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The OCIO Role

PUBLIC PENSION PLAN

A Chief Investment Officer is responsible
for managing a companyl/institutions
investment portfolio.

”

A financial service provider delegated to
oversee investment responsibilities with
full or mutually agreed upon partial
discretion.

OCI0O/
Delegated

Asset

Custodian .. .
Managers :

Equities” 8 Fixed Incomef§ Alternatives §
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Barriers to Entry

‘ Why are Public Funds concerned with the delegated approach?

Common Public Fund Barriers

Transparency

Will we lose How do we know what is
control? happening with our
assets?
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Accountability

Who is accountable for

performance, execution,

oversight, and headline
risk?

Will we retain our
preferred
vendors, job, etc.
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Delegated Public Sector: Solution

Why might Delegated (OCIO) be an Attractive Solution for Public Funds?

Constrained resources and funding shortages impact public pension fund’s ability to meet short term and long term
investment and retirement objectives.

“~”

Scalability
Allocation of staff time

Daily monitoring +
Efficient & timely
investment decisions

Single point of contact

“~”

Delegated
accountability

Investment Policy
strategy development
& oversight

Clear lines of
responsibility

Plan Size — Smaller
plan less nimble

Regulatory awareness
& oversight

Performance

&
Fees

~”

Access to strong
investments at prices
reserved for large
asset pools

Fees independent of
implementation

Decrease reliance on
current investment
returns to pay current
retirement needs,
while sacrificing ability
to meet long term

= Headline Risk

= |Impact of
inexperienced or
inappropriately
managed investments
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OCIO Utilization by Institution Type

OCIO
UTILIZATION

NEED BY INSTITUTION TYPE

Corp DB: Risk Management Execution

DC: Risk Management Tools to Improve Outcomes

E/F/HC/NP: Alternatives Complexity Requires Expert Execution

Public DB: Return Challenges Require Innovation of Experts

1 OCIO Buyers Guide, February 2016
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RANKING!

ORGANIZATION TYPE
I Corporate pension
§ Public pension
E&F/Nonprofit
I Health Care
401(k), 403(b) or 457 DC plan
I Other

36% ©2% R
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25% (©67%)
7% (n/a) M
15% (n/a)

13% ©43%)
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Why Outsource

1 OCIO Buyers Guide, February 2016
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Markets Increased volatility and investment innovation
Turnover Retirement or Turnover of Internal Investment Leaders
Regulation Increasing Requirements of Fiduciaries

Expertise Align Investment Decision Rights with Specialized Professionals

Reasons for Outsourcing

0 Critical ¥ Important © Not very important ¥ Not at all important ¥ Not applicable
e e =l

Desire for strategic partnership
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Why Outsource: Market Response

‘ Discretionary assets have grown by 860% while the number of investors choosing to
outsource some or all of their portfolio has increased by 2,189%, since the financial crisis?

’ 70% of OCIO Survey respondents have granted full discretion versus 39% the prior year?

Desired
Increased
Returns

Rapid Pace of
Change and
Innovation

Enhanced

Investment
Sophistication

1 OCIO Buyers Guide, February 2016

1/3 of public funds cited a need for increased returns as their critical
reason for outsourcing?

Investors expressed difficulty staying abreast of new investment strategies
at the current rapid pace of change and innovation.

Investors expressed interest in enhancing the sophistication of their
investment program.

2 188 respondents, OCIO Buyers Guide, February 2016 Am
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OCIO: Public Pension Fund Partnership

Investment Policy Execution = Asset Allocation Incorporated Into
Customized Portfolio Investment Policy

Asset Allocation » Documentation of Fiduciary Decisions
Implementation Governance » Specialized Legal/Governance
Experienced Investment Professionals

Team

Vetted Investment

Managers

Public
. . = Co-Fiduciary Partnership
Pension Partnership * |nvestment Management

Fun d Decision Flexibility
= Educational Resources

Potentially Investment = Monitor Investments Daily

. = Access and ability to respond to market
Lower Fees OverSIth fluctuations in a timely manner

= Nimble Execution of Manager Removal

= Buying Power
= Fees Independent of Advice
* Investment Scale
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Client & Delegated Investment Management Roles

Allocation of Responsibility

Management

Strategy Shared

Asset Allocation Shared

Investment Policy Shared

Portfolio Implementation Can Be Delegated = v
Portfolio Operations Can Be Delegated = v
Investment Manager_ . Can Be Delegated = v
Selections and Termination

Monitoring / Reporting Can Be Delegated = v
Rebalancing Can Be Delegated = v
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Legal Disclosures and Disclaimers

Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc. (“AHIC”). The information contained
herein is given as of the date hereof and does not purport to give information as of any other date. The delivery at any time shall not,
under any circumstances, create any implication that there has been a change in the information set forth herein since the date
hereof or any obligation to update or provide amendments hereto.

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice or investment
recommendations. Any accounting, legal, or taxation position described in this presentation is a general statement and shall only be
used as a guide. It does not constitute accounting, legal, and tax advice and is based on AHIC’s understanding of current laws and
interpretation.

This document is intended for general information purposes only and should not be construed as advice or opinions on any specific
facts or circumstances. The comments in this summary are based upon AHIC’s preliminary analysis of publicly available information.
The content of this document is made available on an “as is” basis, without warranty of any kind. AHIC disclaims any legal liability to
any person or organization for loss or damage caused by or resulting from any reliance placed on that content. AHIC. reserves all
rights to the content of this document. No part of this document may be reproduced, stored, or transmitted by any means without the
express written consent of AHIC.

Aon Hewitt Investment Consulting, Inc. is a federally registered investment advisor with the U.S. Securities and Exchange
Commission. AHIC is also registered with the Commodity Futures Trading Commission as a commodity pool operator and a
commodity trading advisor, and is a member of the National Futures Association. The AHIC ADV Form Part 2A disclosure statement
is available upon written request to:

Aon Hewitt Investment Consulting, Inc.
200 E. Randolph Street

Suite 1500

Chicago, IL 60601

ATTN: AHIC Compliance Officer

© Aon plc 2016. All rights reserved.
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