INVESTMENT POLICY STATEMENT

XYZ Company Plan
JANUARY 1, 2008

INVESTMENT POLICY STATEMENT TEMPLATE FOR DEFINED CONTRIBUTION PLANS
This Investment Policy Statement has been prepared for Consultants to serve as an example of the information that should be included in a comprehensive IPS. Consultants, however, must ensure that every IPS be written to the specific needs and requirements of the client.
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I. SUMMARY OF PURPOSE AND OBJECTIVES
A. Plan Purpose and Objectives 

The XYZ Company Plan (the “Plan”) permits participants to set aside pre-tax and after-tax compensation in an investment vehicle designed for retirement savings.  XYZ Company matches a portion of participant contributions and may make a discretionary profit sharing contribution to the Plan.
A portion of the assets are invested, at the discretion of the participant, in investment options selected from a group of alternatives made available by the Plan.  The number and types of investment alternatives available and the investment managers retained to manage the alternatives are subject to change.  Decisions regarding investment options will be made in the sole interest of the participants and beneficiaries of the Plan. 

A portion of active participant balances are invested in the XYZ Stock Fund.   Participants have no discretion over funds allocated to this option while employed by the Plan sponsor   After retirement or termination, a participant’s balance in the XYZ Stock Fund is transferred to his or her self-directed investment account at year-end, unless distributed earlier at the participant’s discretion.

As named fiduciaries of the Plan, the XYZ Benefit Plans Advisory Committee (the “Committee”) must ensure that the investment options provide sufficient opportunity for participants to diversify participants to diversify their self-directed balances and to otherwise conform to Section 404(c) and corresponding regulations.  The Plan is intended to comply with Section 404(c) of the Employee Retirement Income Security Act of 1974, as amended, and title 29 of the Code of Federal Regulations, Section 2550.440c-1, so that the fiduciaries of the Plan may be relieved of liability for any losses which are the direct and necessary result of investment instructions given by a participant or beneficiary.

B. Purpose of the Investment Policy Statement

The purpose of this Investment Policy Statement is to assist the Committee in effectively constructing, supervising, and evaluating the investment program established for the Plan.  The primary focus of this Investment Policy Statement is to:

1. Make a clear distinction between the responsibilities of the Committee, the investment managers, the record keeper, the custodian, the trustee for the XYZ Stock Fund, the investment consultants, and any additional service providers.

2. Establish formal criteria to select and monitor the service providers, 

3. Facilitate communication between the Committee and all service providers.

The Committee will formally review this Investment Policy Statement regularly. Any modifications to this Investment Policy Statement shall be reviewed and discussed with the Service Providers prior to implementation.

II. DISTINCTION OF RESPONSIBILITIES

A. The Board of Directors

The responsibility for the Plan rests with the XYZ Company’s Board of Directors (the “Board”). The Board has delegated responsibility for the overall management of the investment program to the Committee.  The Committee has delegated day-to-day supervisory and operating responsibilities to XYZ Company staff, the investment consultants and the custodian and trustee. 

B. XYZ Benefit Plans Advisory Committee

The Committee is broadly responsible to oversee the administration of the Plan and investment of the Plan assets.   Its duties include establishing investment policy, hiring service providers and evaluating the success of service providers in carrying out the policy.  

The responsibilities of the Committee, as named fiduciary for the Plan, include:

1. Establishing the number and types of investment options available to Plan participants including default options for participants who fail to make investment elections. 

2. Conducting appropriate due diligence in the selection of all service providers.

3. Retaining service providers as necessary including, but not limited to, record keeper, investment consultants, investment managers, custodian and trustee for the XYZ Stock fund.
4. Monitoring and controlling plan expenses.

5. Establishing effective communication procedures among all service providers and the Committee.

6. Monitor success of investment program in meeting established objectives – including appropriateness of funds offered and fund performance.

7. Ensuring there is a comprehensive employee communication program in place for the participants of the Plan which provides information to assist participants in making informed decisions regarding the investment of contributions and existing balances among the investment choices offered in the Plan.  

In conjunction with performing the responsibilities outlined above, the Committee may delegate certain functions to staff and various Service Providers.  

C. XYZ Staff

The staff is responsible for the day-to-day management of the Plan and related investment program.  Staff is responsible to bring relevant issues to the attention of the Committee and to work with various service providers to implement the decisions made by the Committee.  Specifically, the staff is responsible for the following:
1. Provide the Committee with appropriate information to fulfill its responsibilities.
2. Ensure that participant and company contributions are collected and remitted to the trust in a timely manner.

3. Monitor service providers including investment managers, record keeper, custodian, investment consultants, and participant advice provider. Conduct periodic on-site due diligence visits of investment managers.
4. Make proposals to enhance the investment program working with an investment consultant when deemed appropriate.
5. Establish the Committee agenda in conjunction with investment consultant and Committee members.

6. Work with the custodian to re-balance assets in keeping with fund investment policies.
7. Facilitate audit process by preparing plan financial statements, and acting as interface between the auditors and various plan service providers  

8. Verify compliance with guidelines and regulations.
The service providers listed below, in serving the Plan, will use the same care, skill, prudence, and due diligence under the circumstances then prevailing that experienced investment and administrative professionals acting in a like capacity and fully familiar with such matters would use in like activities for like retirement plans with like aims in accordance and compliance with ERISA and all other applicable laws, rules, and regulations.  The services provided by the service providers will be performed at standards mutually agreed by the Committee and the service providers.  The list of services provided below for each service provider may be revised from time to time by the Committee.

D. Investment Consultant

The primary role of investment consultants is to assist the Committee and staff in fulfilling their responsibilities by providing information, analysis and a prudent process that contribute to the success of the investment program. In specific terms, the responsibilities of the investment consultants are as follows:

1. Assist the Committee and staff in selecting a set of investment options that provides the Plan participants with the ability to construct a diversified portfolio at the appropriate risk level.  
2. Assist the staff in identifying of appropriate market benchmarks and peer groups for the evaluation of each investment option.

3. Assist in a prudent investment manager search process, identifying appropriate candidates for review and selection by the staff. 

4. Monitor the investment management firms and products employed by the XYZ Corporation Master Trust on an on-going basis and inform the staff of any developments that might impact performance.
5. As requested, assist in educating the Committee on investment issues that might impact the Plan.

E. Custodian (Directed Trustee)


The Custodian provides the services listed below:

1. Adequate safekeeping services.

2. Accurate and timely pricing of securities

3. Timely settlement of securities transactions.

4. Timely collection of income.

5. Suitable accounting services.

6. Appropriate data processing capabilities.

7. Provide staff with proxies as received for mutual funds and investment managers proxies for voting as received.
8. Accurate communications with investment managers to ensure trades are correct and affirmed.

9. Immediate communication with the staff, or Committee if appropriate, regarding any concerns or issues with respect to such services.

10. Provide timely and accurate monthly performance reports at both a plan and a detailed level.   Level of detail will be defined `by the staff.

11. Provide holding, transaction and performance data to the investment consultant monthly in electronic format or as requested by XYZ staff.

12. Appropriately manage the securities lending program according to guidelines established the contract with the securities lending agent.
F. Record keeper
The Record keeper provides the services listed below. 

1. Suitable and accurate participant record keeping and administrative services.

2. Accurate and timely plan data and reports to the Committee/staff upon request.

3. Compliance testing and required form filing services.

4. Participant services including quarterly statements, VRU access, access to phone representatives, and Web access to participant account information and transactions.

5. Immediate notification to the Committee/staff of any concerns or issues with respect to such services.
A. Trustee for Company Stock

The XYZ Stock Investment Fund, one of the investment funds for the Plan, is invested primarily in XYZ stock.  Participants may not elect to transfer funds to or from the XYZ Stock Investment Fund; the allocation to that investment fund is determined by the Committee as the named fiduciary for the Plan.

United States Trust Company, N.A., serves as Trustee for the XYZ Stock and as co-fiduciary with the Committee for the investment in XYZ stock.  As an independent fiduciary, U.S. Trust serves a special role in monitoring the investment in XYZ stock including exercising all voting rights associated with the XYZ Stock and ensuring that any sale or redemption is for adequate consideration.
B. Participant Advice Provider

The investment advice by the selected provider must be unbiased and based on sound asset allocation theory and in-depth fund analysis of available options. It should also be tailored to each participant’s circumstances. Participants may choose to use an online service at no charge to them or a “managed account” service for a fee.  The designated Participant Advice Provider has discretionary authority and control with respect to management of the self-directed assets of participants who select to utilize “managed account” version of the service.
I. Investment Managers

The specific duties and responsibilities of each investment manager are as follows:

1. To manage the Plan assets under its supervision in accordance with guidelines and objectives included in each manager’s investment agreement or in accordance with the prospectus for mutual funds and consistent with each investment manager’s stated investment philosophy and style as presented to the Committee/Staff.

2. To exercise investment discretion in regard to buying, managing and selling assets held in the portfolio, subject to any limitations contained in this document and the manager’s agreement.

3. To promptly vote all proxies and related actions in a manner consistent with the long-term interest and objectives of the plan participants.  Each investment manager shall keep detailed records on voting of proxies and related actions and will comply with all regulatory obligations related thereto.

4. To communicate with the staff in writing regarding all significant changes pertaining to the portfolio it manages and to the firm itself.  Changes in ownership, organizational structure, financial condition, and professional staff are examples of changes that must be communicated to the staff.  The staff expects to receive such communications within seven days after the significant change occurred.

5. To  use the same care, skill, prudence, and due diligence under the circumstances then prevailing that experienced investment professionals acting in a like capacity and fully familiar with such matters would use in like activities for like retirement plans with like aims in accordance and compliance with all applicable laws, rules, and regulations 

6. To manage the funds within the parameters established by the Employee Retirement Security Act of 1974 (ERISA) as amended.

7. To acknowledge and agree in writing as to their fiduciary responsibility to fully comply with ERISA, their investment management agreement, and these Objectives and Guidelines statement.




See Exhibit II for listing of all investment managers.
J. Auditor

The primary responsibility of the external auditor is to perform audits of the plan as directed by the Committee and issue an audit opinion in compliance with ERISA and regulations there under. 
K. Participants

Investment contribution and allocation decisions are made solely by each Plan participant (subject to certain procedural and administrative guidelines) with respect to his/her self-directed Plan balance. The performance results and other educational information relating to investment concepts and the investment options shall be made available to participants, and it is the responsibility of each Plan participant to determine the appropriate mix of options according to his or her individual investment time horizon, tolerance for volatility, investment preferences, etc.  

Participants are responsible for the following:

1. Determining their contribution deferral rate.

2. Selecting their investment options for both existing balances and new contributions going forward.

3. Monitoring their investment strategy and making adjustments as personal situations change.

4. Taking advantage of the educational opportunities offered by the Company on behalf of the Plan. 

III.  INVESTMENT OPTION POLICIES

A. Selection of Investment Options

The Committee will determine, through an understanding of eligible participants, the most appropriate number and type of options to offer, and which specific investment products to employ for each option.  The Committee has selected the following asset classes and investment styles to represent the investment options:
	Tier I
	Tier II



	Target Date Investment Funds
	Individual Options

	  
	Fixed Income

	 
	Stable Income Fund

	
	Diversified Bond Fund

	
	

	
	Balanced Fund

	
	

	
	Domestic Equity

	
	Large Cap Blend Fund

	
	Large Cap Growth Fund

	
	Large Cap Value Fund

	
	Small/Mid Cap Blend Fund

	
	Mid Cap Growth Fund

	
	Mid Cap Value Fund

	
	Small Cap Blend Fund

	
	

	
	International Equity

	
	Developed International Fund

	
	International Small Cap Blend Fund

	
	Emerging Markets International Fund

	
	


The Committee has retained appropriate investment management organizations to manage each option in a manner consistent with the style and objectives delineated in section III.C. below 
B. Qualified Default Investment Alternative (QDIA)

The discretionary assets of participants who do not make an active selection among the available options will be placed in the plan’s Qualified Default Investment Alternative (QDIA).  Among the QDIA options defined by 404(c) (5), the Target Date Investment Funds best suit the needs of plan participants.  Defaulted assets will be placed into the appropriate target date fund based on the age and assumed time to retirement of the participant.

C. Description of Investment Options

Target Date Investment Funds

A series of Lifecycle Funds will be offered varying in risk and return based on the target retirement date of each fund. The option is designed to provide the participant the ability to make one investment decision. The portfolios will be reallocated with greater emphasis on more conservative investments as the participant nears the stated retirement date.

Each Fund will have a customized index benchmark based on its current asset allocation.
Large Cap Blend Fund

The Large Cap Blend Fund closely tracks the risk and return characteristics of the Standard & Poor’s 500 Composite Index.  The benchmark for this fund is the S&P 500 Index, and the peer group is Large Cap Blend Universe.  The Large Cap Blend Fund is expected to achieve performance that is roughly commensurate with the S&P 500 Index, (within 10 basis points).  Risk, as measured by Standard Deviation and Sharpe Ratio, should be commensurate with the index risk.

Large Cap Growth Fund

The Large Cap Growth Fund invests in common stocks of large and medium-sized blue chip companies that have the potential for above-average earnings growth and are well established in their respective industries.  This portfolio is generally characterized by higher than average earnings growth and a higher than average price earnings ratio as well as lower than average dividend yield. The benchmark for the Large Cap Growth Fund is the Russell 1000 Growth Index and the peer group is the Large Cap Growth Universe. The Large Cap Growth Fund is expected to outperform the Russell 1000 Growth Index as well as to outperform the median of Large Cap Growth Universe. Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Large Cap Value Fund

The Large Cap Value Fund invests in a portfolio of large companies that appear undervalued by the market.  This portfolio is generally characterized by a lower than average price earnings ratio and price to book ratio as well as higher than average dividend yield. The benchmark for the Large Cap Value Fund is the Russell 1000 Value Index, and the peer group is Large Cap Value Universe.  The Large Cap Value Fund is expected to outperform the Russell 1000 Value Index, as well as to outperform the median of the Large Cap Value Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark peer group.

Small/Mid Cap Blend Fund

The Small/Mid Cap Blend Fund employs a multiple manager structure intended to provide participants with a portfolio of small and mid size companies that have potential to earn superior returns either because they are undervalued or have exceptional growth potential.   The Small/Mid Cap Blend Fund focuses on stocks with a market capitalization between $100 million and $8 billion (i.e., “small & mid cap” stocks).  The benchmark for the Small/Mid Cap Blend Fund is the Russell 2500 Index, and the peer group is the Mid Cap Blend Universe.  The Small/Mid Cap Blend Fund is expected to outperform the Russell 2500 Index, as well as to outperform the median the Mid Cap Blend Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Mid Cap Growth Fund

The Mid Cap Growth Fund invests in mid-sized companies that are expected to experience rapid growth which is reflected in the stock price.  This portfolio is generally characterized by higher than average earnings growth and a higher than average price earnings ratio as well as lower than average dividend yield. The benchmark for the Mid Cap Growth Fund is the Russell Mid Cap Growth Index and the peer group is the Mid Cap Growth Universe. The Mid Cap Growth Fund is expected to outperform the Russell Mid Cap Growth Index, as well as to outperform the median of Mid Cap Growth Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Mid Cap Value Fund

The Mid Cap Value Fund invests in mid sized companies that appear undervalued by the market.  This portfolio is generally characterized by a lower than average price earnings ratio and price to book ratio as well as higher than average dividend yield.  The benchmark for the Mid Cap Value Fund is the Russell Mid Cap Value Index, and the peer group is Mid Cap Value Universe.  The Mid Cap Value Fund is expected to outperform the Russell Mid Cap Value Index, as well as to outperform the median of the Mid Cap Value Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark peer group.

Small Cap Blend Fund

The Small Cap Blend Fund employs a multiple manager structure intended to provide participants with a portfolio of U.S. based small companies that have potential to earn superior returns either because they are undervalued or have exceptional growth potential.  The Small Cap Blend Fund generally focuses on stocks with a market capitalization between $100 million and $2 billion (i.e., “small cap” stocks).  The benchmark for the Small Cap Blend Fund is the Russell 2000 Index, and the peer group is Small Cap Blend Universe. The Small Cap Blend Fund is expected to outperform the Russell 2000 Index as well as to outperform the median of Small Cap Blend Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Developed International Fund
The Developed International Fund invests in a diversified portfolio of non-U.S. companies in developed markets, that have the potential to earn superior returns relative to their industries and the markets of the countries in which they are located. The benchmark for the Developed International Fund is the MSCI EAFE Index, and the peer group is the International Equity Universe.  The International Equity Fund is expected to outperform the Index, as well as to outperform the median of the International Equity Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

International Small Cap Blend Fund

The International Small Cap Blend Fund employs a multiple manager structure intended to provide participants with a portfolio of international based small companies that have the potential to earn superior returns either because they are undervalued or have exceptional growth potential.  The International Small Cap Blend Fund generally focuses on stocks with a market capitalization between $100 million and $2 billion (i.e., “small cap” stocks).  The benchmark for the International Small Cap Blend Fund is the MSCI Ex-US Small Cap Index, and the peer group the International Small Capitalization Group.  The Small Cap Blend Fund is expected to outperform the MSCI Ex US Small Cap Index, as well as to outperform the median of an appropriate non-U.S. small cap peer group over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Emerging Markets International Fund
The Emerging Markets International Fund employs a multiple manager strategy to invest in a diversified portfolio of non-U.S. companies, in emerging markets, that have the potential to earn superior returns relative to their industries and the markets of the countries in which they are located. The benchmark for the Emerging Markets International Fund is the MSCI Emerging Markets Index, and the peer group is Emerging Markets Universe.  The Emerging Markets International Fund is expected to outperform the Index, as well as to outperform the median of the Emerging Markets Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark and peer group.

Balanced Fund
The Balanced Fund provides a portfolio weighted approximately 60% in domestic and foreign common stocks and 40% in fixed income securities. The benchmark for the Balanced Fund is a blend of 60% S&P500 Index and 40% Lehman Brothers Aggregate Bond Index, and the peer group is Balanced Universe.  The Balanced Fund is expected to outperform the blended benchmark index, as well as to outperform the median of Balanced Universe over the same periods.  Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with those of the benchmark and peer group.

Stable Income Fund
The Stable Income Fund seeks preservation of capital and to provide a reasonably predictable return that moves generally in the direction of prevailing interest rates. The benchmark for the Stable Income Fund is the Merrill Lynch 1-3 Year Treasury Index plus 50 basis points annually, and the peer group is the Stable Value Style Group.  The Stable Income Fund is expected to outperform the Merrill Lynch 1-3 Year Treasury Index plus 50 basis points Treasury, as well as to outperform the median of the Stable Value Style Group over the same periods.  Risk, as measured by Standard Deviation, should be less than ½ of Merrill Lynch 1-3 Year Treasury Index.    Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with those of the peer group.  See Exhibit III for detailed investment policy for this XYZ staff managed fund.
Diversified Bond Fund

The Bond Fund invests in fixed income securities of primarily US- based issuers with a modest allocation to international fixed income securities. The fund's objective is to outperform the Lehman Brothers Aggregate Bond Index plus 50 basis points and the Hewitt Core Plus Bond Universe.   Risk, as measured by Standard Deviation, should be less than the benchmark and peer group; and risk adjusted return as measured by Sharpe Ratio, should be higher than the benchmark and peer group.  See Exhibit III for detailed investment policy for this XYZ staff managed fund.

IV. PERFORMANCE OBJECTIVES

A. Time Horizon

The Committee acknowledges that fluctuating rates of return characterize the securities markets, particularly during short-term time periods.  Accordingly, the Committee focuses on time horizons of three years and greater in evaluating the asset class and manager performance relative to established benchmarks.
B. Performance Objectives

Based on the analysis that led to asset allocation and manager structure policy decisions, the Committee has identified performance benchmarks for each investment option and the separate mandates within multiple manager options.  The relevant benchmarks for specific investment management firms and assignments are listed in the table below.
	Asset Category
	Market Index
	Style Group

	Large-Cap Blend Equities
	S&P 500 Index
	Large Cap Core Equity

	Large Cap Value Equities
	Russell 10000 Value Index 
	Large Cap Value

	Large Cap Growth Equities
	Russell 1000 Growth Index 
	Large Cap Growth

	Mid Cap Value Equity
	Russell Mid Cap Value Index 
	Mid Cap Value

	Mid Cap Growth Equity
	Russell Mid Cap Growth Index
	Mid Cap Growth

	Small/Mid Cap Blend Equity
	Russell 2500 Index 
	Small/Mid Cap Core

	Small Cap Blend Equity
	Russell 2000 Index
	Small Cap Core

	Developed Non-U.S Equity
	MSCI EAFE Index
	International equity

	Small Cap Non-U.S Equity
	MSCI ex U.S. Small Cap Index
	International Small Cap

	Emerging Markets Equity
	MSCI Emerging Markets Index
	Emerging Markets

	Fixed Income
	LB Aggregate Bond Index
	Core Plus Fixed Income


The primary benchmark for evaluating the performance of the asset allocation funds are a series of target indices consisting of broad market indices for each asset class combined according to the allocation target.  The Target Index is:

	 
	Conservative
	Moderate
	Aggressive

	Russell 3000 Index
	37%
	48%
	58%

	MSCI EAFE Index 
	8%
	15%
	20%

	LB Aggregate Bond Index
	45%
	31%
	20%

	91-Day T-Bill
	10%
	6%
	2%


In the long run each of the asset allocation funds is expected to generate returns exceeding this target index after all fees and expenses at a level of risk comparable to the target index. Risk, as measured by Standard Deviation and Sharpe Ratio, should be roughly commensurate with that of the benchmark. Each fund should also outperform the median of the appropriate Asset Allocation Fund Groups over periods three years or longer.

V. MANAGER AND ADVICE PROVIDER SELECTION AND EVALUATION
B. Manager Selection

The Plan is subject to ERISA, the Internal Revenue Code and regulations issued by the U.S. Department of Labor.  Therefore, the Committee’s intent is to follow a process that embodies the principles of procedural due diligence.  Accordingly, when selecting investment managers, the Committee, with the assistance of the staff and investment consultant, will employ a competitive search process, which includes the following steps:

1. Formulation of specific manager search criteria that establish the qualifications for each manager role.

2. Identification of qualified candidates from manager search databases maintained by investment consultants.

3. Analysis of qualified candidates in terms of:

· Quantitative characteristics, such as AIMR-compliant composite return data, risk-adjusted rates of return and relevant portfolio characteristics.

· Qualitative characteristics, such as key personnel, investment philosophy, investment strategy, research orientation, decision-making process, and risk controls.

· Organizational factors, such as type and size of firm, ownership structure, client-servicing capabilities, record of gaining and keeping clients, and fees.

4. Selection and interview of finalist candidates based on a due diligence report summarizing the analysis.

B. Manager Evaluation and Review 

With the assistance of the staff and investment consultant, the Committee will evaluate the performance of each investment manager regularly.  In evaluating its relationship with each investment manager, the Committee will consider qualitative factors likely to impact the future performance of the manager’s portfolio in addition to current and historical rates of return. 

The Committee has deemed it appropriate to establish objective standards for initiating a formal review of a manager.  Any of the following three conditions, will be considered cause to initiate a formal review:
1. Organizational Disruption.   Material organizational events that will be rigorously evaluated prior to a termination decision include such things as--

· Ownership changes (e.g., key people “cash out”)

· Key people leave firm

· Manager changes the strategy it was hired to implement

· Manager is involved in material litigation or fraud

· Material client-servicing problems

2. Long-term underperformance (defined as rolling five year periods) in relation to an appropriate broad market index  If a manager fails to generate a return premium net of fees in excess of the designated index or indices, then, upon completion of appropriate due diligence, the Committee may decide to terminate its contract with the manager.

3. Shorter-term  performance in relation to appropriate style index and the median of an appropriate “style group”.     A due diligence review process, which may lead to termination, will be initiated if one of the following conditions occur:

· a manager fails to exceed the median over a three-year period, or
· a manager ranks in the 4th quartile for two consecutive quarters, or over a one-year period.

A formal review process may include the following steps:

1. A letter to the investment manager stating the reasons for the formal review, the steps of the review and the possible results (retain or terminate.)

2. A detailed quantitative analysis of the portfolio during the period of underperformance.  The analysis will focus on attribution of returns and evaluation of characteristics of the portfolio relative to the manager’s stated style and relative to the characteristics of portfolios that performed well during the period in question

3. A meeting with the manager, which may be conducted on-site, to gain insights into any organizational and managerial staff changes.

4. A formal review of information gathered from the quantitative analysis and manager interview.  The formal review may lead to a decision to retain the service provider in a normal capacity, retain subject to agreed improvement over a six-month to one-year period (adherence to new service or quality standards), or terminate.

The Committee reserves the right to terminate managers at its discretion.  However, decision to retain or terminate a service provider cannot be made by a formula.  It is a judgment that turns on the Committee’s confidence in the firm’s ability to perform in the future

D. Participant Advice Provider Selection
The designated Participant Advice Provider has discretionary authority and control with respect to management of the discretionary assets of participants who select to utilize “managed account” version of the service.   Therefore, it is the Committee’s intent to follow a selection process similar to the process used to select investment managers.
E. Participant Advice Evaluation
Periodically, at intervals no greater than three years, the committee will evaluate the performance of the participant advice provider relative to the expectations that were established at the time the provider was selected.   

VI. REVENUE SHARING POLICIES

It is the policy of the Committee that revenue or expense reimbursement generated by the investment options should not be used pay general administrative costs.  Instead, the Plan will be managed so that participants pay only the net cost of the investment options they select.  Therefore, the Plan will endeavor to re-invest any revenue or expense reimbursement received by the Plan in the fund which generated the revenue or reimbursement. 
A.
Treatment of revenue sharing reimbursements from mutual fund fees

The Plan will utilize the mutual fund share class which offers the lowest net cost (cost after administrative offset reimbursements).     When the Plan does receive administrative offset reimbursement, from a particular mutual fund those offsets will be used to purchase more shares of the fund thus ensuring investors whose assets generate the offsets benefit from the offsets.  

B.  Treatment of securities lending revenue

The Committee has established a securities lending program, which earns revenue by making securities in separately managed accounts available for borrowing.   To the extent that is practical, XYZ staff, working with the custodian and securities lending agent will re-invest revenue generated through lending securities in the separate account responsible for generating that revenue.
C. Treatment of commission recapture revenue

The Committee has established a commission recapture program, in which designated brokers reimburse the XYZ Master Trust for brokerage costs in excess of the cost of executing trades.   To the extent that is practical, XYZ staff, working with the brokers and custodian will associate the reimbursed commissions with the separate accounts that generated them and will re-invest the proceeds in those accounts
 EXHIBIT I
Summary of Plan Responsibilities  
As of January 1, 2008
	Names of Plan:
	 

	
	

	Plan Sponsor:
	 

	
	

	Named Fiduciary:
	

	
	

	Plan Administrator:
	

	
	

	Employer ID Number:


	 

	
	

	Plan Custodian:
	

	
	

	Trustee for XYZ Stock Fund


	

	
	

	Plan Record keeper:


	

	Participant Advice Provider:
	

	
	

	Plan Investment Consultants:
	 


Exhibit II

Summary of Investment Managers Responsible for Discretionary Assets

As of January 1, 2008

	Investment Options
	Investment Manager 

	
	

	Fixed Income
	

	Stable Income Fund


	Stable Income Manager A, Stable Income Manager B, Stable Income Manager C

	Diversified Bond Fund


	Bond Manager 1, Bond Manager 2, Bond Manager 3

	
	

	Domestic Equity
	

	Large Cap Blend Fund


	Large Cap Manager 1, Large Cap Manager 2, Large Cap Manager 3

	Large Cap Growth Fund


	Large Cap Growth Manager 1, Large Cap Growth Manager 2, Large Cap Growth Manager 3

	Large Cap Value Fund


	Large Cap Value Manager 1, Large Cap Value Manager 2, Large Cap Value Manager 3

	Small/Mid Cap Fund


	Small/Mid Cap Manager A, Small/Mid Cap Manager B, Small/Mid Cap Manager C

	Mid Cap Growth Fund


	Mid Cap Manager A, Mid Cap Manager B, Mid Cap Manager C

	Mid Cap Value Fund


	Mid Cap Value Manager 1, Mid Cap Value Manager 2, Mid Cap Value Manager 3

	Small Cap Blend Fund


	Small Cap Manager J Small Cap Manager K, Small Cap Manager L,

	
	

	International Equity
	

	Developed International Fund


	International Manager A, International Manager B, International Manager C

	International Small Cap Blend Fund


	International Manager D, International Manager E, International Manager F

	Emerging Markets International Fund


	Emerging Markets Manager A, Emerging Markets Manager B, Emerging Markets Manager C 

	
	

	
	

	Balanced Fund


	Balanced Manager W, Balanced Manager X, Balanced Manager Y 

	
	

	Target Date Investment Funds


	Target Date Manager A


Exhibit III
Investment Policies

Diversified Bond Fund Investment Policy

Effective 01/01/08
(XYZ Defined Contribution Plans)

Investment Objective:  Achieve high risk-adjusted fixed income returns for defined contribution participants by investing in a widely diversified mix of fixed income instruments including a modest allocation to international fixed income.  Over rolling three-year periods, provide annualized returns that exceed the benchmark by 50 basis points, and a standard deviation that is lower than the benchmark.  

Size:  Relative size is dependent on participant choice among the defined contribution plans’ investment option.    As this fund is the primary underlying investment for the Stable Income Fund it is anticipated this fund will be the single largest among the defined contribution plans’ funds.  

Structure:  A wide variety of public debt instruments, including but not limited to:

· Short-term securities and obligations such as money market funds, commercial paper, certificates of deposit, etc.

· U.S. Treasury and agency notes and bonds

· Corporate fixed income securities – both investment grade and 
non-investment grade

· Convertible fixed income securities  

· Mortgage-backed securities

· Asset-backed fixed income securities

· Non-convertible preferred stock

· Non-U.S. and Emerging Markets fixed income securities


Benchmark:  The Lehman Brothers Aggregate Bond Index.  Appropriate individual benchmarks will be established for each investment strategy within this fund.

Asset Allocation:


                Percent of Diversified Bond Fund

  



Target


              Range

U.S. Govt. Bonds


  17.0%


10% - 33%

U.S. Corp. Bond (Investment Grade)
  13.0%

  
5% - 19%

Mortgages



  30.0%


20% - 42%

High Yield Bonds


  11.0%

  
8% - 18%

Senior Bank Loans


  10.0%

  
7% - 13%

Convertible Bonds


  10.0%

  
7% - 13%

International (Developed)              
    6.0%

  
0% -   9%


International (Emerging)
    
    3.0%

  
0% -   5%










               % of F.I. 
       
Other Guidelines:              




    

   Portfolio

· Max in a single investment grade corporate issuer (non US govt.)         5%
· Max in a single non-investment grade corp. issuer 


       2%
· No leverage allowed 

Stable Income Fund Investment Policy

Effective 10/01/03

(XYZ Defined Contribution Plans)

Investment Objective:  Achieve stable returns for defined contribution participants by utilizing investment techniques to stabilize the returns of the wide variety of global fixed income instruments held by the fund.  Over rolling three-year periods, provide annualized returns that exceed the benchmark by 50 basis points, and an annualized  standard deviation less than half of the benchmark’s annualized standard deviation.    The fund is expected to have a positive return every calendar month. 

Size:  Relative size is dependent on participant choice among the defined contribution plans’ investment option.    As this fund is the DC plans’ capital preservation option it is anticipated this fund will be one of the largest among the defined contribution plans’ funds.  It is expected this fund will have a high concentration of retired participants’ balances.  

Structure:  The funds assets will be invested in widely diversified mixture of public debt instruments, including but not limited to:

· Short-term securities and obligations such as money market funds, commercial paper, certificates of deposit, etc.

· U.S. Treasury and agency notes and bonds

· Corporate fixed income securities – both investment grade and 
non-investment grade

· Convertible fixed income securities  

· Mortgage-backed securities

· Asset-backed fixed income securities

· Non-convertible preferred stock

· Non-U.S. and Emerging Markets fixed income securities

Wrapper/QPAM: Most fund assets are covered by wrap contracts that allow the returns of these investments to be smoothed over time.   These wrap contracts are with banks or insurance companies.   Wrap providers must have a credit rating of at least AA-.  

The master trust retains a QPAM (Qualified Professional Asset Manager) to select and oversee the wrap providers.   Use of a QPAM expands the eligible universe of wrap providers available to the trust in accordance with pension regulations.  

Benchmark:  The Merrill Lynch 1-3 Year Treasury Index.  Appropriate individual benchmarks will be established for each investment strategy within this fund.

Asset Allocation:


                Percent of Diversified Bond Fund

  



 Target



   Range

Diversified Bond Fund (Wrapped)
  90.0%

  
80% - 95%

Short-Duration
 Fixed Income            
    7.0%

    
3% - 12%


Cash




    3.0%

    
0% -   8%

The fund will be rebalanced at least semi-annually to the targeted allocation.    Rebalancing due to cash flows will normally provide sufficient opportunity to rebalance the fund’s allocation.
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