EXXON VALDEZ OIL SPILL TRUSTEE COUNCIL
INVESTMENT POLICIES

INTRODUCTION

The purpose of these paliciesisto provide the Exxon Valdez Oil Spill Trustee Council (the
“Council™) with a comprehensive st of guidelines for the proper management of itsinvestment
decisons. Pursuant to its respongbilities to administer natura resource damage recoveries from
the Exxon Vadez ail spill, the Council must follow a proceduraly prudent process when
investing the Joint Trust Fund assets. Prudence is based on the conduct of the Council in
managing the assets, and is evaluated by the process through which risk is managed, assets are
alocated, custodians and managers are chosen, and results are supervised and monitored.

Today's standard of prudence places the emphasis on responsihilities related to the investment
portfolio and its purpose, rather than on investment performance. The Council has the
respongbility for the generd management of the Joint Trust Fund's assets. It is responsible for
setting and managing the Joint Trust Fund' s investment policy. The Council is not an investment
manager or invesment specidist and is not regponsble for the ultimate investment results.

Although it is not possible to guarantee investment success, following the process outlined herein
will sgnificantly improve the odds of dructuring an invesment portfolio which will stand up to
public scrutiny and benefit the Joint Trust Fund by providing an acceptable long-run return.

COUNCIL RESPONSIBILITIESIN GENERAL

Through a 1991 settlement of natura resource damage clamsin State of Alaska v. Exxon
Corporation, et al., No. A91-083 CIV, and United States of America v. Exxon
Corporation, et al., No. A91-082 CIV, the State of Alaska and the United States, acting
through trustees for natura resources injured by the Exxon Vadez oil spill (“ Trustees’), are to
jointly receive $900,000,000 in damages payable over aterm of years. A subgtantia portion of
these damages are required to be segregated and used by the governments for purposes of
restoring, replacing, enhancing, rehabilitating or acquiring the equivaent of naturd resources and
sarviceslog or injured as aresult of the oil spill. These monies, and the interest earned on them,
areto be placed in a“Joint Trust Fund” administered by the Trustees.  Anintegrd part of this
responsibility isto provide prudent and productive investment management of Joint Trust Fund
assets and any other receipts as provided either by law or adecison of a Court of law.

A separate Memorandum of Agreement and Consent Decree (the MOA) entered into by the
State of Alaska and the United Statesin Civil Action No. A91-081, described the co-
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management of these natural resource damage recoveries. The MOA specifiesthat the
falowing officds act on behdf of the public as Trustees:

State of Alaska Members:
Attorney Generd, State of Alaska;
Commissioner, Alaska State Department of Environmenta Conservetion;
Commissioner, Alaska State Department of Fish and Game;
U.S. Government Members:
United States Secretary of Agriculture;
United States Secretary of the Department of the Interior; and
Adminigtrator of the National Oceanic and Atmospheric Adminigtration, United States
Department of Commerce.

Subsequently the Council was created by the Trustees to manage the co-trustee relationship
required under the MOA. The authority of the Council is governed by a 1992 Memorandum of
Undergtanding (“MOU") between the state and federa Trustees. Under the terms of the MOA
and MOU, dl matters before the Council which require a vote, make a recommendation,
gpprove or disgpprove an item, or otherwise render a decison shdl require the unanimous
agreement of the Sx Council members or their desgnees.

The Council isresponsble for the management of the Joint Trust Fund' s assets. The Council
has broad authority to engage experts and to delegate its investment responsibilities, as it deems
aopropriate. The Council, when formulating investment policies, has obligated itself to review
the recommendations from the Executive Director. The Executive Director will consult with the
Investment Working Group (IWG) and such other consultants as the Council may retain from
timetotime. The IWG consists of one state and one federal Council member or designee, as
determined by the Council, and appropriate state and federa officids and at least two
investment experts, who are selected by the Executive Director. At least two members of the
IWG must have experience and expertisein financid management and the management of
inditutiond investment portfolios.

The Joint Trust Fund is currently held in the registry of the United States Ditrict Court and
invested by the Court Registry Investment System. In 1999 Public Law 106-113 was enacted,
dlowing the Joint Trust Fund to be invested in accounts outside the United States Treasury.
Under thet legidation, such outsde investments are limited to income- producing asset classes,
including debt obligations, equity securities, and other instruments or securities that have been
determined by unanimous vote of the Council to have a high degree of religbility and security.
The Joint Trust Fund is aso to be managed and dlocated consistent with the Resolution of the
Council adopted March 1, 1999 concerning the Restoration Reserve.
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MISSION STATEMENT

The Council shdl establish policy, set direction, and provide oversight and stewardship for the
prudent investment and management of the Joint Trust Fund.

INVESTMENT OBJECTIVESIN GENERAL

1. Achieve superior adminigtrative and investment performance on a consstent basis when
measured againgt anaiona universe of public funds.

2. Actud returnswill equd or exceed target returns over time while limiting totd risk to that
which is gppropriate to the investment time horizon.

3. Use the best known processes consstent with the Council goads and objectives,
specificdly but without limitation:

Good financid reporting;

Good custodian sdection and evaluation;
Good manager selection and evauation;
Asst dlocation; and

Awareness of new investment dternatives.

4. Use excdlent management practices, as evidenced by:

Saff longevity;
Independence; and
Education and training.

5. Regularly communicate the investment gods, objectives and performance results with the
public.
STATUS
Section 311(f) of the Federal Water Pollution Control Act, as amended 33 U.S.C. 1321 (f)
edtablishes liability to the United States and to States for injury, loss, or destruction of natural
resources resulting from the discharge of ail or the release of hazardous substances or both and

provides for the appointment of State and Federa Trustees.

The Memorandum of Agreement and Consent Decree (MOA) entered into by the State of
Alaska and the United States in Civil Action No. A91-081, governs the use of the naturd

Adopted 2-29-00 X-3 Investment Policies



resource damages, paid by Exxon. The State and Federal Governments act as co-trusteesin
the collection and joint use of dl natura resource damage recoveries for the benefit of natura
resources injured, lost or destroyed as aresult of the 1989 Exxon Valdez ail Fill.

The terms of the settlement are contained in the Agreements and Consent Decrees entered into
by the State of Alaska and Exxon Corporation Civil Action No. A91-083, and United States of
Americaand Exxon Corporation Civil Action No. A91-082.

The United States Congress in Public Law 102-229 recognized the MOA and Consent
Decree. Alaska State L egidature recognized the MOA and Consent Decreein AS 37.14.400.

Pursuant to Public Law 106-113, Joint Trust Funds may be deposited in the Natura Resource
Damage Assessment and Restoration Fund and/or accounts outside the United States Treasury.
The law requires that the funds are invested only in income-producing obligations and other
ingruments or securities that have been determined unanimoudy by the Council to have a high
degree of rdiability and security.

Guidance regarding the authorities and responsibilities of agencies that receive Joint Trust Funds

isincorporated in the Procedures of the Exxon Valdez Oil Spill Trustee Council, adopted
August 29, 1996.

ADMINISTRATION

The Executive Director and the Trustee Council Office manage the day-to-day adminigretive
functions of the Council, and report directly to the Council. The 1993 Agreement between the
State of Alaska and the Exxon Valdez Oil Spill Trustee Council requires that the State cregte
and assign an exempt position, designated as the Executive Director of the Exxon Valdez Qil
Spill Trustee Council, to be responsible to the Council. The State is further required to creste
and assign exempt positions from the State service to be responsible to the Executive Director
for such senior positions under the Executive Director as are gpproved by the Council.

Any person gppointed to the position of Executive Director to the Council shdl serve a the
pleasure of the Council and may be removed from the position only upon the unanimous vote of
al members of the Council. Any person gppointed to a senior staff position by the Executive
Director shdl serve at the pleasure of the Executive Director. Remova of any of these
individuds, including the Executive Director, need not be based on cause and no property or
other interest in continued employment is or may be created. An organization chart of the
Trustee Council Officeisshown on Table 1.

The Executive Director of the Exxon Valdez Oil Spill Trustee Council shall engage experts and

contract for investment services, as the Council deems appropriate. This may involve entering
into ‘reimbursable services agreements with State and/or Federa agencies (e.g., the Alaska
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Department of Revenue and/or the United States Department of the Interior) for persona
services costs and associated contractual costs.

GENERAL RESPONSIBILITESFOR THE PARTIES

Without limitation of any fiduciary, administrative, or other responsbilities, implied or expressed
herein, the parties shdl have the following responsbilities for the proper management and
adminigration of the Joint Trust Fund. The parties shdl include:

Trustee Council

Executive Director/Trustee Council Office Staff
Investment Working Group

Auditor

Lega Counsd

Bank Custodian(s)

Investment Consultant(s)

Investment Managers

Trustee Council
Adopt prudent investment goals and objectives;
Adopt an appropriate asset dlocation strategy;
Sdlect one or more consultants, bank custodians, externa investment managers, and lega
counsel who may include the Alaska Department of Law and the United States Department
of Judtice;
Contral investment and adminigtrative expenses, and incur only those cogts that are
reasonable in amount and appropriate to the investment responsibilities of the co-
trusteeship;
Provide for an annud, independent audit of the Joint Trust Fund' s financid dtatements,
Provide for an independent review of investment performance;
Develop an annua budget;
Adopt and implement an investment education policy;
Report financid and investment policies and performance to the public; and
Avoid conflicts of interest, and conform to the fundamenta fiduciary duties of loyaty and
impartidlity.

Executive Director/Trustee Council Office Staff
Maintain respongbility for the administration and management of the Trustee Council Office;
Facilitate gaff, which performs the adminigirative functions of the Council and ensures
compliance with State and Federa law, the Memorandum of Agreement and Consent
Decree, and the Memorandum of Understanding;
Recommend budget strategies and proposals to the Council;
Coordinate dl adminigrative matters of the Council, including mesting agendas;
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Make recommendations concerning policies, investment strategies, and proceduresin
consultation with the Investment Working Group;

Advise the Council regarding the sdlection of custodians, an investment consultant, and
investment managers in consultation with the Investment Working Group;

Account for and report on the investment activity of dl funds under the investment
respongbility of the Coundl;

Advise the Council on the evauation of investment policies and performance of the
portfolios in consultation with the Investment Working Group;

Deveop, recommend and implement internal control policies and procedures in consultation
with the Investment Working Group to ensure al investment assets are safeguarded;
Monitor investment managers and custodians for compliance with investment policies
established by Council; and

Recommend and maintain the information systems adequate to fulfill the accounting,
monitoring, investing, cash management and other information needs of the Counail, in
consultation with the Investment Working Group.

I nvestment Working Group

- Review investment policies, strategies and procedures,
Make recommendations to the Executive Director concerning policies, investment strategies
and procedures,
Advise the Executive Director regarding the sdection of custodians, an investment
consultant, and investment managers,
Provide other advice as requested by the Executive Director;
Attend the asset dlocation and investment manager performance review mestings of the
Coundil;
Brief the Council at the Executive Director’s request and/or at the request of a member of
the Investment Working Group;
Act as “prudent expert” on behdf of the Executive Director;
Develop and recommend investment policy and strategy to the Executive Director;
Develop and recommend interna control systems and procedures to the Executive Director
to ensure al investment assets are safeguarded;
Recommend to the Executive Director information systems adeguate to fulfill the accounting,
monitoring, investing, cash management and other information needs of the Council; and
Advise the Executive Director on the evauation of investment policies and performance of
the portfolios.

Auditor
Measure and vdidate financiad statements and management of the Joint Trust Fund;

Background Note:
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The auditor is sdected by the Council. However, the Council does not have a direct say over
the work of the auditor because audits are based upon an independent review of financia

gatements congistent with the standards prescribed by the American Indtitute of Certified Public
Accountants in conformance with generaly accepted accounting principles and Government
Accounting Standards Board guidelines.

Legal Counsel
Provide legd assistance and advice to the Council as required.

Bank Custodian
- Provide safekeeping and custody of al securities purchased by managers on behdf of the
Counall;
Provide for timely settlement of securities transactions,
Maintain short-term investment vehicles for investment of cash not invested by managers,
Check dl manager accounts daily to make sure that al available cash is invested;
Collect interest, dividend and principa payments on atimely bass,
Process corporate actions on atimely basis,
Pricedl securities a least on amonthly basis, preferably on adaily basis contingent on asset
class and types of securities,
Lend securities a the direction of the Council,
Vaue and monitor derivatives and the trades from which they emanate;
Provide monthly, quarterly and annud reports;
The Custodians generally are asked to provide data and reports directly to the Council and
service providers on aregular bass;, and
Provide continuing education programs for the Council.

I nvestment Consultants
Recommend strategic procedures and process,
Identify problems; issues and opportunities and makes recommendations,
Upon the request of the Council, prepare an asset dlocation study together with
dternatives,
Assg with manager structure, sdlection, monitoring and evauation;
Monitor and evaluate the overal performance of the portfalio;
Carry out specid projects at the request of Council; and
Provide continuing education to the Council and staff, as gppropriate.
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Background Notes:

The Council sdects and gppoints investment consultants to provide objective, independent
third-party advice on specific investment classes, including debt and equity securities, red
edtate, dternative investments, and other areas where focused attention is needed. Investment
consultants do not accept discretionary decison-making authority on behdf of Council.
Investment consultants function in a research, evauation, education and due diligence capacity
for Council and arefiduciarily responsible for the qudity of the service ddivered.

I nvestment Managers
Act asa“prudent expert” on behdf of the Council;
Develop aportfolio strategy within the specific mandate and asset size determined by the
Coundail;
Manage, purchase and sdll assets for the portfolio; and
Act as a co-fiduciary for assets under its management.

RESPONSIBILITESOF THE COUNCIL

The gatutory responghility of the Council isto invest Joint Trust Fund moniesin income-
producing obligations and other instruments or securities that have a high degree of rdiability
and security. Although it isamatter of debate whether the Joint Trust Fund isatrue trust or
samply amisnomer for public money redtricted to a particular use, the statutory responsibilities of
the Council in the management of the Joint Trust Fund are best defined through anaogy to the
Restatement (Third) of Trusts which indicates that trust property shall be made productive with
primary emphasis on the preservation of capitd and due consderation for the maximization of
income. When investing trust property, the trustee has a duty to conform to the terms of the
trust, and to conform to gpplicable law in the aosence of provisonsin thetrust. In the absence
of contrary law or trust provisons it imposes the standard of the “prudent investor” which

“. .. requiresthe exercise of reasonable care, skill, and caution, and isto be
applied to investments not in isolation but in the context of the trust portfolio and
asa part of an overall investment strategy, which should incorporate risk and
return objectives reasonably suitable to the trust.”
Restatement (Third) of Trusts, 8277

The standard of the “prudent investor” has been viewed as gpproving a portfolio theory of
investments but does not impose a duty to maximize income. Indeed, the sandard gives
primary emphasis to preservation of the trust estate, while receiving areasonable (emphass
added) amount of income rather than incur unduerisks. Only where dl dseis equa should the
trustee choose the investment that produces the greater return. In addition, the trust must be
invested in such away that the purpose of the trust is not thwarted. It istherefore imperative
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that investment policies and asset dlocation strategies adopted by the Council reflect the
underlying purposes and intent of the Joint Trust Fund.

Looking to the Restatement (Third) of Trusts, therefore, the responsibilities of the Council can
be summarized asfollows:

1. Takedl actionsfor the s0le benefit of the Joint Trust Fund.

2. Prepare written investment policies and document the process. In doing so the Council
gl

Determine the misson and objectives of the Joint Trust Fund;

Choose an appropriate asset alocation strategy;

Establish specific investment policies congstent with the Joint Trust Funds' objectives, and
Sdlect investment managers to implement the investment policy.

3. Diversfy assets with regard to specific risk and return objectives gppropriate to the
intended use of the Joint Trust Fund.

4. Use"“prudent experts’ to make investment decisons.
5. Control investment expenses.
6. Monitor the activities of dl invesment managers and investment consultants.
7. Avoid conflicts of interest.
The Council and gaff should regularly undertake continuing education relevant for their duties.
Specificadly, al Council members and key staff should participate in an educationd program,
which provides basic ingruction on the four primary components of the investment management
process:
Investment responsibility and procedura process,
Deveoping investment policy guiddines and designing optima investment manager
gtructures,
Implementing investment policy; and
Monitoring and controlling an investment program.

INDEMNIFICATION

State law, [AS 37.10.071(€)] providesthat the State shal indemnify fiduciaries of a sate fund
or an officer or employee of the Sate againg liability under AS37.10.071(d) for breach of a
gatutory duty in exercigng investment, custodid, or depository powers or duties to the extent
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that the alleged act or omission was performed in good faith and was prudent under the
applicable sandard of prudence. However, actions which do not fal within the area of good
faith and prudent practices are not statutorily entitled to indemnification. Indemnification
language consgtent with AS 37.10.071(e) as well asthe desire of State trustees to hold retained
investment managers and other retained fiduciaries to high standards are included in contract
language with such retained consultants.

The Trustee Council may wishto ensure that trust assets and its own services are protected and
in that respect may purchase insurance or provide for salf-insurance to cover the actsincluding
fiduciary acts, errors and omissions of its members and agents.

As agenerd matter, the Attorney Genera has advised members of State boards analogous to
that of the Council that it would act in defense of such board member actions consistent with the
provisons of AS 37.10.071(e), or would retain counsel to act in that regard. There are no
comparable indemnification provisons under federal law. Federd employees are normally
represented by the United States Department of Jugtice in litigation arising out of their officid
duties.

A fidudary of agate fund under Alaskalaw relaing to the Council would be each person
provided by law to manage invesments in an account invested by the State of Alaska (AS
37.10.071(f)(3)). In this respect, the consultants retained by State trustees are not fiduciaries
per se and as such are not entitled to the cross-indemnification for acts which were taken in
good faith or within the scope of prudent behavior under AS 37.10.071. However, such
consultants would certainly be held to a standard of care applicable to their standards of
professona respongbility, and liability and a requirement to indemnify the Joint Trust Fund may
be built into contracts. Auditors and investment consultants are not fiduciaries of a ate fund
within the statutory definition of AS 37.10.071(f). However, acustodid bank may have certain
fiduciary obligations to the extent that, for example, it isinvolved in short-term cash management
and securities lending functionsif such services are utilized.

DELEGATION OF AUTHORITY

The Council, through the appropriate state and/or federd agencies, may contract for investment,
custodia or depository services on adiscretionary or nontdiscretionary basis to the State and
Federd governments and their employees, or to independent investment management firms,
banks, financid inditutions or trust companies by designation through appointments, contracts or
letters of authority.

CODE OF ETHICSAND CONFLICTSOF INTEREST
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The State trustees and employees of the Trustee Council Office are subject to the Alaska
Executive Branch Ethics Act (AS 39.52). In generd, the State law provides that high mora and
ethicad slandards are essentia for the conduct of free government and that a Code of Ethics for
the guidance of public officers will discourage those officers from acting upon persond or
financid interests in the performance of their public respongbilities, and will improve sandards
for public service and promote and strengthen faith and confidence in public officers.

The State Code of Ethics providesthat any effort to benefit a persond or financid interest
through officid action isaviolation. The Code details specific prohibitions pertaining to the
abuse of officia postion, acceptance of gifts, improper use of disclosure of information and
improper influence. By law, the State trustees are subject to conflict of interest disclosure
requirements of AS 39.50 which includes the ddivery of annud reports on financia and
business interests to the Alaska Public Officers Commission.

All federa government employees are subject to the standards of conduct provided by the
Ethics in Government Act of 1978, Public Law 95-521, as amended, including the Ethics
Reform Action of 1989, Public Law 101-194. The gatutory prohibitions are found in Title 18
of the United States Code, Sections 201 through 209, which include representationd activities,
conflict of interest, and dua compensation. Standards of conduct for al government employees
are also ddineated by Executive Order 12674, as amended by Executive Order 12731. The
federa standards of conduct are further delineated in the regulations of the Federa Regidter,
and include acceptance of gifts from outsde sources, gifts between employees, gifts from
foreign sources, acceptance of travel and related expenses; outside work; honoraria; outside
activities; politica activity; lobbying; procurement; misuse of government time, equipment, and
information; nepotism; negotiating for non-federd employment; post employment; disclosure of
financid interests, and pendties. The Department of the Interior, Commerce and Agriculture
have additiond ethics standards and requirements for dl of ther employees, including annud
training and financid disclosure statements for specific persons, which include members of the
Trustee Council.

STRATEGIC ASSET ALLOCATION POLICY IN GENERAL

The Council recognizes that Srategic asset dlocation is the single most important policy decison
affecting portfolio return and risk. At least annudly, the Council will evaluate its current Strategic
ast dlocation policies. The current policies will be compared with potentia dternative policies
on acongstent basis.

The specific gatus of the Joint Trust Fund, including funding status, earnings assumptions,
liquidity requirements, and expected growth shall be consdered. The Council’sinvestment
consultant will use a*“mean variance” optimization approach to evauate the current and
dternative policies. The specific inputs to the modeling process will be defined and contrasted
with actua historic results. The implications for expected return and risk will be considered
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over multiple time horizons. The development of optimized asset dlocations requires estimates
of risk (sandard deviation of returns for each asset class), the modeled return for each asset
class, and the correlations of each asset class with other asset classes. The drategic analyss
will include those asset classes for which the Council believes reasonable inputs are available,
Asset subsets where meaningful historic data are not available shall not be considered as a part
of the strategic asset dlocation andysis. Such subsets or categories, however, may be included
as part of an appropriate broad asset category.

Manager Structure

Within each mgjor asset category, the Council will determine an appropriate management
dructure. The structure andysis will consider the potentid benefits, risks and costs associated
with utilizing active versus passve investment gpproaches, varied investment philosophies and
approaches and vendor diversification.

For each major asset category, the Council will strive to achieve a structure that assures
potential exposure to the entire asset category. Particular emphasis, however, may be placed on
those subcategories or gpproaches where the Council has determined the potentia benefits are
superior to dternative approaches. For example, with repect to internationa exposure, the
management structure may result in a systematic asset dlocation biasin favor of developed
markets and a corresponding bias againgt emerging market. Similarly, with respect to domestic
equities, the structure decisons may result in adight biasin favor or againg a particular
investment style. All such decisions shdl be conscious decisons. Unless explicitly decided to
the contrary, assets within each mgjor asset category shall be adlocated among managers so as
to achieve broad diversification and aggregate return and risk profiles smilar to the broad
market.

At least annudly, the Council shdl review its management structure to ascertain that desired
diversfication isbeing achieved. The Executive Director, in consultation with the IWG, Saff,
and investment consultants shal prepare such analyss and recommendations for the Council’s
congderation.

Manager Selection

A rigorous, objective due diligence process will be utilized in the selection of al invesment
managers retained by the Council. The analysiswill be conducted by the Council’ s investment
consultant. The managers rolesin the Council program and specific evauation criteriawill be
defined prior to the identification of potentid candidates. Candidates will be evauated both
quantitatively and quditatively.

Quantitative factors will include a comprehensve andyss of hisoric performance over a
vaiety of market environments. Candidate performance will be evduated redive to
appropriate market indices and peer groups. Candidates will be andyzed to determine
whether portfolio congtruction has adhered to their sated investment styles.
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Quditative factors such as ownership structure, depth of staff, professiona expertise,
experience managing comparable portfolios, key employee incentives, stability, and
potentid conflicts of interest lso will be considered.

The consultant will identify a semi-findist group of candidates. All semi-findigswill be judged
by the consultant as capable of meeting the Council’ s needs. The Council will interview dl or a
portion of the semi-findist group and make the find sdlection. The IWG's recommendetions to
the Executive Director shal be solicited as an integra part of this process.

Guidelinesfor Manager Termination

The performance of the Council’ sinvestment managers will be monitored on an ongoing bass.
The Council may place amanager on a“Watch Lig” or terminate a manager a any time. The
Council may, by separate resolution, adopt specific criteriato be utilized in identifying
developments, which would cause amanager to be placed on a“watch list” and removed from
such alig.

Securities Lending

The Council may enter into a securities lending arrangement with an agent(s) when the Council
concludes that such arrangements would be beneficid to the Joint Trust Funds. Securities
lending services may be provided by the Council’ s bank custodian or an independent service
provider. Securitieslending programs result in the agent undertaking a direct or indirect asset
management function. The Council will use the same skill and due diligence in the evauation
and sdlection of such agent(s) as utilized in the sdlection of money managers.

Rebalancing Guidelines

The Council may periodicaly ingruct saff to shift and/or limit staff’s authority to shift assets
within asset classes and/or among asset classes. Unless restricted by Council action, the
Executive Director or an appropriate designee shall have discretion to move assets among
investment managers and asset categories provided that such actions are consistent with
movement of the actud asset dlocation within the varigbility bands of the Council’ s Srategic
asst dlocation policy and manager structure targets. Such adjustments to the actual asset
dlocation may be made without prior Council gpprova when the actud asset dlocation fdls
outside of the variability target bands a end of a caendar month. The Executive Director shall
make the necessary adjustmentsto the initid target dlocation within 30 calendar days. Staff
ghdl report any asset shifts at the next regular Council meeting. Such reportswill include a
description of the rationde for the shift.

INDIVIDUAL ACCOUNT PROGRAM OBJECTIVES

The Council is responsible for the prudent investment of the Joint Trust Fund within the defined
purpose and investment objectives of each program mandated by law and policies of the
Council. The Council anticipates that the Joint Trust Fund (Restoration Reserve), along with
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other undlocated funds and accrued interest, will have afair market vaue of gpproximately
$170 million on or about October 1, 2002. Consstent with the March 1, 1999 resolution funds
in the Restoration Reserve and other remaining unobligated settlement funds available October
1, 2002, shal be dlocated in the following manner:

$55 million of the estimated funds remaining on October 1, 2002 and the
associated earnings thereafter will be managed as along-term funding source, with
asgnificant proportion of these funds to be used for smal parce habitat
protection.; and

The remaining baance of the funds on October 1, 2002 will be managed o that
the annud earnings, adjusted for inflation, will be used to fund annuad work plans
that include a combination of research, monitoring, and genera restoration.

Consequently, the Joint Trust Fund has atwofold investment mandate: (1) short-term liquidity
for ongoing habitat restoration purposes, including the probable acquisition of lands, and (2) a
long-term endowment to generate future income. Future land purchases are subject to ongoing
negotiations and the timeline of their corresponding investments cannot be determined until such
negotiations are concluded. The investment horizon of these funds would change based upon
the probable acquisition date.

Each program mandate shall be evauated relative to an appropriate market benchmark and aso
relaive to an gppropriate peer group of competitive dternatives. The number of investment
options and the market benchmarks shall be determined by the Council.

STATEMENT OF INVESTMENT OBJECTIVESAND POLICIES

I ntroduction

The Council hereby establishes the following Statement of Investment Objectives and Policies
(“the Statement”) for the investment of the Joint Trust Fund. The Council assumes full and
complete reponsibility for establishing, implementing and monitoring adherence to the Council’s
policies. The Council reservestheright at any time to amend, supplement or rescind this
Statement.

I nvestment Objectives
- Provide adequate liquidity for ongoing restoration purposes.
Preserve the inflation-adjusted value of invested capita on endowment funds.
Redlize compdtitive, totd rates of return.
Incur minimum levels of risk thet are appropriate to other long-term investment objectives.

TimeHorizon
Egtablish short and long-term investment objectives
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Evauate performance over one-, three-, and five-year time periods, with primary emphasis
for endowment funds placed on the longer time periods.

Benchmarks
Given the investment objectives and time horizons of the Joint Trust Fund, benchmarks are
established to gauge progress towards their achievement. The benchmarks are as follows:

Vaiability of tota market vaue. The percentage change in the market vaue shdl be
contrasted to that expected from norma investiment strategy.

Compstitive rates of return. (Unless specified otherwise, the following benchmarks are
based on time-weighted rates of return.)

1. For liquidity purposes, tota annualized returns equd to inflation as measured by the U.S.
Consumer Price Index of dl Urban Wage Earners.

2. For endowment purposes, the tota annualized returns shal be established by separate
resolution and shall be in excess of inflation as measured by the U. S. Consumer Price Index of
al Urban Wage Earners.

3. Totd annualized returns should equa or exceed the return on a passively managed
(market index based) portfolio with the same asset mix as the normd strategic asset mix.

4. Tota Joint Trust Funds annualized returns should exceed the median return on an
actively managed portfolio with the same asset mix as the norma Strategic asset mix and
comparable risk.

5. Thetime-weighted, totd rates of return shal be compared to the tota rates of return for
gmilar public funds.

Passvely Managed Strategic Benchmark. Performance shal be compared on a quarterly
bassto that of a passvely managed strategic benchmark. On abiannua bagis,
performance will be presented to the Council. However, the main purpose of this
comparison shdl be to contrast the long-term, actively-managed, pre-investment fee
performance results versus that of a passvely managed portfolio with an asset mix identical
to the norma drategic asset mix. The passively managed strategic benchmarks shal be as
follows

Asset Class Market Indexes
Cash 90-Day U.S. Treasury Bills
Broad Domestic Equity Russdll 3000 Index
Domestic Large Cap S& P 500 Index
Domegtic Small Cap Russdll 2000 Index
Internationa Equity EAFE Index
Domedtic Fixed Income Lehman Aggregate Index
Intermediate Fixed Income Lehman Intermediate Gov't Index
Internationa Fixed Income Salomon Non-Dollar Gov't Bond Index
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On aquarterly basis, an independent contractor shall calculate the passively managed
strategic benchmark by multiplying the respective index tota return times the norma
drategic asset mix percentage. These statistics will be summed to generate aweighted
average total passively managed benchmark return. For periods longer than one quarter,
the quarterly returns, in factor form, will be chain-linked. In the case of periodslonger than
one year, the return shdl be annualized.

Actively Managed Strategic Benchmark. On a quarterly basis, an independent contractor
ghdl caculate the actively managed srategic benchmark by multiplying the median actively
managed portfolio return for each asset class segment times the norma strategic asset mix
percentage. These statistics will be summed to generate aweighted average totd actively
managed benchmark return. For periods longer than one quarter, median returns for each
asst dlass segment shdl be determined for the length of the period and then multiplied times
the gppropriate norma strategic mix percentage. Those statistics will aso be summed to
generate aweighted average tota actively managed strategic benchmark return.

Asst Class Segments. To maintain an efficient risk/return profile and for the purpose of
Setting objectives and policies for the different asset classes, assets shdl be structured into
domestic equity, internationa equity, domestic fixed income, and internationd fixed income
segments. Collectively and/or individudly, portfolios shal be called Managed Account(s),
whether the investments are direct or through units of commingled funds. Managed
Account investments shall be made with the care, skill, prudence and diligence under the
circumstances then prevailing that a prudent investor acting in alike capacity and familiar
with these matters would use in the conduct of Trust Funds of like character and with like
ams.

Adopted 2-29-00 X-16 Investment Policies



