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I. Miss ion Statement

The Board of Trustees ("Board") of the State Universities Retirement System ("SURS",
"System") has a fiduciary responsibility to the Members and Beneficiaries of the System.
In recognition of this responsibility, the Board has adopted the following Mission
Statement:

The SURS Mission
The mission of the State Universities Retirement System (SURS) is to: (1) provide for
SURS annuitants, participants, and their employers, in accordance with State law, the best
and most cost-effective benefit administration services in the United States; (2) manage and
invest the fund 's assets prudently; and (3) endeavor to achieve and maintain a financially
sound retirement system.

The purpose of this Mission Statement is to provide broad operational direction to the
Board, Staff, and contractors ofSURS,

Page J



Investment Policy
September 2008

II . Statement of Purpose of In vestment Policy

This document specifically outlines the investment philosophy and practices of SURS and
has been developed to serve as a reference point for the management of System assets. In
order to assist System participants in achieving their financial security objectives. the Board
shall adopt a long-term plan by wh ich the assets of the System will be maintained and
enh anced through prudent investments. The Board of Trustees sha ll at all times have a
written Investment Policy that reflects and is consistent with the statutory constraints. In
addition. these guidelines shall, among other thin gs, include speci fication of the investment
objectives of the System, the target asset allocation s, and the appropriate benchmarks to be
used for evaluating the performance of the funds and the asset classes within the fund s.

In developing thi s Investment Policy, the Board and Sta ff understand and accept their
fiduciary obligations to the Members o f the System . These obligations are legal in nature,
and are outlined in the Illinois Pension Code [40 ILCS 5]. Investments shall satisfy the
conditions of the Illinois Compiled Statutes, and in particular, the prudent expert standard
of 40 ILCS 511-109. In summary form. the pro visions specifically referring to the
definitions, duties, and responsibilities of a fiduci ary are these:

• a fiduciary is anyone who has discretion in managing retirement system assets or in
admi nistering the retirement system. or who renders investment advice for direct or
indirect compensation. [40 ILCS 511 -101.2.]

• a fiduciary must discharge its duties to the retirement system for the exclusive purposes
of providing benefits to part icipants and beneficiaries, and defraying administra tive
expenses of the retirement syst em. [40 ILCS 5/ 1·109(a).]

• a fiduciary must discharge its duties to the retirement system with the same care, skill,
prudence and diligence that a pruden t expert wo uld usc in a similar enterprise. [40 ILCS
5/ 1-109(b) .]

• a fiduciary must discharge its duties to the retirem ent system by diversifying the
investme nts to minimize the risk of large losses, unless prudence dictates otherwise.
[40 ILCS 5/ 1-109(e) .]

• a fiduciary must discharge its duties to the retirement syst em in accordance with
Articles I and 15 of the Illinois Pension Code. [40 ILCS 511 -109(d).]

• a fiduciary must not cause the ret irement system to engage in prohibited transactions. A
fiduciary must not deal with the retirement system's assets for its own interest, or on
behalf of any part y who se interests are adverse to the retirement system or its
part icipants or beneficiaries. [40 ILCS 511 -110 and 110.5J.

These statutes are the foundation for development ofSURS' Investment Policy. For brevity
and clarity, the Board adopts the following interpretation of the statute as its "Guiding
Principles":

I.,
Principles G u id ing SURS In n stmen t Activi t\'

Preserve the long-term principal ofthe Trust fund .
Maximize total return within prudent risk parameters.
Act in the exclus ive interest of the Members of the System.

These principles, combined with the applicable sections of the Illinois Pension Code [40
ILCS 5]. serve as the basic guideline for this Investment Policy.
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The assets of the System will be invested sole ly for the benefit of participants and
beneficiaries within the constraints of applicable Illinois Statutes and the guidelines
contained in this document.

In addition, the following investment objectives for the SURS plan have been estasblished:

• Seek annualized investment returns, net of investment management fees, in excess
of the market goal (as described later in this document) for 1, 3. 5. and 10 year
periods.

• Maintain sufficient liquidity to pay benefits.
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IV. Role Definitions

SURS is one of the larger public pension funds in the United States; as such its operational
requirements are complex. The Board relies heavily on both Internal StafT and external
contractors in order to properly administer the System and implement its investment
strategies. Because of the number of parties involved, their roles as fiduciaries must be
clearly identified to increase operational efficiency, to ensure clear lines of responsibi lity.
and to reduce or eliminate duplication of effort.

8 0ard of Trustecs
The Board has the responsibility of establishing and maintaining broad policies and
objectives for all aspects of the System's operation. The Board is responsible for prudent
investment and expend iture of the System 's funds and assets. Speci fically with regard to
investments. the Board takes action upon recommendations that come from its Investment
Committee. The Board also approves actuarial assumptions. certi fies contribution rates and
detennincs policies pertaining to the administration of the plans and benefits under its
jurisdiction and responsibility.

Trustees shall carry out their functions solely in the interest of the members and benefit
recipients and for the exclusive purpose of providing benefits and defraying reasonable
expenses incurred in performi ng such duties. as required by law. The Trustees shall act in
accordance with the provisions of State Statute and with the care. skill, prudence and
diligence in light of the circumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matters would usc in the conduct of an enterprise of a like
character and with Iikc aims by diversifying the investments of the association so as to
minimize the risk of large losses, unless in light of such circumstances it is clearly prudent
not to do so.

All members of the Board of Trustees shall be indemnified and held harmless by the
System for any reasonable cost or expenses incurred as a result of any actual or threatened
litigation or administrative proceeding arising out of the performance of the Board
member's duties in accordance with 40 ILCS 5/1- 107. No member of the Board of
Trustees may participate in deliberations or vote on any matter before the Board which will,
or is likely to, result in direct. measurable gain to the Board member, or to that Board
member's employer.

Formal Re\"jc\\ ' Schedulc
The Board recognizes that even though the System's investments arc subject to short -term
volatility, it shall maintain a long-term investment focus. This prevents ad-hoc revisions to
the philosophy and policies in reaction to either speculation or short-term market
fluctuations. In order to preserve this long-term view, the Board has adopted the following
formal review schedule:
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Forma l Review As enda Item Formal Review Schedule
Total Fund Performance At least quarterlv
Asset Allocation Policy At least every three to five years
Investment Policv At least annuallv
Investment Manager Performance Evaluation At least annually

. "

S U R'S

Investment Committe e
The Board establishes an investment committee (the "Committee") that will consist of not
less than five members of the Board of Trustees. The Committee reviews and makes
recommendations to the Board on investment actions including, but not limited to, the
following topics:

I . All Board approved policies related to the Investment Program including:
• The Investment Policy, Exhibits and/or Appendices
• Rebalancing Policy
• Investment Manager Selection & Termination Policy
• Brokerage Policy
• Corporate Governance Policy

2. The Asset Allocation Policy and Investment Manager Structure
3. Performance Benchmarks
4. The Master Trustee/Custodian (''Custodian'' ) Relationship
5. The Securities Lending Program
6. Investment Manager Relationships
7. Investment Consulting Relationships(s)

Executive Director
The Executive Director is appointed by and serves at the pleasure of the Board .
Responsib ilities delegated by the Board to the Executive Director include, but are not
limited to, the following:

• Planning, organizing. and administering the operations of the System under broad
policy guidance and direction from the Board. Examples of such duties include:
o Execution of investment management agreements or other contracts with Board

approved investment service providers, with a report provided to the Committee
at the next regularly scheduled meeting.

o Execution of contract amendments with existing Board-approved investment
service providers, with a report provided to the Committee at the next regularly
scheduled meeting.

• Monitoring of the performance of the investment portfolio ;
• Ensuring that funds are invested in accordance with Board policies;
• Communicating with the Board. its Officers and Committee Chairs;
• Corresponding with issuers. regulatory agencies. and other third parties regarding

corporate governance and other initiatives. so long as the substance of such
correspondence is within the bounds of the corporate governa nce policies of the
Board where different from the Council of Institutional Investors. with a report
provided to the Committee at the next regularly scheduled meeting:
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• Studying. recommending. and implementing policy and operational procedures that

will enhance the investment program of SURS:
• Ensuring that proper interna l controls arc developed to safeguard the assets of the

System.

Employees of the System shall be indemnifi ed and held harmless by the System for actions
within the scope of their employment, pursuant to 40 ILCS 5/1-107 and 108. This
indemnification extends to former employees for actions within the scope of their
employment at time of employment.

In fulfilling these investment responsibilities. the Executive Director relies heavily on the
internal investment stafT and Consultant(s).

Int ernal In n stment Staff
The internal investment staff report s directly to the Chief Investment Officer (" CIO") who
in tum reports to the Director. The Internal Investment Staff provides internal investment
management and consulting services to the Board and Director. In the course of the CIO's
normal functions. the CIO will work directly with the Board. Investment Committee and its
Chair(s). The frequency and content of reports to the Board arc based on the requirements
of the Investment Policy Statement as well as directi ves from the Board and/or its
Investment Committee.

The primary functions delegated by the Board to internal investment staff include. but are
not limited to:

• Analyzing and rebalancing the overall asset allocation of the System and its
portfo lio structure;

• Liquidating assets, as necessary. to pay monthly benefits;
• Implementing the decisions of the Board regarding funding modifications, hiring,

and termination of external investment managers;
• Providing internal investment management services with regard to the Treasury

Inflation Protection Securities (TIPS) portfolio:
• Oversight of the Manager Development Program, including search, selection.

monitoring and rebalancing of investment managers;
• Providing technical advice in the selection and monitoring of the investment

managers;
• Appro ving revisions to investment manager guidelines. with agreement from the

external investment consultant required ; and
• Serving as a liaison to the investment community.

The SURS Staff has the responsibility to implement the Board deci sions through
negotiation. execution and enforcement of the investment management agreement and
guidelines. All investment managemen t agreements and amendments thereto must be
executed by the Executive Director. In the event that termination of an investment manager
is warranted under the Investment Manager Termination Guidelines. and prompt
tcnnination of the investment manager is necessary to protect and preserve System assets.
SURS Staff may. with the prior approval of the Executive Director, terminate the
investment manager prior to Board action. The Board shall be promptl y notified of the
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deci sion to terminate the investment manager, and the decision shall be presented to the -,
Investment Committee for ratifica tion at its next meeting. .- '

The internal investment staff also works closely with the external investment consultant(s).
Recommendations to the Investment Commi ttee will generally be developed jointly by the
Staff and Consultant with advice to the Chair. Once an item is identified as a potential
agenda item, Staff and Consultant begin working together on the issue. If one group has
more expertise in the particular area than the other, that party may take the lead in
facilitat ing work outputs. In most if not all cases. howe ver, any analysis or
recomm endation that is made to the Committee will be developed jointly and agreed to or
approved by both parties.

Externa l Inv estment Consulta n t(sH "'Consulta nC' )
The Board shall generally have under contract an investment advisor who is a paid,
professional Consultant and who is qualified to provide the Board with investmen t advice
by academic and professional training and experience and is considered an expert in the
field of investment and finance. The Consultant 's relationship with the Board shall be
fiduciary in nature.

The Consultant is hired by and reports directly to the Board of Trustees, The Con sultant's
duty is to work with the Board, Investment Committee and its Chair(s), and Staff in the
management of the investment proces s. This includes regular meetings with the Board to
provide an independent perspective on the Fund's goal s, structure, performance and
investment managers. In the course of the Consultant' s nonn al functions. the Consultant
will work directly with the Staff to review asset alloca tions and performance. and make
recommendations to the Board as appropria te. The Consultant will assist Staff and the
Committee with external investment manager selection and will promptly inform the
System and discu ss the impact of material changes taking place within any current
investment manager's organization or investment process. The Board may elect to retain
one or more Consultants that special ize in specific areas of asset consulting. Performance
of the Consultant(s) will be subject to periodic review by the Investment Committee as well
as prior to contract renewal.

The Staff and Consultant will generally develop recommendations to the Investment
Committee jointly with advice to the Chair. Once an item is iden tified as a potential agenda
item, Staff and Consultant begin working together on the issue. If one group has more
expertise in the particular area than the other, that party may serve as project facilitator in
completion of work outputs.

Exte rna l Investm ent Managers
The external investment managers ("in vestment managers") are selected by. and serve at
the pleasure of, the Board . The Staff and Consultant will provide the investment managers
with explicit written directions detailing their particular Board-appro ved assignments.
Duties of investment managers include, but may not be limited to, the following:

• The investment managers will select, buy. and sell specific securities or investments
within the parameters specified by Staff and Consultant and in adherence to this
Investment Policy or to other policies set forth by the Board .
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• The investment managers will construct and manage investment portfolios that arc

consistent with the investment phi losophy and disciplines for which the Board hired
them . Discretion is delegated to the investment managers to carry out these
inves tment actions.

• inve stment managers will provide performance reporting to the Staff at intervals
specified by Sta ff.

• Investment managers will also, on an annual basis, provide to SURS proof of
insurance coverage in an amount and type specified in the investment manager' s
investment management agreement.

• Investment managers will , on an annual basis. certi fy in writing that they remain a
fiduci ary to the System and that they have been in compliance with the investment
guidelines during the past year,

• The investment manager shall comply with all applicable laws of the State of
Illinois and the United States of America.

Spec ific operational information for each investment manager will be addressed at length in
the individual investment manager guide lines.

C ustod ian
The Custodian is selected by, and serves at the pleasure of. the Board . The Custodian(s)
will collect income and safekeep all cash and securities, and wi ll regularly summarize these
holdings, along with both their individual and collect ive performance, for Staff's review.
The Custodian will provide data and perfonnance report s to the StafT and Consultant at
intervals speci fied by the System' s written policy or contract. In addition, a bank or trust
depository arrangement will be utilized to accept and hold cash flow prior to allocating it to
the investment managers. and to invest such cash in liquid, interes t-bearing instrum ents.
The Board shall determine asset alloc ation guidelines; in order to maintain these targets,
Staff will direct the Custodian to allocate cash and/or securities to the System's investment
managers as necessary. The Custodian may also, at the direction of the Board. engage in a
Securities Lending program_ Alternatively, the Board may choose to retain a third party
finn to provide Securities Lending services to SURS .

Gene ra l Co unsel ' s Office
The role of the General Counsel ' s office is to oversee all legal services provided in
connection with System matters, to perform draft document review and provi de legal
advice on issues, as necessary, to protect the interests of the System. The General
Counsel 's Office does not review or approve investment deci sions. The General Counsel ' s
Office reviews business terms for proper fonn and legality. However, General Counsel
review does not extend to aspects of business tenus that requi re investment or financ ial
experti se. The following documents and issues will be brought to the attent ion of the
General Counsel' s Office:

• Any document that the Executive Director is requ ested to sign .
• New investment management agreements.
• Con tracts with investment service providers.
• Letter agreements and side letters with any investment manager or investment

serv ice provider.
• Amendments to investment management agreements.
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Amendments to contracts with investment service providers.
Amendments to letter agreements and side letters.
Any matter that Investment Staff wishes to assign to outside counsel excluding
routine matters for which the CIO may directly interact with outside counsel.
Corre spondence to or from any investment manager or investment service provider
concern ing actual or potent ial litigation or legal issue.
Any material violation by an investment manager or investment service provider of
any terms or obligations in a contract with the System tha t comes to the attention of
Investment Staff.
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V. Asse t Allocation and Rebalancin g Stra tegy

A. Purpose
The purpose of the asset allocation policy is to establish an Investment Policy framework
for SURS that has a high likelihood, in the judgment of the Board, of realizing SURS'
investment objective.

B. Targets and Ranges
TIle principal components of the Investment Policy are target allocation percentages for
various areas of investment. known as "asset classes". and minimum and maximum
percentages for each asset class . The table below contains SURS ' current and previous
Strategic Policy Target Allocation percentages.

SEW PRE VIO US
ASSET A LLOCA TlOS POLlC L l flX (as oj S TJU TEGIC STJUTEGIC
7/ 1/2008) POLlC! ' POLICY

A LLOCA TION' ALLOCATION

U. S. Equitv 31.0",/0 39.5%
Private Eoui tv 6.0% 5.0%
Non-U.S. Eauitv 18.0% 18.5%
Global Eauitv 10.0% 5.0%
Fixed Income 18.0% 21.0%
TIPS 4.0% 5.0%
Real Esta te 10.0% 6.0%

REITS 4.0% 4.0%
Direct Real Estate 6.0% 2.0%

Opportunity Fund2 2.0% 0.0%
Infrastructure 1.0%
Commodifies 1.0%

Deviations from the Strategic Policy Allocation may occur as a result of liquidity
constraints. As a result. overweights or underweights exceeding the policy limitations in
private markets will be offset with corresponding adjustmen ts to the policy allocation for
public securities. The ranges for all asset classes are equal to the target percentages plus or
minus three percentage points.

C. Rebalan cing
TIle Investment Policy of the State Universities Retirement System (SURS) provides an
efficient allocation of assets to achieve overall risk and return objectives. Proper
implementation of this guideline requires that a periodic adjustment. or rebalancing. of
assets be made to ensure conformance with asset allocation targets. Such rebalancing is
necessary to reflect sizable cash flows and performance diff erentials among asset classes
and investment managers. Rebalancing shall automatica lly occur whenever an asset class is

"Policy targets approved at June 13, .:!OO8 Board mee ting. 5taffhas discretion 10 gradually implement these
policy targets in coordination with the actual transition of assets.
:! The Opportunity Fund shall be no more than 5% ofSURS total market value.
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3% greater or lesser than the target allocation level. Rebalancing, when required, shall '.
occur as soon as practical.

Rebalancing requirements shall be reviewed on a continual basis. Rebalancing may also
occur in the event of a change in the allocation percentages of asset classes by the Trustees.
Rebalancing shall take place as soon as practicable after said change or amendment has
been approved.

In conducting rebalancing activities, the Board expects the Staff to operate under these
guidelines:

1. Whenever asset class allocation percentages fall outside the indicated range for that
asset class, the StatTshall initiate rebalancing transactions to bring all percentages to
values that do not exceed the range limits)

2. At any time and in its discretion, the Staff may bring the actual allocation to, or
nearer to, the target percentages.

3. At a minimum , the Staff will ensure that as a result of a rebalancing review, no asset
class allocation is outside the allowable range.

4. To the extent that it is possible to bring the actual allocation nearer to the target
percentages without incurring transactions costs, or while incurring transaction
costs, which in the judgment of the Staff are unusually low, the Staff shall do so.

The spirit of this policy is to ensure compliance with the target asset allocation percentages
at a reasonable cost, recognizing that overly precise administration of policy targets can
result in transact ion costs that are not economically ju stified . Recogn izing the complexity
of achieving this result with a portfolio the size and complexity of SURS, as well as the
vagaries of transacting in investment markets , the Board accords the Staff discretion to take
those actions, which in the j udgment of the StafT 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.

D. Periodic Review
The Board establishes the asset allocation targets and ranges and review s them periodically.
The target allocation will be reviewed annually for reasonableness relative to significant
economic and market changes or to changes in the System's long-term goals and objectives.
Typically every three to five years the Board will undertake a comprehensive review of the
asset allocation policy designed to assess the continuing appropriateness of Investment
Policy. Th is ordinarily involves an asset-liability study that places the development of
Investment Policy into the context of future benefit payments, liabilit ies, requi red fund ing
and the prospective funded status of liabilities.

.3 When any one of the public market asset classes hits a trigger point. the ent ire fund may be rebalanced baek
to asset class target allocations. with the understanding that it may be impractical to return the real estate and
private equi ty asset classes precisely to target in the shan term. Accordingly, qualitative considerations (e.g.,
transaction costs, liquidity needs. investment lime horizons, etc. ] will be considered in determining the
potential timing and extent of rebalancing real estate and private equity portfolios.
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VI. Investment Manager St ructure

The Board must make certain strategic decisions regarding thc portfolio structure. The
major types of strategic dec isions typically include these:

• The passive vs. active management mix:
• The internal vs. external management mix; and/or
• Any strategic overweights/underweights based on size. style or sector.

At this time. the Board has elected to utilize a combina tion of active and passive
management. to be implemented primarily by investment managers. and to maintain a
diversifi ed investment strategy that generally is both size and style neutral.

Eq uitv Structure
• The overall benchmark for the U.S. Equity allocation is the Dow Jones Wilshire

5000 Index representing the broad U.S. stock market.

• The overall benchmark for the Private Markets allocation is the Dow Jones Wilshire
5000 Index plus 500 basis points. A secondary benchmark of the Venture
Economics private equity benchmark (peer group) comparison shall also be used.

• The overall benchmark for the Non-U.S. Equity allocation is the Morgan Stanley
Capital International All Country World Ex-US (net dividends) benchmark (MSCI
ACW Ex-US).

• The overall benchmark for the Global Equity allocation is the Morgan Stanley
Capital International All CountryWorld benchmark (MSCI All Country World)'

• The indexed proportion of the equity portfolio is not constant and will fluctuate
based upon the relative success (or failure) of the actively managed portfolio(s).
Cap-weighted and style-oriented index (i.e. extended market. S&P 500. etc.) funds
may be used to offset biases in the actively mana ged portfolios.

Fixed Income Structure
• The overall benchmark for the fixed income portfolio excluding the TIPS allocation

is the Lehman Brothers Aggregate Index.

• The overall benchmark for the Treasury Inflation Protected Securities (TIPS)
allocation is the Lehman Brothers U.S. TIPS index.

• The TIPS allocation shall be managed by a combination of internal and external
investment managers.

4 The benchmark for the global equity asset class wil l change from the MSCI Wor ld Index (Net Dividends ) to
the MSCI All Country World Index. effective with the completion of the global equity asset class
res truc turing approved by the Board in June 2008 .
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• The indexed portion of the fixed income portfolio and TIPS portfolio is not constant

and will fluctuate based upon the relative success (or failure) of the actively
managed portfolio(s).

Rea l Estate Structure
• The real estate asset allocation consists of publicly traded Real Estate Securities and

direct real estate.

• The overall benchmark for the U.S. Real Estate Securities asset allocation is the
Dow Jones Wilshire Real Estate Securities Index.

• The overall benchmark for the Global Real Estate Securities asset allocation is a
weighted average calculation of the FTSE EPRAINAREIT Global Real Estate Index
and the FfSE EPRAINAREIT Global Real Estate Ex-US Index.

• The overall benchmark for the direct real estate asset allocat ion IS the NCREIF
Open End Diversified Core Equity (ODCE) Index.

• The indexed portion of the real estate portfolio is not constant and will fluctuate
based upon the relative success (or failure) of the actively managed portfolio(s).

Opport unit\" Fund Struct ure
• The overall benchmark for the Opportunity Fund shall be a weighted average of the

underlying investment benchmarks. The Opportunity Fund shall be no more than
5% of the total fund value.

• The indexed portion of the Opportunity Fund, if present, is not constant and will
fluctuate based upon the relative success (or failure) of the actively managed
portfolio(s).

In order to implement this strategy, it is necessary that the Board retain external investment
managers in addition to the internal investment managers, Both internal and external
investment managers will be given specific tactical roles within the overall strategic
investment plan. Depending on their assignments, the investment managers may be j udged
on some or all of the following criteria: (i) consistency of philosophy, style, and key
personnel, (ii) performance relative to an appropriate index or proxy group, and (iii) ability
to add incremental value after costs. Staff and Consultant will be responsible for
implementation of this strategy, supervision of the investment managers, performance
monitoring and report ing. Updates will be provided to the Board (i) based on the schedule
outlined in Section IV, (ii) as requested by the Board, its Investment Committee or its
Chair, and (iii) as deemed necessary by Staff and Consultant.
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VII . Investm ent Manager Select ion and Retention

Int rodu ction
The Trustees o f the State Universities Retirement System ("S URS") have estab lished the
following guide lines for hiring investment managers. In establishing these guidelines. it is
the Board ' s intention to ass ure all interested parties that decisions made in carrying out
these actions occur in a full disclosure environmen t characterized by competitive selection.
objective eva luation. and proper docum entation . The overriding conside ration with respect
to all deci sions is that they shall be made solely in the best interest of plan part icipants and
beneficiaries.

Investment :\lanagcr Selection
Investment managers will be selected to fill investment needs when identified by the Staff,
Cons ultant, or Board of Trustees. General ly, for each investment manager search. a
comprehensive written plan shall be prepared by Staff, reviewed by the Consultant, and
approved by the Board of Trustees prior to its commencement. For searches affiliated \...ith
the SURS Manager Developm ent Program (MD P), the investment Staff conducts the search
process with the Consultant providing an independent eva luation of the program annually.
The criteria used to determine the minimum qualifications of firms to be selected for an
assignment are shown below:

Selection Criteria
I. Regist ration with the Securities and Exchange Commission (SEC)

under the Investment Advisors Act of 1940, or otherwise qualified
under Sec . 1-101.4 of the l1J inois Pension Code (40 ILCS 5/1 -
101.4).

0 Experience of the finn in the management of institutional
portfolios operated under prudent person standards. as well as
related investment management experience.

3. Quali fications and/or de pth of the profess ional Staff.

4. Soundness of the finn ' s investment philosophy and process.

5. The investment record of the finn and/or the finn ' s principals in
former assoc iations where that record is verifiable.

6. The adeq uacy of the finn ' s trad ing, bac k office, acco unting and
reporting, and client servicing capabilities .

7. Fees.

Using the above criteria establi shed by the Board of Trustees. the top f irms are selected
based upon the experience and qualifications of the finn's principals, the soundness of the
finn's investment philosophy and process. as well as the strength of the investment record
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and organization. SURS does not use any criteria that would be conside red a barrier to an
emerging investment manager such as a minimum number of years in business or a
minimum asset level under management. As a part of the selection process, SURS utilizes
its databases to ensure that qualified emerging investment managers are included in the
pool of eligible candidates . Once these top f irms are identified, the Staff genera lly prepares
and sends a standardized questionnaire to the firms, typically between five and twenty-five,
depending on the nature of the searc h. Following a review of the responses from interested
firms, the field of candidates is narrowed to a smaller list of the most highly qualified finns.
At this point, representatives from SURS Staff and Consultant separately meet with
representatives of each finn to obtain its own independent assessment of the finn's
capabilities. Following the interview with the selected finn(s), SURS Staff, in consu ltatio n
with the Consultant, recommends to the Board one or more investment managers for
engagement. Generally, the finalists appear before the Board to present their firms'
qualifications. The Board accepts or modifies the recommendation and makes the final
decision with respect to the engagement, if satisfied with the finn 's capabilities . Contrac ts
are then completed, and funding is supplied to commence the investment program.

Q uiet Period Polin-"
Purpose
The Quiet Period Policy is intended to establish guidelines by which Board
Members and Staff wiII communicate with prospective service providers during the
search process.

Policy O bjec tives
The objectives of the policy are to ensure that:

• Prospective serviee providers competing to become employed by SURS
have equal access to information regarding the search parameters;

• Communications related to the selection are consistent and accurate; and
• The process of selecting service providers is efficient, diligent, and fair.

Poli cy Guidelines
The following guidelines will be instituted during a search process for a servtce
provider:

• A quiet period will conunence upon Committee action (or Board action
if the selection is not initiated through a Com mittee) to authorize a
search for a service provider and end once a selection has been made by
the Board and accep ted by the service provider;

• Initiation, continuation and conclusion of the quiet period shall be
publicly communica ted to prevent inadvertent violations:

• All Board members, and Staff not directly involved in the search
process, shall refra in from comm unicating with service provider
candidates regarding any product or service related to the search offered
by the candidate throughout the quiet period and shall refrain from
accepting meals, travel, hotel, or other value from the candidates;

• Throughout the quiet period, if any Board mem ber is contacted by a
candidate, the Board member shall refer the candidate to SURS
Consultant or Staff directly involved in the search process;
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• All authority related to the search process shall be exercised solely by the

relevant Committee or Board as a whole. and not by individual Board
Members:

• All information related to the search process shall be communicated by
the SURS Consultant and Staff to the relevant Committee or Board as a
whole, and not to individual Board Members: and

• The quiet period does not preven t Board approved due diligence. client
conference attendance or communications with an existing service
provider that happ ens to be a candidate in the ordinary course of services
provided by such service provider; however, discussions related to the
pending selection shall be avoided during those activities.

• The provisions of this policy will apply to service provider candidates
throughout the quiet period and shall be communicated to candidates in
conjunction with any Request For Proposal or Request For Informatio n:

• A service provider may be disqualified from a search process for a
knowing violation of this policy.

In"C'stment :\Ianagc mcnt Agreements
Upon approva l by the Board for the hiring of an investmen t manager. an investment
management agreem ent and other related documents shall be executed prior to funding the
account. All investment management agreements will be in compli ance with the relevant
section(s) of the Illinois Compiled Statutes.

Inves tment Ma nager Evalua tion
An evaluation of each investment manager shall be conducted not less than annually. The
evaluation. at a minimum. will take into consideration the finn' s organization and
performance relative to an agreed upon benchmark as indicated in the individual investment
manager ' s guidelines. The evaluations will contain a formal recommendation from both
the Consultant and the StafT. The recommendation presented to the Trustees will generally
take one of the following four formats:

• Retention with additional funding
• Retention without additional funding
• Retention with a reduction in funding
• Termination

The Investment Manager Watch List (Section VIII) was developed as a tool to aid in the
evaluation of active, public markets investment managers. Watch list factors for
consideration are specified in Section VIII.

Generally, reasons for termination may include: changes in investment style and discipline,
changes in the finn (personnel. structure. or organizational fonn) which may detract from
future performance, changes in the total fund's investment guideli nes that eliminate the
need for the investment manager, repeated violations of established investment guidelines,
or a loss of confidence that the finn will add value or as evidenced by failure to perform
historica lly above their relative benchmark over a period of 3 to 5 years. A complete
discussion of the termination process is found in Section IX (Investment Manager
Termination Guidelines.)
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Performance Analvs is
Regarding performance. the primary measurement will be the investment manager's returns
(net of fees) vs. the relevant and agreed upon benchmark . Failure of an investment
manager to generate excess returns in a short period of time does not require that the
contract with the finn be termin ated. However, the finn' s returns must be within an
acceptable range . A secondary perform ance measure is the investment manager's return vs.
the return of a universe of investment manager returns whose styles are similar. Again, the
investment manager's returns must be within an acceptable range.

Stv le Analysis
Regarding conformance to style, the quarterly performance measurement will analyze the
portfolios of the active U.S. equity investment managers as well as the aggregate u.s.
equity portfolio and identify any significant deviations from the individual investment
managers' style benchmarks and the Dow Jones \Vilshire 5000 in the case of the aggregate.
Significant deviations may lead to the adjustments in asset allocations or to the replacement
of an investment manager whose portfo lio deviates significantly from the benchmark.

Im 'est ment Ma nager T ra nsitions
In the event of the need to transfer the management of the assets from one investment finn
to another, Staff will effect the change in as efficient and prudent a manner as possible.
The use of transition manager(s) 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 index fund, crossing securities with other institutional investors.
or a transfer of securities to another approved investment manager.

Board Reporting and l\lonitodng
After an investment manager is selected, the Staff and Consultant will regularly monitor the
investment manager' s results versus expectation s. The System's Staff and Consultant will
conduct periodic due diligence meetings with the outside organizations and provide the
Board with reports summarizing the assessments made. The Staff and Consultant are
responsible for reporting to the Board on any material events regarding an investment
manager, along with any recommendation for action to be taken.

Placement Fees
The System requires its investment managers to disclose any and all fees. commi ssions, or
payments of any type that have been or will be paid to any third party in connection with
the relationship with SURS.
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Fac tors for Considerat ion
The watch list is intended to address investment managers in the SURS investment program
with actively managed, public securities mandates that are not achieving desired results.
The following factor(s) could warrant an investment manager being placed on watch. Items
that are sub hulleted in lower case letters are the practical criteria used to define these
factors:

1) Investment Performance - Consistent shortfalls versus an agreed upon benchmark.
Also considered would be measurement against a relative peer group of investment
managers with similar investment styles
a) Over two consecutive quarters on a rolling 3 year period basis, investment manager

performance, net of fees, must he within 100 basis points of the stated benchmark or
capture more than 90% of the stated benchmark pcrfonnance.

2) Cha nge in O rganizat iona l Structure or Personnel - Significant change in personnel
or finn infrastructure
a) Key individualfs}ofan organizational depart.
b) Organizational ownership changes materially and negatively impacts finn

3) Clients/Assets under management - Significant loss of clients and/or assets under
management
a) Number of clients decreases so significantly as to increase finn viability concerns
b) Assets under management decrease significantly

4) Changes in Investment Stra tegy or Process - If an investment manager diverges from
the strategy andlor style originally hired to implement.
a) Investment process or strategy changes "materially" without the consent ofSURS
b) Changes to Investment Strategy result in investment manager investment style as

unacceptable, redundant, or inappropriate to SURS program by staff and/or
Consultant

5) Co mplia nce - Failure to comply with written instructions or requests related to
communications requested by the Board or staff
a) Pre arranged policies in the investment management agreement are not implemented

by investment manager
b) Direct. written instructions by Board or staff are not executed in timely manner

6) Significa nt cha nge in the active ri sk profile of the inves tment ma nager - This
includes factors such as changes in asset allocation and/or risk profile.
a) Risk profile! asset allocation significantly changes as a result of investment

manager's investment philosophy, style. or strategy
7) Brokerage G uide lines - Investment managers that do not comply with SURS' s

brokerage policy for four consecutive quarters will be considered for placement on
watch status

8) Other - SURS staff has the ability to include the investment manager on the watch list
should other significant circumstances arise that are not currently contemplated.
a) Operations - Finn level issues involving regulatory violations
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A review of investment managers on watch will be conducted on a regular basis. At least
quarterly, status calls and/or visits will be conducted with the investment manager.
Circumstances under which the Investment Committee may elect to terminate an
investment manager not on a watch list may also arise.

The watch list will be presented to the Investment Committee twice a year, at the June and
December meetings, reflecting investment performance for the periods ending in March and
September, respectively. When presenting Finns on the watch list, the investment staff will
identify factors causing investment managers to be placed on watch.

If the investment manager does not remedy the concerns of SURS, the following actions
may occur :

• Immediate termination of the investment manager. Any investment manager
termination will follow the guidelines set forth in Section IX of the SURS
Investment Policy, entitled. " Investment Manager Termination Guidelines."

• Initiate a plan for replacement of the investment manager.
• Reduce allocation of funds to the investment manager by an amount to be

determined by the Board with the recommendation of SURS staff and the
Consultant .

• Conduct an interview with the investment manager to determine whether investment
performance is explainable or if an upward trend in relative performance has
developed.

Investment managers placed on the watch list will receive written notification from SURS.
informing the investment manager of the issue and requesting a written explanation. TIle
written response from the investment manager should include an assessment of the alleged
event, an explanation of the cause of the event and what changes will or should be expected
to assure that the event will be resolved and/or not reoccur.

Remova l from ' Vatch list
An investment manager may be removed from the watch list at any time if staff becomes
satisfied that the concerns no longer apply and if confidence in future abili ty to deliver
investment performance is restored.

Factors warranting removal from watch list:
• Performance has materially improved to above benchmark and or above

investment manager median over a market cycle (defined as either 3 or 5 year
period)

• Organizational issues of concern have been resolved completely or significant
progress has been made to address SURS concerns

• Concerns with investment strategy, philosophy or active risk profile have been
resolved or significant progress has been made to address SURS concerns

• Assets under management stabilize or significantly increase to strengthen
viability of finn on an ongoing basis.

• Finn complies or is pending compliance with SURS policies
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IX. Investm ent Manager Termination Guidelines

Introductio n
From time to time it wi ll be necessary for the Sys tem to terminate a contractual relationship
with an investment manager and these actions must be viewed in the context of a fiduciary
decision. Due to the sensitivity of this issue, the Board has establi shed the following
guidelines to assist in making these termination decisions. In establishing these guidelines,
it is the Board ' s intention to assure all intere sted parties that deci sion s made in carrying out
these act ions occur in a full di sclosure environment characterized by objective eva luation
and proper documentation. TIle overriding con sideration with respect to all decisions is that
they shall be made solely in the best interest of plan participants and beneficiaries and
con sistent with other legal requ irements.

Clearly Defined O hjectins
Any action to terminate an investment manager should be based on one or more of the
following primary crite ria :

• signi ficant changes in finn ownership and /or structure.
• loss o f one or more key personnel,
• signi fican t loss of clients and/or assets under man agement.
• shifts in the firm' s philosophy or process,
• significant and persi sten t lack of responsiveness to client requests,
• changes in SURS' investment strategy eliminating the need for a particular style or

strategy,
• chronic viola tions ofSURS ' Investment Policy or Parameters,
• unsatisfactory investment performance,
• identifica tio n of a new asset class or approach which has been approved in advance by

the Board,
• a need for diversification of sty les within an existing asset class, or
• failure to satisfy legal requirements.

Th e Investment Manager Watch List (Section VIII ) was developed as a tool to aid in the
eva lua tion o f active, publ ic mark ets investment managers. Watch list fact ors for
considera tion are specified in Section VIII.

Prior to the termina tion deci sion, the primary and other relevant considerations shall be
identified and described. An evaluation covering the quantitat ive and qualitative issues to
be con sidered will be developed for each case and the relat ive importance of each
eva luation area will be determined . Documentation regarding any such action should
include. but is not limited to, the following item s:

• a full descrip tion of the reason for the action, including the specific elem ents serving as
the basis for the eval uation and identification of the relevant issues from the System' s
perspective,

• the assumptions made in the evaluat ion. if any,
• the results considered and/or qualitati ve issues upon which the action was based. and
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• an objective discussion of the risks. costs. and expected benefi ts is also to be included if
appropriate to the subject matter.

Proper Documentation and Full Disclosure
When reviewi ng the documentation regarding the termination of an external investment
service provider, the primary focus of the Investment Committee shall be on ensuring that
the Board will be able to satisfy any interested party that decis ions were well reasoned,
thoroughly considered, and prudent. Toward this end, the Chair and Committee members
will review the written supporting docum entation to ensure disclosure of all relevant issues.
In evaluating a termination decision, Staff, Consultant and the Committee should review
documentation to ensure that the evaluation process was fair and consistently applied .
Candidates for ter mi nation may, at the pleasure of the Committee or upon the
recommendation of StafT and Consultant, be asked to make a formal presentation to the
Staff and/or Committee prior to a termination decision. but any such meeting shall not be
permitted to delay any action the Board deems appropriate.
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x. Performance Measurement and Reporting

Performance'leasurcmcnt

Marketable Equitv. Fixed Income and Real Estate Portfolios
Time weighted returns. on a net-of-fees basis. will be calculated monthly by the Custodian
to measure the performance of the Fund and investment managers in comparison with the
Fund objectives. appropriate peer h'TOUPS of investment managers. and performance
benchmarks.

TIle results of the total fund. individual asset classes and investment managers are reported
to the Board members on a monthly basis.

Private Markets Portfolios
For private equity portfolios. internal rates of return will be calculated quarterly by the
Custodian. These returns will be used to measure performance of the portfolios in
comparison with the objectives of the fund and appropriate peer groups. Returns are
reported quarterly in arrears.

For direct real estate portfolios, internal rates of return will be calculated quarterly by the
Custodian to measure the performance of the portfolios in comparison with the objectives
of the fund and appropriate peer groups. Returns are reported quarterly in arrears.

Perfor ma nce Reporting

Monthly, the total fund return shall be compared with the market goal and public fund
universe for the current month. quarter; fiscal year: rolling 1. 3. 5 and Iff-year periods. The
Market Goal is a passive representation of the specific asset allocation strategy pursued (as
defined by the Strategic Policy Allocation) and is the most objective performance
evaluation metric to evaluate the perfonnance of the SURS Total Fund. The return of the
Market Goal is a weighted average calculation. multiplying each asset class' adjusted
strategic target weighting times the return of the asset class benchmark. as defined in
Section VI (Investment Manager Structure). Each individual asset class and investment
manager shall have their returns compared to relevant benchmark returns for the currcnt
month. quarter. fiscal year; rolling 1. 3. 5 and IO-year periods.

Quarterly. a detailed performance report will be prepared by the Consultant retained by the
Board. The report will include information on the total fund. individual asset classes and
investment managers. The report will be distributed to the Board of Trustees.

Annually, SURS Investment Staff in conjunction with the Consultant will prepare and
present a comprehensive review of the fiscal year results at the September Investment
Committee Meeting.
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Market Values
All investment values shall be revised not less frequently than quarterly to reflect the values
at which they could be sold. The fact that they may not be up for sale currently does not
affect the continuing need for market value revisions.

A description follows of the process for accomp lishing this for each category of
investments.

Marketable Securities (Publicly traded)
These constitute stocks. bonds, warrants, futures. options, etc. traded on the public
exchanges. The SURS custodial bank, which has access to prices for these securities,
establishes their market value.

Non-Marketable Traded Securities (Private Markets and Real Estate)
The investment manager has the responsibility for estimating and publishing the market
value of these investments. TIle valuation and appraisal methods used should be consistent
with current CFA Institute and industry standards.
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XI. Safeguard of Assets

• Qualification of Service Providers

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

• Asset Limits

Th ere 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 speci fic limit on the size of assets controlled or held in custody by
anyone firm within the asset allocation guidelines.

• Monitoring of Service Providers

There shall be cont inuous 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 o f assets from the firm .

• Authorization to Transfer Funds

Transfer of funds between accounts must be evidenced in writin g or conducted
elec tronicall y by an authorized Staff Member and be in compliance with the
custod ial bank ' s procedures. The following positions have been designated by the
Board to have such authorization : Execut ive Director. Chief Investment Officer,
Deputy Chief Investment Offi cer and Investment Executive Ass istant.

• Insurance Requirements

All investment managers shall be required to secure and maintain throughout the
tcnn of the investment management relationship with SURS insurance that satis fies
the requirements set forth below and that is provided by insurcr(s) rated A- or
better by A.M. Best & Company. Each investment manager shall be required to
provide to the Board: (i) a copy of the requis ite insurance policies upon initia tion of
the contract. (ii) an annua l certifi cation that the insurance requirements continue to
be satisfied. and (iii) evidence of continued satisfaction of the insurance
requirements upon request. \Vith the exception of the Manager Developmen t
Program, the minimum insurance required for each investment manager shall
include: (i) a bond protec ting SURS assets that meets the requirements of and that
is in the amount speci fied under ERISA and the regulations thereunder: (ii) errors
and omissions coverage in an amount equal to the greater of: a) 55 million or. b)
5% ofthe assets under management. up to $10 million of coverage. For investment
managers in the Manager Development Program. the minimum insurance required
for each investment manager shall include: (i) a bond protecting SURS assets that
meets the requi rements of and that is in the amount specified under ERISA and the
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regulations thereunder; (ii) errors and omissions coverage in an amount not less -,
than $ I million of coverage. The insurance shall protect SURS against losses from
the negligent acts, errors or omissions of the investment manager.

• Custodial Credit Risk

Pursuant to the 40 ILCS 5/15-166. the Board of Trustees has statutory authori ty 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 policy addresses how SURS will handle custod ial credit risk.

Credit risk is the risk that an issuer or other counter-party 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 counter-party to a transaction.
SURS would not be able to recover the value of deposits or investments in the
possession of an outside party. To minimize this risk. SURS takes the following
measures:

1. Performs due diligence for custody financial institutions and advisors with
which SURS wiII do business and appropriately documents business
relat ionships with these service providers.
Provides investment parameters for the investment vehicles detailed in the
specific investment manager 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 nominee>, or in a corporate depository or
federal book entry account system. For those deposits or investment assets
held outside of the custodian. SURS will follow the applicable regulatory
rules.

5. Requires the custodian to meet the following requirements:
• The custodian or its subcustodians will provide safekeeping of all

SURS securities in segregated accounts that reflect the holdings of
SURS; the custodian will not commingle SURS securities with the
custodian' s own securities.

• Monthly reports will be provided/made available by the custodian.

5 Registered 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 .
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XII. Permissible Investm ents

Listed below are the investments specifically permitted under this Investm en t Policy. They are
categorized as equity and fixed income to indicate how they are classified for purposes of the Po licy

Mix: 6

f.g uih- In w"itmenh:
• Commo n Stocks
• Preferred Stocks
• Convertible Preferred Stocks
• Convertible Bonds
• Exchange-Traded Funds (ETFs)
• Private Placement Investments
• Rule I44A Securities
• Commingled Private Equ ity Funds
• Directl y Owned Real Esta te
• Commingled Rea l Estate Funds
• Real Esta te Investment Trusts (REITs)
• American Depository Receipts (ADRs)

• Curren cies
• Covered Call and/ or Covered Put Options

• Warrants
• Forward contracts

• Futures
• Swaps

Fixed Incomc InH~!iitmcnts:

• Government Bonds
• Co rporate Bonds
• Convertible Bonds
• Inflation Indexed Bonds
• Residential and Com merc ial Mort gages
• Residential and Com mercial Mortgage Backed Securities
• Asset Backed Securit ies
• Commingled Fixed Income Funds
• Commercial Paper
• Short -term investments
• Money Market Funds
• Priva te Placement Residential and Commercial Mortgages
• Private Placement Debt
• Rule I44A Securities
• Forwa rd contracts

• Futures
• Covered Call and/or Covered Put Options
• Cash and Cash-Equiva lent Securities
• Money Market Funds
• Shon-Tenn Investment Funds (STIF)

• Swaps

6 Investments listed here are for general information purposes only. Each manager retained by the Board \\;11
be given specific instructions with regard 10 permissible investmentss relevant to their role in SURS '
investment process.
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• Leverage

Leverage used with any investment strategy will be consistent with the discipline
for which the Board hired the investment manager. Use of leverage will be
controlled as appropriate in the investment manager's investment guidel ines, and
will be subject to review by Staff, Consultant, and/or Investment Committee.

• Account Structure

Assets may be held in commingled funds and/or privately managed separate
accounts. Exposure through commingled funds shall be evaluated on a case
specific basis through analysis of the fund 's "offering document." Upon review
by the Staff and Consultant, and approval by the Board, the "offering document"
becomes the specific investment guidelines for that allocation.

• Quality and Diversification Standards

All investments made shall be subject to the quality and diversification standards
established by the llIinois Pension Code [40 ILCS 5].

• Investment Authorization

No investment or action pursuant to an investment may be taken unless permitted
by this Policy or the investment manager' s guidelines. Exceptions may be made
subject to prior review by and express written authorization from the Investment
Staff and Consultant. In the event that any exception is discovered which has not
been specifically authorized, the StafT will immediately provide to the Board a
deta iled explanation of the exception and action being taken to remedy the
situation.

• Mini-Tenders

This guideline applies to all investment managers of SURS. It should be
considered as an integral part of the investment guidelines applicable to the
investment manager.

This guideline applies to tender offers that are exempt from registration
requirements imposed by the U.S. Securities and Exchange Commission (such
tender offers arc generally known as "mini-tenders"; currently where the total
amount of the tender offer is limited to five percent (5%) or less of the outstanding
shares of the issuer).
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Investment managers may tender shares owned by SURS only upon the following
terms and conditions:

1. The securities involved in the tender are publicly traded, and the issuer of
the shares and the entity making the tender otTer are the same, OR

2. The otTeror must be included on the List of Approved Counterpartics.

3. The investment manager provi des three (3) days' advance written notice to
SURS that it is going to tender shares pursuant to a mini-tender offer,"

4. Each notice must be in writing and must include the following information:

a. The identity of the offeror and what due diligence has been
performed by the investment manager to satisfy itself as to the
creditworthiness of the offeror.

h. The identity of the transfer or recervmg agent. whether or not the
transfer or receiving agent is affili ated with the offeror. and what due
diligence has been perfonned by the investment manager to satisfy itself
as to the creditworthiness of the transfer agent.

e. The expiration date of the offer, the deadline for settlement of the
tender. and whether the terms of the tender offer permit the offeree to
revoke the tender if payment is not received by the settlement deadline.

d. Whether securities tendered on behalf of SURS will be maintained in
trust or escrow pending receipt of payment for the securities, or the
other protections that will be in place to ensure the safekeeping of
SURS' securities pending receipt of payment.

7The sole purpose of the notice requirement is for the investment manager to confirm that it has conducted
due diligence adequate 10 protect the SURS assets involved in the mini-tender . and SURS does. nor assume
responsibility for such due diligence or for the investment decision . The investment manager shall retain full
fiducial)' responsibility for the investment decision. including a determinat ion that a dec is ion to lender St,'RS '
securities under the terms and circumstances involved in the mini-tender is prudent. is protective of SURS '
assets. and is otherwise in accordance with the investment manager' s fiduciary duties 10 SURS. which
determinations may involve due diligence and consideration of factors beyond those outlined in this sec tion 3.
in the investment manager' s sole discre tion
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XIV, Corporate Governance

A. Proxy Voting Guidel ines

I) Domestic Shares.

A proxy voting service, pursuant to a contract with SURS, will vote the
proxies of domestic shares according to the proxy voting service' s proxy
voting guidelines, as customized for SURS and approved by the SURS
Board. All proxy votes not specifically addressed by the proxy voting
service 's approved proxy voting guidelines will be voted consistently with
the Council of Institutional Investors' Corporate Governance Policy. Proxy
votes not addressed by either of the above standards will be voted for the
exclusive benefit of System participants and beneficiaries, generall y in favor
of enhancing shareholders' long-term value. TIle proxy voting service shall
provide to SURS regular reports of proxy voting activity. pursuant to the
terms of a contract with SURS.

2) Non-Domestic Shares.

Investment managers sha ll vote the proxies of non-domestic shares under
their discreti on and report the result s of those votes not less than annually.
Proxies shall be voted for the exclusive benefit of System participants and
beneficiaries. In general, proxies should be voted in favor of enhancing
shareholders' long-term value.

As a general rule, votes that fall within the context of Routine and Non
Routine Matters should be made in accordance with the following
guidel ines:

• Routine Matters: Routine proxy proposals may be voted in
support of company proposals unless doing so would be contrary
to the interests of the shareholders. Routine matters inelude the
following, unless a proxy contest is being waged with respec t to
such matter, in which case it becomes Non-Routine:
o Election of directors:
o Selection of auditors;
o Corpo rate name change:
o Amendment of Articles of Incorporation that are required to

comply with federal or state regulation; and
o Change in the date, time or location of annual meeting.

• Non-Routine Matters: Non-Routine proposals should be
carefully analyzed and considered on a case-by-case basis. Non
Routi ne proposals that do not eliminate the rights of shareholders,
unreasonably dilute or impair the status of securities held, or
impair ownership status of the securities may be voted with
management. Non-Routine proposals that would or might impair
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the economic interests of shareholders should be voted against
management.

Reporting: Investment managers shall report the results of their votes at
least annually. The report shall contain at a minimum the name of the
corporation. a brief description of the proposal, the vote cast, and
whether the vote cast was with or against management.

B. Secur ities Litigation Policy

I) Identification Of Poten tial C laims
a) In order to weigh the costs and benefits of the various alternatives as

specified below, SURS StatT will identify potenti al claims by
determining if it bought or sold the securities of a company during
applicable periods.

b) SURS Staff will regularly match the SURS portfo lios against reports of
securities litigation cases obtained from Consultants. law firms engaged
for securities litigation, and from other sources deemed reliable by Staff
such as the Stanford Class Action Clearinghouse and the Council of
Institutional Investors.

c) 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.

2) Evaluation Of Poten tial C laims
a) If SURS bought or sold securities during an applicable period. evaluation

of the alternatives available will be begin with an initial assessment of
the size of the potential claim.

b) Where a potential loss is less than $ 1 million, further action will
ordinari ly be limited to monitoring as specified in Part 3 below to ensure
that class member claims are tiled if and when there is a right to do so,
unless there are extenuating circumstances that warrant further
consideration by Staff and the Board ofTrustees

c) wh ere the potential loss is greater than 5 1 million. the alternative
courses of action available shall be identified by the Staff. Alternatives
will likely include several different courses of act ion. such as:

i) Monitoring the course of a class action suit and filing a claim at the
end to participate in a class paymen t.

ii) Monitoring the course of a class action suit. but objecting '0a
proposed sett lement if there are reasons to object.

iii) Seeki ng to control a class action by seeking designation as lead
plaintiff, either singly or with others.

iv) Opting out of a class action suit and filing a separate suit. either
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singly or with others.

d) The relative merits of each alternative will be weighed and considered by
Staff.

e) Staff will make a recommendation to the Executive Committee of any
course of action beyond participating in the litigatio n as a passive
member of the class. The Executive Committee will have the authori ty
to appro ve any course of action beyond monitoring the case. If the
Executive Committee approves active part icipation 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 executive director.

3) Monitor ing
a) The Staff will utilize the services of the system's custodian, as well as

the services of any consultants with expertise in this area chosen by
Staff, 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 Conunittee 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 executive director.

4) Lega l Action
a) Where the Executive Committee has determined under Part 2 that the

interests of the System will be best served by seeking designation as lead
plaintiff or by opting out of a class action, Staff will choose appropriate
counsel from the approved list determined under Part 5 and will
negot iate a fee agreement. If the Staff dctcnni nes that appropriate
counsel is a finn not on the approved list, the recommendation of such
finn shall be made to, and approved by, the Executive Committee.

b) Any legal action authorized or taken shall be reported to the Board of
Trustees, who shall also be provided period ic updates on the status of
such actions.

5) Approved Law Firms
a) SURS Staff will interview and select, through a request for proposal

process, a roster of no more than five qualified securities litigation firms.
This roster will constitute SURS' "approved list".

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

The State Univers ities Retirement System of Illinois (SURS) is committed to providing
opportunities for emerging investment managers and broker/dealers. SURS has taken and
is cont inuing to take important and appropriate actions to provide increased opportunities
for emerging investment managers. as well as minority-owned investment managers that
have advanced beyond the statutory definition of emerging investment managers.! This
program has been and will continue to be important to the SURS Board of Trustees and has
received the high est priority. In determining the status of a busine ss enterprise. SURS will
use the definitions found in the Business Enterprise for Minorities. Females. and Persons
with Disabilities Act. 30 ILCS 57512(A) , (B).

The Illinoi s Pension Code, in 40 ILCS 511 -109 .1. encourages the trustees of the System 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 .my barriers to the full participation of emerging investment managers in
investment opportunities afforded by the System.

SURS Board of Trustees adopted the following reso lution in 1992 to seek increased
participation by emerging investment managers and brokers for SURS investment program.
The Trustees reaffirmed the resolution in 200 1.

WH ER EAS
SURS is a publ ic retirement sys tem with a mandat e to invest prudently for the best total
return subject to reasonab le risks, and

WH EREAS
SURS investment strategy. established by the Board, is designed to achieve excellent long
term results through a well-diversified. mul ti-asset structure. Investment service providers
arc engaged to implement the Board' s strategy. and

WH EREAS
SURS as a public agency with a diverse membership aspires to assure reasonable access to
SURS servi ce provider rela tionships to minority and women-owned firms. and

WHEREAS
The availability of qualifi ed minority and women-owned firms is not a banier to their
utilization,

8 The phrase "emerg ing investment manager" is used throughout the text of this document. Effec tive August
13. 1007, P.A. 95-83 repealed 40 ILCS 5/15-167.3. As a result the current definition applicable to SURS is
found in.w ILCS 5/1· 109.1(4) and is defined a" "a qualified investment advi ser that manages an investment
ponfolio ofat lea..t 10.000.000 but less than $1.000.000.000 and is a ' minority own ed business' or ' female
0 \\,'000 business' as those terms are defined in the Business Enterprise for Minorit ies, Females, and Persons
with Disabili ties Act: '
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THEREFO RE
IT SHALL BE THE POLICY OF TH E SURS BOARD

To seck to achieve a goal of increased participation of minority and women-owned business
enterprises as investment managers of SURS actively managed assets.

To seck to achieve a goal of increased participation of minority and women-owned business
enterprises as brokers for security trading ofSURS assets.

To request an annual report from each of SURS investment managers regarding its use of
minority and women-owned business enterpri ses as brokers, as well as a report on its work
force utilization of the same.

To provide annually to its membership a report of SURS goals and progress toward those
goals for utilization of minority and wome n-owned business enterprises.

A. Goals for Utilization of Minority-Owned and " 'omen-Owned In vestment
Management Firms

It is the goal of the Board that, subject to its fiduciary responsibility, 15% of total
investment assets be managed by emerging investment managers and minor ity
owned and women-owned investment managers. Th is goal shall be reviewed
annually. SURS strives, on an ongoing basis, to improve and increase its
relationships with and use of emergi ng, minority-owned and women-owned
investment managers and broker/dealers.

It is also the goal of the Board that, subject to its fiduciary responsibility, the use of
emerging, minority-owned and women-owned investment managers be significant
in each of the broad asset classes in which SURS is invested and not concentrated in
any particular asset class. The table below identifies utilization goals for each of the
four major asset classes. While these objectives may not be immediately achieved,
the desire is to show meaningful progress toward these goals over time. These goals
shall be reviewed annually .

Asset Class ~
Total Fund 15%

U.S. Ecuit v 25%
Non-U.S. Ecuitv 10%

Fixed Income 10%
Alternative Investments 10% of new allocations

Page 35



Investment Policy
September 1008

S:U R 5

B. Minorih--Owned and '''omen·Owned Broker/Oealer Usage Polic\-

The Board of Trustees of the State Universities Retirement System has an
established policy that seeks increased participation of emerging. minority-owned
and women-owned investment management finns. As part of this policy, the Board
also adopts minimum expectations for the use of minority-owned and women
owned broker/dealers by the System 's investment managers.

The minimum expectations are established based on the asset class in which the
investment manager invests.

Dom estic Equity Separate Accounts including Real Estate Investment Trust
Secur ities (REITS)
Subject to best execution. active domestic equity investment managers for SURS are
required to direct 25% of the total eligible commission dollars to minority-owned
and women-owned broker/dealers. Trades executed using electronic trading
platfonn s are excluded from the 25% requirement.

Str uctured Active U.S. Equity Separate Acco unts
Subject to best execut ion, structured active U.S. equity investment managers for
SURS arc required to direct 10% of the total eligible commission dollars or eligible
trading volume to minority-owned and women-owned broke r/dealers. Trades
executed using electronic trading plat forms arc excluded from the 10% requirement.

Non-U. S. Equity Separ ate Accoun ts
Subject to best execution, Non-U.S. equity investment managers for SURS are
required to direct 10% of the total eligible commission dollars to minority-owned
and women-owned broker/dealers. Trades executed using electronic trading
platforms arc excluded from the 10% requirement.

G lobal Equity Separate Accounts includi ng Rea l Esta te Investment Trust
Securit ies (REITS)
Subject to best execution, global equity investment managers for SURS are required
to direct 17.5% of the total eligible commission dollars to minority-owned and
women-owned broker/dealers. Trades executed using electronic trading platforms
arc excluded from the 17.5% requirement.

Ftxed Income Separate Accounts
Effective July I, 2008, subject to best execution. fixed income investment managers
for SURS are required to direct 20% of eligible fixed income trading volume to
minority. and women-owned broker/dealers. Trades executed using electronic
trading platforms are excluded from the minim um trading requirements.

Reporting Guide lines
Each investment manager will submit a compliance report within 30 days after
March 3 1. June 30. September 30 and December 31 of each year. Reporting " i ll be
monitored over a rolling twelve-month period.
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Conseq uences of Non-Co mpliance
SURS continuously monitors investment managers ' compliance with this po licy and
has established a series of consequences for those investment managers who
continually fail to meet expectations. The investment managers are expected to
achieve the desired levels over rolli ng twelve-month periods. The followi ng steps
will occur if the investment manager continu es to fall short of expectat ions:

I) A follow-up letter will be distributed to the investmen t manager not
achieving the minimum level of minori ty-owned and women-owned
broker/dealer usage. The investment manager will be reminded of the usage
expected by SURS. Currently, as stated in the Annual Report to the
Governor and General Assembly on the Use of Emerging Investment
Managers, prepared as required in Public Act 87- J265, a letter is distributed
to all of the investment managers on an annual basis listing the level of
expectations.

2) Not achieving the desired level of minori ty-owned and women-owned
broker/dealer usage will be noted in the annual investment manager review
present ed to the SURS Board of Trustees. Thi s could impact the evaluation
ranking provid ed to the finn .

3) SURS StafT will conduct a meeting with the investment manager to discuss
the reasons for not achieving the desired level of trading.

4) Investmen t managers not achieving the expected levels of broker/dealer
usage may be subj ect to a moratorium on additional funding.

5) If an investment manager fails to comp ly with the request, they may be
invited to appear before the SURS Board of Trustees to explain why they are
unable to achieve the desired level of trading.

6) The investment manager may be placed on the Investment Manager Watch
List in accordance with section VIII of this policy.

C. l\'l anager Development Program

Ob jectives an d Goals
The State Universities Ret irement System (SURS ) has implemented the Manager
Development Program (MOP) in its proactive efforts to ass ist in the development of
emerging investment management fi rrns. The Manager Development Program is an
internally managed program that is administered by SURS Staff.

The primary goal of the MOP is identifying highly successful, emerging. minority
owned and women-owned investment managers that can then be awarded larger
allocations and integrated into the larger, actively managed portfolio when openings
occur or a need is identified.

The performance objective of the MOP is to seek annualized investment returns. net
of investment management fees. in excess o f the market goal for I, 3, 5, and 10 year
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periods . While indivi dua l investment managers may underperfonn in any given
year, the diversification within the program should limit the und erperfonnance at
the program level.

Benchmar ks
The Manager Development Program consis ts of three broad compon ents. each of
wh ich is measured by a relevant benchmark. Within the domestic equ ity
component, the act ive portfolio and the passive portfolio are measured by separate
benchmarks. The table below identifies the benchmark for each program
component. Individual investment manager benchmarks are identified in the
investment guidelines for each investment manager.

~ Benchmark
Overall Program Custom - based on the benchmarks of the

underlvinu MOP com ponents
U.S. Equ ity - Act ive Component Custom - based on the benchmarks of the

underlvinu investment rnanauers
U.S. Equity - Passive Com ponent S&P 500 Index

Fixed Income Lehman Auereuate Index
Non-U.S. Eauitv MSCI EAFE Index

Sea rch and Select ion Process
For searches affilia ted with the SU RS Manager Development Program (MOP), the
Investment StafT conduct s the search process with the Consultant providing an
independent evaluation of the program annually. The criteria used to determine the
minimum qualifications of firms to be selected for an assignment are the same as the
criteri a generally applicable to investment manager selection, and are shown in the
table that follows :

Selection Cr ite r ia
I- Reg istration with the Securities and Exchange Commission (SEC)

under the Investment Advisors Act of 1940, or otherwise qualified
under Sec. 1-10 1-4 of the Illinois Pension Code (40 ILCS 5/ 1-
101.4).

2. Experience of the finn in the management of institutional
portfo lios operated under prud ent person standards. as well as
related investment management experi ence.

3. Qualification s and/or de pth o f the professional Staff

4 . Soundnes s of the finn ' s investmen t philosophy and process.

5. The investment record of the finn andlor the finn's principals in
fonner associations where that record is verifiable.
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6. The adequacy of the firm' s trading, back office, account ing and

reporting, and client servicing capabilities.

7. Fees.

Using the above criteria established by the Board of Trustees, the top firms are
selected based upon the experience and qualifications of the firm's principals, the
soundness of the firm' s investment philosophy and process, as well as the strength
of the investment record and organization. SURS does not use any criteria that
would be considered a barrier to an emerging investment manager such as a
minimum number of years in business or a minimum asset level under management.
As a part of the selection process, SURS utilizes its databases to ensure that
qualified emerging investment managers are included in the pool of eligible
candidates. Once these top firms are identifi ed, the Staff generally prepa res and
sends a standardized questiormaire to the firms, typically between five and twenty
five, depending on the nature of the search. Following a review of the responses
from interested firms, the field of candidates is narrowed to a smaller list of the most
highly qualified firms. At this point, representatives from SURS Staff meet with
representatives of each firm to obtain its own independent assessment of the finn' s
capabilities. Following the interview with the selected finn(s}, SURS Staff, in
consultation with the Consultant. recomm ends to the Investment Committee of the
Board one or more investment managers for engagement. The Investment
Committee accepts or mod ifies the recommendation and makes the final decision
with respect to the engagement, if satisfied with the finn 's capabilities . Upon
selection, the investment management agreement and other related documents shall
be executed prior to funding the account. All investment management agreements
will be in compliance with the relevant scction(s) of the Illinois Compiled Statutes.

In vestment Manager Evalua t ion
Investment managers in the MDP program will be evaluated in the same manner as
that set forth in Section VII (Investment Manager Selection and Retention).
Termination decisions will follow the guidelines set forth in Section IX (Investment
Manager Termination Guidelines). An evaluat ion of each investment manager shall
be conducted not less than annually.

Author itv to Hire/Retainrrerminatc 1l1\'cstmc nt Mana gers
The MDP is an internally managed program. As such, SURS Staff has the
responsibility to identify , recruit, monitor and oversee MDP investment managers.
SURS Staff will make recommendat ions on the selection, retention and termination
of MDP investment managers, but the Board (acting through its Investment
Committee) reserves the ultimate authority with respect to all investment manager
hiring, retention and terminat ion decisions. The SURS Staff has the responsibility
to implement the Board decisions through negotiation. execution and enforcement
of the investment management agreement and guidelines. All investment
management agreements and amendments thereto must be executed by the
Executive Director. In the event that termination of an investment manager is
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warranted under the Investment Manager Termination Guidelines. and prompt
termination of the investment manager is necessary to protect and preserve System
assets, SURS Staff may. with the prior approval of the Executive Director, terminate
the investment manager prior to Board action. The Board shall be promptly notified
of the deci sion to termi nate the investment manager, and the dec ision shall bc
presented to the Investment Committee for ratification at its next meeting.

Retention and termi nation decisions will be fully documented and wi ll include a full
description of the reason for the act ion, including the speci fic elements serving as
the basis for the evaluation and identification of the relevant issues from the
System ' s perspective.

SURS StafT has the authority to rebal ance betw een MDP investment managers in
order to maintain target allocations and style neutrality in each compon ent of the
MDP. StafT will report the results of rebalancing activity to the Investment
Committee at the next regular Investment Committee meeting.

Ad,·anc cm ent fr om MDP
The following factors are considered in determining when an investment manager
sho uld he advanced from the Manager Development Program into the larger SURS
portfolio :

• Stability in Organization
• Growth in Assets under Management
• Confidence in Investment Process
• Strong Investment Performance

In addition to the factors mentioned abov e. the needs of the overall SURS investment
program will he considered.
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XVI. Predatory Lending

SURS will comply with Public Act 95-52 1.
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