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To Whom It May Concern:

Yesterday in the context of the Revised Draft Rule 62-342 and FA Forms, | provided the
National Fish and Wildlife Foundation's (NFWF) feedback to the Florida Department of
Environmental Protection regarding the Endowment Form, specifically the IPS/Asset
Allocation Guidelines attached as Appendix 1. As stated in that feedback, in speaking with the
NFWF investment team and Commonfund our investment manager, | understand that NFWF's
IPS (attached) would not conform to the proposed IPS/Asset Allocation Guidelines.

I have come to understand the same form and guidelines are being proposed or considered in
the context of the Florida Department of Environmental Protection's rulemaking for Water
Quality Enhancement Areas (WQEA). To the extent that understanding is correct, please
accept this same feedback in that context.

Thank you for your consideration.

Stephanie Tom Coupe

Stephanie Tom Coupe

Senior Director, Impact-Directed Environmental Accounts (IDEA)
National Fish and Wildlife Foundation

(415) 243-3103

stephanie.tomcoupe@nfwf.org| www.nfwf.org
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INVESTMENT POLICY STATEMENT
FOR LONG-TERM AND "QUASI-ENDOWMENT"
LAND MANAGEMENT, MAINTENANCE AND MONITORING FUNDS
ACCOUNTS
HELD BY THE NATIONAL FISH AND WILDLIFE FOUNDATION
As of July 2018

Definitions

"AGENCY™" The governmental entity that issued the permit or approval
requiring the Endowment.

"COMMITTEE” The IDEA Endowment Committee of the Foundation.

“ENDOWMENT FUNDS”  These consist of assets held by the Foundation within its
Impact-Directed Environmental Accounts program that serve,
under the permit or approval issued by the Agency, as a source
of long-term funding to pay for management of specified
mitigation or conservation lands. The funds are intended to be
managed for investment purposes with a growth and income
focus and are hereafter referred to as Endowment Funds or,
collectively, the “Endowment.”

“FOUNDATION” The National Fish and Wildlife Foundation.
“IPS” This investment policy statement.
“MANAGER” The investment management organization(s) engaged as the

Foundation's investment manager. Since August 2010, the
Manager has been and continues to be Commonfund.

Broad Philosophy

This IPS governs the investment management of Endowment Funds received from the permittee,
banker, mitigation provider, or other entity in accordance with a written agreement
(“Agreement”) with the Foundation governing the Foundation’s fiduciary custody and
management of the Endowment Funds. The Endowment Funds are designated to pay for long-
term management, maintenance, and/or monitoring of specified lands pursuant to a permit or
approval issued by the Agency. This IPS was originally developed for and approved by the
California Department of Fish and Wildlife (“CDFW?”) to govern the investment and
management of mitigation endowment funds that are generated as a component of required
environmental mitigation as set forth in permits, licenses, authorizations, and/or other “decision
documents” issued by, through, or otherwise subject to the jurisdiction of the CDFW. The
Foundation utilizes the IPS for other mitigation endowment funds, often alternatively referred to
as long-term stewardship funds, that other parties elect to place with the Foundation.





The Endowment Funds governed by this IPS will be maintained in financial accounts held at the
Foundation, which will manage the Endowment in accordance with the terms hereof. Except to
the extent provided otherwise in this IPS or directed otherwise by the Agency (acting in
accordance with the applicable permits or approvals or other authorities of the Agency), the
Foundation will manage the Endowment in accordance with the Uniform Prudent Management
of Institutional Funds Act (“UPMIFA”), codified in applicable State statutes. Any provision of
the Agreement, this IPS, or any direction by the Agency that conflicts or is inconsistent with
UPMIFA shall be deemed to control the Endowment as expressions of donor intent and shall
supersede the conflicting or inconsistent provision(s) of UPMIFA. The Committee will monitor
the performance of the Endowment Funds and of the Manager and may make modifications to
the IPS, from time to time as warranted, and in coordination with the CDFW, to meet applicable
objectives and policies.

The Manager is expected to propose to the Foundation any revisions to the IPS at any time that
the Manager deems appropriate or advisable to achieve the objectives set forth herein, and the
Foundation may thereafter implement such revisions to the IPS.

The Foundation has delegated to the Manager the day-to-day management and investment of the
Endowment Funds. Under the scope of this delegation, the Manager shall have discretion to
manage the Endowment Funds in a manner that best achieves the investment objectives within
the guidelines set forth in this IPS. In discharging its duties as investment manager, the Manager
shall invest and manage the Endowment Funds in good faith and as a prudent investor would,
exercising reasonable care, skill, and caution. The Foundation has delegated the investment
management authority it might otherwise have to the Manager in the good faith belief that the
Manager will achieve the objectives set forth in this IPS.

Overall Objectives

This IPS is designed to:

. Establish appropriate risk and return objectives in light of the
risk tolerance and the indefinite investment time horizon for the
Endowment.

. Establish asset allocation guidelines and suitable investments for
the Endowment, consistent with the risk and return objectives of
this IPS.

. Provide a framework for ongoing monitoring of investment
performance of the Endowment.





Risk and Return Obijectives

Return Objectives. The overall objective with respect to the investment of Endowment Funds
hereunder is to generate a level of financial support sufficient to pay the annual costs of long-
term management for indefinite periods of time on parcels of real property secured or identified
as “mitigation parcels” or “conservation parcels” in connection with permits, authorizations, and
other proceedings of the Agency. It is the Agency's expectation that these costs will be funded
exclusively from the corresponding Endowment Funds deposited for each parcel and, thus, that
no other funding sources will contribute to defraying these costs.

The assumed annual drawdown rate is four and one-half percent (4.50%), comprised of three and
one-half percent (3.50%) for property management expenses and one percent (1.00%) for
administrative expenses. In addition, the Agency expects the Endowment Funds to be invested
so as to keep pace with inflation, that is, to maintain purchasing power over time. Accordingly,
in investing Endowment Funds, the Manager will seek to attain an average real annual total
return, net of any fees charged by the Manager or any underlying investment managers, of at
least four and one-half percent (4.50%) over the long term. This target average real annual return
is referred to hereinafter as the “Return Goal.” (The Return Goal may also be stated in nominal
terms as an average annual total return of four and one-half percent (4.50%) plus annual
inflation. Thus, for example, if inflation were measured at three percent (3.00%), the nominal
Return Goal over the measurement period would be seven and one-half percent (7.50%).)

This IPS is based on the assumption that the spending on a mitigation parcel for land
management activities plus administrative expenses over the long term will average no more
than four and one-half percent (4.50%) annually of the average market value of the parcel’s
corresponding Endowment Funds. This approach is intended to preserve the principal of the
Endowment Funds to the extent practicable while generating a return that will be available to
fund land management activities on the mitigation parcel and related administration. To the
extent the Agency deems it necessary or desirable to allow a spending level greater than that
projected for any particular parcel (which projection will be based on an assumed annual spend
rate of four and one-half percent (4.50%)), the likelihood will increase that investment earnings
alone (both appreciation and income) on the corresponding Endowment Funds will be
insufficient to fund management activities on the relevant parcel in perpetuity. Thus, a decision
by the Agency to allow a spending level greater than that projected for any particular parcel will
decrease the statistical likelihood that the Endowment Funds for that parcel will exist in
perpetuity.

In addition to using the Return Goal, the Committee will evaluate the Manager’s performance on
a relative basis by comparing it against market performance benchmarks and appropriate capital
market measures, such as securities indices. The Manager’s performance relative to these
benchmarks and measures is referred to hereinafter as the “Relative Performance Goal.” The
Relative Performance Goal will be measured by comparing actual Endowment investment results
over the current quarter — as well as over moving, annualized one, three, and five year time
periods — against a weighted Endowment “Portfolio Benchmark,” as defined more fully below.

The weighted Endowment Portfolio Benchmark will be created by including in the benchmark





appropriate indexed returns (e.g., Bloomberg Barclays Aggregate, S&P 500, etc.), pro rata,
according to the asset class weightings in the Endowment’s target allocation. The overall
Endowment Portfolio Benchmark for a period may be adjusted if there are disparities in asset
allocations during any single time frame caused by very large Endowment inflows or outflows
and/or tactical allocations that would cause the benchmark to be inappropriate for the time period
being examined.

Risk Objectives. The acceptable risk profile for the Endowment should generally be for the
Manager to assume the lowest possible risk consistent with achieving the Return Goal. While
negative returns in any single year may be unavoidable, over longer terms, the Manager should
select asset allocations that are expected to achieve overall positive portfolio returns. In order to
allow ongoing assessment and monitoring of portfolio risk, the Manager will prepare and present
to the Committee at least annually a report on the overall risk profile of the portfolio based on the
then-existing asset allocation thereof. This report will also be made available to the Agency
upon request.

Risk can be construed to include multiple different outcomes including loss of principal, failure
to meet an expected return, volatility of investment returns around an expected mean (also
known as “standard deviation) and/or portfolio drawdown relative to target spending. The
CDFW?’s policy regarding investment risk, consistent with modern portfolio theory and
UPMIFA’s express preference for diversification in endowment portfolios, is that risk cannot be
eliminated but should be managed.

The Committee is delegating to the Manager the responsibility of understanding the risks
inherent in the investment strategy selected to attempt to achieve the Return Goal, ensuring that
the Endowment portfolio is properly compensated for these risks, measuring and monitoring
those risks, and periodically communicating this risk information to the Committee and, to the
extent requested, the Agency. Most importantly, the level of overall Endowment portfolio risk
taken should be consistent with the statistically-likely achievement of the overall Return Goal.

Asset Allocation Guidelines

The specific asset allocations within the Endowment portfolio, including necessary or
appropriate rebalancing among the asset classes from time to time, will remain the responsibility
of the Manager, exercising reasonable judgment in light of prevailing market conditions and the
objectives of this IPS, including the permissible asset allocation ranges that follow.

Asset Allocation Ranges. The permissible asset allocation ranges for the asset classes in which
the Manager will invest the Endowment, consistent with the overall risk and return objectives of
this IPS, are as follows:

Minimum  Target Maximum Benchmark Index

EQUITIES 45% 55% 65% MSCI ALL COUNTRY WORLD INDEX (ACWI)





FIXED INCOME 5% 20% 25% BARCLAYS U.S. AGGREGATE BOND INDEX

DIVERSIFYING
STRATEGIES 0% 10% 20% HFRI FOF CONSERVATIVE INDEX

REAL ASSETS 5% 15% 25% WEIGHTED REAL ASSETS COMPOSITE

Performance Benchmarks

Policy Benchmark: 55% ACWI /20% Barclays U.S. Aggregate / 10% HFRI
FOF Conservative Index / 15% Weighted Average of Real Asset
Components

The Policy Benchmark is a diversified benchmark that reflects the underlying exposures of the
portfolio. This benchmark corresponds to the “relative performance goal” defined under the
section “Risk and Return Objectives” in the IPS.

Inflation Benchmark: CPI + 4.5% annualized
The long-term goal is for the portfolio to maintain its real value net of spending and inflation.
This benchmark corresponds to the “nominal return goal” defined under the section “Risk and

Return Objectives” in the IPS. Over shorter periods of time, the Endowment’s return may
deviate substantially from this benchmark.

Allowable Investments and Guidelines

Equities

The purpose of equity investments is primarily to provide long-term capital appreciation.
Investing in equities and other equity-like strategies carry the expectation of greater market
volatility and increased risk of loss.

Equity investments may include both public and private equity investments. Investment
managers or sub-advisors may implement investments directly using a separate account or
indirectly via a commingled fund. Public equity investments may either employ index or
actively managed strategies.

Public equities include investments in U.S. and non-U.S. common stocks, American Depository
Receipts (ADRs), preferred stocks, and convertible stocks traded on the world’s stock exchanges
or over-the-counter markets. Public equity securities shall generally be restricted to readily
marketable securities of corporations that are traded on established stock exchanges, including
NASDAQ and similar networks.





Decisions as to individual security selection, number of industries and holdings, current income
levels and turnover are left to broad manager discretion, subject to the standards of fiduciary
prudence. Mutual funds or other commingled funds will not be considered as a single security,
but rather, their portfolio stocks will be assessed for concentration issues. In no event and at no
time will the securities of any one issuer exceed 5% at cost and 8% at market of the total
Endowment portfolio.

Private capital investments are typically made through limited partnerships or limited liability
corporations offered by professional investment managers. Private capital strategies may include
venture capital, private equity, and distressed investments. These strategies typically offer no or
limited ability to redeem or withdraw.

Fixed Income

The primary purpose of fixed income investments is to provide liquidity and protection against
price deflation. Another benefit to fixed income investments is as a predictable source of current
income. Fixed income instruments should reduce the overall volatility of the Endowment’s
assets.

Fixed income investments may include both U.S. and non-U.S. fixed income securities.
Securities may include, but are not limited to, sovereign debt, government agency bonds, public
and private corporate debt, emerging market, mortgages and asset-backed securities, non-
investment grade debt and illiquid strategies such a direct lending. Fixed income investments
also include cash and money market instruments, including, but not limited to, commercial
paper, certificates of deposit, time deposits, bankers’ acceptances, repurchase agreements, and
U.S. Treasury and agency obligations. Fixed income investments may be implemented by
investment managers or sub-advisors either directly using a separate account or indirectly via a
commingled fund.

The Manager should employ active management techniques, but changes in the average maturity
of fixed income investments should be moderate and incremental. The Manager should discuss
liquidity needs with the Committee as appropriate.

The use of high yield bonds and private credit is permitted, provided such bonds are held within
a commingled fund or mutual fund and used to further diversify the Endowment portfolio.
However, no more than 10% (at market) of the total Endowment portfolio may be allocated to
high yield bonds. If a security already held in the portfolio is downgraded, the Manager will
evaluate it carefully to determine whether the security should be kept in the portfolio or
eliminated within a prudent time frame.

Fixed income investments should be diversified such that the securities of any one issuer, with
the exception of the United States Government or its agencies, are limited at any time to 5% at
cost and 8% at market of the total portfolio.





Within the above guidelines and restrictions, the Manager has discretion over the timing and
selection of fixed income securities.

Diversifying Strategies

Investments into diversifying strategies should provide attractive risk-adjusted returns through
low correlation to traditional equity and fixed income investments and through the value added
by managers who have the flexibility to employ sophisticated investment strategies.

These diversifying strategies may include hedged equity, credit, event-driven, relative value,
global macro, trend-following, quantitative, and other hedged strategies. Hedge fund managers
may use leverage and derivatives to implement their strategies.

Real Assets

The purpose of investing in real assets is primarily to hedge the portfolio against inflation and to
provide diversification to other investment strategies in the portfolio. Some real asset
investments may also provide long-term opportunities for capital growth or income. Investments
in real assets may include commodities (e.g. agricultural goods, metals, minerals, energy
products, and foreign currencies), natural resources (e.g. oil, gas, clean energy, services, timber,
and other natural resource investments), real estate (e.g. REITS, core, value-add, and other
opportunistic real estate investment strategies) and other real asset strategies (e.g. infrastructure,
intellectual property, or royalty payments).

As a general guideline, all transactions in the portfolio shall be entered into on the basis of the
best execution which is interpreted to mean the best realized price.

Monitoring of Objectives and Results

1. All objectives and policies set forth in this IPS remain in effect until modified at the
recommendation of the Manager in consultation with the Committee (and, if applicable,
the Agency).

2. If the Manager believes that any policies or guidelines in this IPS inhibit the investment
performance or are otherwise inconsistent with the Return Goal or any objectives set
forth in this IPS, it is the responsibility of the Manager to so notify the Committee.

3. This IPS shall be reviewed at least annually by the Committee with the Manager. The
Endowment portfolio will be monitored on a continual basis for consistency in asset
allocation and return objectives. Asset concentrations will also be monitored for
exposure to sectors, industries, and individual securities, notwithstanding the fact the
Manager is responsible for investment decisions. The Committee (and if applicable,





the Agency) may evaluate the Manager to ensure that the factors underlying the
performance expectations remain in place.

4. The Manager will report on the following to the Committee quarterly with respect to
the Endowment.

P00 T

Current holdings at cost and market

Purchases and sales during the period being reported

Additions and withdrawals during the period being reported

Total return net of commissions and fees

Changes in staff or ownership of the Manager to the extent these changes
potentially impact the ability of the Manager to fulfill its duties hereunder






