NORTH CAROLINA DEPARTMENT OF STATE TREASURER

INVESTMENT MANAGEMENT DIVISION

PRIVATE EQUITY INVESMENT PROGRAM’S INNOVATION FUND

REQUEST FOR PROPOSAL (NOVEMBER 2009)

I. Introdudtion

A.

Background

The State Treasurer (“Treasurer”) is the sole fiduciary of the North Carolina
Retirement System (“NCRS”). In that role, the Treasurer manages the 10® largest
public pension plan in the United States with approximately $66 billion assets.
The plan provides retirement and related benefits for over 800,000 current and
former public employees. Although member and employer contribution are
substantial, investment returns account for the majority of the fund’s growth. The
asset allocation for the pension fund is set by the General Assembly. Current
asset classes include Public Equities, Fixed Income, Real Estate, Private Equity,
Credit, and Inflation-Protection.

In November 2009, the Treasurer adopted the establishment of the Innovation
Fund. The Innovation Fund, a subset of the Private Equity Investment Program
(“PEIP”), is an Economically Targeted Investment (“ETI”) fund that is authorized
to commit up to $250 million over a period of three to five years in investment
opportunities with significant operations in North Carolina. Consistent with the
Treasurer’s fiduciary duties under N.C.G.S. § 147-69.7, the primary purpose of
the Innovation Fund is to accomplish competitive risk-adjusted rate of return
consistent with the performance objective of PEIP. A collateral objective is to
support the well-being of the State of North Carolina.

Purpose

The Treasurer on behalf of the NCRS issues this Request for Proposal (“RFP”)
for the purpose of soliciting responses from qualified general partners, managing
members and separate account investment managers (“Respondents”) to manage
the Innovation Fund.

The successful Respondent(s) will need to demonstrate exceptional credentials
and expertise to provide investment management services to the NCRS. To be
considered, each Respondent’s response must meet the standards and
requirements as set forth inlthe RFP.

The Treasurer intends to enter into a contract with one (or more) Respondents
selected. The final terms will be determined during the negotiation process. The
Treasurer may enter into negotiations with the Respondent(s) in order to achieve
the most effective plan. The Treasurer reserves the right to accept portions of a



competing Respondent’s response and use such portions to form an overall
program and negotiate a contract incorporating such portions with another
Respondent, in the best interest of the NCRS. Furthermore, the Treasurer shall
have the right to use any or all ideas or adaptations of the ideas presented in any
response received pursuant to the RFP. Selection or rejection of this response will
not affect this right. The Treasurer reserves the right to withdraw this RFP or a
portion of this RFP without selecting a vendor. The right of the Treasurer to set
aside submitted proposals and renegotiate with its existing vendors is retained
without exception.

Minimum Qualifications
Respondents must meet the following four criteria:

1. In-State Economically Targeted Investments or North Carolina
Companies Investments. The Respondent must_ meet one of the two
criteria below:

a. In-State or Regionally Economically Targeted Investments.
Respondent must manage at least three or more in-state or regionally
ETI funds as of September 30, 2009; or

b. Companies with Significant Operations in North Carolina.
Respondent must have made direct investments or co-investments as a
fiduciary in 25 or more private companies with significant operations
in North Carolina as of September 30, 2009.

2. Experience. The Respondent must have at least five years experience
managing (a) such ETIs or direct investments or co-investments as a
fiduciary in 25 or more private companies with significant operations in
North Carolina as of September 30, 2009; and (b) broad based private
equity investment experience, including multiple industries and multiple
investment categories (e.g., venture capital, growth equity, buyouts, and
distressed).

3. Assets under Management. The Respondent must have at least $1
billion of total assets under management as of September 30, 2009; and

4. Affirmative Response. Finally, Respondent must affirmatively respond
to the following statements:

a. Terms and Provisions. Pursuant to Section IIL.F., the Respondent
must submit a proposed term sheet for a limited partnership or limited
liability company to be formed by the Respondent for purposes of
serving as an investment vehicle for the Innovation Fund. The
Respondent must accept and enter into definitive agreements for such



II.

III.

vehicle consistent with Appendix I to this RFP and the proposed term
sheet provided by Respondent, either only with such revisions that are
acceptable to the Treasurer, in her sole discretion, and that will be
negotiated in final form during the negotiation process unless the
Treasurer elects otherwise, in her sole discretion,;

b. Scope of Services. The Respondent must also agree to provide to the
Scope of Services set forth in Section II;

c. Conflicts of Interest. Finally, the Respondent’s key professionals and
organizations must disclose any current potential or perceived conflicts
of interest with the NCRS staff and Department of State Treasurer.

Scope of Services

The Scope of Services for the Respondent to implement and administer the Innovation
Fund includes but is not limited to:

A. Implementing Objectives. Respondent must effectively implement and
administer the objectives for the Private Equity Investment Program’s Innovation
Fund. Such investment strategies may include a mix of direct portfolio
investments, co-investments and customized and specialized fund-of-funds
investments.

B. Conducting Due Diligence. Respondent must conduct due diligence reviews of
investment opportunities that help meet the Innovation Fund objectives through a
detailed questionnaire, site visits, detailed reference checks, review of previous
investments, and investment attribution analysis.

C. Providing Record Keeping Services. Respondent must provide record keeping,
including cash flow reconciliation.

D. Reporting and Monitoring Investments. Respondent must report on
investments, including web-based reporting. Such reporting should also include
access and analysis of portfolio company data.

E. Communicating with Key Constituents. Respondent must communicate with
key constituents, including legislators, relevant state government officials and
staff, industry, colleges and universities, private equity community, and research
institutions. Such outreach should also include web-based communication,
conferences, and public forums.

Proposal Content

Each respondent should submit a package that includes the following in the order listed
below:



Cover Letter

The response should contain a cover letter addressed to the designed contact in
Section VI identifying the Respondent’s name and principal address. Respondent
should provide the name, telephone number, and email address of a person
authorized to represent the Respondent regarding all matters related to the
response. The letter shall explicitly affirm the following:

1. Respondent has the current capability to provide the proposed services;

2. Respondent has reviewed the minimum qualifications and meets the
criteria set forth in Section I, subsection C;

3. Respondent has thoroughly reviewed the RFP;

4. A person authorized to bind the Respondent to all commitments made in
its proposal is the signatory of the letter.

Firm Background and General Description

1. Classification. Respondent should indicate the firm’s fiduciary
classification such as a bank, insurance company, or registered investment
advisory (Investment Advisors Act of 1940).

2. Brief History. Respondent should provide a brief history of the firm
including (a) month and year of fiduciary classification; (b) history of the
firm’s involvement in investment management; and (c) the month and year
the firm began managing similar ETI funds or the year in which it made its
first direct investment or co-investment in North Carolina.

3. Ownership Structure. Respondent should describe how their firm is
legally organized, the year it was founded, and its ownership structure.| If
there have been any changes to Respondent’s structure within the last five
years, please explain. Does Respondent anticipate any ownership or
organizational change during the next five years? If so, please explain.

4, Organizational Chart. Respondent should provide an organizational
chart diagramming the relationship between the professional staff and all
parent-subsidiary, affiliate or joint venture entities.

5. Assets under Management. Respondent should provide total assets
under management, as of September 30, 2009, for each of the past six
years.



10.

Staffing of Investment Professionals. Respondent should list the total
number of investment professionals who would be directly involved in/the
management of the Innovation Fund. Respondent should include the
background of these investment professionals, including their prior
employment history, age, start date, and area of focus. Respondent should
provide an organizational chart that diagrams how investment
professionals will support the different functions dedicated to meet the
Scope of Services in Section IL.

Respondent should state how long the investment professional team that
would be directly involved in the Innovation Fund has been together.
Indicate when and why any professionals dedicated to a similar program
left or joined the firm in the past three years. For personnel who have left,
indicate job titles and years with the firm and who replaced them.

Non-Investment Professional and Resources. Respondent should list
the total number of back office operations professionals that would
support the Innovation Fund, including locations of the back office and
resource devoted to contract review.

Respondent should provide an organizational chart that diagrams the
different non-investment functions dedicated to the Innovation Fund.
Professionals should be identified over their areas of responsibility.

Compensation and Evaluation. Respondent should describe the
compensation and incentive program for professionals that would be
directly involved in the Innovation Fund. How are they evaluated and
rewarded? What incentives are provided to attract and retain superior
individuals?

Litigation or Disciplinary Action. Respondent should describe whether
the firm or any of the investment professionals have been involved in any
litigation or disciplinary action concerning investments advice or activity.

Insurance. Respondent should describe what fiduciary liability insurance
it carries and the level of coverage.

C. Conflicts of Interest and Compliance

1.

Conflicts of Interest. Respondent should describe how it addresses
potential and perceived conflicts of interest between key investment
professionals and the firm’s investments, including other ETIs.

In addition, Respondent should describe how the firm addresses potential
conflicts of interest between its various businesses. Respondent should
identify any real or perceived conflicts between existing business and



personal investment activities. If Respondent maintains a code of ethics,
please attach.

Compliance. Respondent should provide a detailed summary of the
firm’s compliance regime, including identifying senior or key personnel in
the firm’s compliance process.

Respondent shouldlalso provide a detailed summary of the firm’s internal
control structure. Does the Respondent conduct a periodic risk
assessment? Provide a copy of SAS 70 if available, or other internal
control review documentation, preferably prepared by an independent
third party.

Finally, Respondent should disclose whether it has ever violated a client
guideline. If so, Respondent should describe the violation and the
resolution.

Investment Philosophy, Process, and Capabilities

1.

Investment Philosophy. Respondent should describe the firm’s
investment philosophy for the Innovation Fund. Respondent should
discuss why it believes this philosophy will be successful in the future,
including supporting evidence and research.

Investment Discipline. Respondent should describe the firm’s
investment discipline, including the process, timing and other factors. For
other ETIs, Respondent should describe what types of securities have been
purchased and who has the ultimate decision making authority and
accountability. Finally, Respondent should describe quantitative and
qualitative processes utilized.

Supplemental Capital. Respondent should describe possible proposals
in supplementing the capital of the Innovation Fund, including but not
limited to public-private partnerships and deployment of federal stimulus
dollars. If Respondent has relevant experience in other investment
programs, please describe the program and its results.

Collaboration. Respondent should describe how it will build and
collaborate with key community resources including government (e.g, The
Governor’s Innovation Council, the North Carolina BioTechnology
Center), industry, universities, private equity community, and research
institutions.

Risk. Respondent should define risk for the Innovation Fund. In addition,
Respondent should describe how it will monitor and manage such risks.



Finally, Respondent should describe any risk measurement models used
and how this analysis is incorporated in the portfolio management process.

Research. Respondent should describe how it performs initial screenings
among the universe of partnerships and portfolio companies available at
any given time. This should include a description of any databases used to
evaluate and select private markets investments and whether they were
developed internally or purchase externally.

Due Diligence. Respondent should describe the due diligence procedures
in-depth when evaluating investment opportunities, including financial,
accounting, legal, and personnel reviews and references checking process.

Investment Decisions. Respondents should describe the final investment
decision process and who contributes to the ultimate decision (e.g.,
Investment Committee).

Unique Attributes. Respondent should describe what unique attributes
the firm has compared to other competitors.

E. Performance

1.

ETIs and Funds. For ETIs and other investment funds managed by
Respondents, please provide the following information: (1) fund name; (2)
fund type (venture capital, buyout, mezzanine/subordinated debt,
distressed, international, or diversified); (3) inception date; (4) close date;
(5) capital committed; (6) capital invested; (7) capital distributed; and (8)
gross IRR. If the fund is diversified, please state the target allocation for
each of the sub-allocations.

Companies with Significant Operations in North Carolina. For direct
investments and co-direct investments in private companies with
significant operations in North Carolina, Respondent should submit for
each company: (1) inception date; (2) close date; (3) capital committed,;
(4) capital invested; (5) capital distributed; and (6) gross IRR.

For all the information requested above, if available, submit a letter from
an independent certified auditor or third-party vendor attesting to the
accuracy of the information provided and that returns were calculated
according to CFAI standards.

F. Term Sheet Proposal

Respondent should provide a detailed term sheet prepared in accordance with
Appendix [.



Iv.

G. References

1. ETIs or Direct and Co-Investments. Respondent should provide the
name of the entity, contact name, address, phone number, and email
address of at least three ETIs it manages and administers; or, if not
applicable, the same information for existing direct investment or co-
investment clients.

2. Additional Clients. In addition, Respondent should provide two more
references from current clients and three from lost clients. This
information should include entity, contact name, address, phone number,
and email addresses.

H. Executive Summary

Respondent should submit an executive summary consisting of not more than
three (3) one-sided pages that summarize the contents of the Proposal with the
firm’s name identified on the top of the first page.

L Other Information
Respondent should submit additional information:

1. ADY Parts I and II Form. If applicable, Respondent should attach a
copy of the current Form ADV Parts I and II of the firm and all other
registered investment advisors (whether SEC or state registered) that are
affiliated or related to the firm.

2. Annual Financial Report. Respondent should provide a copy of the
firm’s most recent audited financial statements which must include at least
an income statement, balance sheet, statement of cash flows, and auditor’s
management letter.

3. Sample Due Diligence. Respondent should submit a sample due
diligence report.

4, Sample Performance and Monitoring Report. Respondent should
submit a sample internal performance and/or monitoring report or an
annual/quarterly LP report.

Evaluation
NCRS will evaluate the proposals to determine which Respondent meets the needs to

implement and administer the Innovation Fund. NCRS will evaluate the proposals on the
following criteria:



Firm Background & Investment Philosophy, Process & Capabilities 40%
Performance 20%
Fee Proposal 20%
Conflict of Interest & Compliance 5%

References 5%

Quality, Clarity and Adherence to RFP 10%
Total 100%

NCRS will establish a Selection Committee that will include personnel from the
Investment Management Division and Treasurer’s Office. The Selection Committee will
work closely with Ennis Knupp, NCRS outside general consultant, in reviewing the
response and determining whether additional interviews and information may be
required.

Time Table
The time table of the search and evaluation of the Innovation fund is currently planned:

Wednesday, November 18  Issuance of RFP

Monday, November 23 Receive Questions on RFP by 5 p.m. close of business
Wednesday, November 25  Response to Questions on RFP

Tuesday, December 1 Proposals Due

Tuesday, December 8 Selection of Respondent

General Information
A. Contact
The Contact for this RFP is:

Craig Demko

Portfolio Manager, Private Equity

North Carolina Department of State Treasurer
325 North Salisbury Street

Rlaleigh, North Carolina 27603-1385

(919) 807-3122 (phone)

(919) 807-3129
craig.demko(@nctreasurer.com

B. No Contact Policy

Respondents that intend to submit a proposal should not contact any Department
of State Treasurer staff. An exception to this rule applies to firms that currently
do business with the Department of State Treasurer, such as current investment
managers or consultants, but any contact made by such firms with persons other
than the Contact must be limited to that business, and must not relate to the RFP.




In addition, firms that intend to submit a proposal should not discuss the RFP with
any employee of the North Carolina Retirement System’s custodian (Bank of
New York Mellon), other managers, consultants (Ennis Knupp), legal counsel
(Womble Carlyle Sandridge & Rice), or other advisors.

Submission of Proposal

Respondent should submit a total of one (1) original iand six (6) copies of the
proposal.

The original one (1) proposal and four (4) copies of proposals should be
submitted along with a scanned copy saved in .pdf format on a CD to:

Craig Demko

Portfolio Manager, Private Equity

North Carolina Department of State Treasurer
325 North Salisbury Street

Raleigh, North Carolina 27603-1385

(919) 807-3122 (phone)

(919) 807-3129 (fax)
craig.demko@nctreasurer.com

Two (2) copies of proposals should be submitted along with a scanned copy saved
in .pdf format on a CD to:

TJ Carlson

Principal

Ennis Knupp

10 South Riverside Plaza, Suite 1600
Chicago, Illinois 60606-3709

(312) 715-3333 (phone)

(312) 715-1952 (fax)
t.carlson@ennisknupp.com

Submissions will be accepted until 5 p.m. close of business on Tuesday,
December 1, 2009.
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