 65
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September Updated to:
16, 2011 -
o Reflect new SURS mission statement
e Include General Counsel in the modification of
approval requirements for revisions to investment
manager guidelines
o Reflect passage of “pay to play” legislation (SEC
Rule 206(4)-5)
o Reflect new Strategic policy targets and adjusted
(interim) targets
o Revise risk management framework
e Revise benchmarks in Real Estate Structure
section
o Reflect PA 96-0006 in which SURS is to
encourage investment managers to use emerging
investment managers as subcontractors when
possible.
e Review MWDBE goals and add new minority-
owned brokerage targets for TIPS managers
October 25, Updated to:
2012 ) L ) )
o Reflect strategic objectives as outlined in the
SURS Strategic Plan
e Authorize staff to serve on advisory boards for fund
investments and vote on issues to promote best
interests of SURS
o Delete internal management of TIPS
o Reflect adjusted strategic (interim) targets

Change private equity benchmarks and specify the
overall benchmark for non-core direct real estate
Implement Investment Manager Evaluation
language; if no changes are recommended, formal
action by the board each year will not be
necessary; Action to terminate a manager will
continue to require Board action.

Delete permissible investments section.

Increase goals for MWDBE firms of actively
managed assets.

Increase goals for the utilization of MWDBE
broker/dealers to US and non-US equity and Fixed
Income. Additionally, a new minimum brokerage
expectation for non-US and US equity managers
was established
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10

September
13, 2013

Updated to:

Revise Strategic Policy allocation targets

Update language to be consistent with legislation
(40 ILCS 5/1-113.14) about when a search for
investment managers is deemed necessary.
Contracts for follow-on funds with the same fund
sponsor through closed-end funds are exempted
from the customary proposal process.

Fulfill statutory requirement to review goals for the

utilization of MWDB managers and broker/dealers.

1"

September
19, 2014

Updated to:

Reflect new Strategic policy targets and adjusted
(interim) targets

Note the disclosure requirements for prospective
consultants, investment management, and private
market candidates set forth in PA 98-1022.
Reflect the completion and liquidation of the
Public/Private Investment Program investments.
Reflect changes to the Securities Litigation Policy
due to ongoing involvement of the lllinois Attorney
General’s office in security litigation matters.
Increase the goals of MWDBE firms and
brokerages in light of passage of P.A 98-1022.
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12

September
11, 2015

Updated to:

Clarify role definitions and responsibilities for
manager monitoring.

Reflect new Strategic policy targets and adjusted
(interim) targets

Accurately describe the role, investment structure,
diversification, and benchmarks of each asset
class.

No longer require annual investment manager
approval by the Board. The Board will continue to
approve the hiring/termination of investment
managers, and staff will continue to conduct
annual manager reviews and bring any significant
issues/changes to the Board’s attention.

Note the statutory exclusions to the search process
requirements for qualified fund of funds
management services and investments in follow on
funds to closed end funds

Eliminate the use of an Investment Manager Watch
List.

Increase goal of MWDBE firms for Alternative
Investments

13

December 9,
2016

Updated to:

Formalize performance targets for investment
managers

Re-institute Manager Watch List as well as
clarification on manager termination processes
Define process for decision making related to the
use of active management in asset classes and/or
sub-asset classes

Specify requirements for quarterly and annual
reporting

Revise corporate governance section to reflect
recent change in practice regarding proxy voting of
domestic securities and clarification of authority to
settle claims and lawsuits

Create several appendices for items that are
periodically revised as well as the addition of a
glossary of defined terms

Adjust goals for MWDBE firms and broker/dealers
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14

June 9, 2017

Updated:

e Board shall periodically establish Performance
Targets for each Manager.

15

December 8,
2017

Updated: Manager Utilization Goals for Minority-owned
Broker/Dealers

16

March 9,
2018

Removed procurement related portions of Section VII
Selection and Retention Investment Policy into a new
Procurement Policy

17

April 18, 2019

Reframed the allocation IPS framework from
“asset” classes to “strategic” classes.

e Substantially re-wrote the Portfolio Construction
and Performance Benchmarks section.

e Made major edits to the Real Assets and
Opportunity Fund class structure (Infrastructure out
Opportunity Fund class).

o Updated Appendices 4 with new strategic
allocation as an outcome of 2018 Asset-Liability
Study and 5 (updated to reorganize the key asset
classes under their broader strategic classes; also
adjusts policy benchmarks for several class
portfolios.

18

June 7, 2019

Updated Section VI Portfolio Construction and
Performance Benchmarks
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19

September
13, 2019

Renamed the Public Equity Structure section to
“Traditional Growth” and revising policy language
pertaining to this class. Provide Staff with flexibility
to allocate assets across U.S., Non-U.S., and
Global regional mandates and (ii) to adopt a broad
Global Equity benchmark, presented in Appendix
5.

Re-organized Section VI of the IPS to completely
reflect the new strategic allocation structure.
Appendix 4 reflects implementation of the new
strategic structure, to begin 4Q 2019(10/01/2019).

Updated Appendices 6-8 of the IPS to reflect
updated diversity goals.

20

October 17,
2019

Updated the Inflation Sensitive functional class structure
to remove commodities

21

December 6,
2019

Updated for:

Sustainability Investing Act (40 ILCS 5/1-113.17)_to
integrate sustainability factors in the investment
decision-making processes.

Clarifying definitions and the use of leverage and
diversification in Real Assets.

Private Equity changes reflect the change from
investing predominately in fund of funds to direct
investments via separate accounts and allowing for
co-investments and secondaries. The benchmark
for the Private Equity was changed to MSCI ACWI
IMI plus 2%.

MWDBE Goals

Committing to a goal for minorities and females of
20% for new allocations in private alternative
investments instead of a range of 0-20%.

22

January 30,
2020

Updated to remove reference to Performance Targets,
Active Manager Premiums and Manager Status.

23

December 4,
2020

Reviewed and updated Diversity Goals
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24 January 29, Updated to
2021
o Reflect the addition of private credit within the
Stabilized Growth Asset Class.
e Specify the benchmark for private credit and update
the benchmark for Options Strategies.
25 September Updated Corporate Governance section
10, 2021 Added language to reflect recently approved legislation
(P.A. 102-97) that exempts contracts for investment
services with an emerging investment manager provided
through a qualified manager of emerging investment
managers from certain requirements under the lllinois
Pension Code.
Updated Appendix 1 and 4 to reflect updated assumed
rates of return and strategic policy targets
26 November 17, | Updated to amend the Investment Committee definition to
2021 include all members of the Board
27 April 21, 2022 | Updated to reflect Strategic Policy Targets in Appendix 4

Updated benchmarks within the public credit portfolio

Page 9 of 65

Exhibit 6



28

September
15, 2022

Formatted into template and amended as follows:

Amended Section 5.A. to delegate authority to staff
to approve premium spend for Tail Risk strategies
and revise nomenclature of the Master
Trustee/Custodian role to “Master Custodian”
Revised Section 5.C. to reflect change risk
reporting source from Northern Trust to the Aladdin
system

Information added to Section 5.D.6 on new Long
Volatility and Tail Risk Strategies in the CRO
Portfolio

Updated Section 5.E manager evaluation section
to remove reference to Manager Evaluation
Reports and require that staff communicate
significant concerns to the Board, consistent with
current practice

Revised Section 5.K.3 to remove redundant
language describing MDP manager evaluation
process

Exhibits amended to remove glossary, update
policy targets to reflect current portfolio allocations,
and edit benchmarks to include adding new
strategies (Long Volatility/Tail Risk) and eliminating
timberland (no longer in portfolio)

29

October 19,
2023

Updated to reflect new Directive.

Updated to reflect updated Strategic Policy Targets in
Appendix 4 and Appendix 5, including the elimination of
Options Strategies, reduction of Alternative Risk Premia
and increases to Public Credit and Principal Protection
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September Updated to delineate investment duties under CIO from
12, 2024 Executive Director and to clarify investment staff duties,

Section 5.A.

Addition of other legal resources within SURS under the
General Counsel to approve guideline revisions, Section

S.A.

Additional reasons for investment manager termination
added in Section 5.F.

Wire transfer and cash movement authorities updated in
5.H.

Corrected Ftypographical efrers-and minor formatting

errors .

Interim asset allocation targets updated in Exhibit 4
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posted monthly on SURS’ website and
updated at least monthly by the 15th of each
month

1. Policy Statement
A. This document specifically outlines the investment philosophy and practices
of the State Universities Retirement System (“SURS” or the “System”) and
has been developed to serve as a reference point for the management of
the Defined Benefit Plan.
B. The Strategic Objectives of this Policy are as follows:

1. Achieve long-term, sustainable, investment performance necessary
to meet or exceed the System’s Assumed Rate of Return (set forth
in Exhibit 1, net of investment management fees;

2. Manage the risk and volatility of financial assets in the Portfolio;

3. Control fees and expenses related to managing the Portfolio;

4. Manage Staff operational expense at a prudent level;

5. Manage the System’s Liquidity, in order to meet Member and other
System obligations in a timely manner;

6. Provide ongoing financial education to the Board and Staff in order
for them to carry out their responsibilities; and

7. Comply with all applicable laws and regulations applicable to the
investment of the Portfolio.

2. Departments and/or Staff Positions Required to Comply with Policy:
All Investment Department Staff, Legal Staff, Executive Director, and Trustees
are required to read and comply with this Policy.
3. Directives
Is Policy Does Policy Include any Reporting Citation to Statutory
internal Requirements for Stoplight Report? Mandates, if applicable
only?
No Investment Information Report must be Accountability for the Investment

of Public Funds Act, 30 ILCS
237/10

*Also applies to DC Policy
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No Adviser/consultant fees, commissions, Pension Code, 40 ILCS 5/1-
penalties, and other compensation must be 113.14(e)
disclosed to the board of trustees quarterly
*Also applies to DC Policy
No SURS must develop, and quarterly post to Pension Code, 40 ILCS 5/1-
website, uniform documents to be used for 113.14(f)
the solicitation, review, and acceptance of all
investment services. *Also applies to DC Policy
No Investment services contract descriptions Pension Code, 40 ILCS 5/1-
must be updated on SURS website quarterly | 113.14 (g)
*Also applies to DC Policy
No Annually by April 1, SURS must provide the | Pension Code, 40 ILCS 5/1-
lllinois Investment Policy Board with 110.16 (g)
information regarding investments sold,
redeemed, divested, or withdrawn in
accordance with Section 5/1- 110.16
prohibited transactions
No Updates or changes to Policy must be filed Pension Code, 40 ILCS 5/1-
with the Illinois Department of Insurance 113.17
within 30 days of adoption
*Also applies to DC Policy
No Economic Opportunity Investments report Pension Code, 40 ILCS 5/1A-
must be submitted by September 1 to the 108.5
Governor and the General Assembly
No Fiduciary Report must be published annually ||Pension Code, 40 ILCS 5/15-
on SURS website on or before September 1 | 177.6
No By January 1, SURS must make an Pension Code, 40 ILCS 5/1-

Emerging Investment Managers Report to
the Governor and General Assembly

109.1

*Also applies to DC Policy
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No No later than January 1 annually,
the following Consultant Disclosures must be | Pension Code, 40 ILCS 5/1-
made to the Board: 113.22
e Manager search information *Also applies to DC Policy
and Pensions Code, 40 ILCS 5/1-
113.23
e Compensation and economic _ _
opportunity received *Also applies to DC Policy
No SURS must provide lllinois finance entity Pension Code, 40 ILCS 5/1-
annual certification to the Public Pension 110.10 and High-Risk Home
Division of the Department of Financial and Loan Act, 815 ILCS 137/1 et
Professional Regulation seq.
No Annual submission of ADV Form by Securities and Exchange
Investment Advisors Commission Rule
Yes Investment Update Report must be posted N/A
online within 75 days after months’ end
Yes Managers’ annual certification of fiduciary N/A
duty and proof of insurance (as required by
SURS contracts) *Also applies to DC Policy
4. Definitions
N/A
5. The Policy
A. Role Definitions

The following sections outline the roles of the principal parties involved,
their responsibilities and performance evaluation.

Board of Trustees

The Board is responsible for establishing the Policy for the System and
overseeing the investment of the Portfolio and the expenditures required to
meet System obligations. Specifically with regard to investments, the Board
takes action based on information presented at Board and/or Investment
Committee meetings and after considering recommendations made by Staff
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or Consultants. The Board maintains a long-term investment focus and has
adopted a formal review schedule, as set forth in Exhibit 2, which is attached
hereto and incorporated herein.

Investment Committee

The Investment Committee shall be comprised of all of the of the members
of the Board and shall be empowered to act as the Board with respect to
the broad range of issues covered by this Policy including, but not limited
to, those set forth in this Investment Policy.

Executive Director

The Executive Director, in connection with such person’s duties regarding
this Investment Policy, shall be responsible for the following, among other
things:

1. Execution of agreements and contracts, and amendments thereto,
with Board-approved Managers, Consultants, Custodians and
Vendors;

2.

3. Communicating with the Board, its Officers and Investment
Committee chair;

5. Monitoring the performance of the Portfolio and the Staff; and

6. Ensuring that proper internal controls are developed to safeguard the
assets of the System.

Internal Investment Staff

The internal investment staff (“Staff’) provides internal investment
management and/or consulting services to the Board and Investment
Committee, implements Board decisions and manages the Portfolio,
consistent with this Policy. Staff is expected to provide written
recommendations to the Board and Investment Committee on investment
related matters.

The Chief Investment Officer (“CIO”) heads the Staff and oversees the
performance of its members. The CIO reports to the Executive Director, but
works directly with the Board and the Investment Committee on Policy-
related issues.
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The CIO’s primary responsibilities include:

1. Working with the Executive Director and the Board to implement this
Investment Policy and Board decisions made in connection with the
Investment Policy, and eEnsuring that funds are invested in

Exhibit 6

accordance with Board policies;
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2. Studying, recommending, and implementing policy and operational
rocedures that will enhance SURS’ investment program;
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Fhe-Other primary functions delegated by the Board to the CIO and the Staff
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be-expested-to-managinge cash-flow and liquidatinge assets; as necessary
to pay benefits and other System obligations; to approve premium renewal
costs for the Tail Risk program, with approval of the Consultant and in
accordance with Board-approved premium spend ranges; te approvinge
revisions to Investment Manager Guidelines, with the approval of the
Consultant and General Counsel (or the General Counsel's designee); te
servinge on advisory boards where in the best interests of the System; to
responding to inquiries relating to the Portfolio in accordance with SURS’
communications policies; and te completinge other administrative duties
related to the operation of the Portfolio; not inconsistent with this Investment
Policy.

External Investment Consultants

The Board may retain an investment advisor who is a paid, professional
consultant (“General Consultant”) and who is qualified to provide the
Board with investment advice by academic and professional training and
experience and is considered an expert in the field of investment and
finance. The Board may also elect to retain one or more additional
Consultants (“Specialty Consultants,” together with the General
Consultant, the “Consultant”) that specialize in specific areas of asset
investment consulting. Each Consultant's relationship with the Board shall
be that of a fiduciary under 40 ILCS 5/1-101.2(2).

Consultants are hired by, and report directly to, the Board. Their duties are
to work with the Board, Investment Committee and its chair, and Staff in the
management of the investment process. Consultants are expected to
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provide written recommendations to the Board and Investment Committee
on investment related matters.

An annual review of each Consultant will be conducted by the Board, with
input from the Staff.

External Investment Managers

External investment managers (“Managers”) are selected by, and serve at
the pleasure of, the Board. Staff implements the Board’s decisions through
negotiation, execution and enforcement of Investment Management
Agreements, including Manager Guidelines. Staff works with consultants to
design Manager Guidelines specific to Board-approved assignments.
Duties of Managers include, but may not be limited to, those set forth in
Exhibit 3, attached hereto and incorporated herein. Each Manager’s
relationship with the Board shall be that of a fiduciary under 40 ILCS 5/1-
101.2(2).

Criteria for selection, retention and termination of Managers are covered in
Sections 5.E. and 5.F. hereinafter.

Master Custodian

The Master Custodian (“Custodian”) is selected by, and serves at the
pleasure of, the Board. The Custodian will, among other duties, collect
income and keep safe all cash and securities, and will regularly summarize
these holdings, along with both their individual and collective performance,
for Staff’s review. The Custodian will provide data and performance reports
to the Staff and Consultants at requested intervals. In addition, a bank or
trust depository arrangement will be utilized to hold cash prior to allocating
it to Managers and to invest such cash in liquid, short-term securities in
accordance with Manager Guidelines. Pursuant to approved Strategic
Policy Targets, Staff will direct the Custodian to allocate cash and/or
securities to the System’s Managers as necessary. The Custodian may
also, with the approval of the Board and at the direction of the Staff, engage
in a Securities Lending program. Alternatively, the Board may choose to
retain a third-party firm to provide Securities Lending services.

General Counsel’s Office

The role of the General Counsel’s office is to oversee internal and external
legal services provided to the System in connection with this Policy and to
ensure compliance with all applicable legal requirements.

External Counsel

External Counsel may be retained to provide legal services in connection
with the review and negotiation of Investment Management Agreements or
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investment transactions where specialized experience is required, or
General Counsel Office resources are unavailable.

Strategic Allocation and Rebalancing Strategy

Purpose

The purpose of the Strategic Allocation and Rebalancing Strategy is to establish
a framework that has a high likelihood, in the judgment of the Board, of realizing
the System’s long-term funding success.

Targets and Ranges

Strategic Allocation involves establishing Target Allocation Percentages for each
approved Strategic Class and their sub-class components. Target Allocation
Percentages are established and amended from time-to-time by the Board, based
on recommendations from the General Consultant. Target Allocation Percentages
are selected based upon a review of various combinations of Strategic Classes
and their respective Components designed to sustain the System’s funding
progress while incurring an acceptable level of risk.

In developing its recommendation, the General Consultant takes into consideration
Expected Returns, Volatility of Returns and Covariance of Returns, and certain
scenario and liquidity risks. SURS’ current Strategic Policy Target and Interim
Policy Target Percentages are set forth in Exhibit 4.

The Interim Policy Target may change over time and reflects the necessity of a
gradual shift of assets to the Strategic Policy Target, due to practical
implementation considerations and Liquidity constraints. Staff has discretion to
gradually adjust the Interim Policy Targets toward the Strategic Policy Targets.

Rebalancing

Investment returns on each Strategic Class in the portfolio (both positive and
negative) cause the balance of each such Strategic Class to increase/decrease.
Such changes cause the resultant Strategic Class Percentages to deviate from the
Strategic Policy Target, potentially requiring Rebalancing.

Rebalancing shall automatically occur whenever a Strategic Class is three (3)
percentage points greater or lesser than the Strategic Policy Target level or when
the overall Broad Growth allocation deviates from the aggregate Broad Growth
target by more than five (5) percentage points. Rebalancing may also be initiated
by the Staff as part of its annual review or at any time when Strategic Class
Percentages deviate significantly from Strategic or Interim Policy Targets, as
applicable. Rebalancing may also occur in the -event of a change in the Strategic
Policy Target mix by the Board.
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Rebalancing, when required, shall occur as soon as practical and may be
facilitated by the use of a Cash Overlay Manager approved by the Board. In the
event of extraordinary market events that (i) result in Strategic Class Percentages
deviating significantly from Strategic Policy Targets or Interim Policy Targets, as
applicable, but (ii) prevent the implementation of Rebalancing activities, Staff may
request from the Board temporary exceptions to these guidelines.

Because certain Strategic Classes and sub-class Components are illiquid or less
liquid than others, it may be costly or impractical to rebalance in the short term.
Accordingly, qualitative considerations (e.g., transaction costs, liquidity needs,
investment time horizons, etc.) will be considered in determining the potential
timing and extent of Rebalancing to the extent illiquid/less liquid Strategic
Classes/Components require adjustment.

The Target Allocation Percentages shall be established at a reasonable cost,
recognizing that overly precise administration of policy targets can result in
transaction costs that are not economically justified.

Consequently, the Board accords the Staff discretion to take those actions which,
in the judgment of the Staff, are within the spirit of these guidelines and in the best
interest of SURS. Staff will report the results of Rebalancing activity to the
Investment Committee at the next regular Investment Committee meeting.

Periodic Review

The Target Allocation Percentage will be reviewed annually for reasonableness
relative to changes in the General Consultant’s recommendation. The Board will
undertake a comprehensive review of the Strategic Allocation policy every three to
five years, or to the extent there are any significant changes made to the System’s
Strategic Objectives. This review will take into consideration the ongoing
effectiveness of the Consultant's recommendation, an updated Asset/Liability
Study, System Liquidity, and other factors that may influence the Strategic Policy
Target or Rebalancing strategies.

Investment Risk Management

Risk Oversight

Investment risk shall be undertaken in order to achieve long-term investment
objectives. The Board shall monitor investment risk and set guidelines for the Staff
to manage such risk within acceptable tolerance levels.

Portfolio Risk

Risk levels within the Portfolio will evolve over time for various reasons, including
(but not limited to) changes in: (i) Strategic Allocation; (ii) volatility in Strategic
Class/Component returns; (iii) Strategic Class/Component relationships; and (iv)
portfolio Liquidity.
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Other System Risks

The System also incurs risks associated with: (i) amount and timing of
Appropriation payments; (ii) the amount and timing of Member benefits and other
System obligations; and (iii) changes in the System’s Asset/Liability Position.

Risk Monitoring

Portfolio risk shall be monitored through multiple forms of analysis. Analysis will
occur at various levels of detail, including individual Manager, Strategic Class, and
Total Portfolio.

For public market portfolios, individual Managers will be reviewed quarterly using
risk measures that may include: (i) Beta; (ii) Standard Deviation; (iii) Tracking Error,
and (iv) R-squared. For private markets, individual Managers will be periodically
reviewed using risk measures tailored for each Asset Class.

For major Strategic Classes and their Components, the Board will review quarterly
risk measures that may include Standard Deviation.

For the Portfolio as a whole, the Board will review on a quarterly basis various risk
measures that may include: (i) Actual vs. Target Allocation Percentages; (ii) Total
Portfolio Risk; (iii) Market Risk Levels; (iv) Market Sentiment Indicators; (v) Value
at Risk; (vi) Portfolio, Benchmark, and Active Risk; and (vii) Liquidity Profile.

Other system risk metrics may include: (i) System Cash Flow analysis and (ii)
Asset/Liability gap analysis.

To the extent that risk thresholds at the individual Manager, Strategic Class, or
Portfolio level exceed those established by the Board, Staff will recommend
remedial action for Board approval at the next scheduled Board Meeting.

Reporting

Reports will be assembled on a quarterly basis by Staff, Consultant, or Custodian,
as applicable and provided to the CIO for review. Summary reports will be
assembled and presented to the Investment Committee on a quarterly basis.

Portfolio Construction and Performance Benchmarks

The Board has adopted Target Allocation Percentages in accordance with its
Strategic Allocation and Rebalancing strategy described in Section 5.B.
hereinabove. Within each Strategic Class, the Board will determine (i) the amount
of such class that will be managed internally vs. externally; (ii) managed actively
vs. passively; (iii) allocated to a particular sub-class, sector or style, if any, and (iv)
allocated to each approved Manager. Strategic Class allocations will be reviewed
annually in connection with the Target Allocation Percentage review.
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The choice of internal vs. external management shall be based on a periodic
comparison of (i) the cost and availability of qualified Staff and systems support
and (ii) the cost and availability of Managers. Currently, the Board makes exclusive
use of external Managers.

The portfolio will be managed in a combination of active and passive management.
Active management will be used to a greater extent in less efficient markets while
passive management will be used more heavily in more efficient markets.

Amounts allocated to each Manager, within a Strategic Class, sub-class, sector or
style shall be based on: (i) the total dollar amount to be allocated to such category;
(ii) the relative ongoing performance of applicable Managers; (iii) the unique
attributes of such Manager's investment style and potential benefits from
diversification; and (iv) the overhead cost of managing the number of Managers
within such category. Subject to SURS’ MWDBE Manager Utilization Goals and
Manager Diversity Program, the Board has a bias toward fewer Managers and
more meaningful allocations.

Managers selected by the Board will be given specific roles within each Strategic
Class, sub-class, sub-sectors, and styles, as applicable. These roles are
specifically set forth for each firm as Manager Guidelines, established at the
beginning of the relationship with SURS as part of the contract negotiation process.
These guidelines cover such items as Benchmarks, permissible investments, use
of leverage, obligor concentrations, currency denomination, etc. Staff and
Consultant will be responsible for implementation of these guidelines, supervision
of the Managers, performance monitoring, and reporting. Updates will be provided
to the Board or Investment Committee as requested, or as deemed necessary by
Staff and Consultant.

Broad Growth Class and Its Underlying Components

The Broad Growth Class is expected to generate relatively high levels of absolute
and real (i.e., inflation-adjusted) returns, net of all costs. The Broad Growth Class
is considered the main return driver of the overall/aggregate total SURS
investment portfolio. While over time volatility is expected, the Broad Growth class
must achieve its relatively high returns on a sustainable basis in order for the
overall SURS pension plan to achieve its long-term objectives. In addition, each of
the three Broad Growth components (described below) are expected to produce
relatively high returns when compared to other SURS class portfolios.

The Broad Growth class consists of three components:
e Traditional Growth
e Stabilized Growth, and
¢ Non-Traditional Growth.

Page 22 of 65

Exhibit 6



The structures and roles of these three components are described in detail below.
Allocation levels to the Broad Growth Class and its three components are set forth
in Exhibit 4. The structure of each major component should cause investment
performance outcomes to be complementary of the respective outcomes of the
other two components, allowing for a more robust and sustainable long-term
growth path for the combined SURS growth-oriented assets.

1. Traditional Growth Component Structure

a. Role

The Traditional Growth portfolio is expected to generate attractive absolute
returns in a relatively low-cost manner. The Traditional Growth portfolio also
typically invests in securities that exhibit reasonable levels of Liquidity.

b. Investment Structure

The Traditional Growth allocation consists of a highly diversified mix of
publicly traded global Equities. Common stocks, preferred stocks, or
other Equity securities are typically utilized.

ii. The public Equity portfolio is composed of U.S., non-U.S. and global

Equity segments.

o U.S. Equities
Managers invest primarily in publicly traded Equity securities of
U.S. companies.

o Non-U.S. Equities
Managers invest primarily in publicly traded Equity securities of
non-U.S. companies, in both developed and emerging markets.

o Global Equities
Managers invest primarily in publicly-traded Equity securities
across the U.S. and non-U.S. markets, in both developed and
emerging markets.

Allocation

The allocations to the above subcomponents of Traditional Growth
portfolio are overseen and managed by Staff. To ensure consistency
with investment policy, overall regional allocations (e.g., the allocation
proportion to the U.S. versus non-U.S. regions and/or developed vs.
emerging markets, etc.) of the Traditional Growth portfolio will be
assessed versus the commensurate proportional allocation levels
exhibited within the MSCI ACWI IMI Index, the Benchmark for the
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overall Traditional Growth portfolio. Taking these considerations into
account, Staff has discretion to manage the allocation levels among the
above three portfolio segments.

iv. Assets may be held in Commingled Funds or privately managed
Separate Accounts.

v. Use of leverage will be controlled as appropriate in the Manager's
Guidelines.

vi. Implementation of the Traditional Growth portfolio is via a combination
of Active Management and Passive Management. Allocation to active
and passive mandates takes market efficiency into account across
and/or within the above three major Traditional Growth segments.

Benchmarks

Benchmarks for the Traditional Growth portfolio and its three
subcomponents are set forth in Exhibit 5. Benchmarks for specific
subcomponent, sector, style, and/or manager portfolios will be established
to ensure consistency with both the overall Traditional Growth benchmark
as well as the specific subcomponent Benchmark under which the portfolio
resides.

. Stabilized Growth Component and Its Underlying Sub-Components

The Stabilized Growth Component is expected to earn Risk-Adjusted returns
in excess of the Traditional Growth Component, primarily as a result of (i)
achieving absolute return levels that are near-or-equivalent to those achieved
by the Traditional Growth component while also (ii) achieving lower volatility
(risk) over a full investment cycle, particularly during Traditional Growth bear

markets.

The Stabilized Growth component consists of- three sub-components:
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e Public Credit,
e Private Credit, and
e Real Assets.

The structures of these- three sub-components are described below. Allocation
levels to the Stabilized Growth component and its sub-components are set forth

in Exhibit 4.

. Public Credit Structure

i. Role
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The public credit portfolio is expected to provide income, yield and
diversification to the total Portfolio due to a moderate correlation with
other Asset Classes. In addition, the public Credit portfolio is
expected to provide return, a source of Liquidity, and positive returns
relative to an appropriate performance Benchmark.

Investment Structure

1. The Credit allocation consists of a diversified mix of publicly
traded Credit securities, invested across multiple asset types.

0 Quality standards, such as credit, concentration, duration,
liquidity, etc., will be specifically set forth in each Manager’s
Guidelines, as applicable. In the event a security no longer
meets the quality standards referenced above, the Manager
may continue to hold such security if it believes doing so is
in the best interest of SURS. The Manager shall provide
written justification of the action to Staff and Consultant as
soon as practicable.

2. The public credit portfolio is composed of Global Investment
Grade, High Yield, Global Bank Loans and Emerging Market
Debt (‘EMD”) segments.

o Gilobal Investment Grade

= Managers may invest primarily in global investment
grade securities of corporation and governmental
agencies.

= Global Investment Grade is defined as those with a
rating of at least “BBB-" or equivalent by two or more of
the credit rating agencies.

o High Yield

= Managers are permitted to invest in high yield bonds with
an understanding that these bonds provide greater risk,
potential for capital loss but with greater potential
yield/return.

= High Yield bonds are defined as those that are rated
lower than “BBB-" by at least one of the credit rating
agencies.

o0 Global Bank Loans
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= Managers may invest in global bank loan debt
o EMD

= Managers invest in Investment Grade corporate and
high yield debt securities of emerging market countries,
in both U.S. dollar and local currency terms, providing
additional diversification and opportunities for higher

yield.

3. Allocation

0 The policy targets for the subcomponents of the portfolio are set
forth in Exhibit 4.

4. Assets may be held in Commingled Funds or privately managed
Separate Accounts.

5. Use of leverage and short sales will be controlled as appropriate in
the Manager’s Guidelines.

6. Implementation of the Credit portfolio is via Active Management.

iii. Benchmarks

Benchmarks for subcomponents of the Fixed Income portfolio are set
forth in Exhibit 5.

b. Private Credit Structure

Role

The Private Credit portfolio is expected to earn absolute returns in
excess of the Public Credit markets over time, reflecting a modest
illiquidity premium. The Private Credit portfolio is also expected to
produce stable income and downside collateral protection.

Investment Structure

1. The Private Credit allocation is generally defined as non-bank
financing and/or private placements while incorporating multiple
collateral types (including but not limited to corporate credit,
mortgage credit, structured credit, specialty finance, asset-based,
and consumer credit) and strategies.
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2. The Private Credit portfolio is composed of two major
subcomponents.

o0 Yield-Oriented
= Yield-Oriented investment strategies target
primary/origination-based transactions that focus on
generating returns through performing cash flows.
o Opportunistic
= Opportunistic investment strategies target
secondary/asset purchases that rely more heavily on
generating returns through appreciation.

3. Allocation

0 The Private Credit portfolio shall be diversified by time,
subclass, manager, collateral, and geography.

o0 Such diversification is expected to enhance returns and control
risk.

4. The account structure is typically in commingled Closed-end
Funds, but may utilize other structures such as evergreen
vehicles including Separate Accounts and/or Fund of Ones.

5. Leverage may be utilized by some Private Credit strategies.

6. Implementation of the Private Credit portfolio is via Active
Management.

iii. Benchmarks
Benchmarks for the Private Credit portfolio are set forth in Exhibit 5.

c. Real Assets Structure

i. Role

The Real Asset portfolio is expected to generate attractive Risk-
Adjusted Returns through stable income and the opportunity for
capital appreciation, while providing diversification to the overall
Portfolio.

ii. Investment Structure

Page 27 of 65



1. The Real Asset allocation consists of Core/Core-Plus Real
Estate and Core/Core-Plus Infrastructure.

o Core Real Estate

Core Real Estate Managers typically invest in
properties that are well located and well leased with
strong quality tenants. Core investments provide stable
income with lower volatility.

0 Core-Plus Real Estate

Core-Plus Real Estate Managers typically invest in
properties that are well located and may have re-
financing, re-leasing or refurbishment requirements.
Core-Plus strategies may have modestly higher
leverage than Core strategies. Core-Plus investments
should provide moderate income. Core-Plus Real
Estate may have modestly higher return expectations
that Core Real Estate.

o Core Infrastructure

Managers typically invest in a variety of assets in the
transportation, power/utilities, midstream energy,
renewables, communications, and waste management
sectors globally. Core investments should exhibit low-
to-moderate levels of leverage, as well as income and
appreciation return orientation. Core investments
should provide stable income with lower volatility.

o Core-Plus Infrastructure

Managers typically invest in a variety of assets in the
transportation, power/utilities, midstream energy,
renewables, communications, and waste management
sectors. Core-plus investments typically exhibit
moderate levels of leverage, as well as income and
appreciation return orientation. Core-plus infrastructure
may have modestly higher return expectations than
Core infrastructure

2. Allocation
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0 The policy allocation for the Core/Core-Plus Real Estate is
85% of the Real Assets component, with a range of 75-
100%.

3. The account structure for Core/Core-Plus Real Estate and
Infrastructure is typically either Open-end Funds or Closed-end
Funds. SURS may also participate through Fund-of-Funds
structures, which provide further Manager diversification and the
opportunity for co-investment and secondary fund opportunities.

4. Leverage is an inherent component of Real Assets investing
and levels are generally determined on a fund-level basis.
Leverage levels in Core/Core-Plus Real Assets are typically
lower than those for Non-Core Real Assets.

o0 Core/Core-Plus Real Estate: funds may have up to 40%
leverage, maximum of 50%

0 Core/Core-Plus Infrastructure: funds generally do not
have stated leverage limitations

D ‘[ Formatted: No bullets or numbering

5. Diversification

o0 Core/Core-Plus Real Estate: Portfolio will be broadly
diversified and measured against the NCREIF Fund
Index - Open End Diversified Core Equity (“NFI-ODCE”)
Value Weighted Index property type weightings (office,
retail, industrial, apartment, other)

0 Core/Core-Plus Real Estate: Portfolio will be broadly
diversified and measured against the NFI-ODCE Value
Weighted Index regional weightings (East, South, West,
Midwest)

o Infrastructure: Minimum 75% invested in Organisation for
Economic Co-operation and Development (“OECD”)
countries

o0 Up to 25% of the Real Asset allocation may be invested
outside the U.S.

6. The Real Assets portfolio is implemented via Active Management.
SURS will seek to diversify the portfolio by utilizing various
Managers and limiting a Manager's concentration within the
portfolio. Subject to Emerging Investment Manager and MWDBE
Utilization Goals and Board exception, concentration limits are set
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forth in Exhibit 4. The optimal number of investment vehicles in the
portfolio and their vintage year exposure varies with market
opportunities and will be evaluated as part of the Real Assets
Strategic Plan and Pacing Model developed by Staff and
Consultants.

iii. Benchmarks

Benchmarks for subcomponents of the Real Assets portfolio are set
forth in Exhibit 5.

3. Non-Traditional Growth Component and its Underlying Sub-Components

The Non-Traditional Growth Component is expected earn Risk-Adjusted
returns in excess of the Traditional Growth Component, primarily due to the
Liquidity Premium demanded by investors across various types of private
markets.

The Non-Traditional Growth component consists of two sub-components:
e Private Equity and
¢ Non-Core Real Assets.

The structures of these two sub-components are described below. Allocation
levels to the Non-Traditional Growth component and its two sub-components
are set forth in Exhibit 4. Specific manager/partnership investments and
allocations are overseen by SURS’ specialty consultants.

a. Private Equity Structure

i. Role

The Private Equity portfolio is expected to earn Risk-Adjusted Returns in
excess of the public Equity markets, primarily due to the Liquidity Premium
demanded by investors. The Private Equity portfolio is also expected to
decrease the volatility of the Portfolio, through the diversification benefits
of having lower correlations with other Asset Classes.

ii. Investment Structure

1. The Private Equity allocation generally consists of investments into
private companies, either directly or through limited partnership
interests of pooled vehicles covering the broad spectrum of private
investments as follows in subsection ii(2).

2. The Private Equity portfolio is composed of three major
subcomponents.
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0 Venture Capital/Growth

= Venture capital partnerships primarily invest in businesses
still in the conceptual stage (start-up or seed) or where
products may not be fully developed, and where revenues
and/or profits may be several years away.

= Growth/later-stage venture capital partnerships typically
invest in more mature companies in need of growth or
expansion capital.

0 Buyout

= These partnerships provide the equity capital for acquisition
transactions either from a private seller or the public, which
may represent the purchase of an entire company, or a
refinancing or recapitalization transaction where Equity is
purchased.

o Other

= Mezzanine/subordinated debt partnerships provide the
intermediate capital between Equity and senior debt in a
buyout or refinancing transaction.

= Restructuring/distressed debt partnerships typically make
new investments in financially or operationally troubled
companies, often for a control position, with a view to
improving the balance sheet and operations for a
subsequent sale.

= Special situations partnerships include organizations with a
specific industry focus or transaction type not covered by the
other subclasses mentioned above, or unique opportunities
that fall outside such subclasses.

. Allocation

o The Private Equity portfolio shall be diversified by time, subclass,
and geography.

0 Such diversification is expected to enhance returns, control risk,
and reduce volatility.

. SURS currently participates in Private Equity through various
structures including commingled Fund-of-Funds, Separate
Accounts, and primary fund commitments.

. In addition to limited partnership interests, SURS may participate in
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co-Investments, which are direct investments alongside a general
partner.

6. Leverage may be present in Private Equity investments, most
commonly in buyout partnerships. Levels are generally determined
on a fund-level basis.

7. Implementation of the Private Equity portfolio is via Active
Management.

8. To manage private equity exposure or to rebalance the portfolio,
SURS may consider a sale of private equity interests on the
secondary market.

Benchmarks

Benchmarks for the Private Equity portfolio are set forth in Exhibit 5.

b. Non-Core Real Asset Structure

Role

The Non-Core Real Asset portfolio is expected to earn Risk-Adjusted
Returns in excess of the public Equity markets, primarily due to re-
positioning and development of real asset projects, the use of leverage,
and to a Liquidity Premium demanded by investors. At the margin, the
Non-Core Real Asset portfolio is also expected to diversify the broader
Non-Traditional Growth Portfolio, which also includes Private Equity
(see above).

Investment Structure

1.

Non-Core Real Asset investments provide access to
opportunities for higher returns by investing (typically with the
use of leverage) in assets in need of re-tenanting,
development, re-development, operational improvements, or
renovation, or are otherwise in some form of distress, exhibit
sub-optimal capital structures, or experiencing market
dislocation(s). They may also be located in emerging/non-
institutional market segments and/or product/asset types.
Such investment may utilize more aggressive financial
structures in order to raise the return/risk profile, emphasize
capital appreciation, and exhibit relatively high return
objectives.

The Non-Core Real Asset portfolio may consist of equity or
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5

debt investments in real estate, infrastructure, or agriculture.
3. Allocation

o0 The Non-Core Real Asset portfolio shall be diversified by
time, subclass, and geography.

o0 Such diversification is expected to enhance returns, control
risk, and reduce volatility.

4. The account structure is typically in funds. SURS may also
consider investments through a Fund-of-Funds structure,
which provides Manager diversification and the opportunity for
co-investment and secondary fund opportunities.

5. Leverage is typically present in Non-Core Real Asset
investments. Levels are generally determined on a fund-level
basis.

6. Upto25% of the Real Asset allocation may be invested outside
the U.S.

7. Implementation of the Non-Core Real Asset portfolio is via
Active Management.

Benchmarks

Benchmarks for the Non-Core Real Asset portfolio are set forth in Exhibit

4. Principal Protection Class Structure

a. Role

b.

The principal protection portfolio is expected to provide a modest
absolute return, be an anchor to the overall portfolio and significant
diversification to the total Portfolio due to low correlation with other
Asset Classes. In addition, the principal protection portfolio is expected
to provide capital preservation, a source of Liquidity, lower volatility and
competitive returns relative to an appropriate performance Benchmark.

Investment Structure
i.  The principal protection allocation consists of a diversified mix of

publicly traded Fixed income securities, invested across multiple
asset types.
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1. Quality standards, such as credit, concentration, duration,
liquidity, etc., will be specifically set forth in each Manager’s
Guidelines, as applicable. In the event a security no longer
meets the quality standards referenced above, the Manager
may continue to hold such security if it believes doing so is
in the best interest of SURS. The Manager shall provide
written justification of the action to Staff and Consultant as
soon as practicable.

The principal protection portfolio is composed largely of
Treasuries, Agency backed mortgage securities, and other
agency backed bonds.
1. Mortgage-Backed Securities — Agency
o0 Managers invest primarily in Mortgage-backed
Securities (MBS) issued by the U.S. government
agencies (Fannie Mae, Freddie Mac, or Ginnie Mae).

2. Treasuries

0 Managers invest in treasury securities of the U.S.
government.

3. Other
0 Managers may invest in other high-quality segments as
clarified in manager specific guidelines; however, these
must be Investment Grade credit, that is rated “BBB” or
higher by two or more of the credit rating agencies.
Allocation

1. The policy targets for the subcomponents of the portfolio
are set forth in Exhibit 4.

iv. Assets may be held in Commingled Funds or privately managed
Separate Accounts.

v. Use of leverage and short sales will be controlled as appropriate
in the Manager’s Guidelines.

vi. Implementation of the Principal Protection portfolio is primarily via
Active Management.

Benchmarks
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Benchmarks for subcomponents of the Fixed Income portfolio are set
forth in Exhibit 5.

5. Inflation Sensitive Class Structure

a.

Role

The Inflation Sensitive portfolio is expected to provide the portfolio with a
hedge against structural inflation. In addition, the inflation sensitive portfolio
is expected to provide competitive returns relative to an appropriate
performance Benchmark

i. Quality standards, such as credit, concentration, duration, liquidity,
etc., will be specifically set forth in each Manager’s Guidelines, as
applicable. In the event a security no longer meets the quality
standards referenced above, the Manager may continue to hold such
security if it believes doing so is in the best interest of SURS. The
Manager shall provide written justification of the action to Staff and
Consultant as soon as practicable.

Investment Structure

i. The Inflation Sensitive Class consists solely of Treasury Inflation
Protected Securities:

i. Implementation of the TIPS portfolio is currently via Passive
Management.

Benchmarks

Benchmarks for the Inflation Sensitive Class are set forth in Exhibit 5.

6. Crisis Risk Offset Class Structure

a.

Role

The Crisis Risk Offset (“CRO”) portfolio is expected to produce significant
positive returns during an extended recessionary-type equity market crisis,
while maintaining purchasing power during more normal market environments.
In this respect, the CRO portfolio is expected to enhance the long-term risk-
adjusted performance of the Total Portfolio, by substantially mitigating
significant drawdowns that the Total Portfolio might experience.

b.

Investment Structure
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The CRO allocation generally consists of investments in highly-liquid
portfolios that are meant to capture key risk premia and market
participant behavior that should prove largely beneficial during an
equity-related market crisis. Along these lines, the underlying
investments and strategies may utilize both long positions and short-
selling positions to capture the desired return patterns/behavior.

The CRO portfolio is composed of four major subcomponents.
1. Long U.S. Treasury Duration

o U.S. Treasuries represent the leading “flight-to-quality”
investment since they are backed by the U.S.
Government. The U.S. Dollar (the base denomination of
U.S. Treasuries) is also considered the world’'s highest-
quality reserve currency.

o0 Exposure to U.S. Treasury Duration can take place via
cash markets (i.e., actual bonds) or the futures markets
(virtual bond proxies).

2. Systematic Trend Following

o Long-short  portfolios utilizing derivatives-based
instruments to capture both periodic appreciation and
periodic depreciation trends that evolve and dissipate
across a very wide array of liquid global markets.
Risk/volatility is calibrated to a pre-determined level
derivatives-based leverage.

o0 Assets will be invested in highly liquid underlying securities
(cash, futures, forwards, etc.), allowing for relatively rapid
access for rebalancing and liquidity purposes.

o In order to appropriately calibrate the expected volatility of
this component and the overall CRO class, significant
levels of derivatives-based leverage may be applied.
Effects of leverage are adjusted daily through market-
based exchanges/facilities, ensuring appropriate and
timely mark-to-market valuations.

3.  Alternative Risk Premia
o0 Long-short portfolios utilizing both cash and derivatives-

based instruments to capture well-
researched/documented non-market risk premiums (e.g.,
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momentum, carry, value, low-volatility, etc.) on a
continuous basis, utilizing an array of liquid global
markets. Risk/volatility is calibrated to a pre-determined
level utilizing cash and derivatives-based leverage.

0 Assets will be invested in highly liquid underlying securities

(cash, stocks, futures, forwards, etc.), allowing for
relatively rapid access for rebalancing and liquidity
purposes.

Strategies should be designed to exhibit “market-neutral”
outcomes, exhibiting lack of relationship with the major
market-based risk premia (e.g., equity risk premia,
duration risk premia).

Long Volatility and Tail Risk

o Derivative-based strategies that invest in instruments that

have structural or explicit inverse relationships with global
Equity markets.

Assets will be invested in highly liquid underlying
securities, such as put options, call options, or index
futures on Equity and Volatility indices in order to monetize
gains and rebalance into Growth assets during periods of
appreciation within the Long Volatility and Tail Risk
strategies.

Long Volatility strategies are expected to decline by a
marginal amount (e.g., -4% per annum) during benign or
bull market periods.

Tail Risk strategies are expected to expend a pre-
approved premium level (i.e., insurance cost) each
renewal period with the assumption that the premium/NAV
may decline to zero if no major event occurs.

ii.  Allocation to Subcomponents

1.

The policy targets for the subcomponents of the portfolio are
set forth in Exhibit 4.

Assuming the capital weights above are consistently
maintained, it is highly likely that the volatility associated with
the Systematic Trend Following component will contribute the
most to overall CRO class volatility over time.
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vi.

Fund account structures (versus separate accounts) will be
emphasized in the Systematic Trend Following, Alternative Risk
Premia, and Long Volatility strategies. Use of fund account structures
will likely reduce the monitoring, accounting, and administrative
burdens of these relatively unconstrained and dynamic strategies.

Derivatives-based leverage will be utilized significantly across these
strategies. Leveraged positions are typically adjusted on a daily basis
to conform to pre-established guidelines (see below).

Implementation of the CRO portfolio will utilize both replication
(passive) and active management where deemed appropriate and
prudent within each subcomponent.

c. Risk Profile of CRO Class and its Subcomponents

The aggregate CRO class has a total risk (standard deviation)
range/budget set at a level to effectively counterbalance the volatility
experienced in the SURS portfolioc’'s major growth-oriented
components:

1. Lower risk level limit (annualized standard deviation): 8%

2. Upper risk level limit (annualized standard deviation): 15%
If the behavior of the CRO class causes its recent historical volatility to
deviate significantly beyond these limits, then a rebalancing process
and/or target volatility adjustment should occur among the CRO
managers based on recent risk profiles of each manager/component
as well as on prospective risk views for each manager/component.

The expected volatility ranges for the three components are shown
below:

Risk Budget Ranges — CRO Components (% of Net Asset Value)

Annualized Volatility
Component Expectation
Long Duration Capture 12% - 20%
Systematic Trend Following 10% - 20%
Alternative Risk Premia 8% - 12%
Long Volatility 8% - 30%
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While the expected volatility ranges for each subcomponent are high
relative to the expected risk budget level of the aggregate CRO class,
the diversifying aspects of each subcomponent (and its underlying
manager(s)) will combine to reduce volatility at the aggregate class
level.

d. Benchmarks
Benchmarks for the CRO portfolio are set forth in Exhibit 5.

7. Opportunity Fund Structure

a. Role

The Opportunity Fund portfolio is designed to allow flexibility for
opportunistic investment. Investments in the Opportunity Fund may be a
one-time occurrence, such as investments capitalizing on a market
dislocation. Successful investments that evolve into a more permanent
opportunity may ultimately be transitioned into another Strategic Class with
similar characteristics.

b. Investment Structure

The structure of the Opportunity Fund is not fixed and may vary
considerably over time.

c. Benchmark

Benchmarks for the Opportunity Fund portfolio will be established and set
forth in Exhibit 5 prior to implementation.

E. Selection and Retention
Introduction

The processes used for selection and hiring of Consultants, Managers and
Custodians are set forth in the SURS Investment Procurement Policy. In
general, the criteria used to determine the minimum qualifications of firms to be
selected for an assignment are shown below:

Selection Criteria

1. Registration with the Securities and Exchange Commission (SEC) under
the Investment Advisers Act of 1940, or otherwise qualified under the
lllinois Pension Code.

Page 39 of 65



2. Experience of the firm in the management of institutional portfolios
operated under prudent person standards, as well as related investment
management experience.

3. Qualifications and/or depth of the professional Staff.
4. Soundness of the firm’s investment philosophy and process.

5. The investment record of the firm and/or the firm’s principals in former
associations where that record is verifiable.

6. The adequacy of the firm’s trading, back office, accounting and reporting,
and client servicing capabilities.

7. Fees.
8. Sustainable Investing Principles, as discussed below.

Sustainable Investing Principles: In accordance with 40 ILCS 5/1-113.17, as it
currently exists or may hereafter be amended, the Board will regularly consider
material, relevant, and decision-useful sustainability factors, within the bounds of
financial and fiduciary prudence, in evaluating investment decisions. These factors
shall be considered in addition to other material risk factors influencing investment
decision making. The consideration of sustainability factors will be considered in
monitoring SURS’s proxy voting, and in the selection and ongoing monitoring of
SURS’s investment managers and mandates, and other service providers as
appropriate.

Such factors include, but are not limited to: (1) corporate governance and
leadership factors; (2) environmental factors; (3) social capital factors; (4) human
capital factors; and (5) business model and innovation factors. Staff, in conjunction
with the General Consultant and any Specialty Consultants, will perform periodic
evaluations of these factors to ensure they are relevant to the investment portfolio
and the evolving marketplace.

Investment Manager and Fund Monitoring

Monitoring of investment managers and fund investments will take place as
described in this subsection.

Marketable Securities Portfolios

An evaluation of each Manager shall be conducted annually by the Staff and the
Consultants. The evaluation shall be based on a number of factors, including, but
not limited to, organizational and personnel issues and whether the Manager has
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complied with its Manager Guidelines and met performance objectives. Evaluation
will include the results of periodic due diligence meetings and phone calls.

To the extent that significant concerns about a Manager arise, the Staff or
Consultant shall communicate their concerns to the Investment Committee/Board
and recommend available options, including exit strategies (see Section 5.F.,
‘Investment Manager Termination Guidelines.’) Between annual reviews, subject
to Manager Termination Guidelines, the Staff or Consultants may recommend
immediate Termination.

Closed-end Fund and Separate Account Evaluation

Limited partnership interests in private Closed-end Funds and investments in
private markets Separate Accounts (i.e., Private Equity, Real Estate,
infrastructure, etc.) will be reviewed by Staff and Consultant annually. The
evaluation shall be based on a number of factors, including, but not limited to,
organizational and personnel issues and whether the Manager has complied with
its Manager Guidelines and met performance objectives. Evaluation will include
the results of periodic due diligence meetings and phone calls.

To the extent that significant concerns about a Closed-end Fund or Separate
Account or material events arise, the Staff or Consultant shall communicate their
concerns to the Investment Committee/Board and recommend available options,
including exit strategies.

Investment Manager Termination Guidelines

Introduction

From time to time it will be necessary for the System to terminate a contractual
relationship with a Manager. Pursuant to its fiduciary duties, the Board has
established the following guidelines to assist in making these Termination
decisions. In establishing these guidelines, it is the Board’s —intention to carry out
these actions using objective evaluation, proper documentation and full disclosure.
The overriding consideration with respect to all decisions is that they shall be made
solely in the best interest of Members and consistent with all legal requirements.

Clearly Defined Objectives

Any action to terminate a Manager should be based on one or more of the following
primary criteria:

a. Performance of the Manager has been unsatisfactory over a market cycle;

b. Any other guideline is violated by a Manager and is not remediated to the
satisfaction of the Board;
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C. Default under an Investment Management Agreement;

d. Change in Asset Allocation, which reduces or eliminates the need for all
existing Managers; or

e. Failure to satisfy any other legal or Policy requirements.

Exhibit 6
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Prior to a Termination decision, a thorough evaluation of the relevant criteria
supporting such action shall be reviewed by the Board. Documentation regarding
any such action shall include the reasons for such decision.

In the event that termination of a Manager is warranted under the Manager
Termination Guidelines, and prompt termination of the Manager is necessary to
protect and preserve System assets, SURS Staff may, with the prior approval of
the Executive Director, terminate the Manager prior to Board action. The Board
shall be promptly notified of the decision to terminate the Manager and the decision
shall be presented to the Board for ratification at its next meeting.

Notwithstanding this provision, the Board retains the authority, in its sole discretion,
to terminate any Manager for any reason, with or without notice, when it
determines such action is in the best interests of the Members.

Investment Manager Transition

In the event of the need to transfer the management of assets from one Manager
to another, Staff will effect the change in as efficient and prudent a manner as
possible. The use of Transition Manager(s), which could include the use of a Cash
Overlay Manager or Rebalancing Manager, is permitted when deemed in the best
interests of the System. Transition plans may include, but are not limited to, the
following: a transfer of securities to an appropriate Passive Investment, crossing
securities with otherinstitutional investors, or a transfer of securities to another
approved Manager.

Performance Evaluation and Reporting

Performance Evaluation

Marketable Securities Portfolios

Rates of Return and Risk-Adjusted Returns, on a net-of-fees basis, shall be
calculated quarterly by the Custodian or Consultants to measure the performance
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of each major Asset Class. Actual Trailing Period returns for fiscal year-to-date,
one (1) year, three (3) year, five (5) year, ten (10) year periods will be compared
to comparable returns for applicable Policy Portfolio indices.

Rates of Return, on a net-of-fees basis, shall also be calculated quarterly by the
Custodian or Consultants to measure the performance of each individual Manager.
Other measures may also be used, including Risk-Adjusted Returns, peer group
performance, Risk Statistics and Performance Statistics.

Private Markets Portfolios

For Private Equity, Direct Real Estate and Infrastructure portfolios, Internal Rates
of Return shall be calculated quarterly by the Custodian. These returns will be used
to measure performance of the portfolios in comparison with Policy Portfolio
indices and Benchmarks for Asset Classes and individual Managers. Returns are
calculated quarterly in arrears. Other more tailored performance measures may
also be used for absolute and peer group comparisons.

Total Portfolio

Actual returns for the total Portfolio are compared to returns on the Policy Portfolio.
Returns are calculated quarterly by the Custodian.

Style Analysis

Staff and Consultants will periodically analyze Manager portfolios, as well as the
aggregate Strategic Class and Component portfolios, to confirm that such
portfolios conform to individual Manager style Benchmarks and aggregate
Strategic Class and Component indices. Metrics such as Active Share may be
used in this analysis. Significant deviations shall cause individual Managers to be
considered for Termination.

Performance Reporting

Performance reports shall be prepared by the Staff and/or Consultant quarterly
and provided to the Investment Committee and Board at regularly scheduled
meetings.

Consultants will analyze the system’s performance and periodically provide the
Board with a detailed report on the total Portfolio, Strategic Classes and individual
Managers.

Annually, Staff and Consultants will prepare and present a comprehensive review
of the fiscal year results.
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Market Values

All assets in the Portfolio will be Marked-to-Market at least quarterly, to provide an
estimate of the price at which they could be sold. Following is a description of this
process.

Marketable Securities
The Custodian provides price indications for stocks, bonds, warrants, futures,
options, etc. traded on public exchanges.

Private or llliquid Securities

For private and illiquid securities, each individual Manager or Fund-of-Funds
Manager has the responsibility for estimating and publishing the market value of
these investments. The valuation and appraisal methods used should be
consistent with current CFA Institute and industry standards.

H. Safeguard of Assets

Qualification of Service Providers

Any firm which SURS retains to manage, control, or have custody of assets shall
be and shall remain qualified by thorough on-going due diligence. Appropriate
agreements with the firms and trust agreements shall minimize any risk of loss of
assets or income.

Asset Limits

There are cost and service advantages in firms managing or having custody of
large pools of assets so that in the absence of any statutory provision(s) to the
contrary, there shall be no specific limit on the size of assets controlled or held in
custody by any one firm within the asset allocation guidelines. However, limits may
be considered on an individual Manager basis and will reflect such issues as type
of mandate, strength and stability of organization, risk characteristics, etc

Monitoring of Service Providers

There shall be continuous monitoring of firms which manage or have custody of
assets to assure the firms continue to be stable and financially secure. Instability
of any firm or financial weakness shall be reason to transfer custody and/or
management of assets from the firm.

Authorization to Transfer Funds

Transfer of funds between accounts must be evidenced in writing or conducted
electronically by an authorized Staff member and be in compliance with the
Custodial bank’s procedures. The following positions have been designated by the
Board to have the authority to give direction to the Custodian on any and all actions
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with respect to the Master Trustee relationship between the Board and the
Custodian: Executive Director_and; ClO;-and-Deputy-ClO. The senior-investment
officersClO and SIO for Operations and Risk Management have been designated
by the Beard-Executive Director to have the limited authority to approve payments
initiated through the Trade Order Entry System related to initial or subsequent
investments in limited partnerships, real estate, infrastructure, or other investments
approved by the Board.

Insurance Requirements

Managers shall be required to secure and maintain, throughout the term of their
Investment Management Agreements, insurance that (i) satisfies the requirements
set forth below and (ii) is provided by insurer(s) rated A- or better by A.M. Best &
Company. Specific insurance requirements are set forth in each Manager’s
Investment Management Agreement. Each Manager shall be required to provide
to the Board: (i) evidence of the requisite insurance policies upon initiation of the
contract; (ii) an annual certification that the insurance requirements continue to be
satisfied; and (iii) evidence of continued satisfaction of the insurance requirements
upon request. With the exception of the Manager Diversity Program, the minimum
insurance required for each Manager shall include: (i) a bond protecting SURS
assets that meets the requirements of, and that is in the amount specified under,
ERISA and the regulations thereunder; and (ii) errors and omissions coverage in
an amount equal to the greater of: a) $5 million or, b) 5% of the SURS assets under
management, up to a maximum as established in the Investment Management
Agreement, but not to exceed $50 million. For Managers in the Manager Diversity
Program, the minimum insurance required for each Manager shall include: (i) a
bond protecting SURS assets that meets the requirements of, and that is in the
amount specified under, ERISA and the regulations thereunder; and (ii) errors and
omissions coverage in an amount not less than $1 million of coverage. The
insurance shall protect SURS against losses from the negligent acts, errors or
omissions of the Manager.

Custodial Credit Risk

Pursuant to_40 ILCS 5/15-166, the Board has statutory authority to be the
custodian of all cash and securities belonging to the System created under Article
15 of the Pension Code. Pursuant to 40 ILCS 5/15-167, the Board may deposit
SURS trust funds with one or more banks, savings and loan associations, or trust
companies. This subsection addresses how SURS will handle custodial credit risk.

Credit risk is the risk that an issuer or other counterparty to an investment
transaction will not fulfill its obligations. Custodial credit risk is the risk that, in the
event of the failure of a financial institution or counterparty to a transaction, SURS
would not be able to recover the value of deposits or investments in the possession
of such party. To minimize this risk, SURS takes the following measures:

1. Performs due diligence on Custodians and advisors with which
SURS will do business and appropriately documents business

Page 45 of 65

Exhibit 6



Exhibit 6

relationships with these service providers.

2. Provides investment parameters for the investment vehicles detailed
in the specific Investment Management Agreements.

3. Monitors the financial condition of the Custodian. If there is cause
for concern, the Board of Trustees will determine appropriate
action.

4. Endeavors to have all investments held in custodial accounts

through an agent, in the name of Custodian’s nominee1, orina
corporate depository or federal book-entry system. For those
deposits or investment assets held outside of the Custodian, SURS
will follow applicable regulatory rules.

5. Requires the Custodian or its sub-Custodians will provide
safekeeping of all SURS securities in segregated accounts that
reflect the holdings of SURS; and the Custodian will not commingle
SURS securities with the Custodian’s own securities.

General Investment Restrictions and/or Guidelines
Investment Authorization

No investment or action pursuant to an investment may be taken unless
permitted by this Policy or by each Investment Manager's Guidelines. Exceptions
may be made subject to prior review by, and express written authorization from,
the Board.

Corporate Governance
1. Proxy Voting Guidelines

The Board may retain a proxy voting service, pursuant to a contract with SURS, to
vote the proxies of U.S. and non-U.S. shares according to the proxy voting service’s
proxy voting guidelines, as customized for SURS and approved by the Board.2 All
proxy votes not specifically addressed by the proxy voting service’s approved proxy
voting guidelines, or if the Board determines not to retain a proxy voting service, will

1Registered owner of a stock or bond if different from the beneficial owner, who acts as holder of record for securities and other assets. Nominee
ownership simplifies the registration and transfer of securities.

2 Despite new legislation that gives the SURS Board the option to have the Treasurer of the State of lllinois
vote SURS’ proxies (40 ILCS 5/15-177.5), the Board believes the best practice is to continue to vote SURS
proxies through the proxy voting vendor selected by the board. This continued practice ensures that SURS
proxies will be voted pursuant to the voting directions specifically approved by the SURS Board.
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be voted on a case-by-case basis by Managers, subject to Staff review and consistent
with the fiduciary responsibilities of the Board.

Guidelines will be reviewed annually by Staff in conjunction with the proxy service
provider, and recommended changes to the guidelines will be presented to the Board
for approval.

The SURS Public Pension Proxy Guidelines, SURS U.S. Proxy Guidelines, and the
SURS International Proxy Voting Guidelines will be maintained on the SURS website.

2. Proxy Voting Reports

The proxy voting service provider shall make regular reports of proxy votes cast on
behalf of SURS and, on an ad hoc basis as requested by Staff or the Board, pursuant
to the terms of the proxy voting contract with SURS.

3. Securities Litigation Policy

a. Identification Of Potential Claims

i In order to weigh the costs and benefits of the various alternatives as
specified below, Staff will identify potential claims by determining if it
bought or sold the securities of a company during applicable periods.

ii. Staff will regularly match the SURS portfolios against reports of securities
litigation cases obtained from Consultants, law firms engaged for
securities litigation, and from other sources deemed reliable by Staff.

iii. If SURS did not buy or sell securities of a company during the applicable
period, the inquiry will end. If SURS had purchases or sales during the
period, evaluation of the potential claim will proceed as specified below.

b. Evaluation Of Potential Claims

i. If SURS bought or sold securities during an applicable period, evaluation
of the alternatives available will begin with an initial assessment of the size
of the potential claim.

ii. When potential losses are deemed insignificant, further action will
ordinarily be limited to monitoring as specified in subsection .c. below to
ensure that class member claims are filed if and when there is a right to
do so, unless there are extenuating circumstances that warrant further
consideration by Staff and the Board.

iii. When potential losses are deemed significant, the alternative courses of
action available shall be identified by the Staff. Alternatives will likely
include several different courses of action, such as:

1. Monitoring the course of a class action suit and filing a claim at the
end to participate in a class payment.
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2. After consultation with the lllinois Attorney General’s office,
monitoring the course of a class action suit, but objecting to a
proposed settlement if there are reasons to object.

3. After consultation with the lllinois Attorney General’s office, seeking
to control a class action by seeking designation as lead plaintiff,
either singly or with others.

4. After consultation with the lllinois Attorney General’s office, opting
out of a class action suit and filing a separate suit, either singly or
with others.

5. The relative merits of each alternative will be weighed and
considered by Staff, as well as by the lllinois Attorney General's
Office.

6. Staff and the lllinois Attorney General’'s office will make a

recommendation to the Executive Committee or to the Board of any
course of action beyond participating in the litigation as a passive
member of the class. The Executive Committee, or the Board, as
applicable, will have the authority to approve any course of action
beyond monitoring the case. If the Executive Committee, or the
Board, approves active participation in the litigation, additional
authorization is not necessary to align with other potential plaintiffs
in application for named plaintiff status if such an action is agreed
appropriate by the General Counsel and the Executive Director.
Counsel will be selected by the Executive Committee or the Board,
after consultation with the lllinois Attorney General’s office.
Monitoring

The Staff will utilize the services of the System’s Custodian, as well as the
services of any consultants, including Securities Litigation counsel, with
expertise in this area chosen by the Board, to monitor pending cases which
involve securities that SURS bought and sold during the relevant periods to
evaluate any settlements proposed and to file claims as necessary for SURS
to participate in distributions of funds. To the extent that Staff finds a proposed
settlement inadequate to protect the interests of the System, the Executive
Committee may authorize action to file legal objections. Authorization is not
necessary for Staff to file an objection to attorneys’ fees or expenses if an
objection is agreed appropriate by the General Counsel and the Executive
Director after consultation with the Illinois Attorney General’s office.

Legal Action

i. Where the Executive Committee or the Board has determined under
subsection b. immediately above that the interests of the System will be
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best served by seeking designation as lead plaintiff, by opting out of a
domestic class action to pursue a direct action or by opting into a foreign
securities litigation matter, SURS, in consultation with the lllinois Attorney
General’s Office, will choose appropriate counsel and will negotiate a fee
agreement, if necessary, when the Attorney General’s Office is unable to
represent the System as its legal counsel in any such action. If the
Executive Committee or the Board determines that appropriate counsel is
a firm not on SURS’ approved list, the recommendation of such firm shall
be made to, and approved by, the Executive Committee or the Board.

i.  Where the Executive Committee and the lllinois Attorney General’s office
disagree as to the desirability of seeking designation as lead plaintiff or
opting out of a class action, the Executive Committee shall act in
accordance with its fiduciary obligations in making a final determination.

ii. Any legal action authorized or taken shall be reported to the Board, who

shall also be provided periodic updates on the status of such actions.
- “ ‘[ Formatted: Indent: Left: 1.13", No bullets or numbering ]

e. Approved Law Firms

i. The Board, or Staff at the Board’s direction, will interview and select,
through an RFP, a roster of no more than five qualified securities litigation
firms. This roster will constitute SURS’ “approved list.”

ii. In cases where the initiation of litigation is a formality designed to provide
support for another institutional investor, Staff may recommend that the
most sensible and cost-effective source of legal representation will be the
General Counsel or the legal counsel representing the institutional
investor that SURS wishes to support.

f. Authority to Settle Claims and Lawsuits

Staff has the authority to resolve securities related litigation claims with a
settlement value of $250,000.00 or less, with required approval from the
Executive Director and General Counsel. This authority includes the ability to
settle direct claims and class actions at or below the $250,000.00 threshold. This
authority also includes the ability to resolve said claims by selling them to third
parties or by resolving them via auction with a minimum return/guarantee of at
least 50% of the potential value of the underlying claim. If SURS wants to settle a
direct securities litigation case at a settlement value exceeding $250,000.00 or
wants to settle a class action where SURS is the lead plaintiff, authority to settle
must come from the SURS Executive Committee or the Board.

Emerging Investment Managers, MWDBE Managers and Minority-Owned
Broker/Dealers
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SURS is committed to providing opportunities for Emerging Investment Managers and
Minority Owned Broker/Dealers. SURS is also committed to providing ongoing
opportunities for minority-, woman-, and persons with a disability-owned (“MWDBE”")
Managers that have advanced beyond the statutory definition of Emerging Investment
Managers. In determining the status of a business enterprise, SURS will use the
definitions found in the Business Enterprise for Minorities, Women, and Persons with
Disabilities Act, 30 ILCS 575/2(A) and (B).

The lllinois Pension Code, in 40 ILCS 5/1-109.1, encourages the Board to use Emerging
Investment Managers in managing the System’s assets to the greatest extent feasible
within the bounds of financial and fiduciary prudence, and to take affirmative steps to
remove any barriers to the full participation of Emerging Investment Managers in
investment opportunities afforded by the System. Furthermore, in accordance with the
ll