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 I. 
IN

T
R

O
D

U
C

T
IO

N
 A

N
D

 B
A

C
K

G
R

O
U

N
D

 
 T

he T
ow

n of Lon
gbo

at K
e

y C
onsolidated R

etirem
ent S

y
stem

 is a de
fined em

plo
ye

e pension 
benefit plan 

established
 b

y O
rdinance of the T

ow
n o

f Lon
gboat K

e
y to provide retirem

ent 
benefits for its em

plo
ye

es, firefighters, and polic
e officers. T

he T
ow

n of Lon
gbo

at K
e

y is the
 

“plan sponsor”. 
T

he P
lan is adm

inistered b
y the C

on
solidated R

etirem
ent S

ystem
 B

o
ard o

f 
T

rustees. 
T

he P
lan is a pension plan m

aintained to 
provide retirem

ent, disability, te
rm

ination 
and death ben

efits, as the
 case

 m
a

y
 b

e, to particip
ants in accordan

ce w
ith the express 

provisions 
of the P

lan. T
he plan is frozen and w

ill not accept
 new

 participants in its com
ponent plans: 

P
olice as of 1 F

eb 201
4, F

ire as of 1 O
ct 20

13 and 
G

eneral as o
f 1 O

ct 2013. 
T

he total 
num

ber of participants a
t its inception is X

X
X

. T
he

 m
anagem

ent of this plan is to ensure
 funds 

are available
 to its participants until the

y p
ass o
n or re

ceive their ben
efit u

ntil exhausted. 
 T

he P
lan and the benefits provided thereund

er are f
und

ed b
y contributions b

y the T
ow

n of
 

Lon
gboat K

e
y, E

m
plo

ye
es' contributions, interest in

com
e and

 other inco
m

e in a
ccord

ance w
ith 

the underlyin
g P

lan docum
ents. 

 T
he B

oard of T
rustees is charged

 b
y O

rdinan
ce and C

hapter 112, F
lorida S

tatutes w
ith the

 
responsibility o

f develop
ing a policy fo

r the inve
s

tm
ent of the assets of the F

und. T
he trustees 

are n
am

ed fiduciaries. T
he investm

ent of the
 assets

 of our retirem
ent plan m

ust be consistent 
w

ith the w
ritten investm

ent policy adopted b
y th

e b
oard of truste

es. T
he policies are structu

red 
to m

axim
ize the financial return to the retirem

e
nt 

plan consistent w
ith the risks incum

bent in 
each investm

ent and a
re structured to establish an

d
 m

aintain an approp
riate diversification of the

 
retirem

ent system
’s assets. T

o assist the B
oard in 

this function, th
e

y are au
thorized to en

ga
ge the

 
services 

o
f 

investm
ent 

and 
a

ctuarial 
consulta

nts 
to

 
provide 

expert 
assistance. 

T
he 

B
oard 

periodically und
ertakes studies to evaluate the p

ot
ential consequence o

f alternative investm
ent 

strate
gies on the lon

g te
rm

 w
ell bein

g of the P
lan

.
 In the view

 of its consultants and the B
o

ard, 
the investm

ent program
 defined in this S

tatem
ent w

i
ll produce a resu

lt over the lon
g term

 
consistent w

ith the P
lan's prim

ary obje
ctive of p

re
servin

g its assets w
ith a re

asonable
 rate of

 
return. 

 In
 the im

plem
entation o

f the investm
ent pro

gra
m

, th
e P

lan w
ill em

plo
y investm

ent m
anagers 

w
ho 

have 
dem

onstrate
d 

expertise 
w

ith 
particular 

ass
et 

classes. 
F

urtherm
ore, 

the 
P

lan's 
investm

ent 
m

ana
gers 

u
tilize 

a 
variety 

o
f 

investm
ent

 
approa

ches. 
T

his 
diversification 

of
 

m
ana

gers 
and 

investm
ent 

approach
 

should 
lim

it 
the 

r
isk 

of 
loss 

a
nd 

contribute 
to 

the 
attainm

ent of a m
ore

 co
nsistent positive return.  N

onetheless, there w
ill be short term

 periods 
w

hen the fund w
ill experience unpredictable

 ne
ga

tiv
e returns.  S

uch p
eriod

s are not inconsistent 
w

ith achievem
ent of the

 targeted lon
g term

 objectiv
e. 
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  II. 
IN

V
E

ST
M

E
N

T
  P

O
L

IC
Y

  A
N

D
 O

B
JE

C
T

IV
E

S 
 B

ased on analysis of th
e

 P
lan assets and expecte

d i
nvestm

ent returns and risks associated w
ith 

alternative asset m
ix strate

gies, the B
o

ard adopted
 the follow

in
g asset class targets, based on 

m
arket value: 

  
T

R
A

D
IT

IO
N

A
L

 A
SSE

T
 C

L
A

SSE
S 

%
 R

ange 
%

 T
arget   

 
E

Q
U

IT
Y

 M
A

N
A

G
E

R
(S) 

 
 

 
    Large C

apitalization V
alue M

anager or F
und 

15.00 – 10.00%
 

15.00 – 10.00%
 

12.50%
 

12.50%
 

 
    Large C

apitalization G
row

th M
anager or F

und   
15.00 – 10.00%

 
15.00 – 10.00%

 
12.50%

 
12.50%

 
 

    Large C
apitalization C

ore (C
overed C

all) M
anage

r    
12.50 – 7.50%

 
10.00%

 

 
    M

id C
apitalization V

alue M
anager 

5.00 – 0.00%
 

2
.50%

 

 
    M

id C
apitalization G

row
th M

anager 
5.00 – 0.00%

 
2.50%

 

 
    S

m
all C

apitalization V
alue M

anager 
5.00 – 0.00% 

2.50%
 

 
    S

m
all C

apitalization G
row

th M
anager 

5.00 – 0.00
%

 
2.50%

 

 
    International V

alue M
anager                    

               
7.50 – 2.50%

 
10.00 – 5.00%

 
5.00%

 
7.50%

 
 

    International G
row

th M
anager                   

                
7.50 – 2.50%

 
10.00 – 5.00%

 
5.00%

 
7.50%

 
 

 T
otal E

quity                                                                 
60.00 – 50.00%

 
70.00 – 50.00%

 
 

60.00%
 

 
F

IX
E

D
 IN

C
O

M
E

 M
A

N
A

G
E

R
(S) 

30.00 – 20.00%
 

35.00 – 15.00%
 

25.00%
 

 
 

  T
O

T
A

L
 T

R
A

D
IT

IO
N

A
L

 A
SSE

T
 C

L
A

SSE
S 

 
80.00%

 
85.00%

 
 

 
 

 
 

A
L

T
E

R
N

A
T

IV
E

 A
SSE

T
 C

L
A

SSE
S 

%
 R

ange 
%

 T
arget 

 
P

R
IV

A
T

E
 R

E
A

L
 E

ST
A

T
E

 
12.50– 0.00%

 
10.00%

 

 
F

U
N

D
S O

F
 H

E
D

G
E

 F
U

N
D

S  
7.50 – 0.00%

 
 0.00%

 

 
M

A
ST

E
R

 L
IM

IT
E

D
 P

A
R

T
N

E
R

SH
IP

S  
7.50 – 0.00%

 
 5.00%

 

 
  T

O
T

A
L

 A
L

T
E

R
N

A
T

IV
E

 A
SSE

T
 C

L
A

SSE
S 

25.00 – 0.00%
 

20.00 – 0.00%
 

20.00%
 

15.00%
 

 
     T

O
T

A
L

 T
R

A
D

IT
IO

N
A

L
 &

 A
L

T
E

R
N

A
T

IV
E

 
 

100.00%
 

  T
hese ranges and ta

rgets are
 established

 as m
axim

um
 w

eightings in ea
ch

 respe
ctive asset class. 

If the investm
ent m

ana
ger determ

ines that a p
ercent
a

ge of their allocation
 should be invested in 

cash, then th
e

y a
re p

erm
itted that flexibility and 

w
ill be evaluated

 b
y th

eir d
ecisions acco

rdingly. 
 O

ver tim
e, it It is the B

oard's intention to direct
 cash flow

s tow
ard the asset class(es) that 

are under-rep
resented and a

w
a

y from
 th

e class(es) that 
are over-represented. R

ebalancin
g o

f 
assets to m

aintain target ratios percenta
ges is req

u
ired annually, at m

inim
um

. 
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 w
ith achievem

ent of the
 targeted lon

g term
 objectiv

e. 
 II. 

IN
V

E
ST

M
E

N
T

   P
O

L
IC

Y
  A

N
D

 O
B

JE
C

T
IV

E
S 

 B
ased on analysis of th

e
 P

lan assets and expecte
d i

nvestm
ent returns and risks associated w

ith 
alternative asset m

ix strate
gies, the B

o
ard adopted

 the follow
in

g asset class targets, based on 
m

arket value: 

  
T

R
A

D
IT

IO
N

A
L

 A
SSE

T
 C

L
A

SSE
S 

%
 R

ange 
%

 T
arget   

 
E

Q
U

IT
Y

 M
A

N
A

G
E

R
(S) 

 
 

 
    Large C

apitalization V
alue M

anager or F
und 

15.00 – 10.00%
 

12.50 – 7.50%
 

12.50%
 

10.00%
 

 
    Large C

apitalization G
row

th M
anager or F

und   
15.00 – 10.00%

 
12.50 – 7.50%

 
12.50%

 
10.00%

 
 

    Large C
apitalization C

ore (C
overed C

all) M
anage

r    
12.50 – 7.50%

 
10.00%

 

 
    M

id C
apitalization V

alue M
anager 

5.00 – 0.00%
 

2
.50%

 

 
    M

id C
apitalization G

row
th M

anager 
5.00 – 0.00%

 
2.50%

 

 
    S

m
all C

apitalization V
alue M

anager 
5.00 – 0.00% 

2.50%
 

 
    S

m
all C

apitalization G
row

th M
anager 

5.00 – 0.00
%

 
2.50%

 

 
    International V

alue M
anager                    

               
7.50 – 2.50%

 
10.00 – 5.00%

 
5.00%

 
7.50%

 
 

    International G
row

th M
anager                   

                
7.50 – 2.50%

 
10.00 – 5.00%

 
5.00%

 
7.50%

 
 

 T
otal E

quity                                                                 
60.00 – 50.00%

 
65.00 – 45.00%

 
 

55.00%
 

 
F

IX
E

D
 IN

C
O

M
E

 M
A

N
A

G
E

R
(S) 

30.00 – 20.00%
 

35.00 – 15.00%
 

25.00%
 

 
 

  T
O

T
A

L
 T

R
A

D
IT

IO
N

A
L

 A
SSE

T
 C

L
A

SSE
S 

 
80.00%

 

 
 

 
 

 
A

L
T

E
R

N
A

T
IV

E
 A

SSE
T

 C
L

A
SSE

S 
%

 R
ange 

%
 T

arget 
 

P
R

IV
A

T
E

 R
E

A
L

 E
ST

A
T

E
 

12.50– 0.00%
 

10.00%
 

 
F

U
N

D
S O

F
 H

E
D

G
E

 F
U

N
D

S  
7.50 – 0.00%

 
 5.00%

 

 
M

A
ST

E
R

 L
IM

IT
E

D
 P

A
R

T
N

E
R

SH
IP

S  
7.50 – 0.00%

 
 5.00%

 

 
  T

O
T

A
L

 A
L

T
E

R
N

A
T

IV
E

 A
SSE

T
 C

L
A

SSE
S 

25.00 – 0.00%
 

20.00%
 

 
     T

O
T

A
L

 T
R

A
D

IT
IO

N
A

L
 &

 A
L

T
E

R
N

A
T

IV
E

 
 

100.00%
 

  T
hese ranges and ta

rgets are
 established

 as m
axim

um
 w

eightings in ea
ch

 respe
ctive asset class. 

If the investm
ent m

ana
ger determ

ines that a p
ercent
a

ge of their allocation
 should be invested in 

cash, then th
e

y a
re p

erm
itted that flexibility and 

w
ill be evaluated

 b
y th

eir d
ecisions acco

rdingly. 
 O

ver tim
e, it It is the B

oard's intention to direct
 cash flow

s tow
ard the asset class(es) that 

are under-rep
resented and a

w
a

y from
 th

e class(es) that 
are over-represented. R

ebalancin
g o

f 
assets to m

aintain target ratios percenta
ges is req

u
ired annually, at m

inim
um

. 
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 T
he G

eneral investm
ent objectives of th

e B
oa

rd a
re 

as follow
s: 

 

1. 
E

stablish a  Prudent Investm
ent Program

 
 

A
lthough the R

etirem
en

t S
ystem

 is not covered
 b

y th
e

 E
m

plo
ye

e R
etirem

ent Incom
e

 
S

ecurity A
ct of 1974 (E

R
IS

A
), the assets of this fu

nd shall be invested in a m
anner

 
consistent w

ith the fiduciary stand
ard set forth in

 E
R

IS
A

, as thou
gh E

R
IS

A
 applied to the

 
R

etirem
ent S

ystem
; n

am
ely, (1) in accordan

ce w
ith t

he safe
guards and diversity to w

hich
 

a prud
ent investor w

ould adhere (2
) and all transa

c
tions undertaken on beh

alf of the F
und 

m
ust be for the

 sole interest of P
lan participants 

a
nd their beneficiaries in o

rder to
 provide

 
benefits and p

a
y the e

xpenses of the F
und. T

he trus
tees shall be fam

iliar w
ith the 

requirem
ents set forth in E

R
IS

A
. T

he pension invest
m

ent program
 m

ust operate
 in 

com
pliance w

ith all app
licable S

tate and
 F

edera
l la

w
s and re

gulations concernin
g the

 
investm

ent of pension assets. 
  2. 

Investm
ent  O

bjective 
 P

rim
ary investm

ent em
phasis m

ust be placed upo
n the
 consistent protectio

n of the funds 
assets and grow

th pe
rform

ance, i.e., th
e a

chievem
en

t of adequ
ate investm

e
nt grow

th m
ust 

not be at the expense of the prote
ction of the asse

ts over the investm
ent horizon. 

 
M

ore specific investm
ent objectives established b

y 
the B

oard include th
e follow

ing: 
 

• 
T

he F
und should earn a return ove

r tim
e exceeding t

he assum
ed actuarial rate. A

s of
 

O
ctober 

19, 
2014 20

15
, 

the 
actuarial 

rate 
is 

7.0%
 

f
or the 

G
ene

ral 
E

m
plo

yees, 
F

irefighte
rs, and P

olice O
ffice

rs funds po
rtion of 

the fund, 8.0%
 for the F

irefighter 
portion of the fund, and

 7.5%
 for the P

olice portio
n of the fund. 

E
ven

tually and 
before 1 O

ctober 2015, one actu
arial rate w

ill be d
eterm

ined 
and 

used 
for 

the 
com

bined 
fund. 

T
he 

actuarial 
rate 

shall 
be

 
review

ed
 

and
 

adjusted 
as 

need
ed 

periodically 
 

• 
T

he F
und should earn a return greater than inflatio

n, as m
easured b

y the C
onsum

er
 

P
rice 

Index, 
b

y 
3.0

%
 

per 
ye

ar. M
eetin

g 
this 

objecti
ve 

indicates th
at 

the 
active

 
m

ana
gem

ent o
f the various portfolio com

ponents has 
added

 value over a passively
 

m
ana

ged 
fund. It is 

also 
consistent w

ith 
the 

B
oard

'
s  obje

ctive 
to 

at 
m

inim
um

, 
preserve its assets w

ith a reasonable rate o
f retur
n on the F

unds. 
 

• 
Individual investm

ent m
ana

gers w
ill not be m

easured
 a

gainst the a
ggre

gate fund 
objective stated above. T

he
y w

ill be com
pared to ap

propriate
 m

arket indices, and the
 

perform
an

ce o
f other m

ana
gers w

ho utilize a sim
ilar

 investm
ent style. T

he B
oard, 

w
ith 

advice 
from

 
the 

consultant, 
shall 

approve 
each
 

fund 
m

ana
ge

r’s 
use 

of 
an 

appropriate b
enchm

a
rk for com

pa
rison and m

e
asurem

en
t. 
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 III. 
T

R
A

D
IT

IO
N

A
L

   A
SSE

T
   C

L
A

SSE
S   -  IN

V
E

ST
M

E
N

T
 G

U
ID

E
L

IN
E

S 
 A

. 
L

iquidity R
equirem

ents 
 

T
here is a requirem

ent to m
aintain liquid reserves 

for th
e pa

ym
ent of p

ension benefits 
and expenses. T

he B
o

ard w
ill review

 th
ese p

rojected
 cash flow

 require
m

ents at least 
annually. T

o this end
 the

 Investm
ent M

an
a

ge
rs sh

oul
d, to the extent possible, attem

pt to 
m

atch 
investm

ent 
m

aturities 
w

ith 
know

n 
ca

sh 
needs 

a
nd

 
anticipated 

cash 
flow 

requirem
ents. 

 B
. 

Securities Perm
itted on  an Interim

 B
asis 

 

Investm
ents m

a
y b

e m
a

de in E
xchange T

raded F
unds (E

F
T

s) or iS
hares on an interim

 
basis during m

an
a

ger se
a

rches. 
 C

. 
M

onitor &
 C

om
pliance 

 

T
he 

P
lan 

shall 
com

ply w
ith 

the 
P

rotectin
g 

F
lorida’s

 
Investm

ents 
A

ct 
(P

F
IA

). 
T

he 
investm

ent m
anagers selected b

y our consultant are 
prohibited from

 purchases and a
re

 
required to divest a

n
y in

vestm
ents in those com

p
ani

es w
ith certain busine

ss operations in 
the countries of S

udan a
nd Iran that are

 designated
 as “scrutinized com

panies” under the
 

P
F

IA
. E

ach m
an

a
ger sha

ll be responsible fo
r ke

ep
ing

 current as to the com
panies that are

 
listed as “scrutinized co

m
panies” b

y the F
lorida S

t
ate B

oard o
f A

dm
inistration. T

he 
consultant shall repo

rt quarterly on
 e

ach m
an

a
ger’s
 com

pliance. 
 D

. 
E

quities 
 

T
he 

investm
ent 

m
ana

gers 
are 

perm
itted 

to 
invest 

in 
equity 

securities 
(includin

g 
convertible bonds) listed on the N

ew
 Y

ork, A
m

erican
 and principal re

gional and foreign
 

(for foreign securities) e
xchanges. T

he
y m

a
y a

lso i
nvest in over-the

-cou
nter se

curities 
for w

hich th
ere is an a

ctive m
arket m

ake
r re

gulated
 b

y the N
ational A

ssociation of
 

S
ecurities D

eale
rs (N

A
S

D
). F

or international in
vest
ing, A

m
erican D

epo
sitory R

e
ceipts 

(A
D

R
) that trade over th

e counter, such as “P
ink S

h
eet” A

D
R

s and B
ulletin B

oa
rd A

D
R

s 
are

 perm
issible as w

ell as an
y foreign com

pan
y that
 trades directly in a U

.S
. equity

 
m

arket. A
n

y investm
ent that does not fall into a ca

te
go

ry listed above is pro
hibited. 

 
T

he equity portion of e
a

ch portfolio m
ana

ge
r shall 

not: 
 

1. 
B

e m
ore th

an 5%
 10%

 in
vested in the securities o

f a
n

y one com
p

an
y at m

arket. 
 

2. 
M

ake short sales. 
 

3. 
U

se m
argin or levera

ge. 
 

4. 
B

e invested in com
m

odities. 
 

5. 
B

e invested in private re
a

l estate
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6. 
B

e invested in "investm
ent art objects." 

 
7. 

Invest in O
ptions, including the purchase, sale or 

w
riting of options unless options are

 
"covered

" b
y the co

rresp
onding secu

rity o
r liquid c

ash equal to the
 purch

ase am
ount. 

 
8. 

B
e invested in w

arrants, although w
arrants issued

 i
n connection w

ith stocks held b
y

 
the fund m

a
y be sold, held, or converted b

y the inv
estm

ent m
ana

ge
r at its discretion. 

 
T

he consultant’s responsibility is to report an
y  n
on-com

pliance to the trustees ea
ch 

quarter. 
 a.) L

arge C
apitalization V

alue, G
row

th, &
 C

ore Stocks 
 

La
rge

 capitalization stocks are expected to have th
e gre

atest w
eightin

g in
 the C

onsolidated 
R

etirem
ent 

S
ystem

. 
T

he
y 

a
re 

expected 
to

 
pro

vide 
m

or
e 

consistent 
returns 

(dividends, 
interest, and capital 

gains) 
over 

tim
e 

than 
our 

oth
er 

equity 
styles. T

he 
objective 

is 
to 

m
axim

ize investm
ent return over a m

a
rket cycle b

y investin
g 

in la
rge

 cap
italization equities 

having the p
otential to generate investm

ent returns exceed
ing those of a passively m

ana
ged 

la
rge sto

ck index. 
 

La
rge-capitalization equity m

ana
ge

r perform
ance par

am
ete

rs include the fo
llow

ing: 
 

• 
P

erform
ance  w

ithin  the  top  half  of  a  U
nivers

e  of  La
rge

  C
apitalization  V

alue, 
G

row
th, or C

ore M
anage

rs. 
 

• 
P

erform
ance that m

eets o
r exceeds the R

ussell 1000 
V

alue or G
row

th Indexes for La
rge 

C
apitalization V

alue &
 G

row
th m

ana
gers and th

e appr
opriate blended ind

ex for the Large 
C

apitalization C
ore (C

overed C
all) m

an
a

ger. 
 

• 
W

hen appropriate, perform
ance th

at m
eets o

r exce
eds

 the p
erfo

rm
ance of th

e S
&

P
. 

 
• 

T
he 

risk 
associated 

w
ith 

the 
m

anager's 
portfolio 

as
 

m
easured 

b
y 

the
 

variability 
of
 

quarterly returns (standa
rd deviation) should not e

xceed that of the app
ropriate

 m
arket 

index w
ithout a correspo

nding increase in p
erform

an
ce above the

 index. 
 

• 
A

chieve
 the pe

rform
ance

 param
eters w

ithin a
 tim

e ho
rizon of a m

inim
um

 of three to 
five ye

a
rs o

r a full m
a

rke
t cycle

. 
 

• 
C

onsideration should be given
 to using passive in

de
x funds. If passive ind

ex funds are used, 
perform

an
ce w

ill be com
pared to the app

ropriate ind
ex. 
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 b.) Sm
all/M

id C
apitalization V

alue &
 G

row
th Stocks 

 

S
m

all/m
id capitalization stocks are expected to im

p
rove total portfolio diversification and 

provide opportunities fo
r highe

r increm
ental return

s in the long run. T
he objective is to 

m
axim

ize investm
ent return over a m

arket cycle b
y i

nvesting in sm
all/m

id capitalization 
equities having the pote

ntial to generate investm
en

t returns exceeding those of a
 passively 

m
ana

ged sm
all/m

id stock index. 
 

S
m

all/m
id capitalization equity m

ana
ger p

erfo
rm

a
nce

 pa
ram

ete
rs include the follow

ing: 
 

• 
P

erform
ance w

ithin the
 top half of a U

niverse
 of S

m
all/M

id C
apitalization V

alue or 
G

row
th M

an
a

gers 
 

• 
P

erform
ance the equ

als or exceeds the a
p

p
ro

p
ria

te
 R

ussell V
alue or G

row
th index 

M
idcap V

alue Ind
ex or R

ussell 2500 G
row

th In
dex. 

 
• 

T
he 

risk 
associated 

w
ith 

the 
m

ana
ge

r's 
portfolio 

as
 

m
easured 

b
y 

the
 

variability 
o

f
 

quarterly returns (standa
rd deviation) should not e

xceed that of the appropriate
 m

arket 
index w

ithout a correspo
nding increase in p

erform
an

ce above the
 index. 

 
• 

A
chieve the perform

ance param
eters w

ithin a tim
e ho
rizon of a m

inim
um

 of three to 
five ye

a
rs or a full m

arke
t cycle for the sm

all/m
id

 capitalization m
arket. 

  
c.) International Stocks 

 

Inte
rnational S

tocks are
 expected to im

prove total 
portfolio diversification and provide 

opportunities for highe
r increm

ental retu
rns in the

 long run. 
T

he objective is to m
axim

ize
 

investm
ent return over a m

arket cycle b
y inve

sting 
in developed or e

m
ergin

g m
arkets 

international 
securities 

through 
A

m
erican 

D
ep

ositor
y 

R
eceipts 

(A
D

R
s) 

as 
w

ell 
as 

a
n

y
 

foreign com
p

an
y th

at trades directly in a U
.S

. equi
ty m

arket. E
m

ergin
g m

arkets exposure
 

can 
also 

b
e 

achieved 
through 

the
 

purch
ase 

o
f 

an 
ins

titutional 
m

utual 
fund. E

m
ergin

g 
m

arkets 
exposure 

should 
not 

exceed 
33%

 
of 

the 
total

 
international 

allocation. 
T

hese
 

equities 
should 

gene
rate 

investm
ent 

returns 
e

xceedi
ng 

those 
o

f 
a 

p
assively 

m
an

a
ged 

international index. 
 

D
eveloped 

&
 

em
e

rging 
m

arkets 
inte

rnational 
equity 

m
ana

ger 
p

erfo
rm

ance 
p

aram
eters 

include the follow
in

g: 
 

• 
E

xceed M
S

C
I E

A
F

E
 – N

et D
ividend or M

S
C

I A
ll C

ountry
 W

orld ex. U
S

 In
dex. 

 
• 

T
he 

risk 
associated 

w
ith 

the 
m

ana
ge

r's 
portfolio 

as
 

m
easured 

b
y 

the
 

variability 
o

f
 

quarterly returns (standa
rd deviation) should not e

xceed that of the appropriate
 m

arket 
index w

ithout a correspo
nding increase in p

erform
an

ce above the
 index. 

 
• 

A
chieve the perform

ance param
eters w

ithin a tim
e ho
rizon of a m

inim
um

 of three to 
five ye

a
rs or a

 full m
a

rke
t cycle

 of the
 internatio

na
l m

arket. 
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 E
. 

Fixed Incom
e 

 

F
ixed incom

e securities shall be invested entirely 
in m

arketable debt secu
rities issued or

 
gua

rante
ed b

y eithe
r (a

) the U
nited S

tates G
overnm

e
nt or its agencies, (b) dom

estic
 

corporations (includin
g industrial and utilities) o

r Isra
el B

onds (c) asset-backed
 (A

B
S

) 
and com

m
ercial m

ortga
ge-backed securities (C

M
B

S
), (

d) dom
estic banks and other U

S
 

financial 
institutions. 

A
ll 

securities 
m

ust 
hold 

a 
rating 

in 
on

e 
of 

th
e 

four 
high

est 
classifications b

y a m
ajor rating service. S

uch inv
estm

ents shall all be in accord
ance
 

w
ith the C

ode of the T
ow

n of Lon
gboat K

e
y. A

n
y inve

stm
ents that do n

ot fall under the
 

criteria listed above
 are

 prohibited from
 bein

g pur
chased. S

ecurities ratings reduced 
beneath the fou

r high
est classifications afte

r purc
hase should b

e sold b
y the portfolio 

m
ana

ger w
ithin a reaso

nable period of tim
e as deter

m
ined

 b
y the m

a
nager. It is the

 
m

ana
ger’s responsibility to notify the bo

ard in w
ri

ting im
m

ediately afte
r a security is 

dow
ngraded b

elow
 the policy guidelines. 

T
he w

ritten
 explanation should describe the

 
m

ana
ger’s 

intentions 
rega

rding 
the 

disposition 
of 

t
he 

security 
bein

g 
dow

n
grad

ed. 
R

estrictions on fixed incom
e include the follow

ing:
 

 
1. 

E
xcept for T

reasury an
d A

gen
cy obligations, the deb

t portion o
f the F

und shall 
contain no m

ore than five percent (5%
) of a given

 i
ssuer irrespective of the num

ber of
 

differin
g issues. O

th
er d

iversification standa
rds s
hould be developed and applied b

y
 

the Investm
ent M

ana
ge

r(s). 
 

2. 
If com

m
ercial pape

r is used it m
ust be only of the 

highest qu
ality (A

-1 o
r P

-1). 
 

3. 
P

rivate placem
ent d

ebt is not perm
issible except 14

4a placem
ents. Ru

le
 
1
4
4
A

. 
S

ecurities A
ct of 1933, as am

ended provid
es a safe 

h
arbor from

 the
 registration 

requirem
ents of the S

ecurities A
ct of 1933 for cert

ain private resales o
f m

inim
um

 
$500,000 units of  restricted se

curities to qu
alifi
ed institutional bu

yers (Q
IB

s). 
 

4. 
T

he m
axim

um
 w

eighting of fixed incom
e in B

B
B

 rating
s is 15%

. 

F
ixed incom

e m
anage

r(s) perform
an

ce pa
ram

ete
rs incl
ude the follow

ing: 

• 
P

erform
ance that m

eets o
r exceeds the B

a
rcla

ys C
api

tal A
ggre

gate B
ond In

dex. 
 

• 
T

he risk associated w
ith the m

anager's portfolio as
 m

easured b
y the va

riability o
f

 
quarterly returns (standa

rd deviation) m
ust not exc

eed that of the B
arcla

ys C
apital 

A
ggre

gate
 B

ond Index w
ithout a corresponding increa

se in perform
ance above the

 
index. 

 
• 

A
chieve the

 above obje
ctives w

ithin a tim
e horizon 

of a m
inim

um
 of three to five 

ye
a

rs or a full m
arket cycle. 
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IV

. 
A

L
T

E
R

N
A

T
IV

E
   A

SSE
T

   C
L

A
SSE

S    -   IN
V

E
ST

M
E

N
T

 G
U

ID
E

L
IN

E
S 

 

A
lternative asset classes historically have low

 to 
m

oderate correlation to m
arket indices. 

A
lternative 

asset 
classe

s 
are 

expected
 

to 
im

prove 
t

otal 
portfolio 

diversification 
and 

provide opportunities fo
r higher increm

ental return
s over the lon

g-te
rm

. M
an

y o
f the

 
asset cate

go
ries are expected to gen

erate absolute
 

returns (positive returns regardless o
f

 
m

arket environm
ent) versus relative returns (return

s com
parative to a given

 benchm
ark). 

 
T

he guidelines for altern
ative asset classes guide

l
ines differ from

 th
e

 g
u

id
e

lin
e

s
 fo

r 
traditional asset classes guidelines. 

A
lternative

 a
sset m

ana
ge

rs m
a

y use levera
ge and

 
derivatives, m

a
y short securities, gene

rally 
h

ave h
igh

er 
fees, 

typ
ically 

have 
reduced 

liquidity, and perform
an

ce is dependent prim
arily o

n
 advisor skill. 

 A
. 

R
eal  E

state 
 

R
ea

l E
sta

te In
v
estm

en
t T

ru
sts (R

E
IT

s)
 

T
he investm

ent m
anagers are

 pe
rm

itted to invest in 
real estate investm

ent trusts (R
E

IT
s)

 
listed 

on 
the 

N
ew

 
Y

ork, 
A

m
erican 

and 
principal 

re
gi

onal 
and 

fo
reign 

(for 
foreign 

securities) exchan
ges. T

he
y m

a
y also invest in

 over
-the

-counter se
curities for w

hich 
there is an a

ctive m
arket m

aker re
gulated b

y the N
a

tional A
ssociation of S

ecurities 
D

ealers (N
A

S
D

). 
 

P
riv

a
te R

ea
l E

sta
te

 

T
he investm

ent m
anage

rs are pe
rm

itted to invest in 
private real estate. P

rivate re
al estate

 
w

ill be purchased throu
gh an institutional vehicle.

 T
he institutional vehicle provides 

diversification of property typ
e

 and geo
graphica

l l
ocation and provides a com

petitive
 

price structure. 
 

a.) R
eal  E

state Investm
ent T

rusts (R
E

IT
s) 

 

R
eal 

E
state 

Investm
en

t 
T

rust 
securities 

are
 

expecte
d 

to 
im

prove 
total 

portfolio 
diversification and p

rovide opportunities for high
e

r increm
e

ntal returns in
 the long-term

.  
T

he objective is to m
axim

ize investm
ent return o

ver
 a m

arket cycle
 b

y in
vestm

ent in real 
estate throu

gh R
E

IT
s. 

 R
E

IT
 equity m

ana
ge

r perform
ance pa

ram
ete

rs include 
the follow

in
g: 

 
• 

E
xceed N

ational A
ssociation of R

eal E
state In

vestm
e

nt T
rusts (N

A
R

E
IT

) E
quity 

R
E

IT
 Ind

ex. 
 

• 
T

he risk associated
 w

ith the m
ana

ge
r's po

rtfolio as
 m

e
asured b

y th
e va

riability of
 

quarterly returns (standa
rd deviation) m

ust not e
xc

eed that of the N
A

R
E

IT
 E

quity 
R

E
IT

 Ind
ex w

ithout a corresponding in
cre

ase in
 pe

rf
orm

ance above th
e inde

x. 
 

• 
A

chieve the
 perform

ance
 param

eters w
ithin a tim

e ho
rizon of a m

inim
um

 of thre
e to 

five ye
a

rs or a
 full m

a
rke

t cycle o
f the R

E
IT

 m
arke
t. 
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  b.) P

rivate R
eal E

state 
P

rivate re
al estate investm

ents are expected
 to im

p
rove total portfolio diversification and 

provide incom
e and opportunities for higher increm

e
ntal returns in the long-te

rm
. T

he
 

objective is to m
axim

ize investm
ent return ove

r a m
arket cycle b

y investm
ent in real 

estate throu
gh private ow

nership. T
hese private rea

l estate investm
ents should gen

erate
 

investm
ent returns exce

e
ding those o

f a p
assively m

ana
ged p

rivate
 re

al esta
te index. 

 
P

rivate real estate investm
ent perfo

rm
ance pa

ram
ete

rs include the
 follow

ing: 
 

• 
E

xceed the N
ational C

ouncil of R
eal E

state Investm
e

nt F
iduciaries (N

C
R

E
IF

) Ind
ex. 

 
• 

P
erform

ance com
parable to the B

a
rcla

ys C
apital A

ggr
e

gate
 B

ond
 Ind

ex 
 

• 
T

he risk associated w
ith the m

anager's portfolio as
 m

easured b
y the va

riability of
 

quarterly retu
rns (standa

rd deviation) m
ust not exc

eed that of the N
C

R
E

IF
 Index or

 
the B

a
rcla

ys C
apital A

ggre
gate B

ond Ind
ex w

ithout a
 corresponding increase in 

perform
an

ce above the in
dex. 

 
• 

A
chieve

 the above objectives w
ithin a tim

e horizon 
of five to ten ye

ars o
r a full re

al 
estate m

arket cycle. 
 B

. 
Funds of H

edge Funds (FofH
Fs) 

 

F
ofH

F
s are private inve

stm
ent funds investing prim

a
rily in the glob

al eq
uity and fixed 

incom
e m

arkets typically e
m

plo
yin

g sophisticated tr
ading strate

gies using leve
ra

ge
 and 

derivative instrum
ents. F

ofH
F

s invests in m
ultiple,

 single
 m

ana
ger hed

ge funds. T
he

 
strate

g
y 

designs 
o

f 
a 

diversified 
portfolio 

of 
m

ana
gers 

w
ith has 

the 
objective 

o
f 

significantly low
erin

g 
the 

risk 
(volatility) 

o
f 

investing 
w

ith 
an individual 

m
anager. 

T
he F

ofH
F

s m
ana

ger h
as discretion in choosin

g w
hich

 strate
g

y to invest in for the 
portfolio. 

A
 

m
anage

r 
m

a
y 

allocate 
funds 

to 
num

erous 
m

anagers 
w

it
hin 

a 
single 

strate
g

y, 
or 

w
ith num

e
rous 

m
ana

ge
rs 

in 
m

ultiples 
st

rate
gies. T

he 
investor 

has 
the 

advanta
ge of  dive

rsifica
tion am

ong m
ana

ge
rs a

nd style
s w

ith sign
ifican

tly less capital 
than investing w

ith 
separate 

m
an

a
gers. 

T
his 

typ
e 

o
f 

investm
ent 

ins
trum

ent 
w

ill 
be 

considered b
y the consultant and suggestions for their use w

ill be
 br

o
ught be

fore
 the 

B
oard fo

r discussion at tim
es w

hen the consultant d
eem

s appropriate. 
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 C

. 
M

aster L
im

ited Partnerships (M
L

Ps) 
 

M
aster Lim

ited P
artne

rships (M
LP

s) are utilized to 
provide additional incom

e to the
 

portfolio. T
he

y a
re expe

cted to provide incre
asin

g 
incom

e over tim
e. 

 
M

LP
 m

ana
ger pe

rform
an

ce pa
ram

ete
rs include the

 foll
ow

ing: 
 

• 
P

erform
ance com

p
arable

 to the A
lerian

 M
LP

 Inde
x. 

 
• 

T
he risk associated w

ith the m
anager's portfolio

 as
 m

easured b
y the va

riability o
f

 
quarterly returns (stand

ard deviation) should not e
xceed that of the com

pa
rison index

 
w

ithout a co
rrespondin

g increase in pe
rform

an
ce a

bo
ve the index. 

• 
A

chieve th
e perform

an
ce

 param
eters w

ithin a tim
e ho
rizon of a m

inim
um

 of three to 
five ye

a
rs o

r a full m
a

rke
t cycle

. 
  V

. 
ST

A
T

E
 M

A
N

D
A

T
E

D
 R

E
Q

U
IR

E
M

E
N

T
S 

 

1. E
X

P
E

C
T

E
D

 A
N

N
U

A
L R

A
T

E
 O

F
 R

E
T

U
R

N
. T

he desired investm
ent objective is a 

long-te
rm

 rate of return on assets of 7.50%
 7.00%

. 
T

he target rate of return is for the 
current ye

a
r, for ea

ch o
f the next several yea

rs an
d for the

 long-term
 th

erea
fter o

r a
s 

chan
ged b

y  the B
oa

rd. 
T

he target rate
 of retu

rn has been based
 on the assum

ption that 
future re

al returns w
ill a

pproxim
ate the long-te

rm
 

rates o
f return experienced fo

r ea
ch 

asset class in 
the Investm

ent G
uidelines. 

B
ecau

se m
arket p

erfo
rm

ance varies and a
 

fixed percent 
return m

a
y 

not 
be

 m
eanin

gful 
during 

s
om

e 
periods, the 

B
oa

rd 
has 

established perform
an

ce benchm
arks for M

an
a

ge
rs, as
 set forth in the Internal C

ontrols 
section of this Investm

e
nt P

olicy. 
O

ve
r a com

plete business cy
cle, the

 P
lan's overall 

annualized total return, after deductin
g investm

ent
 and transaction costs, sh

ould perform
 

above the  m
edian o

f an a
ppropriate unive

rse and a
bove a custo

m
ized index com

posed of 
various m

arket indices w
eighted b

y the
 strate

gic a
s

set allocation of th
e P

lan
's assets. 

 
2. T

H
IR

D
-P

A
R

T
Y

 C
U

S
T

O
D

IA
L A

G
R

E
E

M
E

N
T

S
. T

he securities sh
ould be held w

ith a 
third party, and all secu

rities purchased b
y, and

 a
ll collateral obtained b

y, the board
 

should be prope
rly designated as an asset of the bo

ard. 
N

o w
ithdraw

al o
f securities, in 

w
hole or in p

art, shall be
 m

ade from
 safekeepin

g ex
cept b

y an authorized m
em

ber of the
 

board or the board
's d

esigne
e. 

S
ecu

rities transa
cti

ons betw
een a broke

r-dealer and the
 

custodian involving purchase or sale of secu
rities 
b

y transfe
r o

f m
one

y or securities m
ust 

be m
ade on a "delivery vs. pa

ym
ent" basis, if appli

cable, to ensure that the custodian w
ill 

have the security or m
o

n
e

y, as appropriate, in han
d

 at the conclusion of the transaction. 
 

3. M
A

S
T

E
R

 R
E

P
U

R
C

H
A

S
E

 A
G

R
E

E
M

E
N

T
. A

ll approved instituti
ons and dealers 

transactin
g repurch

ase a
greem

ents sh
all execute and

 perfo
rm

 as stated in the M
aster

 
R

epurchase 
A

greem
ent. 

A
ll 

repurchase 
a

gree
m

ent 
tran

sactions 
shall 

adhere 
to 

requirem
ents of th

e M
aster R

epu
rchase A

greem
en

t (w
h

ere
 applicable). 

 
4. B

ID
 R

E
Q

U
IR

E
M

E
N

T
. 

T
he board shall determ

ine the appr
oxim

ate m
aturity date 

based on cash
-flow

 n
eed

s and m
arket conditions, ana

lyze and sele
ct one or m

ore optim
al 
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types of investm
ent, and com

petitively bid the secu
rity in question w

he
n feasible and 

appropriate. E
xcept as otherw

ise required b
y law

, t
he m

ost econom
ically advanta

geous 
bid m

ust be selected. 
 

5. IN
T

E
R

N
A

L C
O

N
T

R
O

LS
. T

he attached system
 of internal 

controls and o
perational 

procedures has b
een ado

pted b
y the

 B
o

ard and shall 
be review

ed b
y its independent 

certified public accounta
nts as part of a

n
y financi

al audit of the
 P

lan. 
 

6. C
O

N
T

IN
U

IN
G

 E
D

U
C

A
T

IO
N

. 
A

ll B
o

ard m
em

bers are encoura
ged and expected to 

attend 
continuin

g 
educa

tion 
sem

inars 
con

cernin
g 

m
at

ters 
related

 
to 

investm
ents 

and 
responsibilities of B

oard
 m

em
bers. 

W
ithout lim

iting
 the fore

goin
g, B

oard m
em

bers are 
pre-authorized

 
to 

attend
 

an
y 

in-state 
sem

ina
rs. 

A
tt

endance 
at 

out-of-state 
sem

inars 
requires prior B

oard approval. 
 

7. R
E

P
O

R
T

IN
G

. T
he B

oa
rd shall subm

it an annual report 
to the T

ow
n of Lo

ngboat 
K

e
y. 

T
he report shall include investm

ents in the po
rtfolio b

y class or typ
e, incom

e  
earned

 and m
arket value. T

he annual report shall be
 available

 to the public. 
 

8. F
IL

IN
G

 O
F

 IN
V

E
S

T
M

E
N

T
 P

O
LIC

Y
. U

pon ado
ption b

y th
e Board, this Investm

ent 
P

olicy shall be
 prom

ptly filed w
ith the F

lorida D
ep
artm

ent of M
an

a
gem

ent S
ervices, the

 
T

ow
n of Lon

gboat K
e

y and the A
ctuary. 

T
he e

ffective
 date of this Investm

ent P
olicy, 

and an
y am

endm
ent here

to, shall be 31
st calendar da

y follow
ing the

 filing date w
ith the

 
C

ity. 
 

9. 
V

A
LU

A
T

IO
N

 O
F

 IL
L

IQ
U

ID
 IN

V
E

S
T

M
E

N
T

S
. Illiquid investm

ents for w
hich a 

gen
erally reco

gnized 
m

a
rket 

is 
not 

available 
or 

for
 

w
hich 

there 
is 

no consistent 
or

 
gen

erally 
accepted 

p
ricing 

m
ech

anism
 

shall 
be 

value
d 

in 
a

ccord
ance

 
w

ith 
S

ection 
215.47(6), F

lorida S
tatutes, w

hen those investm
e

nts
 are utilized. A

n
y asse

t w
ithout a fair

 
m

arket value
 shall be e

xcluded from
 the determ

inati
on of annual fun

ding costs. T
he
 

B
oard

 shall notify the F
lorida D

epartm
ent of M

a
nage
m

ent S
e

rvices and
 the C

ity A
uditor

 
and C

lerk of the T
ow

n of Lon
gboat K

e
y of ea

ch such 
asset. 

 V
I. 

R
E

V
IE

W
  O

F
  IN

V
E

ST
M

E
N

T
  M

A
N

A
G

E
R

S 
 

T
he  B

oard  w
ill  m

eet  a
t  least  quarterly  w

ith 
 the  consultants  and  review

  investm
ent 

results. 
 

T
hese review

s w
ill focus on: 

 
• 

the m
anagers' adhe

rence to the policy guidelines; 

• 
com

parison of m
ana

ge
rs' results a

gainst funds using
 sim

ilar policies (in term
s of the 

diversification, volatility, and style
); 

• 
the opportunities available in both equity and debt

 m
arkets; and

 

• 
m

aterial ch
an

ges in the m
ana

gers' o
rganizations, su

ch as philosophical and personnel 
chan

ges, a
cquisitions or losses of m

ajor accounts, 
etc. 
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  V

II. 
PE

R
F

O
R

M
A

N
C

E
  E

X
P

E
C

T
A

T
IO

N
S 

 

T
he m

ost im
portant perform

ance expectation is the a
chievem

ent of investm
ent results 

that are consistent w
ith the P

lan
's investm

ent poli
cy statem

ent. A
 3.0%

 real return
 is a
 

reasonable expectation in light o
f this policy. T

h
e

 B
o

ard reco
gnizes that this real return 

objective m
a

y not be
 attainable durin

g som
e tim

e pe
riods, but it is a lon

g term
 go

al. In
 

order to ensure that investm
ent opportunities avail

able ove
r a spe

cific tim
e period are

 
fairly 

evaluated, 
the 

B
oard 

w
ill 

use 
com

parative 
pe

rfo
rm

ance 
statistics 

to 
evaluate

 
investm

ent results. P
erfo

rm
ance of the P

lan w
ill be
 com

pared to other fu
nds utilizing a

 
sim

ilar investm
ent policy. 

  V
III. 

P
O

L
IC

Y
 R

E
V

IE
W

 
 

P
eriodic review

s of the
 P

olicy S
tatem

ent w
ill be m

a
de b

y the B
o

ard to evaluate its 
appropriaten

ess. A
n

y m
odification of policy guideli

nes shall be approve
d b

y the
 B

o
ard 

of T
rustees and acknow

le
dged

 in w
riting b

y the in
ve

stm
ent m

ana
gers. 

   A
dopted  ________________________  S

igned _
________

_____________________________
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ASSET ALLOCATION ANALYSIS
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Asset Allocation Analysis (7-Year Strategic Assumptions)
General IPS Fire IPS Police IPS Mix 1 Mix 2 Mix 3 Mix 4

Strategic Target Strategic Target Strategic Target 90%  Traditional/10% 
Alternative

85% Traditional/15% 
Alternative

80% Traditional/20% 
Alternative

80% Traditional/20% 
Alternative

Expected Return 5.6% 5.8% 5.7% 6.2% 6.5% 6.6% 6.4%

ILLUSTRATIVE Risk 11.0% 11.6% 11.9% 11.8% 12.1% 12.1% 11.4%

PERFORMANCE Sharpe Ratio 0.38% 0.38% 0.36% 0.40% 0.42% 0.43% 0.44%

Probability of Loss in Any Given Year 29.9% 30.1% 30.7 % 29.2% 28.8% 28.5% 27.9%

Probability > 7.6% ROR - Any Given Year (7.0% + 0.6 % Fees) 43.4% 44.5% 44.5% 46.0% 47.1% 47.4% 46.6%

-Further diversify 
domestic equities

-Reduce fixed income -Reduce LC equities -Reduce LC e quities

-Reduce fixed income -Add MLPs -Increase Int'l equiti es -Add Hedge Funds

-Add Private RE

US Large Cap Value Equities 0.0% 20.0% 22.5% 15.0% 15.0% 12.5% 10.0%

US Large Cap Growth Equities 0.0% 20.0% 22.5% 15.0% 15.0% 12.5% 10.0%

US Large Cap Core Equities 30.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

US Large Cap Core (Covered Call) Equities * 0.0% 0.0% 0.0% 10.0% 10.0% 10.0% 10.0%

US Mid Cap Value Equities 0.0% 10.0% 0.0% 2.5% 2.5% 2.5% 2.5%

Equities US Mid Cap Growth Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

US Small/Mid Cap Value Equities 0.0% 0.0% 5.0% 0.0% 0.0% 0.0% 0.0%

US Small/Mid Cap Growth Equities 0.0% 0.0% 5.0% 0.0% 0.0% 0.0% 0.0%

US Small/Mid Cap Core Equities 15.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

US Small Cap Value Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

US Small Cap Growth Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

International Value Equities 0.0% 7.5% 5.0% 5.0% 5.0% 7.5% 7.5%

International Growth Equities 0.0% 7.5% 5.0% 5.0% 5.0% 7.5% 7.5%

International Core Equities 15.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

     Total Equities 60.0% 65.0% 65.0% 60.0% 60.0% 60.0% 55.0%

Fixed Income Investment Grade Bonds 40.0% 35.0% 35.0% 30.0% 25.0% 25.0% 25.0%

     Total Fixed Income 40.0% 35.0% 35.0% 30.0% 25.0% 25.0% 25.0%

More Liquid Hedge Funds 5.0%

Alternatives MLPS 5.0% 5.0% 5.0%

     Total More Liquid Alternatives 0.0% 0.0% 0.0% 0.0% 5.0% 5.0% 10.0%

Illiquid Alternatives Private Real Estate 10.0% 10.0% 10.0% 10.0%

     Total Cash 0.0% 0.0% 0.0% 10.0% 10.0% 10.0% 10.0%

TOTAL ASSETS 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

* Half of the Large Cap Value & Large Cap Growth percentages can be allocated to a Large Cap Covered Call strategy in order to generate higher income from option premiums received and dampen volatility in a down market.

IMPORTANT: The projections and other information generated by the Morgan Stanley Asset Allocation Center regarding the likelihood of various investment outcomes are hypothetical in nature, do not ref lect actual investment results and are not a guarantee of future results.

Risk / Return Characteristics
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Asset Allocation Analysis (20-Year Secular Assumptions)
General IPS Fire IPS Police IPS Mix 1 Mix 2 Mix 3 Mix 4

Strategic Target Strategic Target Strategic Target 90%  Traditional/10% 
Alternative

85% Traditional/15% 
Alternative

80% Traditional/20% 
Alternative

80% Traditional/20% 
Alternative

Expected Return 8.0% 8.2% 8.2% 8.5% 8.9% 8.9% 8.7%

ILLUSTRATIVE Risk 10.3% 10.7% 10.9% 10.9% 11.1% 11.2% 10.6%

PERFORMANCE Sharpe Ratio 0.49% 0.48% 0.48% 0.50% 0.53% 0.53% 0.54%

Probability of Loss in Any Given Year 21.2% 21.5% 21.8 % 21.0% 20.6% 20.6% 19.9%

Probability > 7.6% ROR - Any Given Year (7.0% + 0.6 % Fees) 52.6% 53.1% 53.3% 54.3% 55.8% 55.8% 55.3%

-Further diversify 
domestic equities

-Reduce fixed income -Reduce LC equities -Reduce LC e quities

-Reduce fixed income -Add MLPs -Increase Int'l equiti es -Add Hedge Funds

-Add Private RE

US Large Cap Value Equities 0.0% 20.0% 22.5% 15.0% 15.0% 12.5% 10.0%

US Large Cap Growth Equities 0.0% 20.0% 22.5% 15.0% 15.0% 12.5% 10.0%

US Large Cap Core Equities 30.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

US Large Cap Core (Covered Call) Equities * 0.0% 0.0% 0.0% 10.0% 10.0% 10.0% 10.0%

US Mid Cap Value Equities 0.0% 10.0% 0.0% 2.5% 2.5% 2.5% 2.5%

Equities US Mid Cap Growth Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

US Small/Mid Cap Value Equities 0.0% 0.0% 5.0% 0.0% 0.0% 0.0% 0.0%

US Small/Mid Cap Growth Equities 0.0% 0.0% 5.0% 0.0% 0.0% 0.0% 0.0%

US Small/Mid Cap Core Equities 15.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

US Small Cap Value Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

US Small Cap Growth Equities 0.0% 0.0% 0.0% 2.5% 2.5% 2.5% 2.5%

International Value Equities 0.0% 7.5% 5.0% 5.0% 5.0% 7.5% 7.5%

International Growth Equities 0.0% 7.5% 5.0% 5.0% 5.0% 7.5% 7.5%

International Core Equities 15.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

     Total Equities 60.0% 65.0% 65.0% 60.0% 60.0% 60.0% 55.0%

Fixed Income Investment Grade Bonds 40.0% 35.0% 35.0% 30.0% 25.0% 25.0% 25.0%

     Total Fixed Income 40.0% 35.0% 35.0% 30.0% 25.0% 25.0% 25.0%

More Liquid Hedge Funds 5.0%

Alternatives MLPS 5.0% 5.0% 5.0%

     Total More Liquid Alternatives 0.0% 0.0% 0.0% 0.0% 5.0% 5.0% 10.0%

Illiquid Alternatives Private Real Estate 10.0% 10.0% 10.0% 10.0%

     Total Cash 0.0% 0.0% 0.0% 10.0% 10.0% 10.0% 10.0%

TOTAL ASSETS 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

* Half o f the Large Cap Value & Large Cap Growth percentages can be allocated to  a Large Cap Covered Call strategy in order to  generate higher income from option premiums received and dampen vo latility in a down market.

IMPORTANT: The projections and other information generated by the Morgan Stanley Asset Allocation Center regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results and are not a guarantee of future results.

Risk / Return Characteristics
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PROPOSED MANAGER PERFORMANCE 

ANALYSIS



Large Cap Value

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Vanguard Value ETF 5.48       17.12      16.22      7.15       (0.11) 2.21     1.00     7.72     99.97    (0.10)    1.24     1.00     12.99    99.99    

+ / -  vs Index (0.06)      (0.15)      (0.12)      (0.04)      (0.02)    (0.01)    (0.01)    (0.01)    

Vanguard Value Index 5.54       17.27     16.34     7.19       2.23     7.73     1.25     13.00   

Large Cap Growth

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Vanguard Growth ETF 9.60       17.93      18.65      9.14       0.01     2.26     1.00     7.90     99.99    (0.05)    1.38     1.00     13.51    100.00  

+ / -  vs Index (0.06)      (0.04)      (0.07)      (0.06)      0.00     (0.02)    0.00 (0.01)    

Vanguard Growth Index 9.66       17.97     18.72     9.20       2.26     7.92     1.38     13.52   

Large Cap Core

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Connors Investor Services, Inc. Covered Call 6.86       14.32      15.43      7.87       1.87     2.39     0.92     5.98     88.86    1.85     1.43     0.93     10.73    97.62    
+ / -  vs Index 0.91       0.95       1.02       1.05       0.21     (0.13)    0.17     (0.67)    

60% S&P 500/40% CBOE 5.95       13.37     14.41     6.82       2.18     6.11     1.26     11.40   

Mid Cap Value

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Kennedy Capital Mgmt Mid Cap Value 2.20       18.43      17.83      11.29      0.19     2.02     0.96     9.09     90.16    (0.84)    1.09     1.06     16.34    97.21    

+ / -  vs Index (1.47)      (0.70)      0.10       2.40       (0.09)    0.06     (0.08)    1.18     

Russell Midcap Value 3.67       19.13     17.73     8.89       2.11     9.03     1.17     15.16   

Mid Cap Growth

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Congress Asset Mgmt  Mid Cap Growth 15.21      18.85      22.70      11.50      (0.23)    2.15     1.00     8.74     78.53    4.99     1.48     0.92     15.28    90.31    

+ / -  vs Index 5.76       (0.39)      4.01       1.81       (0.32)    0.98     0.31     (0.57)    

Russell Midcap Growth 9.45       19.24     18.69     9.69       2.47     7.76     1.18     15.85   

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

 3 Year - Risk Characteristics  5 Year - Risk Charac teristicsPerformance

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

8

Recommended Managers’ Performance Analysis

Values as of June 30, 2015
The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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Recommended Managers’ Performance Analysis

Values as of June 30, 2015
The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.

Small Cap Value

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Kayne Anderson Rudnick Invst. Small Cap Quality Value 6.11       15.26      15.88      10.19      (0.03)    1.22     1.00     12.49    76.62    3.53     1.02     0.81     15.45    84.35    

+ / -  vs Index 5.33       (0.24)      1.07       3.32       (0.19)    1.53     0.18     (1.98)    

Russell 2000 Value 0.78       15.50     14.81     6.87       1.41     10.96   0.85     17.43   

Small Cap Growth

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Apex Sm Cap Gr 14.77      22.54      23.54      -         6.57     2.25     0.77     10.00    75.99    4.94     1.31     0.93     17.96    90.94    

+ / -  vs Index 2.43       2.43       4.21       -         0.48     (1.33)    0.26     (0.40)    

Russell 2000 Growth 12.34     20.11     19.33     -         1.77     11.33   1.05     18.36   

International Value

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Lazard Intl Eq Select ADR* (0.22)      13.55      12.47      6.48       2.20     1.38     0.94     9.82     88.59    3.26     0.84     0.94     14.77    95.20    

+ / -  vs Index 4.00       1.58       2.93       1.36       0.17     (0.03)    0.22     (0.51)    

MSCI EAFE (Net) (4.22)      11.97     9.54       5.12       1.21     9.85     0.62     15.28   

* Lazard offers a version of the strategy that contains exposure to emerging markets that may be considered.

International Growth

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Renaissance Investment Management International Equity (2.42)      13.27      11.19      9.06       4.15     1.25     0.95     10.57    72.38    3.42     0.69     0.99     16.23    90.83    

2.84       3.83       3.43       3.52       0.26     1.11     0.19     0.68     

MSCI ACWI ex USA (Net) (5.26)      9.44       7.76       5.54       0.99     9.46     0.49     15.55   

Intermediate Fixed Income

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Pacific Income Advisers, Inc. Limited Duration 1.07       1.55       2.51       4.03       (0.07)    0.79     1.01     1.89     97.21    0.01     1.18     0.90     2.08     96.96    

(0.61)      (0.05)      (0.28)      0.01       (0.05)    0.05     (0.01)    (0.21)    

Barclays Intermediate U.S. Government/Credit 1.68       1.60       2.79       4.02       0.85     1.84     1.19     2.29     

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics



MLP

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

Center Coast Capital Advisors Center Coast MLP (11.04)     12.68      15.57      -         5.06     0.74     0.94     17.04    96.60    4.44     0.98     0.93     15.78    96.69    

8.77       4.92       4.04       -         0.31     (0.85)    0.30     (0.90)    

Alerian MLP (19.81)    7.76       11.53     -         0.43     17.89   0.69     16.68   

Hedge Fund of Funds

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

PineGrove Institutional Partners (1.72)      5.22       4.26       4.97       (1.61)    1.77     1.25     2.92     54.62    0.69     1.16     0.97     3.61     78.60    

(4.48)      (0.31)      0.59       2.35       (1.40)    1.19     0.07     0.32     

HFRI FOF: Conservative Index 2.76       5.53       3.67       2.62       3.18     1.73     1.10     3.29     

Private Real Estate

1 Year 3 Year 5 Year 10 Year Alpha Sharpe Beta Std. Dev. R2 Alpha Sharpe Beta Std. Dev. R2

AEW Core Property Trust 13.16      12.00      13.24      -         11.43    9.39     0.04     1.27     0.05     (0.44)    6.78     1.08     1.94     41.57    

0.20       0.37       0.53       -         (7.71)    0.59     (4.03)    0.77     

NCREIF Property Index 12.96     11.63     12.71     -         17.09   0.68     10.81   1.17     

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics

Performance  3 Year - Risk Characteristics  5 Year - Risk Characteristics
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Recommended Managers’ Performance Analysis

Values as of June 30, 2015
The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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PROPOSED PORTFOLIO PERFORMANCE 

ANALYSIS
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Trailing Periods Returns (Without Fund of Hedge Funds)

Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager vs Benchmark: Return
July 2004 - June 2015 (not annualized if less than 1 year)
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Recommended Portfolio
Index

Manager vs Benchmark: Return
July 2004 - June 2015 (not annualized if less than 1 year)

Recommended Portfolio

Index

1 year 3 years 5 years 7 years 10 years

4.36% 11.96% 12.61% 7.84% 8.13%

2.99% 11.00% 11.52% 7.17% 7.36%



Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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Risk/Return Analysis – 5 Years (Without Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2010 - June 2015 (Single Computation)
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Recommended Portfolio

Market Benchmark:
Index
Cash Equivalent:
Citigroup 3-month T-bill

Return & Risk Analysis
July 2010 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

12.61% 1.09% 8.26% 0.97 -8.50% 106.30% 92.47% 1.28% 1.52 99.41%

11.52% 0.00% 8.45% 1.00 -9.30% 100.00% 100.00% 0.00% 1.36 100.00%



Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.

14

Risk/Return Analysis – 7 Years (Without Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2008 - June 2015 (Single Computation)
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Recommended Portfolio

Market Benchmark:
Index
Cash Equivalent:
Citigroup 3-month T-bill

Return & Risk Analysis
July 2008 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

7.84% 0.67% 11.99% 0.96 -25.66% 102.61% 96.22% 0.92% 0.64 99.12%

7.17% 0.00% 12.49% 1.00 -26.20% 100.00% 100.00% 0.00% 0.56 100.00%



Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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Risk/Return Analysis – 10 Years (Without Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2005 - June 2015 (Single Computation)
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Cash Equivalent:
Citigroup 3-month T-bill

Return & Risk Analysis
July 2005 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

8.13% 0.78% 10.45% 0.95 -29.22% 103.25% 94.26% 1.04% 0.65 99.07%

7.36% 0.00% 10.89% 1.00 -30.59% 100.00% 100.00% 0.00% 0.55 100.00%



16Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.

Trailing Periods Returns (With Fund of Hedge Funds) 

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager vs Benchmark: Return
July 2004 - June 2015 (not annualized if less than 1 year)
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Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.

17

Risk/Return Analysis – 5 Years (With Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2010 - June 2015 (Single Computation)
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Return & Risk Analysis
July 2010 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

11.94% 1.12% 7.76% 0.97 -7.96% 106.83% 91.57% 1.32% 1.53 99.38%

10.82% 0.00% 7.96% 1.00 -8.77% 100.00% 100.00% 0.00% 1.35 100.00%



Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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Risk/Return Analysis – 7 Years (With Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2008 - June 2015 (Single Computation)
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Cash Equivalent:
Citigroup 3-month T-bill

Return & Risk Analysis
July 2008 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

7.49% 0.77% 11.38% 0.96 -24.71% 103.33% 95.77% 1.00% 0.64 99.11%

6.73% 0.00% 11.86% 1.00 -25.29% 100.00% 100.00% 0.00% 0.55 100.00%



Index returns are substituted for historic manager performance when data is unavailable.

The prices, quotes, and statistics contained herein have been obtained from sources believed to be reliable, however, the accuracy cannot be guaranteed.
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Risk/Return Analysis – 10 Years (With Fund of Hedge Funds)

Zephyr StyleADVISOR
Zephyr StyleADVISOR: Graystone Consulting

Manager Performance
July 2005 - June 2015 (Single Computation)
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Recommended Portfolio

Market Benchmark:
Index
Cash Equivalent:
Citigroup 3-month T-bill

Return & Risk Analysis
July 2005 - June 2015:  Summary Statistics

Recommended Portfolio

Index

Return
Excess Return

vs. 
Market

Standard
Deviation

Beta
vs.

Market

Maximum
Drawdown

Up
Capture

vs.
Market

Down
Capture

vs.
Market

Alpha
vs.

Market

Sharpe
Ratio

R-Squared
vs.

Market

7.97% 0.90% 9.92% 0.95 -27.84% 104.32% 93.73% 1.15% 0.67 99.01%

7.07% 0.00% 10.35% 1.00 -29.22% 100.00% 100.00% 0.00% 0.55 100.00%
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MANAGER/FUND LINEUP & FEE ANALYSIS
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All-Inclusive Fee Analysis (Without Fund of Hedge Funds)

Traditional Asset Classes Manager

Asset
Class

Percent

Total Asset
Class

Dollars

Asset Class
Expense
Percent

Asset Class
Expense
Dollars

Equity
  -Large Cap Value Vanguard Value ETF 12.50% 4,125,000.00$                                0.09% 3,712.50$                              
  -Large Cap Growth Vanguard Growth ETF 12.50% 4,125,000.00$                                0.09% 3,712.50$                              
  -Large Cap Core Connors Investor Services Covered Call 10.00% 3,300,000.00$                                0.30% 9,900.00$                              
  -Mid Cap Value Kennedy Capital Mgmt Mid Cap Value 2.50% 825,000.00$                                   0.35% 2,887.50$                              
  -Mid Cap Growth Congress Asset Mgmt Mid Cap Growth 2.50% 825,000.00$                                   0.30% 2,475.00$                              
  -Small Cap Value Kayne Anderson Small Cap Value 2.50% 825,000.00$                                   0.35% 2,887.50$                              
  -Small Cap Growth Apex Small Cap Growth 2.50% 825,000.00$                                   0.42% 3,465.00$                              
  -International Value Lazard Int'l Equity Select ADR 7.50% 2,475,000.00$                                0.30% 7,425.00$                              
  -International Growth Renaissance Investment Management Intl 7.50% 2,475,000.00$                                0.30% 7,425.00$                              
Total Equity 60.00% 19,800,000.00$                          0.22% 43,890.00$                        
Fixed Income
  -Intermediate Fixed Income Pacific Income Advisers Limited Duration 25.00% 8,250,000.00$                                0.25% 20,625.00$                            
Total Fixed Income 25.00% 8,250,000.00$                            0.25% 20,625.00$                        
Alternatives
  -Private Real Estate AEW Private Real Estate 10.00% 3,300,000.00$                                1.02% 33,660.00$                            
  -Master Limited Partnerships Center Coast MLP 5.00% 1,650,000.00$                                0.40% 6,600.00$                              
Total Alternatives 15.00% 4,950,000.00$                            0.81% 40,260.00$                        

Total Advisory Assets 100.00% 33,000,000.00$                          

Fee Breakdown Weighted Fee $
Graystone Consulting Fee - Includes Consulting, Trading Costs and Custodian Services * 0.27% $89,500.00
Managed Accounts - Equity Managers 0.22% 0.13% $43,890.00
Managed Accounts - Fixed Income 0.25% 0.06% $20,625.00
Managed Accounts - Alternative Managers 0.81% 0.12% $40,260.00

Total Managed Asset Costs 0.59% $194,275.00
*   Fee shown is fee charged by fund of fund manager and does not include underlying hedge fund manager fees.
* Separately managed accounts (SMA) trade through Morgan Stanley's trading desk at zero commission

Graystone Fee Schedule
First $10 million 0.30%
Next $10 million 0.27%

Next $20 million 0.25%

Over $40 million 0.20%
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All-Inclusive Fee Analysis (With Fund of Hedge Funds)

Traditional Asset Classes Manager

Asset
Class

Percent

Total Asset
Class

Dollars

Asset Class
Expense
Percent

Asset Class
Expense
Dollars

Equity
  -Large Cap Value Vanguard Value ETF 10.00% 3,300,000.00$                                0.09% 2,970.00$                              
  -Large Cap Growth Vanguard Growth ETF 10.00% 3,300,000.00$                                0.09% 2,970.00$                              
  -Large Cap Core Connors Investor Services Covered Call 10.00% 3,300,000.00$                                0.30% 9,900.00$                              
  -Mid Cap Value Kennedy Capital Mgmt Mid Cap Value 2.50% 825,000.00$                                   0.35% 2,887.50$                              
  -Mid Cap Growth Congress Asset Mgmt Mid Cap Growth 2.50% 825,000.00$                                   0.30% 2,475.00$                              
  -Small Cap Value Kayne Anderson Small Cap Value 2.50% 825,000.00$                                   0.35% 2,887.50$                              
  -Small Cap Growth Apex Small Cap Growth 2.50% 825,000.00$                                   0.42% 3,465.00$                              
  -International Value Lazard Int'l Equity Select ADR 7.50% 2,475,000.00$                                0.30% 7,425.00$                              
  -International Growth Renaissance Investment Management Intl 7.50% 2,475,000.00$                                0.30% 7,425.00$                              
Total Equity 55.00% 18,150,000.00$                          0.23% 42,405.00$                        
Fixed Income
  -Intermediate Fixed Income Pacific Income Advisers Limited Duration 25.00% 8,250,000.00$                                0.25% 20,625.00$                            
Total Fixed Income 25.00% 8,250,000.00$                            0.25% 20,625.00$                        
Alternatives
  -Private Real Estate AEW Private Real Estate 10.00% 3,300,000.00$                                1.02% 33,660.00$                            
  -Hedge Fund of Funds PineGrove Institutional Partners 5.00% 1,650,000.00$                                0.90% 14,850.00$                            
  -Master Limited Partnerships Center Coast MLP 5.00% 1,650,000.00$                                0.40% 6,600.00$                              
Total Alternatives 20.00% 6,600,000.00$                            0.84% 55,110.00$                        

Total Advisory Assets 100.00% 33,000,000.00$                          

Fee Breakdown Weighted Fee $
Graystone Consulting Fee - Includes Consulting, Trading Costs and Custodian Services * 0.27% $89,500.00
Managed Accounts - Equity Managers 0.23% 0.13% $42,405.00
Managed Accounts - Fixed Income 0.25% 0.06% $20,625.00
Managed Accounts - Alternative Managers 0.84% 0.17% $55,110.00

Total Managed Asset Costs 0.63% $207,640.00
*   Fee shown is fee charged by fund of fund manager and does not include underlying hedge fund manager fees.
* Separately managed accounts (SMA) trade through Morgan Stanley's trading desk at zero commission

Graystone Fee Schedule
First $10 million 0.30%
Next $10 million 0.27%

Next $20 million 0.25%

Over $40 million 0.20%



DISCUSSION ON ALTERNATIVES



Real Estate Attributes
Potential benefits to Real Estate investing when compared to 

traditional investments:

Traditional InvestmentsTraditional Investments Alternative Investments

• No leverage

• Historically, high correlation with market 

indices

• More volatility than real estate, even during 

periods of outperformance

• Financial asset

• Highly liquid

• Historically vulnerable to inflation

• Leverage (typically 0 to 75%)

• Historically, low correlation with market indices

• Less volatility compared to equities and fixed 

income

• Physical asset

• Relatively illiquid

• Potential inflation hedge

*There is no guarantee that these objectives will be met.
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Real Estate Investment Strategies1
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Core Private Real Estate Qualitative Summary

AEW

Product AEW Core Property Trust

Structure Open-end, commingled Equity RE Fund

Corporate Headquarters Boston, MA

Contact Jay Struzziery

Phone 617-261-9326

Email jstruzziery@aew.com

Year Founded 1981

Total Assets of Product
$7.5 billion gross
$4.7 billion net

21.4 million square ft.

Number of Properties 135

Allocation of Property Type

Office -38%
Industrial - 12%

Multi-family Residential  - 28%
Retail - 18%
Other - 4%

Geographical Allocation

West - 32%
East - 32%

South - 33%
Midwest - 3.0%

# of Investors 148

Portfolio Construction Philosophy
Fund Objectives

AEW Core Property Trust seeks to exceed the returns of the NCREIF Fund -ODCE Index on a net of fee 
basis.  Primary objectives are preservation of capital, stable income, and modest appreciation over the mid to 
long term.  Targets top-tier markets with focus on highly-liquid markets with high barriers to entry and strong 

long term market fundamentals.  Emphasize bi-coastal investment strategy, targeting acquistions with a 
going in cost at or below today's replacement cost with careful evaluation of residual pricing.

Current Occupancy 95.0%

% Leverage 25% (Maximum 30%)

Inception of Fund 10/1/2007

Queue
Subsequent to quarter-end Q4, the Fund made a capital call on January 1,2015 in the amount of $273 million 

reducing the current commitment queue to $195 million. 

Minimum Investment $1,000,000 

Fee Schedule

First $10 million @ 1.10%;
Next $15 million @ 1.00%; 
Next $25 million @ 0.85%
Next 50 million @ .80%

Above $100 million@ .75%
 0.08% of the annual fee is rebated to Graystone Consulting clients.
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Core Private Real Estate Performance Summary

AEW NCREIF
Core Property Trust ODCE Index

Income Appreciation Total Total

2004 N/A N/A N/A 12.64%

2005 N/A N/A N/A 20.18%

2006 N/A N/A N/A 16.15%

2007 N/A N/A N/A 16.08%

2008 4.37% -9.88% -5.91% -10.37%

2009 6.43% -30.22% -25.63% -30.65%

2010 6.59% 10.90% 18.15% 16.14%

2011 6.77% 9.09% 16.42% 15.96%

2012 6.10% 3.24% 9.52% 11.03%

2013 6.16% 5.79% 12.28% 13.34%

2014  5.46% 5.54% 11.27% 12.38%

AEW NCREIF

Income Appreciation Total ODCE Index

2Q2015 1.33% 2.86% 4.22% 3.82%

1 Year 5.52% 7.31% 13.20% 14.43%

3 Year 5.78% 5.85% 11.94% 13.11%

5 Year 6.10% 6.72% 13.20% 14.41%

Performance as of June 30, 2015 (leveraged Fund level returns, gross of fees)
Information obtained directly from each Core Real Estate Provider



Risk/Return Trade-off: 

Annualized for 21 years ending 12/31/13

28

Stocks represented by the S&P 500 Index; Bonds represented by the Barclays Aggregate Bond Index; Hedge Funds represented by the HFRI Fund Weighted 

Composite Index.  Sourced from PerTrac Financial Solutions, LLC (Memphis, TN)  Indexes are unmanaged and investors cannot directly invest in them.  

Composite index results are shown for illustrative purposes and do not represent the performance of a specific investment.  Indices of hedge funds have 

material inherent limitations. This information is for illustrative purposes only and is not intended to represent the performance of any specific investment.  

Past performance is no guarantee of future results.
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Alternative Investments Differ From Traditional 

Investments

Traditional InvestmentsTraditional Investments Alternative Investments

Relative performance objective*

Generally no leverage

Performance dependent primarily on 

market returns

Historically high correlation with 

market indices

Typically offers daily liquidity

Fixed management fee on assets 

under management

Absolute performance objective*

May use leverage

Performance dependent primarily on 

advisor skill

Historically low to moderate correlation with 

market indices

Typically have reduced liquidity ranging from 

monthly to 12+ year lock-ups

Generally higher fees which may include 

performance fees

*There is no guarantee that these objectives will be met.
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What Is A Hedge Fund?

• Hedge Funds are not new – they have been in existence for over 50 years

• Typically, Hedge Funds seek an absolute return*

• Unlike traditional vehicles, which manage to a relative benchmark

• Primarily invest in publicly-traded securities

• Stocks/Bonds/Commodities/Currencies

• Employ return enhancement tools such as leverage and derivatives, which typically 

also involve greater risk

• Typically treated as a limited partnership for tax purposes for U.S. taxable investors 

and as a corporation domiciled in a low-tax/no-tax jurisdiction for U.S. tax-exempt 

investors and non-U.S. persons

*There is no guarantee that this objective will be met.
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Fund of Hedge Funds
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Rationale for Professional Hedge Fund Selection
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� Long/Short Equity: Equity Hedge investing consists of a core holding of long equities hedged at all 

times with short sales of stocks and/or stock index options

� Relative Value: Investment Managers who maintain positions in which the investment thesis is 

predicated on realization of a valuation discrepancy in the relationship between multiple securities. 

Managers employ a variety of fundamental and quantitative techniques to establish investment 

thesis, and security types range broadly across equity, fixed income, derivative or other security 

types. Fixed income strategies are typically quantitatively driven to measure the existing relationship 

between instruments and, in some cases, identify attractive positions in which the risk adjusted 

spread between these instruments represents an attractive opportunity for the investment manager. 

RV position may be involved in corporate transactions also, but as opposed to ED exposures, the 

investment thesis is predicated on realization of a pricing discrepancy between related securities, as 

opposed to the outcome of the corporate transaction.

� Event-Driven: Investment Managers who maintain positions in companies currently or prospectively 

involved in corporate transactions of a wide variety including but not limited to mergers, 

restructurings, financial distress, tender offers, shareholder buybacks, debt exchanges, security 

issuance or other capital structure adjustments.

� Global Macro:  Macro involves investing by making leveraged bets on anticipated price movements of 

stock markets, interest rates, foreign exchange and physical commodities

Types of Hedge Fund Strategies

35



Summary

• Alternative investments include a broad set of asset classes that span the 
spectrum of Risk, Return, & Liquidity.

• The addition of alternatives has the potential to enhance the performance of 
a portfolio of traditional assets.

• The addition of alternatives has the potential to reduce the volatility of a 
portfolio of traditional assets.

• We believe that an asset allocation-led approach is the best way to analyze 
and understand the trade-offs and implications of an allocation to any 
alternative investment.

• The addition of alternatives has the potential to increase the probability of 
preserving a portfolio’s capital where withdrawals and volatility exist.

36
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Fund of Hedge Funds Qualitative & Performance Summary

HFRI FOF: 
Conservative Index

S&P 500

Strategy 

Volatility

Minimum Investment (Initial) 

Firm Assets

# Key Personnel

Consulting Management Fee

   10-Year Performance as of 6/30/2015
   Annualized Return 2.62% 7.89%

   Standard Deviation 6.10% 16.21%

   Alpha vs. S&P 500 0.18%

   Sharpe Ratio 0.21% 0.40%

   Up/Down Capture vs. S&P 500 36.11% 21.03% 27.61% / 30.18%

Incentive Fee

Hurdle Rate

Lock-up Period (1)

Liquidity Period (2)

Holdback % (3)

(1) Lock-up Period = No redemption allowed, or fee charged, during period

(2) Liquidity Period = When redemptions are allowed

(3) Holdback % = % of redemption proceeds not paid until next audit completed

0.52%

Pine Grove Institutional Partners LP

Multi-Strategy FOF

Lower

$500,000 

2.43%

None

$1.1 Billion

8

1.00%

4.97%

6.95%

N/A

2% redemption fee before 1 year

Quarterly
95 calendar day notice

10%
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MANAGER QUALITATIVE & QUANTITATIVE 

RESEARCH



Although the statements of fact and data in this presentation have been obtained from, and are based 

upon, sources that the Firm believes to be reliable, we do not guarantee their accuracy, and any such 

information may be incomplete or condensed.  All opinions included in this presentation constitute the 

Firm’s judgment as of the date of this presentation and are subject to change without notice.  This report is 

for informational purposes only and is not intended as an offer or solicitation with respect to the purchase 

or sale of any security.  Past performance is not a guarantee of future results.

© 2015 Morgan Stanley Wealth Management, Member SIPC. Graystone Consulting is a business of Morgan

Stanley.


