COMMONWEALTH OF PENNSYLVANIA |
STATE EMPLOYEES’ RETIREMENT SYSTEM

‘sErs #4018 ~Olg/

MANAGEMENT AGREEMENT FOR REAL ASSET
PORTFOLIO MANAGEMENT IN PUBLICLY TRADED MASTER LIMITED PARTNERSHIP
AND RELATED SECURITIES

This Agreement made as of A%er I /6 , 201\_5 by and between the COMMONWEALTH_OF

‘ PENNSYLVANIA STATE EMPLOYEES’ RETIREMENT SYSTEM (herein “SERS™) and Kayne
Anderson Capital Advisors LP.,a California limited partnership, wlth its principal office and place of
business at 1800 Avenue of the . Stars, Third Floor, Los Angeles, California 90067 (herein
MANAGER”),

 WITNESSETH:

WHEREAS, pursuant to Title 71, Sections 5101;vet seq. of the Pennsylvania Consolidated
Statutes (the “Retirement Code™) and specifically Section 5931(a) thereof, SERS’ Board has exclusive
control -and management of the Pennsylvama State Employees Retirement Fund (herein the “Fund”),

with full power to invest the same, subject to terms and conditions 1mposed by law and

WHEREAS, phrsuant to Section 5902(b) of the Retirement Code, SERS’ Board has authority to -

contract for such professional services as it deems advisable in order to fulfill its duties; and

WHEREAS, MANAGER desires to be engaged to invest certain of the Fund’s assets and

thereby establish and manage a real asset portfolio in publically traded master limited partnership and

related securities for and on behalf of SERS; and

WHEREAS, MANAGER possesses and will. employ, in a ﬁduc1ary capacrty, professronal
v knowledge exper1ence and expertrse in real asset portfoho management in publlcally traded master

limited partnership securities, and investment matters generally, to preserve and venhance the financial

integrity of the Fund;




NOW, THEREFORE, in. consideration _'of the foregoing recitals which are incorporated herein,
and for other good “and va_luab‘le conisideration, the receipt and sufficiency of which are hereby

acknowledged, and intending to be bound hereby, the parties hereto agree as follows:. -

1. Engagement. SERS hereby engage:\s MANAGER and MANAGER‘ hereby accepts
SERS’ engagement to serve as an investment advisor and‘ manager for and on behalf of SERS with
respect to Fund assets allocated to MANAGER, and to invest and reinvest such assets for and on behalf
of SERS consistent with the terms of this Agreement and such other pol1cres and directives as may be

communicated in writing to MANAGER from time to time.

2. SERS Policies and Guidelines. MANAGER shall abide by SERS’ Statement of

Investment Pollcy and Investment Strategy Statement attached hereto and incorporated herein as _

Exhibits A and B, respectively. SERS may retltle, -amend or supplement its Statement of Inv.estment
| Policy from time to time in its. sole discretion upon written notice thereof to MANAGER. The lnveStment
Strategy Statement may. be amended from time to time upon the mutual written consent of SERS and
MANAGER. Upon any such amendment, Exhibit A or Exhibit B, as applicable, shall be replaced by the
amended document and a copy shall be sent to MANAGER pursuant to Section 19 of this Agreement.

3. MANAGER’s Services. MANAGER shall purchase, sell and exchange authorized
securities and generally act as investment advisor and manager for and on behalf of SERS, as limited by
law, for Fund assets allocated to MANAGER, provided, however, that SERS in its'sole (liscretion may
suspend MANAGER’s execution, trading and other act1v1t1es for SERS” account at any time by written

not1ce transmitted pursuant to Section 19 of this Agreement. In performing services hereunder:

(a)  Power and Authority. MANAGER shall have full power and authority on behalf of

SERS to: (i) make vpurchases and sales of securities or other property consistent with SERS’ policies and

- guidelines in Exhibits A and B; (ii) exercise or abstain from exer0151ng any option warrant, privilege or
right wrth respect to the assets; (iii) issue orders for, or make purchases or sales of securities or other

property directly with a broker dealer or other person; and (iv) in connection with the assets, take any

other action and exercise any power or authority reasonably necessary in carrying out the investment -

act1V1t1es authorized by SERS.

Page 2 of 16




by Involvement with Brokers and Dedlers.. In the performance of MANAGER’S services,r
MANAGER shall execute investment decisions through brokers and dealers.of its choice with a view to
- -insuring that such ‘brokers and dealers complete the transactions in a manner most favorable to SERS.
. MANAGER may utilize the execution, clearing and settlement services of a broker or dealer who is an- :
Affiliate, provided that- MANAGER has first obta1ned the approval of SERS For purposes of this

Agreement an “Affiliate” shall be any Person controllrng, controlled by or under common control with

MANAGER.‘ “Person” shall mean an 1nd1v1dual partnershrp (general, llmrted or limited liability), a ~ |

corporation, a limited llablhty company, an association, a joint stock company, a trust, a joint venture, an
’unincorporated organization or any other entity. MANAGER shall favor Pennsylvania-domiciled brokers
and dealers in the performance of such activities whenever MANAGER can do so in a manner consistent
with SERS’ Statement of Investment Pohcy MANAGER shall prov1de complete and t1mely disclosure
' of any introducing broker relatlonshrp by written notlce to SERS. Notw1thstand1ng the foregomg, )
upon SERS’. wrltten request MANAGER -shall use its best efforts to execute a percentage -of SERS’
trades through directed brokers in a manner cons1stent with Exhibit A and (ii) SERS reserves the rlght to

.selectlvely limit trading with brokerage ﬁrms |

(¢) . Registration of Securities. MANAGER, when purchasing securities for' SERS, shall
cooperate with the Custodian in the appropriate registration of such securities. When used in this
Agreement, the term “Custodian” refers to the State Treasurer the State Treasurer’s subcustodian, and
agents of the State Treasurer’s subcustodian The 1dent1ty and address of the State Treasurer s

subcustodian shall be furnlshed to MANAGER by SERS.

(d) - Meeting Attendance. MANAGER shall attend SERS’ Board meetings as SERS shall
reasonably request to apprise SERS' of its investment activities. MANAGER shall also attend special

meetings and attend or conduct investment seminars when reasonably requested by SERS.

' (e) Reports MANAGER shall fumlsh to SERS, or others as SERS shall more specrﬁcally
dlrect in writing hereafter, perrodlc reports on the status, composition, and performance of the assets
managed by MANAGER. MANAGER shall also cause to be forwarded_ to the State Treasurer’s .
subcustodian, an(l upon request to the State Treasurer, copies of all trade confirmations promptly after

execution of transactions for SERS’ account.
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(f).  Information to be F ur‘nished..’. MANAGER shall _furnish to SERS upon request
information concerning assets and asSet clas_ses in which MANAGER will invest for and on behalf of
SERS, including, inter alia, identification of purchase or sale vopportunities and an overview of specific
market conditions. . o | .

(2) C’omphance wzth Laws MANAGER’s conduct and actions for and on behalf of SERS v
shall be in compliance at all times with federal and state securities laws and regulatlons and all other
applicable laws and regulations, 1nclud1ng but not limited to those relating to the licensing of_ its
personnel. MANAGER shall comply,.upon the effective date, with the United ‘States Securities and
vach’ange Comrnission (F“SEC”) Rule 206(4)- 5 (the “Rule”) including, but not limited to recordkeeping
of Contributions as requlred by the Rule Manager shall annually provide SERS’ Chlef Counsel with a
report of all Contributions made by an Applicable Party to an Official of a Pennsylvania Government

entrty (as such capitalrzed terms are defined in the Rule).

~(h) A/IANAGER s Investments Jor Own Account. Except to the eXtent prohibited by the
Employee Retirement Income Securrty Act of 1974 (“ERISA”), MANAGER, its Affiliates, and their
respective partners, directors officers, and employees shall be perm1tted to buy, sell or trade in any
securities for its or their own account or accounts, pursuant to MANAGER’s policy on employee trading
included in its Code of Ethics dated January 2013 (a copy of which is attached hereto as Exhibit E and . .
made a part hereof); provided, however, that none of MANAGER, itst‘fﬁliates, or their respective
partners, directors, officers, or employees, subject to any applicable exemptions set forth in .the
aforéementioned policy on employee trading, shall be permitted to buy, sell or trade in .any securities held
for SERS’ account within less than five (5) busrness days before or less than one (l) business day after
the date such secur1t1es were bought sold or traded by MANAGER for SERS’ account. - Any
amendments to the aforesaid policy shall be promptly prov1ded to SERS. MANAGER shall have no
obligation to acquire on behalf of SERS a posmon in any investment which MANAGER, its Afﬁhates or
their respective partners, officers, or employees may acquire for its or their own account if in the sole
d1scretlon of MANAGER 1t is not feasible or in the best interests of SERS to.acquire a position in such |

) 1nvestment

Q)  Class Actzons MANAGER shall notify SERS within ﬁve (5) business days of its rece1pt
of a Notice of Pending Class Action or Notice of Class Action Settlement in which SERS is or may be
eligible to participate. With regard to Notices of Class Action Settlement, MANAGER shall also provide
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the appropriate class action Claims Administrator with‘contact information for the Custodian or such
other party. as SERS may desrgnate from time to time, to enable such Clalms Administrator to send any

apphcable materials directly to the Custodian. ‘ ~

KO ERISA Limitations References n subsectlon (h) to restrictions or limitations on
MANAGER’S conduct 1mposed by ERISA shall be apphed to MANAGER’s conduct under this '
Agreement w1thout regard to the. general applicability of ERISA to the Fund.

k) Other Contracts To the extent it is necessary for contracts to be srgned by SERS
' (whether signed directly by SERS or by MANAGER on behalf of SERS) pursuant to this Agreement
MANAGER acknowledges that such’ contracts must be approved in advance by all Commonwealth .
| entities whose approvals are required in accordance with the Commonwealth of Pennsylvania’s contract

approval process

4. Standard of Performdnce. . MANAGER shall perform investment advisor and

management services under this Agreement subject to the exercise of that degree of judgment and care
under the circumstances then .prevailing_ which persons of prudence, discretion, intelligence and
.investment expertise who are familiar with such matters e)rercise in the management of their own affairs,
not in regard to speculation but in regard to the perman'ent disposition of their fnnds, considering the

probable income to be derived therefrom as well as the probable safety of their capital.

5. ' Cornpensation.
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6. Due Diligence Visits. MANAGER shall reimburse SERS for its reasonable and actual

 travel expenses, if any, not to exceed $5,000 per year, in connectlon ‘with visits by SERS personnel to o

" ‘conduct due dlllgence reviews of the services performed or to be performed by MANAGER under thlS.

Agreement Any amount relmbursed for such due d111gence visits shall not affect or increase or decrease
. the compensation to be paid by SERS to MANAGER as computed in Exhibit C of this Agreement.
Reimbursable expenses shall include travel-related expenses incurred in accordance with - the

Commonwealth Management Directive 230.10, as revised, or SERS Travel Pohcy, as adopted.

7. - MANAGER’s Insurance. MANAGER represents and' warrants that the insurance

coverage submitted to SERS prior to execution of this Agreement 1s in full force.and effect and is
unmodiﬁed and that such representation and warranty will survive.execution of this Agreement.
MANAGER shall maintain such insurance coverage, at a minfmum in effect throughout the term of this
Agreement MANAGER shall submit ev1dence of continued coverage as mutually agreed upon by SERS
and MANAGER.

MANAGER shall be expected to comply with such procedures and requirements relating to insurance

arid bond coverage for the protection of SERS and the Fund as SERS may convey to MANAGER in

wr1t1ng SERS may require changes to insurance coverage and bonding as it deems appropriate for the

protection of SERS-and the Fund by giving wrltten notice of such changes to MANAGER at least thirty

(30) days in advance of the effective date of such changes

8. Representations of MANAGER
(a) - General Representations. MANAGER represents, Warrants, confirms and agrees that:

@) it is a “fiduciary” with respect to SERS and the Fund as that térm is defined in
Section 3(21)(A) of ERISA, and is not subject to any of the disqualifications described in Section 411 of
ERISA, irrespective of the scope of ERISA application to the Fund;

(i) (A) it is duly reglstered and in good standmg as an’ 1nvestment adviser under the
Investment Advisers Act of 1940 as amended, and shall maintain such registration in good standing at all
times during the term hereof; (B) it shall tlmely furnish to SERS a complete and legrble copy of Parts I

and II of its current Form ADV filed with the Unrted States Securities and Exchange Commission

Page 6 of 16




(“SEC”) pursuant to Section 203(c) of the Iﬁvestmen_'t Advisers Act of 1940, as aménded; >(C) through'oﬁt_
the term hereof, it shall make any ﬁlihgs ahd'pay any'fees requiréd by the’Penns.yl\‘fania Securities Act of ’
1972, as amended (the “1972 Act”);' and (D) any 'invéstment advisor represerifative_: _émployed by or
associated with it who has a place of bu‘sinesAs in Pe‘nr_is__ylvahia and who at any time during the term
hereof is providing services to SERS -pursuérif to this Agreement shall be duly registered and in good
standing with the Penhsylvanié Securities. Commission' in accdr_danC'e_ with, and.as may be required by,
the 1972 Acf; and v v o | | » | ‘
(iii) it has subs'tantiél experienqe and experti'sevmaking and managing the investments
~ contemplated by this Agreement. - o ' | S '
(b) Evidence of Authority. MANAGER S_hail furnish SERS as féquested, but in any evént no‘
less than annually, with certified resolutions or othér,appropriate documentation evidencing thé authority

of its partners, officers, Afﬁl‘iétés and employees to act on behalf of MANAGER.

(©) Reaffirmation. MANAGER hereby reaffirms the réliability and accuracy of thé written

representations made to SERS and.any oral répresentations{made to SERS’ Board.

(d) No Finder’s, Soliciior 's or Similar Fee. Neithe_r MANAGER nér_ any Affiliate, nor any
 of their respective partners, directors, .dfﬁcers, or erhp_loyées have employed or retained any company or
. person, other than a bona fide employee working solely for MANAGER, to solicit or secure this
Agreement, and none of the éférementioned parties have paid or agreed tdpay, and shall not pay, any -
company or pérson, other than a bona fide employee ’wofking solely for MANAGER, any fee,
chmission, percentage, brokerage fée, gift, or any other'.compehsation cbnting'ent upon or resulting
from the award or making of this Agréement,vexcept'whve're:» (i) MANAGER has disclosed,. in writing to -
SERS, that it has engaged such a cémpany or person chér than a bona fide employee to secure 'th’is v
. Agreement, and (ii) t‘h'c_: cost of such.engager‘nervnt is not charged to SERS under the terms of compensation |
under this Agrqement or any subéequent agreement. For breach or Vioiation of this representat,ion, SERS
shall have the right to void this Agreement without liability, entitling SERS to recover 2.111' moniéé paid
hereunder, and MANAGER shall not make claim for, or be entitled_‘ to recover, any sum or sums due
_ under this Agreement or for any.scrvices which it ﬁay have provided under this Ag’reer_vnentv. This
B remedy, if effected, shall not constitute the sole femedy afforded to SERS for such breach or violation,
‘nor shall it constitute a waiver of SERS’ rights to claim damages or to take.any other action provided for

by law or pursuant to this Agreément.
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(e) AMNAGER’S Websité MANAGER agrees that any provisions pertaining or related .to
1ndemn1ﬁcatron govemmg law or jurisdiction, conﬁdentlallty or a payment of money (whether as a fine,
llquldated damage levy, access fee or other srm11ar 1mpos1tron) contained in any current or future
website or similar electronic forum/data transfer malntamed or made available by or on behalf of
MANAGER shall not apply to or have any force or effect on SERS and that this Agreement shall 1nstead

control the rights, obhgatrons and duties of the partles hereto

® Reliance. MANAGER acknowledges that SERS has rehed and will continue to rely

upon MANAGER’s representations, warrantles conﬁrmatlons and agreements

(&) w-9. MANAGER shall promptly prov1de SERS w1th a current W- 9 tax form.-
MANAGER is responsrble for updatmg this form w1th SERS as it becomes necessary to do so.

' (h) Notice of Change. MANAGER shalil promptly notify SERS in the event any of the

foregoing acknowledgments, representations, warranties or agreements herein shall no longer be true. -

9. MANAGER " as Independent Contractor. MANAGER shall perform its services
hereunder as an rndependent contractor and shall provide worker’s compensation insurance where the
same. is required. MANAGER accepts full responsibility for the payment of, and shall pay when due,

| taxes of any nature or jurisdiction upon MANAGER’s property and income,'premiums for worker’s
compensation insurance, Social Security taxes, all income tax deductions and any other taxes or payroll
deductions required by law for its employees servants or agents who perform services specified by this

Agreement

10. Changes in MANAGER’s Status. In the event of any actual or proposed material change

in MANAGER’s status or event affecting MANAGER, 1nclud1ng, Wlthout limitation, (a) change in or
departure of dlrectors, officers, partners, employees or Affiliates who exercise investment discretion over
SERS’ account, (b) material modification of corporate'or partnership structure, (c) change in actual
control or management of MANAGER, (d) material change in SEC requrrements or other government or
pr1vate registration, accred1tat1on or licensing requrrements affecting MANAGER (e) alleged violations
by MANAGER, any Affiliate, or any of their respective partners, directors, ofﬁcers or employees, of the

Investment Advisers Act of 1940, as amended, the federal securities laws, comparab_le state law, or the
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law of any applicable.foreign jurisdiction, (f) materialdeterioration in MANAGER’S' financial condition,
'including but not limited to the filing of a petition in bankruptcy, (g) MANAGER’s awareness that its
representatiOHS and warranties herein cease to be true in any material respect and (h) litigation alleging
negligence, fraud or breach of ﬁduc1ary duty by MANAGER any Afﬁhate or any of the1r respective_
partners, directors, efficers, or employees MANAGER shall promptly not1fy SERS in wrrtmg

11. Indemniﬁcation of SERS. 'MANAGER shall indemnify and_-forever hold harmless the

Commonwealth of Pennsylvania, the Fund, SERS and its Board members,\ officers, agents and
employees, from and against any and all losses, claims demands,' actions or. liabilities of any nature
- including, but not limited to, attorneys’ fees, expenses and court costs, based upon, arrsmg ‘out of or in
connection with the negllgent reckless, w1llfully improper or 1llegal performance of services or fallure to
perform serv1ces under this Agreement actions out31de the scope of authority, or other breach of this
Agreement, by MANAGER, an Affiliate, their respective partners directors, officers, employees and
agents or brokers selected by MANAGER and performing services for or on behalf of SERS, regardless
of any independent contractual arrangement SERS may have with such brokers. At SERS’ option, and in .
its sole discretion, MANAGER shall defend at its expense actions brought against the Commonwealth of
- Pennsylvania, the Fund, SERS and its_ Bqard members, officers, agents and employees arising out of or in
connection with any services performed or the failure to perform 'servic'es, or other breach of this
"~ Agreement, by MANAGER, an Affiliate, their respective partners, directors, officers, employees and
agents or any brokers or futures commission ‘merchants selected by MANAGER and performing services
for or on behalf of SERS, and the costs of such defense shall be borne by MANAGER and shall not
constitute an eXpense of, and shall not be paid out of, Fund assets invested and managed by MANAGER.

12, Confidentiality. ~ All reports and documents relating to SERS ‘and the. Fund which
MANAGER may prepare and deliver hereunder shall be conﬁdentral and shall become the property of '
“ SERS and shall not be published circulated, or used in any manner by MANAGER without SERS’ prior

" written approval, except as required by law or to satisfy regulatory requirements. All information

- relating to SERS, whether in written or spoken form, that SERS: provides to MANAGER or' that is
learned by MANAGER in connection with providing services to SER_S,. shall be confidential and shall
. not be diSclosed, publislred, circulated, or used in any manner by MANAGER witliout SERS’ prior

written approval except as required by law or to satisfy regulatory requirements MANAGER shall
' require the Afﬁliates and its and the Affiliates’ partners, d1rectors ofﬁcers and employees to comply

. w1th the provisions of this Section 12 to the same extent as MANAGER.
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‘13; ‘Conflict of Interest. Subject the Section 14, MANAGER covenants on behalf of itself, |

all Affiliates, and their respective‘ -partners, directors, officers and employees, that none of the
aforementioned parties lnas.an interest and shall not acquire any interest, direct or indirect, that would

conflict in any material manner or degree with the performanc_:e of the services hereunder. MANAGER

further covenants that in_(the performance of this Agreement, that neither it nor any of the aforementioned

_parties will knowingly employ any person having any such cOnﬂvicting‘interest.

14, Other Business. SERS acknowledges that MANAGER prov1des investment advisor
services for other cl1ents investing in publicly traded master limited partnerships and related securities,
and that such services do not, in and of themselves, necessarily constitute a conflict Wlth the performance
ot‘ MANAGER’s services nerennder. Provided that: MANAGER complies with the “prohibited
transaction” rules of ERISA with -respect to the Fund, nothin‘gv in this vagreement shall prohibit
MANAGER from rendering services similar to those provided herein for other clients including clients
who have different fee structures. Wnen investment opportunities ocecur Whicll are consistent with the
investment objectives of more than one client, MANAGER shali not favor any one clientover another.
Such investment opportunities' shall be allocated in a manner deemed equitable'to the particular clients
involved based on such factors as their respective investment objectives and then current investment and
cash positions. In the event two or more clients seek identical investments at the same time, MANAGER

“shall apply standardized allocation kpolicies consistent with MANAGER'’s status as a fiduciary with
‘respect to SERS and the Fund. A copy of such pohc1es shall be furnished to SERS within a reasonable

time after execution of this Agreement. -

15. Ass1gnment or Other Transfer The rights and obl1gatlons of MANAGER under this
Agreement including any 1nterest herein or.any claim ar1s1ng hereunder, may not be assigned by it, in

whole or in part, whether to any Affiliate of MANAGER or to any other party or parties, and whether

voluntarily or by operation of law, and whether by sale, merger, division, consolidation, encumbrance or

sale of stock, or otherwise, without the prior written consent of SERS which consent SERS may grant or
withhold in its sole and absolute discretion. Any assignment or attempted assignment in contravention of

-this Section 16 shall be null and void ab» initio.
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16. Commonwealth Contract Provisions. In performmg services hereunder MANAGER

shall comply w1th the Commonwealth contract prov1s1ons attached hereto and 1ncorporated herein as

Exhibit D. For purposes ‘of Exhibit D, MANAGER shall be the “Contractor.

17. Maintenance, PreservatiOn and'Review of .Recor’ds'. : MANAGER shall‘ maintain. such

- records, books and accounts pertaining to services and payments hereunder in accor_danc':e with generally
: accepted accounting principles consistently applied. All such -records, books and accounts shall be '
maintained and preserved for the longer of: (a) the term of this Agreement; or (b) four (4) years after.
their creation. During such period_, 'SERS or | any other department or representative of the
Commonwealth of Pennsylvania, from time to t'ime iip_on reasonable .notioe, shall have the right to -
inspect, duplicate and audit such records, books and accounts for all purpos'es anthorized and permitted
'by law. MANAGER may preserve such records, books and accounts in original form or on microfilm,
magnetic tape CD-ROM or any other generally recognized and accepted process. '
; ,

MANAGER shall maintain an adequate system of controls to ensure that any transactions
entered into on SERS’ behalf comply with all apphcable laws and regulations, that the financial
information reported to SERS is accurate and complete and that MANAGER i is in compliance with the
terms of this ,Agr/eement at all times. At the request and in the sole discretion of SERS, MANAGER
shall i)roduce an annual report on its policies and prOcedures describing MANAGER’s control structure
for fiduciary and investment activities and provide MANAGER’s written assertion of effectiveness of its
control structure over said matters. At the sole discretion of SERS, MANAGER may be requested

annually to provide either of the following or a similar report’:

(a) An examination of MANAGER’s written assertion about the effectiveness of
MANAGER’s internal control structure provided by an 'independent certified public accountant

knowledgeable in such matters, or

® An independent auditor’s report prepared in accordance With.the_provisions of Statement
on Standards for Attestation Engagements No. 16 (“SASAE 16”) or any successor statement issued by the -
Auditing Standards Board (ASB) of the American Institute of Cer_tiﬁ‘ed Public Accountants (AICPA).

The report will examine both the design and effectiveness of the control environment.
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~18. Notices.  Any notice, demand, direction', ih’structioh ahd other communications required

or permitted hereunder shall be confirmed in writing and shall be sufﬁ.ciently gi\./env for all purposes when

| sent (a) by certified or registered U. S..'r.nail, postage prepaid, (b) by a nationally _recogniz'ed‘courier
- service thaf maintains written verification of actual deiivery, (c),by facsimile or email with a copy of the .
cemmUnication sent by first class U.S. mail, postage prepaid (provided thaf if the date of dispatch is not a
business day, the facsimile.oremail shall be deemed to have been reeeived at the opening of business of
the addressee on the next busmess day) or, (d) by dellvermg the same in person to any party at the

following addresses or such other addresses as may be designated from tlme to time by the partles

Ifto SERS: COMMONWEALTH OF PENNSYLVANIA -
' STATE EMPLOYEES’ RETIREMENT SYSTEM
~ 30 North Third Street, Suite 150
Harrisburg, Pennsylvania 17101-1716
Attn: Executive Director
Facsimile: (717) 783-7300

With copies to: COMMONWEALTH OF PENNSYLVANIA
STATE EMPLOYEES’ RETIREMENT SYSTEM
30 North Third Street, Suite 150
~ Harrisburg, Pennsylvania 17101-1716
Attn: Chief Investment Officer
Facsimile: (717) 772-3741

‘and

COMMONWEALTH OF PENNSYLVANIA
STATE EMPLOYEES’ RETIREMENT - SYSTEM
30 North Third Street, Suite 150

" Harrisburg, Pennsylvania 17101 1716
Attn: Chief Counsel :
Facsimile: (717) 787- 5751

If to MANAGER: KAYNE ANDERSON CAPITAL ADVISORS, L.P.
' - 1800 Avenue of the Stars, Third Floor '
Los Angeles, California 90067
Attn:
-Facsimile: (310) 284-2438

= 19. . Expiration and Termination.
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(a) Expiration This Agreement’s initial term shall be five (5) years from the date first

wrrtten above and this Agreement shall continue automatrcally for subsequent five (5) year terms for

‘each extension at SERS’ option unless terminated earlier as prov1ded herein."

| ) T ermznatzon MANAGER may termmate this Agreement by furnishing written notrce to
SERS not less than one hundred twenty (120) days prior to the effective date of term1nat1on and SERS
reserves the right to terminate this Agreement at any time, for any reason, by furnishing written notice to

MANA_GER, whereupon, and in either of such events MANAGER’S fees for services under thisn

-Agreement shall be prorated and paid, provided that notwithstandlng any other provision of this
Agreernent, SERS may withhold such payment of fees until MANAGER has fully comphed in SERS’

~ sole discretion,; with subsection (d) below.

(<) Liabilitjz. The termination or expiration of this Agreement shall not relieve MANAGER
of any liability that may be incurred in connection with its performance or failure to perform its

obligations under this Agreement which liability shall survive termination or e‘xpiration.

(d) Final Report. MANAGER shall furnish to SERS, within thirty (3 0) days of the effective
date of termination or expiration of this Agreement or the voidance of this Agreement pursuant to
Section_ 8(d), a final report on its investment activ_ities and ;the status of the Fund’s assets allocated to
MANAGER in such form and format as reasonably requested by SERS’ staff. Any' and all of the Fund’s
assets in MANAGER'’s possession at the effective date of termination expiration or Voidance shall be
returned to. SERS or transferred as directed by SERS, immediately upon terrn1natron exp1rat1on or
voidance or as soon thereafter as is practicable considering MANAGER’s obligations to preserve and
enhance the financial 1ntegr1ty ‘of the Fund. For the avoidance of doubt, SERS acknowledges and
understands that MANA_GER shall not receive and shall at no t‘vime_ be in possession of the assets

comprising the Account.

20.  Applicable Law. This Agreementvshall be governed by and interpreted and enforced in

accordance with the laws of the Commonwealth of Pennsylvania (without regard to any conflict of laws

" provisions) ineluding Pennsylvania’s Right-to-Know Law, 65 P.S. §§ 67.101-3104. MANAGER hereby

(a) consents to exclusive Jurrsd10t1on 1n any court of the Commonwealth of Pennsylvania, any federal
courts in Pennsylvania, and the Board of Claims (“Board of .Claims™) of the Commonwealth of

Pennsylvania, hereby waiving any claim or defense that such forum is not convenient or proper and b) |
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agrees that any clarm asserted agamst SERS shall only be brought before and subJect to the exclusive
jurisdiction  of the Board of Clarms pursuant to Section 1721 et seq. of Title 62 of Pa. Statutes.
- MANAGER agrees that the Board of Claims and any such court shall have in personam Jurrsdlctlonover

it, and consents to service of process in any manner authorized by Pennsylvania law.

) 21. “Reservation of Immunities. SERS herebyvr‘eserves all-immunities “defenses, rights or
actions arrsrng out of its status as an 1nstrumenta11ty of a sovereign state or entity, or under the Eleventh
Amendment to the United States Constitution, and no waiver of any such immunities, defenses rights or
actions shall be implied or otherwise deemed to exist by its entry into this Agreement, by any express or

“implied provisio.n of this'Agfeement or By any actions or omissions to act of SERS or any representati\re

~ or agent of SERS, whether taken pursuant hereto, prior to or after the entry by SERS into this Agreement.

2. Blndmg Effect This Agreement shall inure to the benefit of and b1nd the parties hereto

and their respective successors and assigns.

23. Amendment. No amendment or modification of this Agreement, other than as set forth

in Section 2 hereof, shall have any force or effect unless it is in writing and signed by the parties hereto.

_ 24, Counterparts. This Agreement may be. executed in any number of separate counterparts,
each of which shall be deemed an or1g1nal but the several counterparts shall together constrtute but one

and the same mstrument

25. Severabilig' . If any one or more of the covenants, agreement's, provis‘ions or terms of
this Agreement shall be held contrary to any express provision of law, or contrary to the policy of express
law though not expressly prohibited, or against nublic policy, or shall for any reason whatsoever be held
‘invalid, then ‘such covenants, agreements, proviSions or terms shall be deemed severable from the
remaining covenants, agreements, provisions or terms of this Agreement and shall in no'way'affect the

validity or enforceability of the remainder of this Agreement or the rights of the parties hereto. -
26. Heading " The headings and captions in this Agreement are for conVenience and

reference purposes only and shall not be construed or deemed to explam modlfy amplrfy or ald in the

1nterpretat10n ‘construction or meaning of the prov1s1ons hereof..
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27.  Entire Agreement._ Except as’ hereinabove ' expressly ‘provided, this Agreemenvt'

- supersedes all prior contracts and undertakings, written or oral, between the same parties concerning the

same subject matter.

[SIGNATURE PAGE FQLLOWS] «
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IN WITNESS WHEREOF, the parties hereto, each intending to be legally bound hereby, have
caused this Managenﬂent Agreement for Real Asset Portfolio Management in Publically Traded Master

Limited Partnership Securities to be executed as of the date first above written.

ATTEST: KAYNE ANDERSON CAPITAL ADVISORS, L.P.
Federal Tax Identification Number:

BY: /4 BY: é 3/2y/r8

NmE NAME: DAVID §
TITLE: ASZY Ard '“7 \IriTLE: GENERAL r‘éggNSEL
Mad1Ag TORESo-

COMMONWEALTH OF PENNSYLVANIA
STATE EMPLOYEES’ RETIREMENT SYSTEM
Federal Tax Identification Number:

BY:
NAME: Date
TITLE: Chairman

Approved for form and legality: Approved:

BY: BY:

NAME: NAME: Date
TITLE: ' SERS Counsel

Office of Attorney General

BY:

NAME: . Date
TITLE:

Office of General Counsel
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IN WITNESS WHEREOF the parties 'nereto ‘each intending to be legally bound hereby, have
caused this Management Agreement for Real Asset Portfolio Management 1in Pubhcally Traded Master .

L1m1ted Partnershlp Securltres to be executed as of the date first above wrrtten

ATTEST: o . KAYNE ANDERSON CAPITAL ADViSORS, L.P.
' Federal Tax Identification Number:

BY: R BY:

'NAME: o . Date ' NAME: L Date

TITLE: , ... TITLE:

COMMONWEALTH OF PENNSYLVANIA .
STATE EMPLOYEES’ RETIREMENT SYSTEM
Federal Tax Identification Nu o

Approved for form and legality: . . 'Approved:

? maﬂe, —7 - oA ‘g{ Yool ' .?/ ; /5
NAME : NAME: Y zals ' < Dat IS
TITLE: ¢ )46~ N / SERS Counsel L?é‘H’S ae /‘6
Office of Attorney General s , .

BY: S :
NAME: . -~ - Date
TITLE: o )
Office of General Counsel

I
" ZEonay
) k s utiy
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IN WITNESS WHEREOF the parties hereto each 1ntend1ng to be legally bound hereby, have
caused this Management Agreement for Real Asset Portfoho Management in Pubhcally Traded Master

Limited Partnershlp Securltles to be executed as of the date first above written.

© ATTEST: ‘ . . . ) MKAYNE ANDERSON CAPITAL ADVISORS LP.
' v - Federal Tax Identlﬁcatlon Number:

BY: : . : BY:

NAME: : o Date -  NAME: o . Date

TITLE: - . . TITLE:

COMMONWEALTH OF PENNSYLVANIA .
STATE EMPLOYEES’ RETIREMENT SYSI/EM
Federal Tax Identlﬁcatlon Nu ber /

"N e D 5]+
TWW e //3

Approved for form and legality: vApproved:

BY: | - BY * ,
NAME: I NAME: ‘%’(,m\gag >SH>Date /5/ VZ,
TITLE: : : .SERS Counsel o 1315

Office of Attorney General
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State Employees’ Retirement Board
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III.

- Commonwealth of Pennsylvania
State Employees’ Retirement Board
Statement of Investment Policy

Introduction '

The State Employees’ Retirement Fund (“Fund”) was established in 1923 by an act of the
Pennsylvania legislature. The purpose of the Fund is the accumulation of funds exclusively for the-
benefit of the members and beneficiaries of members of the State Employees’ Retirement System
(“SERS” or the “Systei”) for the payment of withdrawal, retirement, disability, and death benefits
as provided in Pennsylvania Consolidated Statutes Title 71,.Part XXV (“Retirement for State

_Employees and Officers”). The Fund is under the exclusive control and management of an eleven

member Board of Trustees (“Board”). Six members are appointed by the Governor and confirmed
by the State Senate to four-year terms. Two members of the Senate are appointed by the President |
Pro Tempore of the Senate, and two members of the House by the Speaker of the House, and serve
on the Board for the duration of the terms for which they were elected The State Treasurer serves
as a member of the Board ex—officio:

The Statement of Investment Policy (the “Policy”) was'_ originally adopted by the Board on
September 19, 1979 and was last revised by Board action on April 29, 2009. ' :

Statement of Purpose of Investment Policy

This document specifically outlines the investment philosophy and practices of SERS and has been
developed to serve as a reference point for the management of the System’s assets. The purpose of
this Policy is to formalize the Board’s investment objectives and policies, and to define the duties
and responsibilities of the various individuals and entities involved in the investment process. The
assets of the SERS will be managed with the primary objective of the payment of benefit.
obligations to participants in the plans. The secondary objective of the Board’s policy is to
maximize return with acceptable risk considerations and sufficient liquidity so that employer
contributions can be minimized. Therefore, it is crucial that the Board adopt a long—term plan by
which the assets of the System will be managed and enhanced through prudent investments. This
Policy is intended to ensure that the level of assets is adequate to cover the accumulated liabilities
of the System. This is an official policy document of SERS. Deviation from this document is
not permitted without explicit written permission, in advance, from the Board.

In developing this Policy, the Board understands and accepts its fiduciary obligations to the
members of the System. These obligations are legal in nature, and are outlined in Title 71,

~ Pennsylvania Consolidated Statutes, Section 5931, a copy of which is attached hereto as Appendix

Prudent Investor-Standard

The Board’s investment éuthorlty is governed by the ¢ prudenf irrvestor”vstandar'd--as set forth in.
Title 71, Pennsylvania Consolidated Statutes, Sectron 5931(a):

Control and management of fund.: The members of the board shall be the trustees of the
- fund. Regardless of any other prov1sron of law governing the investments of funds under the
control of an administrative board of the State government, the trustees shall have exclusive -
control and management of the said fund and full power to invest the same in accordance
with the provisions of this section, subject, however, to the exercise of that degree of

Commonwealth of Pennsylvania State Employees’ Retirement System
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Judgment skill and care under the circumstances then prevailing Wthh persons of prudence,
discretion and intelligence, who are familiar with such matters, exercise in the management -
of their own affairs not in regard to speculation, but in regard to the permanent disposition of
the funds, considering the probable income to be derived therefrom as well as the probable _
safety of their capital. The trustees shall have the power to hold, purchase, sell, lend, assign,
transfer or dispose of any of the securities and investments in which any of the moneys in the
fund shall have been invested as well as of the proceeds of said investments, including any
directed commissions which have accrued to the benefit of the fund as a consequence of the
investments, and -of any moneys belonging to said fund, subJect in every case to meeting the
: standard of prudence set forth in this subsection. , :
No provision of this Policy shall be construed in contravention of the Board’s statutory 1nvestment
authority found in Title 71, Pennsylvanra Consolldated Statutes Section 5931.

Iv. Flduc1ary Status, Duties, and Responsrblhtles of Board Staff, Investment Advrsors, Other
Agents, and State Treasurer

SERS is one of the larger public pension funds in the United States. Due to its size and investment
structure,.its operational requirements are complex. In order to administer the System and carry out
its investment obligations, the Board relies heavily on both staff and external contractors. Because
of the number of parties involved, their roles as fiduciaries must be clearly identified. Such
identification increases operational efficiency, ensures clear lines of responsibility, and reduces or
eliminates duplication of effort. ' '

A. Board of Trustees
Title 71, Pennsylvania Consolidated Statutes, Section 5931(e) provides, in part, as follows:

The members of the board, employees of the board, and agents thereof shall stand in a

fiduciary relationship to the members of the system regarding the investments and
disbursements of any of the moneys of the fund and. shall not proflt either directly or
indirectly with respect thereto. .

In exercising this ﬁducrary responsrbility, the members of the Board, employees of the Board,
and agents of the Board are governed by the “prudent investor” standard and the exclusive
benefit standard. The exclusive benefit standard requires these parties to act solely within the -

" interests of the plan’s participants and beneficiaries, and for the exclusrve purpose of providing
benefits to partlcrpants and beneﬁcrarres

The Board may, when possible’ and consistent with its fiduciary duties imposed by law,
including its obligation to invest and manage the Fund for the exclusive benefit of the members
of the System, consider whether an investment in any project or business enhances and
promotes the general welfare of the Commonwealth and its citizens. Where investment
characteristics, including yield, risk, and liquidity, are equivalent, the Board’s policy favors
investments that will have a positive impact on the economy of Pennsylvania.

“The members of the Board are responsible as trustees for the proper management of the assets
of the Fund. The Board has the responsibility of establishing and maintaining broad policies
-and objectives for all aspects: of the System’s operations. Specifically with regard to
investments, the Board seeks the recommendations of the staff and consultants prior to taking
action. In carrying out these duties, the Board will be respon51ble for

Commonwealth of Pennsylvania State Employees’ Retirement System :
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1. Reviewing and approving each year an Annual Strategic Investment Plan that sets forth the
direction of the Fund and work plan initiatives for the coming two years. This Annual
Strategic Investment Plan shall incorporate proposed percentage allocations to asset classes,
portfoho component definitions and types and proportlons of assets within each asset class.

2. Approving the engagement and termination of investment adv1sors Staff and consultants_
will identify potential candidates. Potential advisors will be evaluated based on thelr ability
~ to -achieve the objectives outlined in the Annual Strategic Investment Plan and their
demonstrated experience and expertise for the specific mandate. Board suggestions for
potential advisors who meet these criteria will be evaluated by staff and consultants. While
individual Board Members may meet with prospective advisors, all group meetings
involving a quorum of Board Members for a presentation by prospective advisors shall be
through formal Board meetings or Board Committee meetings. Staff and consultants are
jointly responsible for carrying out the research.and due-diligence to identify qualified
candidates, or.support terminations, and make recommendations back to the Board.

"~ 3. Approving the engagement and termination of consultants.
4. Reviewing the investment performance of the Fund.
5. Reviewing and approving_ the Certified Annual Financial Report.

- 6. Reviewing and approving the annual actuarial report, assumptions and funding level and,
reviewing and approving an actuanal _experience study that is to.be conducted no less than
every five years.

7. Rev1ew1ng and approving the results of an asset 11ab111ty study on a periodic ba51s, but not
less than every five years.

8. Reviewing and adopting the proxy voting guidelines.

9. Oversight and monitoring of staff.

"In discharging these responsibilities;.the Board has delegated certain functions to the staff and |
to various contractors who provide professional services to the Board. All persons who act as
agents of the Board shall adhere to the highest standards of professional integrity and honesty.

B. State Employees’ Retirement Board Staff

The Executive Director is responsible for administrative matters relating to the operations of the
System. The Chief Investment Officer is charged with the coordination of all investment
activities and matters within the System. The Investment Office reports to the Board on
emerging trends and issues of concern to public pension funds generally and to the Fund in
particular. The Investment Office is responsible to the Board to review and analyze the current
investment climate, and to recommend adjustments with respect to this Policy that are
. appropriate to take optimum advantage of new conditions and strategies as they arise in the
market place. To ensure that the goals and objectives of the Board are being fulfilled, the
Investment Office also reviews and analyzes the philosophies, policies, and strategies. employed
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by the investment advisors, evaluatmg the appropriateness of their decision—making processes
. and the1r investment styles in relatlon 10 present and projected 1nvestment horizons.

: The Chief Investment Officer of the System is rcharged W1_th the following responsibilities:
1 To manage, en a day—to—day basis, the portfolie; its coumponents.and agents;.
2; ~To authorize rec)elpt or payment for the acquisition or dlsposmon of 1nvestments
3. Toactas Tiaison on behalf of the Board with all 1nvestment related centractors

4. To review and analyze all investment transactions for conformity to applicable laws,
‘regulations, each advisor’s investment strategy statement and this Policy;

5. To review investment proposals presented by investment advisors and where
appropriate summarize and recommend the same for Board consideration;

6. To analyze and summarize . for vthe Board - pertinent information: from relevant
publications, discussions, meetings, and research on current investment related topics;

7. To respond to inquiries from the Board and Pennsylvania Legislature, the membership,
the press, other govemmental representatives, and the public -concerning the
investments of the Fund; '

8. To prepare the Annual Strateglc Investment Plan and perform ana1y51s and
recommendations for action to present to the Board for approval and implementation
consistent with this Policy and achievement of the Board’s investment objectives; and

9. To perform such other duties as may be required to implement this Policy.

C. Chief Audit Executive

The chief audit executive reports functionally to the Audit Committee and administratively to
the Executive Director. The internal auditor is independent of the System’s operational activity
and is responsible for providing objective audit and review services for the entire System,
including the Investment Office. The internal auditor’s services emphasize the promotion of
adequate and effective internal controls at a reasonable cost and result in suggestéd
improvements that will lead to economies and efficiencies in the Systems’ operations.

With the advent of the Sarbanes—Oxley Act of 2002, the Board recognized the néed for, and to
established an audit committee to provide additional oversight relating to the adequacy of
internal controls applicable to financial reporting. The audit committee will meet quarterly to
discuss audit related issues. The audit committee, at its discretion, may meet with the internal

- auditor in executive session. The audit committee may make recommendations for changes in
internal controls for consideration by the Board but shall have no-policy authority.

" D. Investment Advisors
The Board continually seeks to employ investment advisors that possess superior capabilities in

the management of assets of public retirement systems. = The Fund has carefully documerited
its investment processes, including those related to hiring advisors to manage the Fund’s
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investments. Those processes are available for review on the Fund’s intranet. Each advisor has
full discretion to carry out its investment mandate subject to the investment strategy statement
contained in the investment management agreement and will be expected to conduct business
on behalf of the System in.accordance with the mandate for which they were retained. It is the

"Board’s policy to limit the allocation of Fund investments such that no more than 15% of the
total market value of Fund assets should be invested in any one investment product offered by
an investment advisor, except where management of such investments is of a passive nature
(e.g., index funds). Notwithstanding any of the limitations contained in this section, no-
liquidation .of an investment shall be required solely due to changes in market value.

Each advisor’s benchmark will reflect that advisor’s partlcular style or tactical role in SERS’ -
~._investment process. Each benchmark will be clearly specified, measurable and replicable.

Benchmarks do not have to be published or widely recognized; they may be “customized” for a

particular investment style or styles: The benchmark shall be determined in advance of funding

by mutual agreement between the advisor, staff and consultant. In the event of a change in '

management style, agreed upon change in an advisor’s strategy, availability of a better :

benchmark construction methodology, or changes to or additions in indices, an advisot’s T

benchmark may be modified by mutual consent between the advisor, staff and consultant. o !

Despite the foregoing, it is recognized that benchmarks in the investment industry may fail to ‘

capture the investment nuances of an investment advisor, which leads to trackmg error relative

to the benchmark C : -

The Board further requlres those public’ markets mvestment advisors selected and working on
its behalf to perform the following act1v1t1es

1. To recommend potential changes in their mandate which, ip their best ‘professional
judgment, are in the best interests of the Fund to meet the investment objectives. Such
recommendations include, but are not limited to:

a. the allocation of funds among the asSet classes;

b. spec1ﬁc investment opportunities: regardmg the acqulsmon retention, and
disposition of 1nvestments : '

c. the addition, deletion, or modification of authorized investments;
d. comment on corporate governance issues.

2. To execute investment transactions on behalf of the Board in a manner that' maximizes the
investment value of each transaction from the viewpoint of the Fund, utilizing such brokers
and dealers as they deem appropriate to -obtain the best execution capabilities and/or

. valuable information with respect to the economy and the affairs of corporations at the
lowest total cost to the Fund. :

3. To report to the Board at least quarterly through the Investment Office, with the exact

frequency and format of reporting to be determined by the Investment Office, on the

~ composition and relative performance of the investments in their designated portfolios; the

economic and investment outlook for the near and long term; significant changes in the

portfolio during the preceding period; and the reasons for any significant differences
between the performance of their portfolios and the appropriate market indices or metrics.
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‘4. To make themselves available as needed for meetmgs with the Board, staff, or agents of the
Board regardlng investment matters.

5. To comply at all times with all laws, regulatlons contractual mvestment gu1de11nes and
reporting requlrements as determlned by staff. '

6. To perform such add1t10na1 act1v1_t1es as detalled 1n each advisor’s 1nvestment
management agreement with SERS.

_ E. General Inyestment Consultant

The Board’s general investment consultant acts as a fiduciary to the Fund, providing reports to .
the Board on emerging trends and issues of concern to public pension funds generally and to
the Fund in particular, The general investment  consultant also analyzes and makes
recommendations with respect to the Board’s asset allocation and investment structure, policies,
the investment advisors’ implementation of policy and strategy, the appropriate investment
horizon for the Fund given its actuarial charactenstlcs and prov1des such other research as may
be requlred from time to time.

In addition to the general investment consultant, the Board may retain other investment
consultants as required for specialized needs, such as for particular asset classes or unique
investment projects. These specialty consultants will report to the Board on emerging trends
and issues that are germane to their respective assignments and that are of concern to public
pension funds generally and to the Fund in particular. Within the scope of their assignments,
the specialty consultants will also analyze and make recommendations with respect to this
Policy, the investment advisors’ implementation of policy and strategy, and provide such other
research as may be needed from'time to time.

The general and spec1a1ty consultants should be free of conflicts of interest or, where they
potentially exist, make complete and total disclosure to the Board. '

F. Alternative Investment Consultant

The alternative investment consultant acts as a fiduciary to the Fund, and will provide non—
discretionary - alternative investment consulting services. The alternative investment consultant
- will assist staff in performing due diligence investigations on prospective alternative investment
opportunities; assist staff with identifying and accessing top—tier and first time/nascent funds;
recommend specific alternative investments to SERS and maintain an alternative investment
database. The alternative investment consultant will also participate in the development and
refinement of alternative investment policies, objectives, strategies, benchmarking, risk
assumptions and asset mix appropriate for each sub-asset class; as well as perform qualitative
and quantitative portfolio oversight procedures and prepare performance measurement. The
alternative investment consultant will make presentations to the Board supporting investment
recommendations as they arise, and review performance at least semi—annually.

. The alternative investment consultant should be free of conﬂicts of interest or, where they
" potentially exist, make complete and total disclosure to the Board and obtain pre—clearance
from the Board. '

G. Re‘él’Estate Consultant
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The real estate consultant acts as a fiduciary to the Fund and w111 provide non—dlscretlonary
real estate investment consulting services. The real estate consultant will assist staff in
performing due diligence investigations on prospective real estate opportunmes assist staff
with identifying and accessing top-tier funds, recommend specific real estate investments to
SERS and maintain a real estate database. The real estate consultant will also participate in the
development and refinement of real estate policies, objectives and strategies, benchmarking,

" . risk assumptions and asset mix appropriate for each sub-asset class; as well -as perform
qualitative ‘and quantitative portfolio ‘oversight procedures’ and prepare performance
measurement. The real estate consultant will make preséntations to the Board -supporting
investment recommendations as they arise, and review performance at least semi-annually.
The real estate consultant should be free of conflicts of interest or, where they potentially exist,
" make complete and total disclosure to the Board and obtain pre~clearance from the Board.

H. Portfolio Evaluation Advisor : : ‘ ' o

The general investment consultant, or another third party approved by the Board as a portfolio
evaluation advisor, will provide quarterly investment performance evaluation and analysis to

the Board. The portfolio evaluation advisor will provide to.the Board comparative performance .

measurement against appropriate benchmarks, at the total fund, asset class, sub—asset class and
advisor levels for all asset classes except real estate and alternative investments. .

These benchmarks w111 be defined and presented in each quarterly performance report They
are hereby 1ncorporated by reference.

I. State Treasurer

The State Treasurer serves as the custodian of the Fund, pursuant to Title 71, Pennsylvania
- Consolidated Statutes, Section 5931(c). In this capacity, the State Treasurer is responsible for
the safe physical custody of investment instruments and the safe custody of any. book-entry
investment instruments that are held in depositories on behalf of the Commonwealth. As
custodian, the State Treasurer is also responsible for preparing and delivering securities for
settlement as authorized by the Board, attending to corporate actions, maintaining a book of

record for these securities, facilitating an annual examination of these securities and books, and -

for preparing payment for securities transactions upon presentation of warrants properly signed
- and authorized. The State Treasurer may enter into a contract with a sub—custodian bank to
assist in the execution of these responsibilities.

The State Treasurer is responsible for the temporary inVest_ment of cash balances until funds are

required to meet disbursements or to acquire investments.
J. Actuarial Consultant

Pursuant to Title 71, Pennsylvania Consolidated Statutes, Section 59020), the Board engages an

actuary to perform a valuation of the. various accounts of the SERS on an annual basis within six’
months of the close of each calendar year. In every fifth year, the Board shall have the actuary

conduct an actuarial investigation and evaluation of the system based on data including the
mortality, service, and compensatlon experience provided by the Board annually during the
precedmg five years concermng the members and beneficiaries.
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Investment Objectives.

The State Employees’ Retlrement Fund is a mature pension plan. The appropriate investment .

horizon is intermediate to long-term (ten to twenty years) with due consideration of the
characteristics of the Fund’s liabilities and 11qu1d1ty requrrements :

'The objectlves of the Fund are to provide beneﬁt payments to participants and beneﬁ01ar1es at the

lowest cost to the Commonwealth and to fund the program through a carefully planned and

executed investment program. The Fund seeks. to produce the highest return on investment that is -

consistent with acceptable investment risks and sufficient liquidity that will permit the Fund to meet

~ the System’s benefit obligations and secondarily, control the cost of the Fund to the taxpayers. The

investment program is premised on modern portfolio theory that states that taking incremental risk
will be rewarded. The Board is aware that the high volatility of many classes of investments means
that the reward to risk premise may not be fully realized in periods as long as ten years.

The Board, with the help of the staff and consultants, is charged with building a portfolio by
carefully assessing the risk and return potential of the global capital markets, and making those
investments that are institutionally investable and appear able to contr1bute to the Fund’s long term
objectives and goals.

However, investment results can be volatile. SERS’ own experience has shown that periods as long

‘as a decade may not produce predicted results. Yet avoidance of investment.risk 1s certain to

produce a cost burden for taxpayers beyond acceptable levels.

Consistent with achrevrng these obJectrves the Board has established the followrng goals relatrve to

investment performance:

e Achieve a net total return equivalent to the actuarial interest rate assumption, or preferably

in excess of this rate in order to improve the funded ratio of the Fund through investment

earnings and favorably impact future employer contribution rates.

* Achieve a net total long term return that meets or exceeds -an appropriate, composrte Plan

benchmark index on a five to ten year rolling time horizon. The composite benchmark.

index will be based on the asset allocation set forth in the Strateglc Plan approved by the
Board annually .

Investment Guidelines

The allocation of funds to various types of investment is of utmost importance in structuring an

efficient portfolio designed to meet the Fund’s investment objectives. In order to-assure the most - -

beneficial allocation of funds, the Board shall, with the advice of SERS investment - staff,
consultants and investment advisors, adopt an Annual Strategic Investment Plan that will be revised

and updated yearly. This plan will set forth the target asset allocation and investment design for: '

each sector of the Fund and identify work initiatives to be pursued over the near term. Furthermore,

each investment advisor shall ab'r'de by specific investment guidelines that will be consistent with -
this Policy and the Annual Strategic Investment Plan so as to better ensure that the Fund’s broad:

Commonwealth of Pennsylvania State Employees’ Retirement System
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investment objectives will be met. The advisors’ speciﬁc investment guidelines may be amended
from time to time by mutual written consent of the staff and the advisor.

The Annual Strategic Investment Plan shall serve as the controlling guide in the allocation of funds
to various types of investments to provide appropriate diversification of the Fund’s assets over the

~ investment horizon. Diversification is the Board’s most important risk management tool. No asset
class performs well in-all time perlods and different asset classes react differently durmg the
various stages of economic cycles. - Economic cycles can generally be categorized as rising or -
falling growth and rising or falling inflation. Many factors affect global economic cycles (e.g.,
fiscal, political, environmental, supplies of labor and materials) and they are often unpredictable.
As a result, a well diversified investment portfolio is the best tool to achieve long-term target
investment returns.  If at any time the economic, fiscal, or investment environment should change
significantly during the investment horizon, it shall be the duty of the staff, investment advisors,
and consultants to so inform the Board and, if warranted, recommend modifications to the Annual
Strategic Plan or adjustment to the allocation of investment assets

In the application and implementation of this Policy and the Annual Strategic Investment Plan, the
Chief Investment Officer has the authority to interpret the investment strategy statements to meet
individual portfolio needs and to determine the appropriateness of -any investment. On material
policy issues and dollar amourits, the Chief Investment Officer, in consultation with the Board
Chairman, will evaluate and determine the appropriateness of any-investment. All interpretations of
material policy issues and dollar amounts will ‘be reported at the next regularly scheduled Board
_meeting,. : :

The Advisor’s Investment Strategy Statements, the Derivatives Policy Statement, the Real Estate '
Statement of Investment Policy and the Alternative Investments Statement of Investment Policy

compliment this Policy covering these strategies and asset classes. See §XIII hereof for a list of
documents incorporated by reference into this Policy. :

Commonwealth of Pennsylvania State Employees’ Retirement System . L
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- are not expressly authorized by this Policy or by specific investment ‘advisor guidelines. All - -
advisors and consultants shall disclose any and all economic positions that may conflict with SERS’
investment objectives and guidelines. Transactions not expressly authorlzed by thrs Pol1cy shall be

VIIL

Prohibited Transactions

Investment advisors are prohibited from enterrng 1nto any transactions on behalf of the F und that

subject to Section VI, paragraph 3 of this Policy. - .
Investment Advisor Evaluations

The Board endeavors not to make adverse retention de01s1ons about 1nvestment advisors based upon

performance absent at least three years of performance data, recognlzmg that investment strategies - -

~ are best assessed over full market cycles.

The Board’s time. horizon to review performance trends shall normally be over full market cycles,

although the trend in investment experience over other time periods may be judged important. Any

extreme or unusual events or trends will be considered when evaluating intermediate and short—
term investment results. Public- Markets Advisor Retention Guidelines have been developed in
order to assist staff in applymg consistent criteria to evaluate investment advisors and are related to

-this Policy.

Notw1thstand1ng the above, the staff w111 review advisor performance portfoho posmonmg, and
transactions at least annually.- :

Corporate Governance Standards

Good corporate governance promotes responsible business practices ‘that serve as an integral
component to a corporation’s long—-term value creation process and are an indispensable element of

.an effective corporate risk management program.

SERS is committed to improve corporate governance practices of the companies within the SERS
portfolio. SERS’ involvement includes: the development and annual updating of the Board
approved proxy—voting policy, voting proxies, active participation in groups working to improve
and enhance corporate governance practices and ad hoc responses to important issues that affect the
value of the portfolio, such as letters responding to regulatory and legislative proposals. ’

Annually, the proposed npdates to the proxy voting policies shall be prepared by the Investment
Office and submitted to the Board for approval. In the annual update of the policies, the Investment
Office shall seek to develop best practices. Best practices shall be developed through relationships

- with groups working to improve and enhance corporate governance practices and input that focuses

on improving corporate governance practices from other prominent plan sponsors.

In addition,  SERS monitors and, where appropriate, incorporates best corporate governance
practice recommendations from organizations into the proxy voting guidelines. As good corporate
governance practices are not static, the annual proxy voting modifications attempt to reflect the
current trends in the marketplace.

A. Proxy Voting Procedures

Commonwealth of Pennsylvania State Employees Retirement System
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Stock proxies are voted in accordance with the following procedures:

1. The custodian bank forwards to SERS’ proxy servicer or advisor proxy statements for
securities that SERS owns, excluding securities that are on loan, or investments in the
form of pooled funds and limited partnershlps

2. SER®’ proxy servicer or advisor will vote all proxies in accordance with the Board’s’
' proxy voting guidelines, except those where a specific concern has been raised by a
Board Member, advisor, consultant, or staff member. .

3. The proxy servicer or advisor may also vote any proxy involving other issues
essentially the same as those on which the Board’s proxy voting guidelines are well
defined. : :

4. With regard to proxies requiring special attention under the Board’s proxy voting
guidelines, as well as ‘special issues not covered or anticipated by the proxy- voting
guidelines, proxies and all pertinent reference material shall be sent. to the Chief
Investment Officer, who will evaluate the issues with respect to the intent of the proxy
voting guidelines. On issues not covered by the proxy voting guidelines, controversial,
high-profile, and contested change of control issues, the Chief Investment Officer will

~ consult with the Board’s chairman to determine how such proxies will be votéd. The
Chief Investment Officer will then direct the proxy-servicer or advisor to Vote the
proxres accordlngly

5. The Chief Investment Officer shall regularly report to the Board the types of special
issues that are being considered or that have been voted by the Chief Investment
Officer.

6. The Chief Investment Officer shall cause to be maintained by SERS’ proxy servicer, or
advisor, alisting of proxy votes cast in a calendar year. This report, along with all
individual actions, shall be available for public inspection on SERS’ Internet web site.

B. Corporate Actions

The custodian bank has standing instructions. to forward notices of all corporate actions
received, such as dividends, stock splits, mergers acquisitions, spin—offs or class action suits to
SERS or its investment advisors.

X. Trading and Brokerage Practices

The Board delegates the responsibility for the selection of brokerage firms to its- investment
advisors, provided that the investment advisors select and utilize brokers in accordance with:
Section IV, D-2 (“best execution™) of this Policy. Notwithstanding this practice, the Board reserves
the right to enter into a brokerage commission recapture programs, and to establish goals for
directed commissions. Provided that the advisors’ investment processes are not affected so as to
adversely impact the Fund or place the Fund in a disadvantageous position relative to the advisors’
other accounts, advisors may be requested to direct a percentage of their brokerage activity on
behalf of SERS. The Board will select the brokerage firms that are designated to receive such
directed commissions, and will communicate this information to the advisors.

Commonwealth of Pennsylvania State Employees’ Retirement System
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The Board also seeks to have advisors direct trades thfough minority owned firms and reserves the
right to establish proposed trading targets. However, the respons1b111ty for the selection and use of
minority brokerage firms is delegated to the investment adv1sors

Finally, all things bemg equal, the Board seeks to have investment advxsors trade . through
Pennsylvania-based brokers. : :

Efforts to momtor and control tradmg costs ‘will be ongomg, and may include the perlodlc use of
" formal tradlng cost analyses. ~ :

Public Access to Records

Records of investment transactions are maintained by the System at its office located at 30 North

Third Street, Harrisburg, PA 17101. Requests for public inspection or copies of documents that
are a matter of public record will be honored in a manner consistent with the Pennsylvania Right-
to-Know Law (RTKL), 65 P.S. §§ 101 - 3104, and SERS’ Right-To-Know Law Policy regarding
the dissemination of public information. Inquiries should be directed to SERS’ Right-to-Know

Law Open-Records Officer. ThlS Right-to-Know Law Policy is incorporated by reference into

this Pohcy

XII. Procedures for Amending this Policy Statement

This Policy may be amended from time to time by a m'ajorifcy‘ vote of thé Board. v

Commonwealth of Pennsylvania State Employees’ Retirement System
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XIII. Separate Documents Rela'ted to this Policy Statement

-The following documents are mcorporated by reference into this Pohcy and as such are considered part of
.this Policy as though they were presented in entirety within thls Policy: :

1. SERS Annual Strateglc Investment Plan
(adopted annually by the Board)

2. Public Markets Investment Advisor Investment Strategy Statemetits
~(negotiated as part of the contractmg process after Board appointment)

3. Real Estate Investment Pohcy Statement
(adopted by the Board)

4. . Alternative Investments Policy Statement
(adopted by the Board)

5. Proxy Voting Guidelines .
(adopted annually by the Board) -

6. - Public Markets Advisor Retention Guidelines
(reviewed by Board)

7. Right—To-Know Law Policy .
(adopted by the Board) v

8. Derivatives Investment Policy Statement
’ (reviewed by Board)

9. Portfolio Rebalancing Policy
(reviewed by Board)

10. Advisor, Asset Class, and Fund Benchmarks as reported in the- Quarterly Performance Report
(reviewed by Board)

11. SERS Investment Policies and Procedures
(approved by Chief Investment Officer)

12. SERS Securities Litigation Policy
(adopted by Board)

13. SERS Securities Lending Policy
(reviewed by Board) - o
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X1v. Glossary of Terms

Asset Allocation — investment chmce made among. broad asset classes such -as equmes ﬁxed income
securities, real estate, etc. :

Brokerage Commnssxon payment for adm1mstrat1ve costs of tradmg securities; the cost for execution.

Brokerage Commlssmn Recapture — reimbursement to the Fund for a portion of the fee pa1d toa broker '

for executing a trade:.
Corporate Governance — the procedures by which a corporation conducts its affairs.
Corpus —speciﬁeally, the investment portfolio of SERS.

Fiduciary — one who can exercise d1scret10nary authorlty or can control or mﬂuence important aspects of
a pension plan’s management :

Fixed Income Investment — a security issued by a borrower that obligates the issuer to make specified
payments to a holder over a specific period. May also be referred to as “debt” or “bonds”.

_Net Total Return — interest or dividend income plus any realized or unrealized capital gain (or loss) on

an investment, net of any capital contributions or distributions from the corpus.
Proxy — an instrument empowering an agent to vote for a shareholder. -

Qualitative Oversight — analysis that evaluates important factors that cannot be precisely measured, e.g.,
experience, caliber of management, investment philosophy and strategy.

Quantitative Oversight — analysis dealing with measurable factors, such as value of securities, the cost
of capital, historical and projected patterns of sales, costs, profitability, returns, risk. Used in tandem with
qualitative oversight to arrive at sound business and financial judgments. ’

Risk - the uncertainty of outcome or the likelihood of not meeting an objective.

Short-Term InVestment — any fixed income investment with less than one year to maturity.

Tracking Error — the annual standard deviation of an adv1sor s performance results from the adv1sor s

’ benchmark
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APPENDIX |

Title 71, Pennsylvania Consolidated Statutes, Section 5931, specifies the investment authority of the State
Employees’ Retirement Board. The relevant investment sections of this legislation are reproduced here and
incorporated into the Statement of Investment Policy as Appendix I. In the event of changes in the statutes,
the amended statutes shall control.

Section 5931. Management of fund and accounts

@) Control and management of fund. — The members of the board shall be the trustees of the
fund. Regardless of any other provision of law governing the investments of funds under
the control of an administrative board of the State government, the trustees shall have
exclusive control and management of the said fund and full power to invest the same in
accordance with the provisions of this section, subject, however, to the exercise of that
degree of judgment, skill and care under the circumstances then prevailing which persons
of prudence, discretion and intelligence, who are familiar with such matters, exercise in
the management of their own affairs not in regard to speculation, but in regard to the
permanent disposition of the funds, considering the probable income to be derived
therefrom as well as the probable safety of their capital. The trustees shall have the
power to hold, purchase, sell, lend, assign, transfer or dispose of any of the securities and
investments in which any of the moneys in the fund shall have been invested as well as of
the proceeds of said investments, including any directed commissions which have
accrued to the benefit of the fund as a consequence of the investments, and of any
moneys belonging to said fund, subject in every case to meeting the standard of prudence
set forth in this subsection.

(b) Crediting of interest. — The board, annually, shall allow the required interest on the mean
amount for the proceeding year to the credit of each of the accounts. The amount so
allowed shall be credited thereto by the board and transferred from the interest reserve
account.

(c) Custodian of fund. — The State Treasurer shall be the custodian of the fund.

() Payments from fund. — All payments from the fund shall be made by the State Treasurer
in accordance with requisitions signed by the secretary of the board, or his designee, and
ratified by resolution of the board.

(e) Fiduciary status of board. — The members of the board, employees of the board and
agents thereof shall stand in a fiduciary relationship to the members of the system
regarding the investments and disbursements of any of the moneys of the fund and shall
not profit either directly or indirectly with respect thereto. The board may, when possible
and consistent with its fiduciary duties imposed by this subsection or other law, including
its obligation to invest and manage the fund for the exclusive benefit of the members of
the system, consider whether an investment in any project or business enhances and
promotes the general welfare of this Commonwealth and its citizens, including, but not
limited to, investments that increase and enhance the employment of Commonwealth
residents, encourage the construction and retention of adequate housing and stimulate
further investment and economic activity in this Commonwealth. The board shall,
through the Governor, submit to the General Assembly annually, at the same time the



()

(9)

(h)

(i)

1)

board submits its budget covering administrative expenses, a report identifying the nature
and amount of all existing investments made pursuant to this subsection.

Name for transacting business. — By the name of “The State Employees’ Retirement
System” or “The State Employes’ Retirement System” all of the business of the system
shall be transacted, its fund invested, all requisitions for money drawn and payments
made, and all of its cash and securities and other property shall be held, except that, any
other law to the contrary notwithstanding, the board may establish a nominee registration
procedure for the purpose of registering securities in order to facilitate the purchase, sale
or other disposition of securities pursuant to the provisions of this law.

Deposits in banks and trust companies. — For the purpose of meeting disbursements for
annuities and other payments in excess of the receipts, there shall be kept available by the
State Treasurer an amount, not exceeding 10% of the total amount in the fund, on deposit
in any bank or banks in this Commonwealth organized under the laws thereof or under
the laws of the United States or with any trust company or companies incorporated by
any law of this Commonwealth, provided any of such banks or trust companies shall
furnish adequate security for said deposit, and provided that the sum so deposited in any
one bank or trust company shall not exceed 25% of the paid-up capital and surplus of
said bank or trust company.

Venture capital, private placement and alternative investments. — The board in its prudent
discretion may make any venture capital investment, private placement investment or
other alternative investment of any kind, structure or manner which meets the standard of
prudence set forth in subsection (a).

Vehicles for authorized investments. — The board in its prudent discretion may make any
investments which meet the standard of prudence set forth in subsection (a) by acquiring
any type of interest in a business organization existing under the laws of any jurisdiction,
provided that, in any such case, the liability of the State Employees’ Retirement Fund
shall be limited to the amount of its investment.

Legislative declaration concerning certain authorized investments. — The General
Assembly finds and declares that authorized investments of the fund made by or on
behalf of the board under this section whereby the board becomes a joint owner or
stockholder in any company, corporation association or other lawful business
organization are outside the scope of the original intent of and therefore do not violate the
prohibition set forth in section 8 of Article VIII of the Constitution of Pennsylvania.
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COMMONWEALTH CONTRACT PROVISIONS

L. TERM OF CONTRACT

The term of the Contract shall commence on the Effective Date (as defined below) and shall end on the Expiration Date

' identified in the Contract, subject to the other prov151ons of the Contract.

The Effective Date shall be ﬁxed by the Contracting Ofﬁcer after the Contract has been fully executed by the Contractor and
by the Commonwealth and all approvals required by ‘Commonwealth contracting procedures’ have been obtained. The

_ Contract shall not be a legally binding contract until after the Effectwe Date is afﬁxed and the fully executed Contract has been

sent to the Contractor

The Commonwealth reserves the right, upon notice to the Contractor, to extend the term of the Contract for up to three (3)
months upon the same terms and conditions. This will be utilized to prevent a lapse in Contract coverage and only for the tlme
necessary, up to three (3) months to enter mto a new contract. ‘

I CONTRACTOR INTEGRITY PROVISIONS (August 2010)

It is essential that those who seek to contract with the Commonwealth of Pennsylvania (“Commonwealth”) observe high

standards of honesty and integrity. They must conduct themselves in a manner that fosters publlc confidence in the integrity of .

the Commonwealth procurement process.
In furtherance of this policy, Contractor‘agrees to the following:

1. Contractor shall maintain the highest standards of honesty and integrity during the performance of this
contract and shall take no action in violation of state or federal laws or regulations or any other applicable laws or
regulations, or other requirements applicable to Contractor or that govern contracting with the Commonwealth.

2. Contractor shall establish and implement a written business integrity policy, which includes, at a minimum,
the requirements of these provisions as they relate to Contractor employee activity with the Commonweaith and
Commonwealth employees, and which is distributed and made known to all Contractor employees.

3. Contractor, its affiliates, agents and employees shall not influence, or attempt _ to inﬂuence, any
Commonwealth employee to breach the standards of ethical conduct for Commonwealth employees set forth in the
Public Official and Employees Ethics Act, 65 Pa.C.S. §§1101 et seq.; the State Adverse Interest Act, 71 P.S. $§776.1 et

seq.; and the Governor’s Code of Conduct, Executive Order 1980-18, 4 Pa. Code §7.151 et seq., or to breach any -

other state or federal law or regulation.

4. Contractor, its affiliates, agents and employees shall not offer, give, or agree or promise to give any gratuity
to a Commonwealth official or employee or to any other person at the’ dxrectron or request of any Commonwealth
official or employee.

5. Contractor, its affiliates, agents and employees shall not offer, give, or agree or promise to give any gratuity
to a Commonwealth official or employee or to any other person, the acceptance of which would violate the

 Governor’s Code of Conduct, Executive Order 1980-18, 4 Pa. Code §7.151 et seq. or any statute, regulation,
statement of policy, management directive or any other published standard of the Commonwealth.

6. Contractor, its affiliates, agents and employees shall not, directly or indirectly, offer, confer, or agree to

confer any pecuniary benefit on anyone as consideration for the decision, opinion, recommendation, vote, othet
exercise of discretion, or violation of a known legal duty by any Commonwealth official or employee.
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7. Contractor, its affiliates, agentsv employees, or anyone in privity with him or her shall not accept or agree to
accept from any person, any gratuity in’ connectlon with the performance of work under the contract, except as
prov1ded in the contract. :

8. Contractor shall not have a financial interest in any other contractor, subcontractor, or supplier providing

services, labor, or material on this project, unless the financial interest is disclosed to the Commonwealth in writing

and the Commonwealth consents to Contractor’s financial interest prior to Commonwealth execution of the contract.

Contractor shall disclose the financial interest to the Commonwealth at the time of bid or proposal submission, or if
" no bids or proposals are solicited, no later than Contractor’s submission of the contract signed by Contractor.

9. Contractor its affiliates, agents and employees shall not drsclose to othets any - mformatlon documents,
‘reports, data, or records provided to, or prepared by, Contractor under this contract without the prior written approval
of the Commonwealth, except as required by the Pennsylvania Right-to-Know Law,65 P.S. §§ 67.101-3104, or other
applicable law or as otherwise provided in this contract. Any information, documents, reports, data, or records
secured by Contractor from the Commonwealth or a third party in connection with the performance of this contract
shall be kept confidential unless d1sclosure of such information is:

a. Approved in writing by the Commonwealth prior to its disclosure; or

b. Directed by a court or other trlbunal of competent jurisdiction unless the contract requlres prior
Commonwealth approval; or

¢. Required for compliance with federal or state securities laws or the requirements of national securities
exchanges; or :

d. Necessary for purposes of Contractor’s internal assessment and review; or

e. Deemed necessary by Contractor in any action to enforce the prov1s10ns of th1s contract or to defend or
prosecute claims by or against parties other than the Commonwealth; or .

f.'  Permitted by the valid authorization of a third party to whom the information, documents, reports, data, or -
records pertain; or

g. Otherwise required by law.
10. :Contractor certifies that neither it nor any of its officers, directors, associates, partners, limited partners or
, individual owners has not been officially notified of, charged with, or convicted of any of the following and agrees to
immediately notify the Commonwealth agency contracting officer in writing if and when it or any officer, director,
associate, partner, limited partner or individual owner has been officially notified of, charged with, convicted of, or

officially notified of a governmental determination of any of the following:

a.. Commission of embezzlement, theft, forgery, bribery, falsrﬁcatlon or destruct1on of records makmg false
statements or receiving stolen property

b. “Commission of fraud or a criminal offense or other improper conduct or knowledge of, approval of or
. acquiescence in such activities by Contractor or any affiliate, officer, director, associate, partner, limited partner,
individual owner, or employee or other individual or entity associated with: -
(1) obtaining; .
(2) attempting to obtain; or

(3) performing a public contract or subcontract:
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Contractor s acceptance of ‘the benefits derlved from the conduct shall be deemed ev1dence of such knowledge
approval or acquiescence. o

_¢.. Violation of federal or state antitrust statutes.
d. Violation,of any federal or state law regulating campaign contributions.
e. Violation of any federal or state environmental law.

f. Vrolatlon of any federal or state law regulatmg hours of labor, m1n1mum wage standards or prevarhng wage
standards; discrimination i in wages; or child labor violations. :

g Vlolatlon of the Act of June 2, 1915 (P.L.736, No. 338), known as the Workers’ Compensatzon ‘Act, 77 P. S 1
et seq.

h. Violation of any federal or state law prohibiting discrimination in employment.

i. Debarment by any agency or department of the federal government or by any other state.
j.  Any other crime involving moral turpitude or business honesty or integrity.

Contractor acknowledges that the Commonwealth may, in its sole discretion, terminate the contract for cause
upon such notification or when the Commonwealth otherw1se learns that Contractor has been offic1ally notrﬁed
_ charged, or convrcted '

11. If this contract was awarded to Contractor on a non-bid basis, Contractor must, (as required by Section 1641

of the Pennsylvania Election Code) file a report of polrtlcal contributions with the Secretary of the Commonwealth on

or before February 15 of the next calendar year. The report must include an itemized list of all political contributions

known to Contractor by virtue of the knowledge possessed by every officer, drrector associate, partner, limited
- partner, or individual owner that has been made by:

a. Any officer, director, associate, partner, limited partner, individual owner or membets of the immediate ‘
family when the contributions exceed an aggregate of one thousand dollars ($1,000) by any individual durmg the . |
preceding yedr; or '

b. Any employee or members of his immediate famlly whose political contribution exceeded one thousand
dollars ($1,000) during the precedmg year.

To obtaln a copy of the: reporting form Contractor shall contact the Bureau of Commissions, Elections and
.. Legislation, Division of Campaign Finance and Lobbylng Disclosure, Room 210, North Office Bu1ld1ng,
Harrisburg, PA 17120

12. Contractor shall comply with requirements of the Lobbying Disclosure Act, 65 Pa.C.S. § 13401 et seq., and
the regulations promulgated pursuant to that law. Contractor employee activities prior to or outside of formal \
Commonwealth procurement communication protocol are considered lobbying and subjects the Contractor employees |
to the registration and reporting requirements of the law.. Actions by outside lobbyists on Contractor’s behalf, no - '
matter the procurement stage, are not exempt and must be reported.

13. When Contractor has reason to believe that any breach of ethical standards as set forth in law, the

Governor’s Code of Conduct, or in these provisions has occurred or may occur, including but not limited to contact

by a Commonwealth officer or employee which, if acted upon, would violate such ethical standards, Contractor shall

immediately notify the Commonwealth contracting officer or Commonwealth Inspector General in writing.

14.  Contractor, by submission of its bid or proposal and/or execution of this contract and by the submission of
any bills, invoices or requests for payment pursuant to the contract, certifies and represents that it has not violated any
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of these contractor integrity provisions in connection with the submission-of the bid or proposal, during any contract
negotiations or during the term of the contract.

15. Contractor shall cooperate with the Office of Inspector General .in-its investigation of any alleged '
Commonwealth employee breach of ethical standards and any alleged Contractor non-compliance with these

" provisions; . Contractor agrees to make identified Contractor employees available for interviews at reasonable times

and. places. Contractor, upon the inquiry or request of the Office of Inspector General, shall provide, or if

appropriate, make promptly available for inspection or copying, any information of any type or form deemed relevant

by the Inspector General to Contractor’s integrity and compliance with these provisions. Such information may
include, but shall not be limited to, Contractor’s busmess or financial records documents or files of any type or. form
that refers to or concern this contract.

16.  For violation of any of these Contractor Integrity Provisions, the Commonwealth may terminate this and any
other contract with Contractor, claim liquidated damages in an amount equal to the value of anything received in
breach of these provisions, claim damages for all additional costs and expenses incurred in obtaining another
contractor to complete performance under this contract, and debar and suspend Contractor from doing business with
the Commonwealth. These rights and remedies are cumulative, and the use or non-use of any one shall not preclude
the use of all or any other. . These rights and remedles are in addition to those the Commonwealth may have under
law, statute, regulation, or otherwise.

17. For purposes of these Contractor Integrity Provisions, the following terms shall have the meanings found in
this Paragraph 17. .

“a. “Confidential information” means information that a) is not already in the public domain; b) is not available
to the public upon request; c) is not or does not become generally known to Contractor from a third party without
an obligation to maintain its confidentiality; d) has not become generally known to the public through a act or
omission of Contractor; or €) has not been 1ndependently developed by Contractor without the use of confidential
information of the Commonwealth.

b. “Consent” means written permission signed by a duly authorized officer or employee of the Commonwealth,
provided that where the material facts have been disclosed, in writing, by pre-qualification, bid, proposal, ot
contractual terms, the Commonwealth shall be deemed to have consented by virtue of execution of this contract.
c. “Contractor” means the individual or entity that has entered into ‘this contract with the Commonwealth,
including those directors, officers, partners, managers, and owners havmg more than a five percent interest in
Contractor.

d. “Financial interest” means:

48 Ownership of more than a ﬁve percent interest in any business; or

2) Holdmg a posmon as an officer, director, trustee, partner employee or holding
any position of management.

e. “Gratuity” means tendering, giving or providing anything of more than nominal monetary value including,
but not limited to, cash, travel, entertainment, gifts, meals, lodging, loans, subscriptions, advances; deposits of
money, services, employment, -or contracts of any kind. The exceptions set forth in the Governor’s Code of
Conduct, Executive Order 1980-18, the 4 Pa. Code §7.153(b), shall apply.

f.  “Immediate fémily” means a spouse and any unemancipated child.

g. “Non-bid basis” vmeans a contract awarded or executed by the Commonwealth with Contractor without
seeking b]dS or proposals from any other potentlal bidder or offeror.
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h. “Pol.it'ical contribution” means any payment, gift, snbscription, assessment, contract, payment for services, -
dues, loan, forbearance, advance or deposit of money or any valuable thing, to a candidate for public office or to .
a political committee, including but not limited to a political action committee, made for the purpose of -

influencing any election in the Commonwealth of Pennsylvania or for paying debts incurred by or for a candidate
or committee before or after any election.

. NONDISCRIMINATION/SEXUAL HARASSMENT CLAUSE (August 2010)

The contractor agrees:

1.  In the hiring of any employee(s) for the manufacture of supplies, performance of work, or any other activity required

under the contract or any subcontract, the Contractor, each subcontractor, or any person acting on behalf of the Contractor or
~ subcontractor shall not, by reason of gender, race, creed, or color discriminate against any citizen of this Commonwealth who
is qualified and available to perform the work to which the employment relates.

2. Neither the Contractor nor any subcontractor nor any person on their behalf shall in any manner discriminate against or
intimidate any employee involved in the manufacture of supplies, the performance of work, or any other activity required
under the contract on account of gender race, creed, or color.

3. The Contractor and each subcontractor shall establish and maintain a written sexual harassment policy and shall inform
their employees of the policy. The policy must contain a notice that sexual harassment will not be tolerated and employees
who practrce it will be disciplined. :

4.  The Contractor and each subcontractor shall not discriminate by reason of gender race, creed, or color agamst any
subcontractor or suppller who is qualified to perform the work to which the contract relates.

5. The Contractor and each subcontractor shall, within the time periods requested by the Commonwealth, furnish all
necessary employment documents and records and permit access to their books, records, and accounts by the contracting
agency and the Bureau of Minority and Women Business Opportunities (BMWBO), for purpose of ascertaining compliance
with provisions of this Nondiscrimination/Sexual Harassment Clause. Within fifteen (15) days-after award of any contract, the
Contractor shall be required to complete, sign and submit Form STD-21, the “Initial Contract Compliance Data” form. If the
contract is a construction contract, then the Contractor shall be required to complete, sign and submit Form STD-28, the
“Monthly Contract Compliance Report of Construction Contractors”, each month no later than the 15" of the month following
the reporting period beginning with the initial job conference and continuing through the completion of the project. Those
contractors who have fewer than five employees. or whose employees are all from the same family or who have completed the
Form STD-21 within the past 12 months may, within the 15 days, request an exemptron from the Form STD-21 submission
requirement from the contracting agency.

6. The Contractor shall include the provisions of this Nondiscrimination/Sexual Harassment Clause in every subcontract so
that those provisions applicable to subcontractors will be binding upon each subcontractor.

7. The Commonwealth may cancel or terminate the contract and all money due or to become due under the contract may be
forfeited for a violation of the terms and conditions of this Nondiscrimination/Sexual Harassment Clause. In addition, the
agency may proceed with debarment or suspension and may place the Contractor in the Contractor Responsibility File.

Iv. CONTRACTOR RESPONSIBILITY PROVISIONS (October 2006)

a. The Contractor certifies, for itself and all its subcontractors, that as of the date of its exécution of this Bid/Contract, that
neither the Contractor, nor any subcontractors, nor any suppliers are under suspension or debarment by the
Commonwealth or any governmental entity, instrumentality, or authority and, if the Contractor cannot so certify, then it
agrees to submit, along with its Bid, a written explanation of why such certification cannot be made.

b. The Contractor also certifies, that as of the date_ of its execution of this Bid/Contract, it has no tax liabilities or other
Commonwealth obligations.
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c. The Contractor’s obligations pursuant to thése provisions are ongoing from and after the effective date of the contract

through the termination date therecof, Accordingly, the Contractor shall have an obligation to inform the Commonwealth

-if, at any time during the term of the Contract, it becomes delinquent in the payment of taxes, or other Commonwealth

_ obligations, or if it or any of its subcontractors are suspended or debarred by the Commonwealth, the federal government,

or any other state or governmental entity. Such notification shall be made within 15 days of the date of suspension or
debarment. ' ' - )

d. The failure of the Contractor to notify the Commonwealth of its suspension or debarment by the' Commonwealth, any
other state, or the federal government shall constitute an event of default of the Contract with the Commonweéalth.

‘e. The Contractor agrees to reimburse the Commonwealth for the reasonable costs of investigation incurred by the Office of
State Inspector General for investigations of the Contractor’s compliance with the terms of this or any other agreement

between the Contractor and the Commonwealth, which results in the suspension or debarment of the Conttactor. Such .
costs shall include, but shall not be limited to, salaries of investigators, including overtime; travel and lodging expenses; -

and expert witness and - documentary fees. The Contractor shall not be respon51ble for 1nvest1gat1ve costs for
-investigations that do not result in the Contractor’s suspension or debarment

f. The Contractor may obtam a current list of suspended and debarred Commonwealth contractors by either searching the
internet at http://www.dgs.state.pa.us/ or contactmg the:

Department of General Services
Office of Chief Counsel -

603 North Office Building
Harrisburg , PA 17125
‘Telephone No. (717) 783- 6472
FAX No. (717) 787-9138

V. ASSIGNMENT OF ANTITRUST CLAIMS (October 2006)

The Contractor and the Commonwealth recognize that in actual economic practice, overcharges by Contractor’s suppliers
resulting from violations of state or federal antitrust laws are in fact borne by the Commonwealth. As part of the consideration
for the award of the Contract, and intending to be legally bound, Contractor assigns to the Commonwealth all right, title and
interest in and to any claims the Contractor now has, or may acquire,: under state or federal antitrust laws relating to the
products or services which are the subject of this Contract. :

VL  OFFSET PROVISION (October 2006)

The Contractor agrees that the Commonwealth may set off the amount ‘of ‘any -state tax liability or other obligation of the

Contractor or its subsidiarjes to the Commonwealth against any payments due the Contractor under any contract with the -

Commonwealth.
VII.  CERTIFICATION OF TAXPAYER IDENTIFICATION NUMBER
Execution of this Contract constitutes certiﬁcation by the Contractor that:

A. The number appearing on the Contract is the Contractor’s correct taxpayer 1dent1ﬁcat10n number (if no number is present,
Contractor is waiting for a number to be issued) and,

B. Contractor is not subject to backup withholding because: -(i) Contractor is exempt from backup withholding, or (ii)
Contractor has not been notified by the LR.S. that it is subject to backup withholding as result of a failure to report all interest
or dividends, or (iii) the L.R.S. has notified Contractor that it is no longer subject to backup withholding.

VIII. THE AMERICANS WITH DISABILITIES ACT (October 2006)
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a. Pursuant to federal regula‘uons promulgated under the authorlty of The Americans With Disabilities Act, 28 C.F.R.
Section 35.101 et seq., the Contractor understands and agrees that it shall not cause any individual with a disability to be
excluded from participation in this Contract or from activities provided for under this Contract on the basis of the disability.
As a condition of accepting this contract, the Contractor agrees to comply. with the “General Prohrbrtrons Against
Discrimination”, 28 C.F.R. §35.130, and all other regulations promulgated under Title II of The Amerlcans With Disabilities
Act which are applicable to all benefits, services, programs and activities provrded by the Commonwealth of Pennsylvania
through contracts with outside contractors

" b.. The Contractor shall be responsible for and agrees to indemnify and hold harmless the Commonwealth of Pennsylvania
from all losses, damages, expenses, claims, demands, suits and actions brought by any party against the Commonwealth of
Pennsylvania as a result of the Contractor’s failure to comply with the provisions of Subparagraph a. above.

IX. DISADVANTAGED BUSINESS INFORMATION (March 2010)

The Issuing Office encourages part1c1patlon by smal] drsadvantaged businesses as prime contractors, joint ventures and
subcontractors/supphers and by socially dlsadvantaged businesses as prime contractors. '

-Small Disadvantaged Businesses are small businesses that are owned or controlled by a majority of persons not limited to
members of minority groups, who have been deprived of the opportunity to develop and maintain a competrtrve position in the
economy because of social drsadvantages The term includes:

a. Department of General Services Bureau of Minority and Women Business Opportunities (BMWVBO)-Acertiﬁed minority
business enterprises (MBEs) and women business enterprises (WBESs) that qualify as small businesses; and -

b. United States Small Business Administration certified 8(a) small disaduantaged busin'ess concerns.

c. Businesses that BMWBO determines ‘meet the Small Business Admrnrstratlon crlterra for designation as a small
dlsadvantaged business. :

Small b_usmesses are businesses in the United States that are independently owned, are not dominant in their field of operation,
employ no more than 100 full-time or full-time equivalent employees, and earn less than $20 million in gross annual revenues
($25 million in gross annual revenues for those businesses in the information technology sales or service business).

Socially disadvantaged businesses are businesses in the United States that BMWBO determines are owned or controlled by a
majority of persons, not limited to merbers of minority groups, who are subject to racial or ethnic prejudice or cultural bias,
but which do not qualify as small businesses. In order for a business to qualify as “socially disadvantaged”, the offeror must
include in its proposal clear and convincing evidence to establish that the business has personally suffered racial or ethnic
prejudice or cultural bras stemming from the business person s color, ethnic origin or gender.

Questions regarding this Program can be directed to:

- Department of General Services ,
Bureau of Minority and Women Business Opportunities
Room 611, North Office Building
Harrisburg, PA 17125
Phone: (717) 783-3119
Fax: (717) 787-7052
Email: gs-bmwbo@state.pa.us

Website: www.dgs.state.pa.us

‘A database of BMWBO-certified minority- and - women-owned businesses can be = accessed at
http://www.dgsweb.state.pa.us/mbewbe/VendorSearch.aspx. The federal vendor database can be accessed at
http://www.ccr.gov by clicking on Dynamic Small Business Search (certified companies are so indicated).

X, INFORMATION CONCERNING SMALL' BUSINESSES 'IN ENTERPRISE ZONES (March 2010)
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The Issuing Office encourages part1c1patlon by small businesses, whose primary or headquarters facility is physically located
in areas the Commonwealth has identified as Deszgnated Enterprzse Zones, :as prlme ‘contractors, joint ventures and
subcontractors/suppliers. :

The definition of headquarters includes, but is not limited to, an office or location that is the administrative center of a business
or enterprise where most of the important functions of the business are conducted or.concentrated and location where
employees are conducting the business of the company on a regular and routine basis so as to contribute to the economic
development of the geographlcal area in which the office or business is geographically located. '

“Small businesses are businesses in the United States that are independently owned, are not dominant in the1r field of operation,

employ no more than 100 full-time or full-time equivalent employees, and earn less than $20 million in gross annual revenues
($25 million in gross annual revenues for those businesses in the information technology sales or service business).

There is no database or directory of small businesses located in De31gnated Enterprise Zones Information on the location of
Designated Enterprise Zones can be obtained by contactlng :

- Aldona M. Kartorie
Center for Community Building
PA Department of Community and Economic Development
4th Floor, Commonwealth Keystone Building
400 North Street '
Harrisburg, PA 17120-0225
Phone: (717) 720-7409
Fax: (717) 787-4088
Email: akartorie@state.pa.us

XL  RECYCLED CONTENT PRODUCTS PROVISION

The Commonwealth of Pennsylvania State Employees’ Retirement System has determined that the recycled content products
provision is not applicable to this Contract for the type of service being provided by this Contractor. This determination was
based. on the fact that no material type products included:on the Department of General Services “List of Products and
Procurement Guidelines” are being requested under thls Contract.

XII.  HOLD HARMLESS PROVISION (November 30, 2006)

‘The Contractor shall hold the Commonwealth hermless from and indemnify the Commonwealth against any and all third party

claims, demands and actions based upon or arising out of any activities performed by the Contractor and its employees and
agents under this Contract, provided the Commonwealth gives Contractor prompt notice of any such claim of which it learns.
Pursuant to the Commonwealth Attorneys Act (71 P.S. Section 732-101, et seq.), the Office of Attorney General (OAG) has
the sole authority to represent the Commonwealth in actions brought against the Commonwealth. The OAG may, however, in
its sole discretion and under such terms as it deems appropriate, delegate its right of defense. If OAG delegates the defense to
the Contractor, the Commonwealth will cooperate with all reasonable requests of Contractor made in the defense of such suits.
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