NEBRASKA INVESTMENT COUNCIL
MINUTES OF THE MEETING OF
May 21, 2015

A regular meeting of the Nebraska Investment Council convened at 8:35 a.m. at the Cornhusker Marriott Hotel in
Lincoln, NE.

Public notice was posted on the Nebraska Public Meeting Calendar on April 29, 2015, and published in the
Lincoln Journal Star on May 10, 2015. Ms., Werner-Robertson chaired the meeting and Ms. Dawes recorded the
minutes.

MEMBERS PRESENT:
Ms. Gail Werner-Robertson
Dr. Richard DeFusco
Mr. John Maginn
Mr. John Dinkel
Mr. Jobhn Conley
Treasurer Don Stenberg
Ms. Phyllis Chambers

NONMEMBERS IN ATTENDANCE:
Mr. Michael Walden-Newman, State Investment Officer
Ms. Kathy Dawes, Council Secretary
Mr. Jee Jurich, Nebraska Investment Couneil
Ms, JoLynn Winkler, Nebraska Investment Council
Mr. Joe Spitznagel, Nebraska Investment Council
Mr. Jeremiah Garber, Nebraska Invesiment Council
Ms. Joyce Schlautman, Nebraska Investment Council
Ms. Jennifer Hatfield, Nebraska Investment Council
Mr. Christopher Heinrich, O’Neill Heinrich Damkroger Bergmeyer & Shultz, P.C.,, L.L.O.
Mr. Max Kotary, Aon Hewitt
Mr. Bruce Ingram, Aon Hewitt
Mr. David Rose, Aon Hewitt

ADVISE THE PUBLIC THAT THE OPEN MEETINGS LAWS APPLY: 8:36 a.m. to 8:37 am. Ms.
Werner-Robertson advised that the Nebraska Open Meetings Act applies and stated that a copy of the Open
Meetings Act is located on the side table.

APPROVAL OF THE MINUTES OF THE MARCH 26, 2615 MEETING: 8:37 a.m. to 8:38 a.m. Mr.
Maginn moved that the April 30, 2015, draft of the minutes of the March 26, 2015, meeting be approved as
written. Mr, Conley seconded the motion. Ms. Werner-Robinson called for a roll call vote.

VOTING AYE: Dr. DeFusco
Mr. Maginn
Mer. Dinkel
Mr. Conley
Ms. Werner-Robertson

The motion carried.

COUNCIL MEMBER BUSINESS: 8:38 a.m. to 8:40 a.m. Ms. Werner-Robertson welcomed everyone {o the
meeting. Ms. Werner-Robertson stated that it is great having the NIC staff attend the Council meetmgs and that
she appreciates all the work they do for the NIC and the State of Nebraska.

NIC ADMINSTRATIVE REPORT: 8:40 am. to 9:40 a.m,

SIO Update: Mr. Walden-Newman stated that he has met with each of the Council members individually and
appreciated their time. He has also conducted courtesy calls with elected officials and will be meeting again with
the Attorney General to discuss additional work relating to securities monitoring firms., Mr. Walden-Newman
reported that there are a few more meetings scheduled with NIC outside managers. Mr, Walden-Newman informed
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the Council that a RFP for consulting services will be conducted early next year and that several interested firms
have stopped by and met with the entire investment team,

Staff Travel: Mr. Walden-Newman reported that Mr. Jurich, Ms. Winkler and Mr, Sanders have been busy
attending private equity and real estate client conferences and advisory board meetings. Mr. Spitznagel recently
attended the National Association of State Investment Professionals in Sioux Falls, SD. Mr. Walden-Newman
stated that he will be meeting with nine of the NIC managers in New York in June. Also, in June Mr. Spitznagel
and Mr, Garber will be taking the CFA exam, Mr. Walden-Newman introduced Ms. Jennifer Hatfield. Ms.
Hatfield was hired in April to fill the newly created accountant position.

July Retreat: The Council discussed topics for its upcoming Retreat scheduled for July 14, 2015, at Quarry Oaks
in Ashland, NE. Two areas the Council is interested in for the Retreat are the actuarial rate of return and
additional private equity discussion. Mr, Walden-Newman indicated that he plans to arrange for Ms. Ruth
Ryerson, Executive Director of the State of Wyoming’s Retirement System to do a presentation at the Retreat.
MSs. Ryerson has been involved in discussions relating to rate of return reductions. Mr. Walden-Newman indicated
that this would also be an opportunity to learn what other entities are doing to achieve the expected rate of refurn.
Also, scheduled for the Retreat will be the evaluation of the job performance of the State Investment Officer and
the self-assessment of the members of the Council. Council members suggested that invitations to the Retreat be
sent to the Governor, the Legislative Appropriations and Retirement Systems’ Committee members and their staff,
PERB members and the AS Budget Administrator and staff.

Business Report: Ms. Dawes reviewed the Agency’s April 30, 2015 Budget Report included in the meeting
materials and reported that the Agency is currently under-budget for the fiscal year. Mr. Walden-Newman reported
that the State’s mainline appropriations bill, LB 657 was approved by the Governor on May 20, 2015 with full
funding of the NIC’s investment salary request.

Legal Update: Mr, Heinrich reported that the agreement with State Street Bank is in process and that the
agreements with Torchlight and Neuberger Berman will be finalized soon.

Annual Health Care Transfer: Mr. Walden reviewed with the Council the Annual Health Care Endowment
Payment report included in the meeting materials. Mr. Walden-Newman indicated that because the law only
requires that the SIO consult with the Council before advising the State Treasurer on the allocation between the
two underlying accounts, it is not necessary to vote on this item, but only to discuss. The Council discussed the
transfer and voiced their concern that because the current distribution rate far exceeds the amount that is received
there is a high probability that the Fund transfers are not sustainable indefinitely. No Council action was taken.

Action Plan Through December 31, 2015: Mr. Walden-Newman indicated that future Action Plans may cover
an 18 month period rather than a 12 month period.

Quarterly Securities Lending Report: A copy of the report was included in the meeting materials.
Conferences: A copy of the report was included in the meeting materials.

UNIVERSITY FUND N REPORT: 9:40 a.m, to 10:15 a.m,

Mr. Walden-Newman introduced from the University of Nebraska Foundation, Mr. Brian Neale, Senior Director
of Investments and Mr. Jason Kennedy, Senior VP, Chief Financial Officer and Treasurer. Mr, Walden-Newman
requested that Mr. Heinrich review the role that the NIC has with the University of Nebraska Foundation before
the Foundation’s presentation. Mr. Heinrich indicated that the agreement between the University of Nebraska, the
University of Nebraska Foundation and the Nebraska Investment Council states that the Council shall provide the
investment guidelines and any amendments, which inctudes the asset allocation, relevant constraints and manager
benchmarks for the Permanent Endowments, The Council requested that the Foundation re-submit on page one of
the May 21, 2015, Fund N Report to clarify its role and the NIC’s role. Mr. Kennedy and Mr. Neale reviewed the
University of Nebraska-Fund N Report included in the meeting materials. See attached revised UNF presentation,

AUDIT COMMITTEE REPORT: 10:30 a.m. to 10:35 a.m. Dr, DeFusco reported that he and Mr. Maginn had
met via teleconference with Ms. Joyce Schlautman, NIC Internal Auditor on May 18, 2015. A copy of the report
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is included in the attachments to the meeting.

STATE TREASURER’S REPORT: 10:35 a.m. to 10:55 a.m. Treasurer Stenberg reported total assets in the
Nebraska Educational Savings Plan Trust were more than $3.9 billion. There are over 229,000 accounts; more than
67,000 of those are Nebraska accounts. Treasurer Stenberg reported to the Council some of the
activities/promotions he has participated in the last 30 days throughout the State of Nebraska: NEST Financial
Scholarships; Finance Challenge Competition; NEST on the Farm Photo Contest; NESTFest; Teach Children to
Save; 1 Want to Go to College writing contest; and the Summer Reading Program. Treasurer Stenberg discussed
the Achieving a Better Life Experience (ABLE} Act, passed in December 2014 by Congress. LB 591 which is
currently before the Legislature would establish the Achieving a Better Life Experience (ABLE) program,
requiring the State Treasurer to implement the ABLE program to encourage people to save private funds for the
purpose of supporting individuals with disabilities. The Treasurer reported that if passed an RFP would be
completed for a program manager. Treasurer Stenberg informed the Council that he would be unable to attend the
July 14, 2015, Retreat because he will be attending a conference of the National Association of Unclaimed
Property Administrators.

NPERS DIRECTOR’S REPORT: 10:55 a.m. to 11:05 a.m. Ms. Chambers informed the Council that the
PERB has two new board members, Ms, Kelli Ackerman, representing the School Plan, is the Business Manager
for Holdrege Public Schools and Judge J. Russell Derr, representing the Judges® Plan, is a District Judge in
Douglas County. Ms. Chambers stated that May has been a busy month for school retirements that have a June I
effective date. Ms. Chambers reported an increase in the number of annnity options chosen by State and County
retirees. Ms. Chambers reported that dividends were approved at the May 18, 2015, PERB meeting for both the
State and County Cash Balance Plan participants. Ms. Chambers reported that the funded ratio of the State plan is
104% and that the funded ratio of the County plan is 105%. Copies of the NPERS Annual investment Report for
the State and County Defined Contribution Plans, Cash Balance Plans, Deferred Compensation Plans and the State
Patrol DROP are now available. NPERS has been working on a Rules and Regulation revisions relating to military
service credit and the Uniformed Services Employment and Reemployment Rights Act (USERRA). Ms.
Chambers invited members of the Council to the PERB Retreat at Quarry Oaks, July 20, 2015. Presenting at the
PERB Reireat will be Ms, Dana Bilyeu, Executive Director of the National Association of State Retirement
Administrators (NASRA).

LEGISLATIVE REPORT: 11:05 a.m, to 11:40 a,m. Mr. Walden-Newman discussed with the Council AM
1555 (substitute for LB448), legislation that would have made several changes to the Omaha school retirement
plan. The bill would have had the NIC take over administration of the investment program of the Omaha Public
School Employees’ Retirement System. The bill was bracketed on May 18, 2015 until April 16, 2016.

The Council took a break and reconvened at 11:55 a.m.

1* QUARTER PERFORMANCE REPORT BY AON HEWITT: 11:55 a.m, to 12:25 p.m. Mr. Kotary
reviewed the 1% Quarter 2015 Performance Review included in the meeting materials, commenting on the
economic and market environment. Mr. Kotary stated that as of March 31, 2015, assets under management totaled
$22.28 billion, an increase of approximately $303 million from the end of last quarter. Mr. Kotary also reviewed
performance, fund monitoring, risk budgeting and fees.

Gryphon International: Mr. Kotary discussed with the Council the memo included in the meeting materials
relating to Aon Hewitt’s decision to downgrade Gryphon International Investment Corp.’s International and
Global equity strategies ratings from “Buy” to Qualified”. The change was due to the following: 1) Addition of
two senior investment professionals to the portfolio management team; and 2) Over the past year Aon Hewitt has
undertaken an effort to examine the number of investment managers on its “BUY” or actively recommend list,
with the end goal being a more concentrated “Buy” list comprised of only its highest conviction manager ideas.
Given the uncertainty caused by Alex Becks and Larry McManus® (founders and lead portfolio managers at
Gryphon) succession plan seemingly being set in motion, Aon Hewitt’s conviction in Gryphon’s international and
global strategies is somewhat reduced for now. A copy of the memo was included in the meeting materials.

REAL ESTATE CYI14 PERFORMANCE REVIEW BY AON HEWITT: 12:25 p.m. to 1:00 p.m. Mr. Rose’s
presentation which was included in the meeting book reviewed the CY 14 real estate performance. Mr. Rose
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discussed the DB/CBB and GE performance, pacing, capital stack exposure, and portfolio diversification.

Rockwood Fund X Follow-on Investment: Mr. Rose reviewed with the Council a new fund being offered by one
of the NIC’s current managers Rockwood Capital. The Fund, Rockwood Capital Fund X (Fund X) is a closed-end,
Value—Added fund focused on building a portfolio of U.S. real estate with a combination of strong in-place
income and the potential for income growth through various real estate-related value creation activities. Fund X
will focus on mixed use (live, work, play) urban and urban/suburban core node environments particularly
concentrating on growing and evolving neighborhoods. Mr. Rose indicated that Aon Hewitt has conducted a
thorough qualitative and quantitative assessment of Rockwood Capital. Mr. Rose discussed the investment merits
and concerns associated with the Firm. Mr. Walden-Newman stated that if approved, this fund would complete
the NIC’s real estate investments for the year. Mr. Walden-Newman indicated that staff and Aon Hewitt
recommend that the Council commit $40 million to Rockwood Capital Fund X on behalf of the DB/CBB Plans. A
copy of the presentation was included in the meeting book. Following discussion by the Council, Mr. Conley
moved to commit $40 million from the Defined Benefit and Cash Balance Benefit Plans to Rockwood Capital
Fund X, subject to legal review of the investment documents by counsel provided by Aon Hewitt and by the
Council’s attorney. Mr. Dinkel seconded the motion. Ms. Werner-Robertson called for a roll call vote.

VOTING AYE: Mr. Maginn
Mr. Dinkel
Mr. Conley
Ms. Werner-Robertson
Dr. DeFusco

The motion carried.

PRIVATE EQUITY REVIEW BY AON HEWITT: 1:00 p.m. to 1:40 p.m. Mr. Ingram reviewed with the
Council the CY14 Private Equity performance report. The report which was included in the meeting materials
reviewed the asset allocation, portfolio diversification, pacing, and tactical plan for the Defined Benefit/Cash
Balance Benefit and the General Endowments portfolios.

OTHER BUSINESS: 1:40 p.m. to 1:49 p.m. Mr. Walden-Newman informed the Council that Mr. Spitznagel,
Mr, Garber, Ms. Winkler, and he plan to visit State agencies regarding the Operating Investment Pool.

PUBLIC COMMENT ON THE AGENDA: 1:49 p.m. to 1:50 p.m. Ms. Werner-Robertson asked if there was
any public comment on the agenda. There was no public comment on the agenda.

At 1:50 p.m. Dr. DeFusco moved to adjourn the meeting. Mr. Maginn seconded the motion. Ms. Werner-
Robertson called for a roll call vote.

VOTING AYE: Mr. Dinkel
Mr. Conley
Ms. Werner-Robetrtson
Dr. DeFusco
Mr. Maginn

SN
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The motion carried.
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Composite Performance — March 31, 2015

MARKET VALUE - As of March 31, 2015

Fund N

S 311,331

Ending Market Value ($'000)

PERFORMANCE - As of March 31, 2015

Average Annualized Returns

1Year 3 Years 5Years 10 Years Since [ncep.3/

Quarter

6.8% 6.2%

9.2%
9.0%
8.8%
11.5%

9.4%
9.4%
8.9%

12.6%

4.8%
6.6%
5.1%

10.9%

2.3%
1.7%
2.3%
1.2%

Total Portfolio, Fund N

Custom Policy Benchmark, Fund N ¥/

7.4%

Custom Dynamic Benchmark, Fund N =

5.1%

73% S&P 500/ 27% Barclays Aggregate
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