State of Alaska
ALASKA RETIREMENT MANAGEMENT BOARD
Relating to Farmland Investment Guidelines

Resolution 2016-20

WHEREAS, the Alaska Retirement Management Board (Board) was established
by law to serve as trustee to the assets of the State's retirement systems; and

WHEREAS, under AS 37.10.210-220, the Board is to establish and determine the
investment objectives and policy for each of the funds entrusted to it; and

WHEREAS, AS 37.10.071 and AS 37.10.210-220 require the Board to apply the
prudent investor rule and exercise the fiduciary duty in the sole financial best interest of the funds
entrusted to it and treat beneficiaries thereof with impartiality; and

WHEREAS, the Board contracts an independent consultant to provide experience
and expertise in asset allocation and other investment matters to come before the Board; and

WHEREAS, the Board has established an asset allocation for the funds that
considers earnings and liabilities on a current as well as a future basis; and

WHEREAS, the Board has authorized investment in farmland assets for the Public
Employees’ Retirement System, Teachers’ Retirement System, and Judicial Retirement System,
including investments for those systems in the State of Alaska Retirement and Benefit Plans Trust;
and

WHEREAS, the Board establishes and from time to time as necessary, modifies
investment policies, procedures and guidelines for farmland,

NOW THEREFORE BE IT RESOLVED THAT THE ALASKA RETIREMENT
MANAGEMENT BOARD adopt the Farmland Investment Policies, Procedures, and Guidelines,
attached hereto and made a part hereof.

This resolution repeals and replaces Resolution 2015-17.

DATED at Anchorage, Alaska this éfz day of September, 2016.

Chair

ATTEST:

7

Secretary..
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ALASKA RETIREMENT MANAGEMENT BOARD
FARMLAND INVESTMENT
POLICIES, PROCEDURES AND GUIDELINES

I. INVESTMENT OBJECTIVES

A. Investments in Farmland and Other Farmland Related Assets

The Alaska Retirement Management Board (ARMB) will invest in Farmland with the
goals of portfolio diversification and attaining the optimum return on the portfolio,
consistent with the assumption of prudent risk and safety of principal. ARMB recognizes
the need to use active investment management in order to obtain the highest attainable
total investment return (measured as income plus appreciation) within ARMB’s
framework of prudence and managed risk.

ARMB will select Separate Account Investment Managers (Managers) who have the
discretion to invest in Farmland, subject to ARMB’s approval of an Annual
Strategic/Tactical Plan and an Annual Investment Plan. In order for Farmland
investments to be considered, the Manager must demonstrate that it is able to: add value
through its Farmland knowledge, experience and strategy; underwrite the risks of the
investment which is contemplated; and comply with the intent of the Farmland
Investment Policies, Procedures and Guidelines (Guidelines).

Single property and multi property strategies will be considered.

B. Asset Allocation

The ARMB allocation to Farmland investments shall be determined by the Board of
Trustees and reviewed annually.

Farmland Investments will be allocated 80% to row crops and 20% to permanent crops,
+/- ten (10%) percent.

Allocated capital to Managers will be defined as invested capital based on ARMB’s cost.

C. Portfolio Return Objective

1. Total Return
Over rolling 5 year periods, the equity Farmland investment portfolio is expected
to generate a minimum total real rate of return (net of investment management
fees) of 5% using a time-weighted rate of return calculation. The inflation index
used to calculate the actual real rate of return is the CPI All Urban.
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2. Income Return
Income, which is defined as cash distributed to ARMB, is expected to produce
4.0% returns over rolling five-year periods with a minimum of 3.0% distributed
income for individual properties after fees and projected capital expenditures.

3. Minimum Going-In Yields
The investment manager’s initial three-year period projection will equal or exceed
5.0% income before fees for the entire portfolio, but individual properties may
have a projected current income as low as 4.0%.

1. PROGRAM RISK MANAGEMENT AND IMPLEMENTATION

The selection and management of assets in the Farmland portfolio of the ARMB will be
guided by the principles of preserving investment capital, attaining the optimum return on the
portfolio consistent with the assumption of prudent risk, generating current income, being
sensitive to inflation, maintaining diversification of assets and diversification of management
responsibility.

In Farmland investment, there is an inherent risk that the actual income and return of capital
will vary from the amounts expected. The ARMB will manage the investment risk
associated with Farmland in several ways:

A. Institutional Quality

All assets must be of institutional investment quality as evidenced by a precedent of
institutional investment in similar properties; i.e., properties that have high percentage of
Class I & 1l soils or other soil types appropriate for the production of the targeted
commodity, adequate sources of water for irrigation (if applicable) at reasonable costs,
located in well established agricultural regions.

“Eligible Properties” mean real property in which ownership in fee vests in ARMB or an

ARMB Title Holding Entity. Subsurface, water or other property rights will be acquired
and/or retained consistent with use of the property for Farmland, and the terms of
acquisition shall include the most favorable rights and terms accorded to any other
participant in any controlling or overriding master lease or utilization type agreement
which might be applicable to the use of the property (for example, if the ARMB property
is a portion of a larger agricultural unit). For purposes of this definition, real property
includes any property treated as real property either by local law or state law or for
federal income tax purposes.

Investments will be located in the United States of America. International investments are
not permitted.

B. Diversification

The Farmland portfolio will be diversified as to crop type, property type and geographical
location. Diversification reduces the impact on the portfolio of any one investment.
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Diversification compliance will be monitored on a quarterly basis for compliance with
ARMB’s Guidelines by staff.

For purposes of calculating diversification compliance, the overall Farmland portfolio
size will be considered the allocation to Farmland. Unless exceptional circumstances
justify a deviation, the maximum percentage of the Farmland portfolio investment for
each of the identified categories is as follows:

Controlled Investments: 100 %
(ARMB can liquidate within 180 days —targeted, not guaranteed))
Non-Controlled Investments: 50%
(ARMB cannot liquidate within 180 days)

Public Equity: 0%

Public Debt: 0%

Private Equity: 100 %

Private Debt: 0%
Geographic:

ARMB will avoid over-concentration in areas of similar Farmland performance. The
consultant will monitor ARMB’s concentrations in this area. The consultant will
report its conclusions regarding the acceptability of ARMB’s concentration limits

quarterly.
Properties Within the Same NCREIF Farmland Region 40%
Single Property Investment:* 15%
(acquisition cost plus projected capital additions and
improvements)
Single-Tenant/Sub-Tenant (any one firm): 15%
Crop Type (with a band of +/- 10%)
Row Crop 80%
Permanent Crop 20%
Properties Producing the Same Commodity 30%

Exceptional circumstances justifying a deviation — When circumstances arise of a
temporary nature, such as an unexpected re-valuation of assets, a transfer of assets
among managers, or an event in which it would be in the fiduciary interest of the
ARMB to do so, the limits set forth in paragraph I1.B of ARMB Policies may be
exceeded provided that ARMB concurs.

* Exception for high cost markets shall be approved annually by the ARMB through
its Annual Investment Plan.
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Reinvestment of allocation by the investment manager shall require approval by the Chief
Investment Officer (C10). The CIO has discretion in determining the reinvestment
amount to authorize. Amounts may reflect the original allocation or may recognize some
portion of any realized gains or losses.

CIO Discretionary Investment Authority — The CIO shall have the following
discretionary investment authority:

a) To increase or decrease existing separate account allocations and investments
in open-end funds;

b) To commit to new investment funds up to $100 million for each fund; and,

c) To engage consultants and take other action as may be necessary to ensure
sufficient due diligence is performed on all investments under consideration.

The CI10O shall exercise this discretion within Board approved asset allocations,
investment plans, and guidelines as they may apply.

The CI1O will provide prior notification to the Chair of ARMB before committing to any
investments under this authority. All discretionary CIO investment actions shall be
reported to the Board.

C. Implementation Approach

The ARMB will implement an investment process for Farmland which will, over time,
include a minimum of two (2) qualified investment managers who have been selected on
a competitive basis. The ARMB will endeavor to allocate specific funds to qualified
managers on a separate account basis. Selected managers will seek Farmland investment
opportunities in privately-placed equity sectors. Investments will be made on a
discretionary basis subject to ARMB Staff approval of the Annual Strategic/Tactical
Plans prepared by Managers and Staff’s approval of the Annual Investment Plan.

All allocation of funds to a manager (including additional investment with existing
accounts) and investment strategy must be recommended to Staff and be accompanied by
an investment report which, at a minimum, includes the following: market information;
investment alternatives; fee structure and comparison to other alternatives; demonstration
of compliance with the Guidelines and the then current Annual Investment Plan;
historical performance of Manager (cash-based internal rates of return and industry
standard); projected returns (income and appreciation); and positive and negative
attributes of the investment strategy.

On a selective basis, a member of ARMB may visit the site of a Farmland investment for
the purpose of rendering a report to ARMB supplementing reports provided by Staff or
others.
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D. Prudent Leverage

The total amount of leverage placed on the aggregate Separate Account assets will not
exceed ten percent (10%) of the total market value of the Farmland separate account
portfolio. Directly-owned properties will not be leveraged by the separate account
investment manager unless, with approval from the Chief Investment Officer, the
property was encumbered by debt at the time of purchase and leaving the debt in place
can be justified on a risk-return basis. With authorization by the ARMB, the Chief
Investment Officer may place leverage on a pool of existing core Farmland assets held in
ARMB’s separate account portfolio in a manner consistent with the ARMB’s Guidelines.

E. Lease Structure

All leases must be of institutional investment quality with a precedent of institutional
investment in similar properties; Leases will be structured with fixed cash rents, or
participating rents calculated as a percentage of gross income. A lease structure
incorporating both fixed cash rent and participating rent is also acceptable.

F. Manager Business Plan; Annual Strategic/Tactical Plan; Disposition/Exit
Strategy

A Business Plan (including property operating budgets) will be completed by each
manager for each asset under its management. The Business Plan will identify the
current and anticipated competitive position for each property in order to set tactical and
strategic objectives and will prescribe in appropriate detail a disposition and exit strategy
respecting the particular investments. Part of this process is to evaluate the potential
timing of dispositions. The Annual Strategic/Tactical Plan will describe the expectation
of the manager with respect to acquisitions and dispositions.

G. Fee Structure

Involvement in any venture will be done on a fee basis that is competitive. The preferred
method of calculating manager fees will be based upon a formula, which considers 1) the
cost basis of assets under management and 2) market value of the assets under
management. All fee structures will be approved by ARMB.

H. Single Asset Ownership Structure (Applies to Separate Accounts Only)

Provided that the goals of these guidelines are followed, ARMB may invest in separate,
specific Farmland assets. However, such investments will be undertaken in a fashion
structured to limit ARMB’s liability to the amount of its investment.

I. Reporting System

Staff will develop and implement a comprehensive and responsive reporting and
monitoring system for the entire portfolio, individual investments and individual
managers. The reporting and monitoring system will endeavor to identify under-
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performing investments, control portfolio diversification deficiencies and inherent
conflicts of interest, thereby facilitating active portfolio management. A cash-based
internal rate of return (IRR) will be used when evaluating the long-term performance of
an investment. Time- weighted returns will be used to measure comparative performance.

J. Distribution of Current Income

All separate account income less expenses and prudent operating reserves will be
distributed to ARMB or its designee on a quarterly basis and not automatically reinvested
in the Account.

K. Lines of Responsibility

Well defined lines of responsibility and accountability will be required of all participants
in ARMB’s Farmland investment program. Participants are identified as:

ARMB - The fiduciaries appointed by the Governor to represent the beneficiaries’ interest
which shall retain final authority over all Farmland investment decisions.

Staff — Investment professionals on the staff of the Department of Revenue and assigned
ARMB responsibilities who will assist in the Farmland equity investment program’s design,
policy implementation and administration.

Separate Account Managers — Qualified entities that provide institutional Farmland
investment management services and maintain a discretionary relationship with ARMB
subject to Staff’s approval of Annual Business Plans and Annual Strategic/Tactical plans,
prepared by Managers.

[11. CONFLICTS OF INTEREST

In Farmland investment, separate and distinct from other asset classes, the Manager of a
Separate Account or Commingled Fund may have direct or significant control over the
operations of the assets. Additionally, Managers may now or in the future maintain or
manage properties and provide discretionary or non-discretionary advisory services for a
number of other accounts and clients, including accounts affiliated with the Manager. These
inherent or potential conflicts of interest if openly described and regulated may contribute to
the lower volatility associated with the asset class, but it also creates a need for a higher
oversight standard by the plan sponsor. Staff and ARMB will maintain this oversight in at
least the following ways:

A. Property Valuation

The following valuation procedures shall be applied to all farmland assets managed in
separate accounts for the Alaska Retirement Management Board:

1) All assets shall be appraised at the time of acquisition.
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2) All assets shall be appraised annually during the quarter ending March 31 unless the
property was acquired during the preceding twelve months in which case, based on a
recommendation from the advisor, staff may allow an appraisal update or waive the
appraisal requirement if such appraisal would not be a cost effective exercise.

3) All property valuations shall be reviewed internally by advisors for the quarters
ending in June, September, and December. If changes in market conditions, expected
cash flows, or other factors suggest a property valuation has likely changed by more
than 3% to 5% the advisor shall prepare a documented internal valuation and record
the resulting value in the financial statements.

4) Appraisals will be prepared by a qualified independent third party entity in
accordance with industry standards. Appraisers shall be selected by the advisor in a
manner that achieves a high quality appraisal at a reasonable cost.

5) Advisor shall attempt to rotate appraisers on each property every three years.

B. Property Management

The selection of on-site property management will generally be left to the discretion of
the Manager. It is expected that the Manager will retain the highest caliber, market rate
property management service either through a third party fee manager or the Manager’s
affiliated property management division. This business relationship will be periodically
reviewed by Staff and ARMB.

V. INSURANCE COVERAGE

The Manager will obtain insurance for the physical properties and assets under its control.
The coverage will be in such amounts and against such risks as, in the Manager’s
professional judgment, shall be in accordance with sound institutional practices applicable to
such properties or assets in the specific geographic area. It is expected that such insurance
will include, but not be limited to, casualty loss, including where deemed appropriate by the
Manager, disaster-type insurance coverage; comprehensive general liability; and title
insurance.

V. UNRELATED BUSINESS INCOME TAX

The Manager will provide ARMB with an opinion of counsel satisfactory to ARMB that the
standard lease or subsequent revisions to the standard lease used to lease Account Property
will not generate unrelated business taxable income under the federal income tax law or any
other tax provisions that could affect ARMB’s tax-exempt status existing at the time. The
Manager shall investigate as to whether ARMB shall be entitled to any property tax
exemptions.
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VI. ENVIRONMENTAL EVALUATIONS

As a standard procedure during the pre-acquisition analysis, the Manager will initiate a
formal evaluation for each property though the selection of an environmental consultant. In
carrying out the review, appropriate procedures based on standards of the locale and
conditions known to exist in the locale shall be undertaken and such procedures should at a
minimum include:

e Appointment of an environmental consultant with specific experience in testing
and removal of asbestos and other environmental hazards.

e A site survey will be conducted to determine from the available evidence whether
hazardous chemicals or environmentally dangerous materials exist or have existed
on the subject property, including, at a minimum, a Phase | report.

ARMB may invest in properties, which contain asbestos and other toxic substances, only if
the following conditions are met:

e The substance and potential risks are thoroughly disclosed.

e The property is not in violation of any federal, state or local law, ordinance, or
regulation relating to the property’s environmental condition.

e The estimated cost of the removal or containment programs will be reflected in
the purchase assumptions.

e The substance can be properly contained or removed in accordance with the then
current Environmental Protection Agency Standards.

e The leasing rollover pattern in the property will accommodate a removal program
in the future.

VIl. PROCEDURES FOR INVESTMENT

A. Delegation of Responsibilities

The Farmland investment program will be implemented and monitored through the
coordinated efforts of the ARMB; Staff and; the qualified Manager(s). Delegation of
responsibilities for each participant is described in the following sections: A summary of
the delegation is attached:

1. ARMB

ARMB will retain final authority over all Farmland investment strategy decisions
except for Business Plan variances as set forth in the Guidelines Section VI,
approve the Guidelines, the Annual Investment Plan and any periodic revisions to
these documents which ARMB deems to be appropriate and prudent for the
investment of ARMB assets; retain qualified investment managers and Farmland
consultants; and set investment limits.
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2. Staff

Staff will coordinate program compliance among all participants and communicate
the investment policies, objectives and performance criteria to the Managers and
monitor diversification compliance on a quarterly basis. Staff will also coordinate the
receipt and distribution of capital. Staff will periodically review the Managers’ and
portfolio’s performance in relation to target returns; review and approve the
Manager’s Annual Business Plan and Annual Strategic/Tactical Plan; review and
recommend an Annual Investment Plan; and recommend revisions to the Farmland
Investment Policy Procedures and Guidelines. Staff will also review and approve the
detailed property operating budgets prior to the start of each fiscal year and revisions
to the property operating budgets in accordance with Section VIII of these
Guidelines.

3. Managers

Separate account investment managers will acquire and manage Farmland
investments on behalf of ARMB and in accordance with the then current and
approved Annual Business, Annual Strategic/Tactical Plans, and the objectives set
forth in the Annual Investment Plan and the Guidelines. Managers will prepare
Annual Business (including property operating budgets) and Annual
Strategic/Tactical Plans for Staff review and approval.

B. Investment Procedure

Farmland investments, in compliance with ARMB?’s Policies, shall be acquired through
the following process:

Separate Accounts:

Annually, Staff will prepare an Investment Plan after reviewing the Annual Business
and Strategic/Tactical Plans of the separate account investment managers. This
document will recommend, as appropriate, revisions to the ARMB Guidelines,
additional allocations to existing managers, and revisions to the Annual Business and
Strategic/Tactical Plans of each respective separate account investment manager.
Staff shall review the Manager’s Annual Business Plans and Annual
Strategic/Tactical Plans for consistency with the Annual Investment Plan. Staff will
approve all Plans prepared by the Managers.

Investments will be made on a discretionary basis by separate account investment
managers in accordance with their approved Annual Business and Strategic/Tactical
Plans. Investments will be approved in accordance with Managers’ standard internal
investment approval process, which may involve levels of authority delegated to
senior officers and/or one or more investment committees. Upon the request of
ARMB, separate account investment managers will provide copies of their internal
Investment Committee reports for each asset purchased.
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VIIl. DELEGATION OF AUTHORITY

ARMB shall delegate authority to Staff to approve the following:

= Each separate account Manager’s detailed property operating budgets for each fiscal
year;

= Annual Business Plans and Annual Tactical/Strategic Plans prepared by ARMB’s
separate account Managers;

= Revised property operating budgets and variances in approved Annual Business Plans for
unanticipated, significant leasing activity; and

= Line item variances in approved capital expenditure budgets in amounts up to $500,000
with a cumulative fiscal year maximum of $3,000,000 per Investment Manager for other
capital expenditures not related to leasing activity (such as repairs for building damage or
defects).

IX._ CONFIDENTIALITY

Pursuant to 15 AAC 112.770, ARMB shall withhold from other persons all information
furnished to it by Manager(s) or Consultant(s) which is reasonably designated by Manager(s)
or Consultant(s) as being confidential or proprietary, within the meaning of Alaska Statutes
regarding rights to public information, except to the extent that the information is needed by
ARMB in order to adequately report on the status and performance of the portfolio, or to
comply with a court subpoena or with an official criminal investigation.

Those portions of reports provided pursuant to Part Il section | (Reporting System) of these
Guidelines shall be considered confidential pursuant to 15 AAC 112.770 to the extent that
information is reasonably designated by Manager(s) as being confidential or proprietary, or
to the extent the disclosure of which would unfairly prejudice the ability of Manager(s) or
ARMB to manage, lease, market or sell such property or Assets.

X. REVISIONS

This document is to be reviewed no less than annually and revised as appropriate.
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XI. FARMLAND SEPARATE ACCOUNT INVESTMENT
MANAGERS

The following investment managers will acquire institutional-grade farmland properties on a
discretionary basis for the Alaska Retirement Management Board:

Hancock Agricultural Investment Group | UBS AgriVest LLC
Oliver Williams James B. McCandless
197 Clarendon Street 10 State House Square, 15™ Floor
C-08-99 Hartford, CT 06103-3604
Boston, MA 02116-5010 Telephone: 860-616-9200
Telephone: 617-747-1645 Fax: 860-616-9204
Fax: 617-747-8645 E-mail: james.mccandless@ubs.com
E-mail: owilliams@hnrg.com Web site: www.ubs.com
Web site: www.haig.jhancock.com
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http://www.haig.jhancock.com/
http://www.ubs.com/

Attachment 1

FARMLAND INVESTMENT POLICIES, PROCEDURES AND GUIDELINES - Delegation of Responsibilities "Attachment 1"

Separate
Account
Investment
Frequency | Managers | Consultant Staff Board
Farmland Investment Policies Procedures and Guidelines
Review and Revise Annually P, R A
Separate Account Investment Manager Selection
Request for Proposals (RFP) Periodically P,G R P,G,R A
Farmland Investment Plan Annually P, R A
Separate Account Business Plan and Strategic/Tactical Plan Annually P, R A
Quarterly Performance Quarterly P
Portfolio/Property Diversification Compliance Quarterly P M
Geographic Concentration Limit Quarterly P M
A = Approve R = Recommend
G = Grade M = Monitor
P = Prepare
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