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NEPC Investment Manager Research

Our _Goal

To work constructively with the asset management
community to deliver innovative and high quality
Investment strategies that meet and exceed our

clients’ objectives.
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* Introduction and NEPC Update

* Client Perspectives & Market Outlook

* Research at NEPC

 Investment Manager Searches and Activity

* Your Questions

E‘% NEPC, LLC 3



About NEPC

* Independent consulting firm since 1986
— 100% employee owned, 33 Partners
— No conflicts

+ Stable, consistent business
— Firm stability helps clients and allows us to re-invest in the business

The NEPC Difference

* Informed innovation
— We challenge assumptions to find the best answers

» Research-driven process
— We help clients build the right portfolio for their needs

» Demonstrated results
— Client outperformance in 24 of 27 years
— Recognized leader in client satisfaction
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NEPC Update

* NEPC remains the leading independent consulting firm
— 311 clients and $714 billion in assets
— A destination for investment professionals who want to consult

* We remain focused on our commitment to clients
— Adding consulting staff and services
— Investing in technology to improve the client experience
e Offering access to manager meeting notes
— Continuing to build global research effort
— Flexible and customized approach to client relationships
» Advisory and Discretionary service models

Clients per Consultant Research Growth
20 45
40
16 35
n 30
0]
12 °>" 25
9 20
o
W 10
4 5
0
1995 1997 1999 2001 2003 2005 2007 2009 2011
0 . -
1995 1997 1999 2001 2003 2005 2007 2009 2011 = Alternatives ® Traditional

E‘% NEPC, LLC 5



Client Perspectives & Market Outlook
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Key Client Issues

Strong 2012 Performance
— Average plan up 10.5%

Return expectations are down
-  7.3%-7.5% on average

Funding ratios are below 100%b
— Corporate @ 81%
—  Public @ 77%

Focus is on generating returns
and managing volatility

Client plans are increasingly
unique

Most Important Issues Facing Funds 2012

Asset Allocation — 43%
De-Risking/Managing Volatility _ 34%
Funding Status _ 33%
Rate-of-Return _ 32%
Current Economic Situation - 7%
Government Regulations . 4%
Risk Return Trade-offs . 3%
Plan Governance F 3%
; T T T T 1
0% 10% 20% 30% 40% 50%

Proportion of U.S. Investors

Source: Greenwich Associates 2012, USII-12.
Data is based on open-ended comments from 800 U.S. institutional investors.
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Asset Allocation Across Client Types

Proportion of Total U.S. Defined Benefit
and Investment Pool Assets

e
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U.S. Investors’ Institutional Asset Allocation (DB, Investment Pools, Excluding DC), by Type of Plan
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Source: Greenwich Associates 2012, USII-12.
U.S. assets are projected to the 2012 Greenwich Associates universe of 2,357 U.S. institutional investors with $250 million or more in total assets. Percentages are dollar-weighted.

Results are for institutional assets only: corporate and union fund defined benefit plan assets; public fund defined benefit plan assets; endowment and foundation fund investment pool assets. “Other
investment” represent allocations to commodities, money market, and other.
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Defined Benefit Asset Trends

U.S. Investors’ Institutional Asset Allocation (DB, Investment Pools, Excluding DC)
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Source: Greenwich Associates 2012, USII-12.

Other Investment

U.S. assets are projected to the 2012 Greenwich Associates universe of 2,357U.S. institutional investors with $250 million or more in total assets. Percentages are dollar-weighted.
Results are for institutional assets only: corporate and union fund defined benefit plan assets; public fund defined benefit plan assets; endowment and foundation fund investment pool assets. “Other

investment” represent allocations to commodities, money market, and other.
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Defined Contribution Asset Trends

U.S. Investors’Defined Contribution Asset Allocation
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Source: Greenwich Associates 2012, USII-12.
U.S. assets are projected to the 2012 Greenwich Associates universe of 2,357 U.S. institutional investors with $250 million or more in total assets. Percentages are dollar-weighted.
Results are for corporate, union, and public fund (2012 only) defined contribution assets. “Other investment” represent allocations to REITS, money market, balanced, commodities, and other.
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What We Said Last Year — NEPC 2012 General Actions for Clients

 If appropriate, increase portfolio risk — and expected return

Recognize that current global deleveraging is a multi-year event

 Continue to increase emerging markets exposure

 Use active strategies to enhance returns

« “Buy Low” in segments of illiquid and less liquid assets
— Structured securities offer attractive expected returns
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NEPC 2013 Capital Market Observations

Strong 2012 market returns lead to subdued expectations

— Without a fundamental shift in underlying economic drivers, favorable recent
performance “robs from the future” and lowers 5-7 year outlook across markets

— Markets have rallied based on policy announcements more than economic results
— Policy accommodation could provide further tailwind to markets in near-term
* Valuation expansion is unlikely to be a large driver on its own as few markets look cheap

Potential for macro shock is elevated in the near term
— Stimulative monetary policy in developed world creates a deceptively calm backdrop

— US fiscal cliff, European misstep, China slow down, or Middle East conflict could send
shocks across markets

Global growth outlook remains constrained as developed world lacks
political will to truly address debt burden

— Pressure for fiscal tightening (European austerity, US fiscal cliff) could neutralize
benefits of monetary stimulus

— Structural debt issues plus ancillary effects of money printing will extend deleveraging

Seeds of inflation planted but not yet watered
— Money printing has led to asset price inflation instead of inflation in the real economy

— Monetary easing creates long-term inflation threat, but muted credit growth limits
near-term inflation pressure
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NEPC 2013 General Actions for Clients

Focus on strategic allocations in a time with few tactical opportunities
— Confirm your policy objectives and investment goals
— Avoid stretching for higher returns through increased risk
— Be prepared to act if opportunities do present themselves

* Position for a continuation of macro-driven themes
— Examine existing managers’ capabilities
e Add to global asset allocation and top-down active strategies
— Use flexible active managers to implement allocations to policy-driven markets
¢ Non-US equities have attractive valuations, but return premium reflects downside risk
e Credit markets have recovered but liquidity has fallen, making market dynamics less stable

 Use Risk Parity as a stable foundation of a diversified program
— Reconsider what constitutes a “core” investment in this environment
* No longer just stocks and bonds
— Risk Parity can be used as a liquid placeholder while tactical opportunities are limited

 Continue building allocations in emerging markets and real assets
— Developing countries consistently demonstrate superior fundamentals to G7 markets
— Most investors remain vulnerable to higher inflation, with limited real assets exposure

* Allocate to less liquid strategies with patience
— Distressed assets thesis is compelling but current opportunities are limited

— Strategies providing capital to markets that have traditionally relied on banks are
appealing with high income and relatively shorter time horizons

— Significant system stress remains in real estate market but conditions have improved
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Research at NEPC
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Asset Allocation at NEPC — A Progressive Approach

Mean-Variance analysis is a useful
but limited tool for asset allocation
— Relies on static/unrealistic assumptions

We use multiple models to develop
more robust asset allocation
solutions

— Risk budgeting

— Scenario analysis

— Liquidity analysis

— Alpha risk budgeting

— Factor Analysis

We embrace innovation in asset
allocation

12/31/10 Actual

12/31/11 Target

Mix A

Mix B

Mix C

0.00

WTreas
mEMD
mPD

2.00 4.00 6.00 8.00 10.00 12.00 14.00

mCredit mMBS BHY aTIpPS BGlob Bonds
mLg Cap mSm/Mid Capmint'l mEmerg mPE
ERE BHF Mod Vol DCommod

8.00%
7.00%
6.00%
5.00%
4.00%
3.00%
2.00%
1.00%
0.00%

Effective Spending Rate
Long Term Target

7.33%

/

1 419% Z

3.16%

Jul-09

Base Case

Jul-10

Jul-11

— Stagflation

Jul-12

Jul-13

Jul-14

Recession

Continuously work to develop new models
to analyze and stress test current and
potential allocations

We incorporate dynamic
components to our process

Market-driven assumptions
Opportunistic component

Delegating assets to flexible strategies
such as global tactical asset allocation

Expansion
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Dynamic Implementation — NEPC’s Advice Drives Client Actions

2005 2007 2009 2011
« Continue + Mixed signals in market * Position for opportunities * Examine portfolio structure
diversification « Strong returns, low » Assess total risk in program ¢ Reduce US equity exposure
« Consider Hedge volatility may breed * Evaluate liquidity needs + Continue building Em Mkts (EQ & FI)
Funds, Real Return complacency + Dollar a secular bear . Consider unconstrained FI strategies
and Global Asset (Multi-Sector)
Allocation « Illiquid strategies remain attractive
2006 2008 2010 2012
* Relax constraints e Reduce equity exposure * Increase exposure to * Increasing risk, as appropriate
+ Liability Driven + Position for volatility Emerging Markets «+ Allocate to emerging markets,
Investing * Credit Opps (April) * Build allocation to Real Assets particularly small cap stocks and local
» Consider illiquid opportunities currency bonds
« Reevaluate the role of Fixed + Credit appears attractive on a risk-
Income adjusted basis

Number of Searches by Asset Type (in Percent)

100%
90%
80%
70% ® Total Alternatives
60% H Total Balanced
50% H Total Non US FI
40% B Total US FI
30% M Total Non US Equity
20% B Total Domestic Equity
10%
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NEPC Investment Manager Research — Global Coverage

* NEPC Manager Research
— Dedicated Research group supplemented by consulting teams
— Rate more than 1,200 investment strategies across asset categories
— Performed more than 2,400 manager meetings in 2012, 250+ in manager offices
— $16.0 billion placed in 556 searches in 2012

* Traditional Research
— 12 person team
— 42 Preferred Lists
¢ US, Non-US, Emerging Markets Equity
e Global, Credit, Emerging Market Fixed Income
« Commodities, Inflation-Linked, Global Asset Allocation, Risk Parity
— 300+ Preferred strategies

* Hedge Funds
— $25.1B in assets under advisement
— 15 person team

— 8 Preferred Lists with 60+ Preferred strategies
e Equity-Linked, Credit, Event-Driven, Global Macro, Multi-Strategy, Fund-of-Funds

* Private Markets
— $29.3B in committed and invested assets under advisement
— 12 person team
— 15 investment categories covered
e Private Equity, Private Debt, Real Estate, Real Assets
— ~b0 strategies underwritten per year
More than 875 total partnerships tracked
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Traditional Research — Investment Category Leaders

Tim McCusker
Director — Traditional Research

Donna Szeto
Senior Research Consultant

Steve Gargano
Senior Research Consultant

Jeff Markarian
Senior Research Consultant

Phillip Nelson

Research Consultant

Seth Bancroft
Research Analyst

Multi-Asset Class Research

US Large Cap Equities

US Small/Mid Cap Equities

International Equities,
Liquid Real Assets

GAA, Risk Parity, Global Fixed Income,
TIPS, LDI Strategies

Fixed Income — Core, Global Credit,
Emerging Markets and Opportunistic

Total Traditional Research team of 12 professionals
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Hedge Fund Research — Investment Category Leaders

Neil Sheth
Director — Hedge Fund Research

. Tim Bruce Equity Linked Kamal Suppal Multi-Strategy
Senior Research Consultant Research Consultant
Alex Kamunya Global Macro/
Senior Research Consultant Trading
Dulari Pancholi Event Driven /
Research Consultant Credit Linked Bill Bogle
- . _ Chief Compliance Officer
Chris Matteini Multi-Strategy/
Research Consultant Credit Linked Erin Faccone
A . Research Consultant
manda Karisson Credit Linked
Research Consultant

Total Hedge Fund Team of 15 professionals

* Single strategy hedge fund-of-funds covered by Direct Analysts

E‘% NEPC, LLC 19




Private Markets Research — Investment Category Leaders

Asia/Emerging Markets

Venture Capital, Venture
Lending

Mid-Large Buyouts (>=$500M),
Distressed Debt, Turnaround,
Special Situations, Mezzanine,
Private Debt

|

Growth Equity, Small Buyouts
(<$500M), Secondaries, Fund
of Funds

|

|

Real Estate

Infrastructure, Energy, Timber,
other Real Assets

Total Private Markets team of 12 professionals
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NEPC’s Manager Research Process

The NEPC Research Process:

* We are going to provide an overview of how we develop investment ideas and
select managers

* We are going to highlight the similarities and differences between the
traditional research process and alternatives
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Overview of the Research Process

+*How NEPC develops investment ideas:

1. Ongoing Idea Sourcing 2. NEPC Insights

+Compare the relative
merits of all
investment ideas

+Create Analytical
Tools to build portfolios
with different
investment

+ NEPC develops
investment ideas from
many sources

+ Managers can
contribute by providing
ideas and research

5. Develop Preferred Lists +Scan universe of 3. Research Opportunity
existing strategies +De\/e|0p Views on

+Develop conviction Asset Class and
in most attractive Opportunity Set

investment funds

+Encourage
innovation in

manager
community

+Collaborate
to develop
products that
benefit our
clients

4. Encourage Manager Innovation
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NEPC’s Manager Research Process

Quantitative Qualitative
Scoring Research

Universe
Screening

Peer Review

Key Manager Criteria:
« “Have you done it?” - Consistent alpha at appropriate risk levels

«  “Why can you keep doing it?” - Defensible investment thesis

« “Who is going to do it?” — Solid & stable organization structure

NEPC, LLC 23



NEPC’s Manager Research Process

* Traditional
Research:

» Use PASS scoring
system

» Use asset class
specific criteria on
team, AUM, track
record, etc.

» Alternatives
Research:

» Use Pertrac
database, PASS,
cap intro, and
networks to
source and screen

» Use asset class
specific criteria on
team, AUM, track
record, etc.

Scoring

* Traditional
Research:

» Ongoing PASS
review to rank
and sort funds in
each strategy

e Alternatives
Research:

» Use PASS to rank
funds

» Use comparable
lists for each
strategy
supplemented by
Pertrac analytics

Quantitative

Qualitative
Research

Peer Review

NEPC, LLC
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Universe Screening — Casting a Broad Net

Y LY \
, NN R N\,
N, Quantitative %, % Qualitative
Y Scoring S/ Ressarch
;S s

*, ™,
 Peer Review

./' £ .,. s ’

e Traditional:

— eVestment Alliance and Morningstar screened to capture comprehensive universe of
strategies in each asset class and investment style
— Minimum criteria used to focus research
e Track record
e Assets under management

e Alternatives:

— Pertrac, HFR, eVestment, and proprietary database to capture fund returns for each
hedge fund strategy

- Minimum criteria used to focus research
e Track record
+ Assets under management

 Criteria adjusted for each asset class based on competitive landscape
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Universe Screening — Casting a Broad Net

Here is an Example: Small
Cap Growth

eVestment Universe — 12,719

Domestic Equity Universe — 6,240

\ Quantitative Qualitative
Scoring Research

\ Peer Re\'ie\>

MCORNINGOIAR

Same screening criteria on Morningstar

Universe to ensure broadest coverage —
over 26,000 funds

69 unique funds passing same criteria

249 unique strategies qualifying for )(

further analytics

NEPC, LLC
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Quantitative Scoring — PASS Analytics
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. Traditional and Alternatives:
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* Proprietary PASS tool (Performance
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Qualitative Research — Developing an Investment Thesis

Y AN N
,, Universe Y *, Quantitative
/ screening /' /' scoring/
/ /S /
/

e Traditional and Alternatives:

« Deep, qualitative research to identify investment thesis

Strategies scoring well in PASS

Strategies identified previously by research team and reasons for poor scoring are well
understood

« An investment thesis is the identification and articulation of a manager’s
“competitive edge”

A set of beliefs regarding the security pricing mechanism and what it is about that mechanism
which affords the opportunity to add value

A set of beliefs about the manager’s competitive advantage in exploiting these opportunities
A thesis about how these beliefs can be exploited to generate alpha

* A belief in a strategy’s investment thesis is forward-looking and leads to a
view on the ability to generate future outperformance

Differentiating true investment skill from “noise”

« Through meetings with lead portfolio manager, investment team and
further quantitative analysis, we develop views on each strategy’s key
characteristics

Organization/People
Investment Philosophy
Investment Process
Performance Expectations

N Y
J Peer Review

rd

NEPC, LLC
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Peer Review — Insight and Experience
. Dl ) Qgmtnate’, ), Quntate \’»
* Traditional // /

— Rigorous peer through weekly team meetings

— Asset Class Advisory Groups serve as sounding board :m I
during research process :
e Potential application of different strategies
* Provide direction and ideas for new research or new ’
product from managers 5

— Final proposed list of preferred strategies presented to
Due Diligence Committee (Netting and Vetting
Committee) x| p— b

e Comprised of senior consulting and research
professionals

L
40% . -
L

20%) i ¥ ¢ . Y
*
— Comprehensive materials presented along with N M*l

qualitative review from Research staff
B0%  -60%  -40%  -20% ase 20% 40% 60%  BO% 160%

e Materials cover firm, process, NEPC investment thesis, s
detailed net-of-fees alpha analytics

Rolling 1 Yr. Mgr. Excoss Roturn
]
£

Roliing 3 Yr. Retum
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Peer Review — Insight and Experience

Y AN \\\
, Universe y Y Quantitative Y, %, Qualitative

Y Alte rnatives ./.' Screening /, Scoring ',/./.' Research y,
— Rigorous peer through weekly team meetings '

— Asset Class Advisory Groups serve as sounding
board during research process
» Potential application of different strategies
Palo Alto Investors, LLC

 Provide direction and ideas for new research or Palo Alto Healthcare Fund, LP.
new product from managers

— Final proposed list of preferred strategies
presented to Due Diligence Committee (Alternative
Assets Committee)

e Comprised of senior consulting and research
professionals

— Comprehensive materials presented along with
qualitative review from Research staff

e Materials cover firm, process, NEPC investment
thesis, detailed net-of-fees alpha analytics

10808408}

B LILIOLIIIIILIIIIIES

— Operational Due Diligence review by separate
NEPC team
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Ongoing Due Diligence

e Traditional and Alternatives:

 Centralized Due Diligence Committee meets bi-weekly throughout the
year to evaluate recent events & potential issues
— Investment professional departure
— Change in firm ownership structure
— Litigation
— Changes to original strategy mandate

— Subtle long-term issues — questions of change in a firm’s approach or commitment to
particular business lines

 Defined due diligence status at firm and strategy level to supplement
strategy ratings
— Maintained and reviewed regularly by Due Diligence Committee

* For all events requiring client action, a 48-hour letter from NEPC’s
Research outlining our opinion and suggested action delivered
directly to clients

* Annual review of all strategies in client portfolios through NEPC
Research or Consulting teams
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Manager Search Activity
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Searches Conducted in 2012

Total Searches & Reviews 556

Searches by Asset Class
Large Cap Equity 31
Sm/Mid Cap & Mid Cap Equity 22
Small Cap Equity 21
All Cap Equity 6
Fixed Income 26
High Yield Bonds 11
International Equity/Global Equity/Emerging 120
Global Bonds/Emerging Market Debt 37
LDI 6
GAA/TAA (includes LifeCycle) 52
Hedge Funds 63
Private Equity 110
Real Estate 38
Commodities 13

Total Search Assets $16.0 billion

50% of all
searches were
for non-

traditional
managers and
strategies

NEPC, LLC
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NEPC Historical Search Activity

Total Number of Searches

700

e« 556 Total Searches in 2012

— Search activity spread across asset
classes

— Much of the activity is to broaden
diversification or pursue specific

H Total Non US Equity opportunities
M Total Domestic Equity

600

H Total Alternatives
500

M Total Balanced
400

M Total Non US FI
300 M Total US FI
200

100

2005 2006 2007 2008 2009 2010 2011 2012

Total Assets Placed in Searches

(in millions)

545,000 e« $16 billion in searches in 2012
z:::ggg M Total Alternatives
$30,000 m Total Balanced « 2008 Fixed Income asset flows a
$25,000 S Total Non US Fi result of market dynamics
$20,000 = Total US FI — Addition of credit opportunities
»15,000 = Total Non US Equity — LDI within Corporate clients
$10,000
$5,000 B Total Domestic Equity

S0

2005 2006 2007 2008 2009 2010 2011 2012
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Thesis: Developed Market De-Leveraging and Emerging Markets Growth

Number of Searches in Equity Number of Non US Equity Searches by Asset Class
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100 - | 60 1
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0 - T T T T T T T 0 -

2005 2006 2007 2008 2009 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012
M Total Non US Equity M Total Domestic Equity W Emerging IE M Global Equity m Developed SC m Developed IE

200

L Number of Non US/Global Fixed Income Searches by Asset
Number of Searches in Fixed Income

Class
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M Total Non US FI M Total US FI W Emerging Markets Debt H Global
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Alternative Search Activity

Assets Deployed in Alternative Searches By Type

(in millions)
$9,000
™ Portable Alpha
58,000 Private Equity
. Recent focus areas:
= Long/Short (Not — European Distressed
$7,000 HF) P )
- — Secondaries
Equity Linked (Not i
6 000 HF) — Growth and Small/Mid Buyouts
’ = Credit Ops/DIP — Emerging Markets Private Equity

— Global Macro Hedge Funds
— Credit Hedge Funds
— Direct Lending

M Real Estate - Energy

H Timber
$5,000

M Infrastructure
$4,000
£3.000 M Hedge Funds
® Commodities « Less emphasis on:

— Large Buyouts

— Venture Capital

— Core Real Estate

$2,000

$1,000

S0

2005 2006 2007 2008 2009 2010 2011 2012
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Industry Data — Clients Expect Recent Asset Shifts to Continue

U.S. Investors’ 3-Year Institutional Asset Allocation Expectations

O Significantly Decrease B Significantly Increase No Change
U.S. Equity — Active 138 [ 407
U.S. Equity — Passive 78I 424
Company's Own Securities * 287
International Equity — Active 68 [ 436
International Equity — Passive 455
Global Equity — Active 448
Emerging Market Equity — Active 433
U.S. Fixed Income — Active 66 [ 408
U.S. Fixed Income — Passive 455
International Fixed Income 462
Global Fixed Income — Active 451
Emerging Market Debt — Active 443
Equity Real Estate 434
REITs 463
Private Equity 399
Hedge Fund 412
Commodities 439
200 150 100 50 0 50 100 150 200
Number of U.S. Investors
* Company’s Own Securities asked of Corporate funds only. Source: Greenwich Associates 2012 Survey
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Final Thoughts
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How Best to Work with NEPC

Stay on top of our views
— Available at

Bring your best ideas forward
— “Best in Class” products
— Products consistent with identified market opportunities
— Innovative strategies

Focus on Quality not Quantity

— A few meetings on the right products and strategies will be much more productive for
both sides than meetings for the sake of meetings

Be willing to take “No” for an answer
— Engage constructively with our Research team-members, be patient with the timing of
our Preferred strategy assessment process, and accept our feedback graciously
— We cannot accept every meeting request we receive and deliver high quality research
for our clients

E‘% NEPC,LLC 39



What Managers Should Expect from NEPC

 Information about client needs and search activity

 Our views on the market and our key messages to clients
 Our framework for evaluating managers

* Responsiveness to meeting requests

« Candid feedback

E‘% NEPC, LLC 40



Q&A

Your Questions




