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Incentive Compensation Plan (ICP) ERS
ICP Document ——

e The Board of Trustees reviews the ICP on an annual basis.

e During the May Board meeting:

- HR provides an overview of the plan that may or may not include any recommended
plan changes, and

- A draft plan document is submitted to the Board for the upcoming fiscal year.

e During the August Board meeting:
- HR presents the final proposed plan document for consideration.
- The plan must be adopted before the new fiscal year that begins September 1.
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Incentive Compensation Plan
Objectives

e Communicate strategic performance priorities.

e Encourage sustained levels of high investment performance, without undue risk.

 Promote teamwork among employees.

e Support ERS' strategic and operational goals.

e Attract and retain key employees in a cost-effective manner.
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Incentive Compensation Plan ERS
_{?_

Querview

» Eligibility for the ICP requires compliance with ERS policies/procedures and ERS
Investment Policy Statement.

- All participants must be in good standing.
- New hires must successfully complete their six-month probationary period.

» Performance measures are based on one-, three-, and five-year performance periods.
* Participants have individual and total trust performance benchmarks.
» Participants must exceed their benchmarks to receive an incentive award.

» Benchmarks are set in the Investment Policy Statement unless otherwise stated in the
ICP document.
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Incentive Compensation Plan ERS
_{?_

Querview

» Participants are evaluated on both quantitative and qualitative metrics.
- 75% quantitative with minimum 25% total trust performance
- 25% maximum qualitative

* Investments uses a discretionary matrix tool to evaluate participants’ qualitative
performance.

- Qualitative metrics include areas above and beyond performance; leadership, teamwork,
communication and innovation.

» Payout of incentive award is done over a three-year period: 50/25/25

- The awardee must be an active and eligible ERS employee on each payment date to receive
the full amount.
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Incentive Compensation Plan ERS
_{?_

Querview

* Incentive compensation can be earned, but the Trust Fund as measured by the
one-year Global Composite Performance must be positive to pay awards.

» Award payments shall be deferred during non-positive years.

e Unpaid incentive awards shall be forfeited after three years of deferrals.

» Metrics and calculations are tied to the Risk Budget approved by the Board.
* |CP awards are calculated based on a weighted average salary.

e |f an award is paid in error, over/under-payment provisions to correct errors and
help ensure 100% accuracy.
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Incentive Compensation Plan
Owerview

» Administrative oversight of the plan is managed by Human Resources.

» Finance performs the award calculations.

e Independent review is performed by a third-party entity.

e Internal and external audits help ensure payments are in accordance to plan.
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Incentive Compensation Plan
Fiscal Year 2021

* HR annually reviews the Plan and related processes to make recommendations
to the Board.

» With executive management and other key stakeholders, HR conducted a

review of the Plan document for Fiscal Year 2021.
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Incentive Compensation Plan
Fiscal Year 2021 — Recommended Change

Staff recommends a material change to the definition of “Global Composite
Performance” (section 2.16).

This change will include discontinuing the practice of adjusting the total trust

return for unallocated cash.
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Incentive Compensation Plan ERS
Fiscal Year 2021 — Recommended Change Background —

Discontinuing the practice of adjusting the total trust return for unallocated cash:
- Practice began in 2013 as the result of new accounting rules.

- New rules required that the short term treasuries in the Short Term Investment Fund account be
marked to market daily, even though ERS usually held them to maturity.

- At the time, BNYM (Custodian) and ERS did not have a method to book the market value
adjustments at the portfolio level, so the whole gain or loss was being booked to unallocated cash.

- Recently, Finance developed a method with BNYM to book these adjustments to the affected
portfolios on a daily basis.

- Because the transactions are now being recorded at the portfolio level, Investments believes that
ERS no longer needs to adjust the total trust return for unallocated cash effective September 1.
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Incentive Compensation Plan
Fiscal Year 2021 — Non-material Changes

In addition to the material change, HR is proposing some non-material changes to
the Plan document that will:

- Provide clarification.

- Better reflect current processes and practices.

These changes are reflected in the draft Plan document.
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Incentive Compensation Plan
Fiscal Year 2021 — Non-material Changes

Examples:

26 “ClO Goals Memo” - memo from the CIO (or the CIO’s designee) to the Executive Director
which defines the Benchmarks and other quantitative metrics to be used for the upcoming
Plan Year. All quantitative measures that are not expressly stated in the Investment Policy are
explained in the CIO Goals Memo, and Plan-Year changes from the prior Plan Year to the
upcoming Plan Year are highlighted.

(d) Inception-to-Date for Public Market Equivalents. The public market equivalent
Performance Goals shall be excepted from the one, three, and five-year Performance
Period Weightings described above. The Realization Percentages for the public market
equivalent Performance Goals shall be calculated based on an internal rate of return
and measured using an inception-to-date Performance Period with a 100% weighting
attributed to the inception-to-date Performance Period. Such calculation and
measurement is consistent with industry practice for illiquid private-market investments
where performance is reliant on the timing of cash flows.
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Incentive Compensation Plan
Fiscal Year 2021 — Non-material Changes

APPENDIX A

ELIGIBLE EMPLOYEE POSITIONS WITH
MAXIMUM INCENTIVE AWARD PERCENTAGES AND PAYMENT SCHEDULES

Examples:

PERFORMANCE GOAL WEIGHTING S
from the preceding Plan Yearfo

of these

Maximum
Plan Groups Incentive Award
Percentages

Executive Director 50/25/25

Chief Investment Officer 50/25/25

Deputy Chief Investment Officer 50/25/25

[ Gosl i Equity
ExB)
Assel Class Portfolio
Managers/Directors
Direcior of Investment Services
(Performance Gosl waightings based on Iy, Cps under Ex.5)
Risk Management and Applied
Research Portfolio Manager
Supervising Portfolio Manager
Portfolic Manager |, I1 11l IV, V & VI
Chief Trader | & Il
Trader |, 11 & 111
Invesiment Analyst IIl, IV & V
Investment Operations Manager
Investment Analyst | & II
Financial Analyst I, II, 1l & IV {Investment
Operations Specialist and Operational
Due Diligence Specialist)
Investment Administrative Support

General Counsel

{Performence Gosl weightings based on Legsl

Services under Ex. B)

Investimenis and Securities, Attorney
{Performsnce Gosl weightings bsed on Legs| Services
under Ex B)

Investments and Securities, Paralegal
(Performance Gosl weightings based on Legsl Services
under Ex B)
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APPENDIX B

FOR INVESTMENT PROFESSSIONALS AND LEADERSHIP EMPLOY!
Pap A i he ClO or oth icabls ERS divis 0

EES
nd shall be approved by the

[Feistive Gobal
lcomposite

5%

25%

|A comaination of one or more of he folowing

. 85 ingicated balow |

|nc the implemenation of
i inifiatives (6)

manegement,
pelicy matiers, ssff developmert,

|Global Public Equity

Internal Giobal Public Equity

Portioliols)

individus| Research Coverage

intermally Traded Porifolios

|Trading Performance.

|Credit—intermal

|credit—Exizrmal

Rates

Private Equity Public Market
Equivelent (2)

Frivate Equity Peer G omparison
=

Private Res| Estat=Public
lark et Equi

Public REMs)

Private Infastrucure Cost
|Savings (5)

Private Infastrucurs Puslic
Merkcet Equivelent (2)

|Absolue Retrn

|GlobalEquity External Advisar
Program

See footnotes on the fellowing page.
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