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Knoxville Utilities Board

June 10, 2016

Knoxville Utilities Board
445 S. Gay Street
Knoxville, Tennessee 37902-1109

Commissioners:

As you know, KUB’s Retirement System includes both a defined benefit Pension Plan, which is
closed to new entrants, and defined contribution 401(k) Plan. Each plan has its own Board
approved investment policy, which governs the investment activities of the plan.

The investment policies are intended to be dynamic in nature and are updated and revised as
circumstances change. In accordance with Resolution 979, as amended, which established the
KUB Retirement System, the investment policies may be revised only upon approval of the
Board. Both investment policies were last revised in 2013.

The Retirement System Investment Committee, in consultation with the Retirement System’s
investment consultant, actuary, and benefits counsel, has recommended certain changes to the
investment policies to the President and CEO. The proposed changes, which do not change
benefits or increase the cost of the plans, reflect the recent transfer of the 401(k) match funds
from the Pension Trust to the 401(k) Trust, and clarify investment options, objectives, and
guidelines. Letters from the Retirement System investment consultant, actuary, and benefits
counsel regarding the proposed changes are attached for your information.

Staff reviewed the proposed changes to the investment policies with the Board’'s Audit and
Finance Committee at the Committee’s meeting on March 23. The Committee adopted
Resolution AF-63, which is enclosed for your information, recommending the Board adopt
revised investment policies reflecting the proposed changes.

A summary of the proposed changes to each investment policy is also enclosed for your review.

Resolution 1346 has been prepared adopting revised investment policies for the Pension and
401(k) Plans. | recommend approval of Resolution 1346 on first and final reading.

Respectfully submitted,
Mintha E. Roach
President and CEO

Enclosures



Resolution 1346
Summary of Proposed Changes to Pension and 401(k) Investment Policies

The notable changes proposed for the Pension Investment Policy are as follows:

- Remove all references to the 401(k) match, to reflect the December 2015 CEO-approved
transfer of the accumulated match account from the Pension Trust to the 401(k) Trust, to be
administered thereafter as part of the 401(k) Plan.

Clarify that Investment Managers may be managers of separate accounts or pooled
investments such as commingled or mutual funds.

Clarify that pooled investments are invested by their own investment policy, which is
reviewed by the Investment Committee upon selection.

Modify language to reflect that the Board has delegated responsibility to appoint a Trustee,
Actuary, Investment Managers, Legal Counsel, and Investment Consultant to specified
Committees.

Add language that fund performance is evaluated net of fees and that fees are periodically
evaluated with the assistance of the Plan Investment Consultant.

Modify the responsibilities of the Plan Investment Consultant to include the provision of
advice on asset allocation.

Modify the types of securities in the Convertible Security holding to include preferred stock.
Add language that the Convertible Security fund manager may maintain a rating system of
its own for securities that are not rated.

Remove the Investment Committee’s responsibility to designate well-recognized and
reputable securities rating agencies.

Remove Securities Lending from investment guidelines, as this practice has been
discontinued by the Fund.

Modify the Standards of Measurement to remove the specific amount by which each
benchmark should be exceeded.

Modify the Standards of Measurement for annualized standard deviation to be 150%
across all asset classes.

Update the summary of performance measures, as set forth in the Appendix, to reflect
current Investment Managers and benchmarks, and the changes to Standards of
Measurement.

The notable changes proposed for the 401(k) Investment Policy are as follows:

- Modify language throughout to reflect the transfer of the 401(k) match from the Pension
Trust to the 401(K) Trust.
Add language to clarify that the Investment Policy must be recommended to the Board of
Commissioners.
Modify language to reflect that Board has delegated responsibility to appoint a Trustee,
Actuary, Investment Managers, Legal Counsel, and Investment Consultant to the specified
Committees.
Remove Emerging Markets Equity fund from asset structure.
Modify the Lifecycle Tier to reflect the passive, “through retirement” nature of the holding.
Modify the Stable Value, Core Fixed Income, and International Equity fund
purpose/objectives to more appropriately describe the current holdings.
Add language to Core Fixed Income guidelines for evaluation to allow the use of other
sectors to increase diversification and enhance returns opportunistically.
Update the Summary of Performance Measures, as set forth in the Appendix, to reflect
current Investment Managers and benchmarks.



RESOLUTION NO. AF-63

A Resolution Recommending the Knoxville Utilities Board of Commissioners
(“Board”) Amend the Investment Policies (“Policies”) of the Knoxville Utilities
Board Pension and 401(k) Plans (“Plans”)

Whereas, Board Resolution No. 979, as amended, delegated certain

. responsibilities for the administration of the Plans to the Retirement System Investment
Committee, including the responsibility to recommend amendments to the Policies of
the Plans to the President and CEO from time to time; and

Whereas, the Retirement System Investment Committee, upon the advisement
- of the Retirement System’s Investment Consultant and Counsel, has recommended
certain amendments to the Policies to the President and CEO; and

Whereas, the proposed amendments to the Policies have been presented to and
reviewed by the Board’s Audit and Finance Committee (“Committee”); and

Whereas, the Committee finds the proposed amendments to the Policies to be
appropriate and in the best interest of KUB and participants in the Plans; and

Whereas, the Policies may only be amended upon approval of the Board; and

Whereas, the Committee recommends the Board adopt the proposed
amendments to the Policies.

Now, Therefore, Be It Hereby Resolved by the Audit and Finance
Committee of the Knoxville Utilities Board of Commissioners:

Section 1. The Committee recommends the Board adopt amended Policies, as
set forth in Exhibit 1 and Exhibit 2 to this Resolution, reflecting the proposed changes
presented to the Committee.

Section 2. Be It Further Resolved that this Resolution shall take effect in
accordance with its terms from and after its passage.

EKatAamubion

Katt\y Harhilton, Committee Chair

Approved on 1°
& Final Reading: 3/23/{ b
Effective Date: ___3/23//¢
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Via Electronic Mail
February 19, 2016

Mr. Mark Walker

Chief Financial Officer
Knoxville Utilities Board
445 Gay Street

Knoxville, Tennessee 37902

Re:  Asset Accumulation 401(k) Plan Actuarial Evaluation of Investment Policy
Dear Mark:

You have requested an estimate of the actuarial impact of the proposed Investment Policy for the
Knoxville Utilities Board (“KUB”’) Asset Accumulation 401(k) Plan.

Summary of Amendments

It is our understanding that this proposed policy clarifies language and formatting issues but does
not change the plan.

Actuarial Impact

It is our opinion that this updated policy will have no actuarial impact on the Asset Accumulation
401(k) Plan.

This analysis was determined based on current provisions of the Knoxville Utilities Board Asset
Accumulation 401(k) Plan.

Certification

[ hereby certify that, to the best of my knowledge, this letter and its contents have been prepared
in accordance with generally recognized and accepted actuarial principles and practices which
are consistent with the Code of Professional Conduct and applicable Actuarial Standards of
Practice set out by the Actuarial Standards Board. Furthermore, as a credentialed actuary, I meet
the Qualification Standards of the American Academy of Actuaries to render the opinion
contained in this letter. This letter does not address any contractual or legal issues. I am not an
attorney and our firm does not provide any legal services or advice.

Cheiron's letter was prepared exclusively for Knoxville Utilities Board for a specific and limited

purpose. This letter is not intended to benefit any third party, and Cheiron assumes no duty or
liability to any such party.

www.cheiron.us 1.877.CHEIRON (243.4766)



Mr. Mark Walker
February 19, 2016
Page 2

I am available to answer any questions on the material in this letter or to provide explanations or
further details as appropriate. Please let me know if you have any questions or need any further
information. I can be reached at (703) 893-1456 extension 1030 or via electronic mail at
smcelhaney(@cheiron.us.

Sincerely,
Cheiron

(HEIRON &
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Via Electronic Mail

February 19, 2016

Mr. Mark Walker

Chief Financial Officer
Knoxville Utilities Board
445 Gay Street

Knoxville, Tennessee 37902

Re:  Pension Plan Actuarial Evaluation of Investment Policy
Dear Mark:

You have requested an estimate of the actuarial impact of the proposed Investment Policy for the
Knoxville Utilities Board (“KUB”) Pension Plan.

Summary of Amendments

It is our understanding that this proposed policy is an update from the current policy but does not
actually change the invested asset mix at this point.

Actuarial Impact
It is our opinion that this updated policy will have no actuarial impact on the Pension Plan.

This analysis was determined based on current provisions of the Knoxville Utilities Board
Pension Plan.

Data, Methods and Assumptions

In performing this analysis we referred to the data, actuarial methods and assumptions as were
used in the actuarial valuation of the Plan as of January 1, 2015. In preparing our letter, we relied
without audit on information (some oral and some written) supplied by KUB. This information
includes, but is not limited to plan provisions, membership data and financial information.

The actuarial assumptions have been selected to reflect the likely future experience of the Plan.
The results of this letter are dependent upon future experience conforming to these assumptions.
To the extent that future experience deviates from the actuarial assumptions, the true cost of the
proposed legislation could vary from our results.

www.cheiron.us 1.877.CHEIRON (243.4766)



Mr. Mark Walker
February 19, 2016
Page 2

Certification

[ hereby certify that, to the best of my knowledge, this letter and its contents have been prepared in
accordance with generally recognized and accepted actuarial principles and practices which are
consistent with the Code of Professional Conduct and applicable Actuarial Standards of Practice set
out by the Actuarial Standards Board. Furthermore, as a credentialed actuary, I meet the
Qualification Standards of the American Academy of Actuaries to render the opinion contained in
this letter. This letter does not address any contractual or legal issues. I am not an attorney and our
firm does not provide any legal services or advice.

Cheiron's letter was prepared exclusively for Knoxville Utilities Board for a specific and limited
purpose. This letter is not intended to benefit any third party, and Cheiron assumes no duty or
liability to any such party.

I am available to answer any questions on the material in this letter or to provide explanations or
further details as appropriate. Please let me know if you have any questions or need any further
information. I can be reached at (703) 893-1456 extension 1030 or via electronic mail at

smcelhaney(@cheiron.us.

Sincerely,
Cheiron

(HEIRON &



JKA KenNERLY MONTGOMERY

AHorne 3 & Counselors Since 1916

February 22, 2016

Mintha Roach

President & CEO
Knoxville Utilities Board
445 Gay Street
Knoxville, TN 37902

Re:  KUB Pension and 401(k) Plan Investment Policies
Dear Mintha:

As requested, we drafted the revised Investment Policies for the KUB Pension and 401(k) Plans,
effective July 1, 2016, with input from KUB staff and KUB's Investment Consultant, Mercer
Investment Consulting, Inc.

In our opinion, the proposed Investment Policies are in legally satisfactory form and have been
reviewed formally and recommended by the Retirement System Investment Committee. When
duly adopted by the KUB Board of Commissioners, it is our opinion that the Investment Policies
will comply with Federal and State law and will not adversely affect the tax qualified status of
the Plans.

If there are questions, please let me know.
Sincerely,

libtiin Z Py

William E. Mason
For the Firm

CcC: Amanda Branch

KENNERLY, MONTGOMERY & FINLEY, P.C.
550 MAIN STREET, FOURTH FLOOR | KNOXVILLE, TN 37902
P.0. BOX 442 | KNOXVILLE, TN 37901
PH (865) 546-7311 | FX (865) 524-1773 | WWW.KMFPC.COM



3560 Lenox Road, Suite 2400
M E R C E R Atlanta, GA 30326

+1 404 442 3116

David.Axelson@mercer.com

www.mercer.com

Memo

To: Chris Hood, Chair, Retirement System Investment Committee

Date: February 22, 2016

From: David Axelson

Subject: Investment Committee Recommendations — Investment Policy Statement
Copy: Amanda Branch, William E. Mason, Esq.

Dear Chris,

Mercer concurs with the Investment Committee’s recommendation to update the Investment
Policy Statement for the KUB Pension Plan and 401(k) Plan as of February 11, 2016.

Please feel free to contact me if you have any questions or comments.

Sincerely,

I 22

David Axelson
Investment Consultant




DRAFT
RESOLUTION NO. 1346

A Resolution Adopting Investment Policies of the Knoxville Utilities Board’s
Pension Plan and Asset Accumulation 401(k) Plan, Thereby Replacing the
Existing Investment Policies of the Pension Plan and Asset Accumulation 401(k)
Plan

Whereas, the Knoxville Utilities Board of Commissioners (the “Board”) previously
adopted Resolution 979, as amended, establishing the KUB Retirement System, which
includes a Pension Plan and an Asset Accumulation 401(k) Plan; and

Whereas, the Pension Plan and the Asset Accumulation 401(k) Plan each have
an investment policy, approved by the Board, which governs the investment activities of
each plan’s assets; and

Whereas, these investment policies are intended to be dynamic in nature and
updated and revised as circumstances change; and

Whereas, through Resolution No. 979, as amended, the Board delegated certain
responsibilities for the administration of the investment policies to the KUB Retirement
System Investment Committee; and

Whereas, the KUB Retirement System Investment Committee, upon the
advisement of the KUB Retirement System’s Investment Advisor and Counsel, has
recommended certain changes to the respective investment policies to the President
and CEO; and

Whereas, KUB'’s Retirement System Actuary and Counsel have each reviewed
the revised investment policies and determined the proposed changes to the investment
policies will not have any impact on the respective Plan’s costs or liabilities; and

Whereas, the proposed changes to the investment policies have been presented
to and reviewed by the Board’s Audit and Finance Committee (“Committee”); and

Whereas, the Committee finds the proposed changes to the investment policies
to be appropriate and in the best interest of KUB and the Pension Plan and Asset
Accumulation 401(k) Plan; and

Whereas, the adoption of revised investment policies by the Board reflecting the
proposed changes has been recommended by the Committee through its adoption of
Resolution AF-63; and

Whereas, the investment policies may only be revised upon approval of the
Board.



Now, Therefore, Be it Hereby Resolved by the Board of Commissioners of
the Knoxville Utilities Board:

Section 1. That the KUB Board hereby adopts the KUB Pension Plan Investment
Policy, attached hereto as Exhibit A, which shall replace and supersede any investment
policy previously adopted by the Board for the KUB Pension Plan.

Section 2. That the KUB Board hereby adopts the KUB Asset Accumulation
401(k) Plan Investment Policy, attached hereto as Exhibit B, which shall replace and
supersede any investment policy previously adopted by the Board for the Asset
Accumulation 401(k) Plan.

Section 3. That the revised investment policies for the KUB Pension Plan and
Asset Accumulation 401(k) Plan shall become effective July 1, 2016.

Nikitia Thompson, Chair

Mark Walker, Board Secretary

APPROVED ON 1%
& FINAL READING:
EFFECTIVE DATE:
MINUTE BOOK 36 PAGE




EXHIBIT A

KNOXVILLE UTILITIES BOARD
PENSION PLAN

STATEMENT OF INVESTMENT POLICY

JuLy 1, 2016
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I. INTRODUCTION

The Knoxville Utilities Board (“KUB”) Retirement System (“Retirement System”)
consists of two plans: the KUB Pension Plan (“Pension Plan”) and the KUB Asset
Accumulation 401(k) Plan (*401(k) Plan”). The Pension Plan is closed to new entrants.
Employees last hired on or before December 31, 2010, are covered by both Plans;
employees last hired after December 31, 2010, are covered by the 401(k) Plan. The Plans
provide retirement, death and disability benefits to participants, retirees and beneficiaries
(collectively, “Participants™).

Funding for the Pension Plan is primarily the responsibility of KUB, although a small
number of Participants in a prior closed plan make employee contributions.

KUB is responsible for investment of Pension Plan Trust assets and this Statement of
Investment Policy (“Policy”) sets out its goals and objectives in that regard.

Depending on the circumstances, the Pension Plan Trust fund (“Fund”) employs various
forms of investment managers, including managers of separate accounts (“Separate
Account Investment Managers”), managers of commingled or collective accounts or
trusts, and mutual funds to manage designated portfolios consisting of investments in
particular asset classes. As used in this Policy, "Investment Manager" is intended to refer
to all such managers unless otherwise specified.

KUB Pension Plan Investment Policy
July 2016 Page 1 of 23



Il. PURPOSE

The purpose of this Policy is to define the investment objectives, guidelines and
performance standards for the assets of the Fund. The objectives are formulated in
response to the following:

» The anticipated financial needs of KUB;
e Consideration of risk tolerance; and

* The need to document and communicate objectives, guidelines and standards
to the Investment Managers.

This Policy represents the formal document for the investment of the Fund’s assets and is
to be communicated to the Separate Account Investment Managers for their use in
developing an appropriate investment program and to the Trustee for its use in exercising
its fiduciary responsibility. This Policy is also used as the basis for measurement and
evaluation of investment performance of Investment Managers by the Investment
Committee of the Retirement System (“Investment Committee”) and its Investment
Consultant.

This Policy is intended to be dynamic in nature and will be updated and revised as
circumstances change.

This Policy was last amended effective July 1, 2016, on the approval of the KUB Board
of Commissioners (“Board”) based on the Investment Committee’s recommendation,
with the advice of the Investment Committee’s Investment Consultant, Mercer
Investment Consulting, LLC.

KUB Pension Plan Investment Policy
July 2016 Page 2 of 23



I1l. RESPONSIBILITIES
KUB is responsible for assuring that the investment program for the Fund is managed:
* Prudently and in compliance with applicable laws and regulations; and
» For the exclusive benefit of Participants.

In Resolution No. 979, as amended (“Retirement System Resolution”), the Board
established the Retirement System and delegated to the Investment Committee certain
responsibilities. The primary responsibilities of the Investment Committee are listed
below. For a complete description of the legal responsibilities of the Investment
Committee and other various parties, please refer to the Retirement System Resolution,
the Pension Plan Document and Pension Plan Trust Agreement.

* Recommend to the President & CEO, for recommendation to the Board, a
Policy for the Pension Plan, including investment policies, objectives, and
benchmarks for the overall Fund and for each investment portfolio, and
amendments to such Investment Policies from time to time;

* Implement procedures for the investment, management, supervision and
control of the Fund;

* Recommend to KUB's President & CEO appointment and removal of Trustees
and Investment Managers;

» Communicate the Policy to Separate Account Investment Managers;

* Monitor and evaluate investment performance. It is understood that the
Investment Managers may, from time to time, fail to meet various
performance benchmarks. However, the Investment Committee will endeavor
to evaluate performance, in the short term, in the context of the Pension Plan’s
long-term objectives;

* Recommend modification of the investment types as appropriate; and

» Recommend to the President & CEO the replacement of Investment
Managers, if, at the discretion of the Investment Committee based on the
advice of the Investment Consultant, the Investment Managers fail to meet
performance expectations set forth in this Policy over the long-term.

The Investment Committee shall meet several times a year to review the performance of
the Investment Managers and hear from its Investment Consultant and any Investment
Managers invited to appear. Any changes in the Policy may be initiated by the
Investment Committee upon motion of any member. Recommendations for changes

KUB Pension Plan Investment Policy
July 2016 Page 3 of 23



approved by the Investment Committee are transmitted to KUB’s President & CEO for
presentation to the Board. Changes are effective upon approval by the Board.

The Policy is communicated to Separate Account Investment Managers in writing, and
each such Separate Account Investment Manager is required to sign the statement at the
end of this Policy confirming acceptance by the Separate Account Investment Manager.

To the extent a portion of the Fund is invested in a mutual fund or other commingled
vehicle, such mutual fund or commingled vehicle shall be evaluated based on this Policy,
although KUB recognizes that fund or vehicle is actually invested exclusively pursuant to
its own investment policy and guidelines, which are reviewed by the Investment
Committee upon selection.

This Policy, as recommended by the Investment Committee and approved by the Board
on the recommendation of the President & CEO, establishes Standards of Measurement
for each investment category within the Pension Plan. The particular benchmarks used in
the Standards of Measurement are designated in the Appendix to this Policy. The Board
has delegated to the President & CEO responsibility and authority to amend the
Appendix of Indices or Standards of Measurement and those benchmarks from time to
time based on the recommendation of the Investment Committee, which shall act upon
the advice of the Investment Consultant. The President & CEO is required to report to
the Audit & Finance Committee of the Board prior to adopting changes in such Appendix
or benchmarks for Standards of Measurement. The President & CEO shall cause any
such amended Appendix to be attached to this Policy whenever such changes are made.

Delegation of Responsibilities

Under the Charter of the City of Knoxville, Section 1107(j), the Retirement System is
authorized to delegate certain responsibilities to qualified agents to assist it in properly
meeting the overall Retirement System responsibilities as outlined above. Specifically, in
the Retirement System Resolution, the Board has delegated responsibility: to the
President & CEO to appoint a Trustee and Investment Managers; to the Administrative
Committee of the Retirement System to select Legal Counsel and an Actuary; and to the
Investment Committee to appoint an Investment Consultant.

» Trustee — The designated Trustee is delegated the following responsibilities:

» Except to the extent delegated to the Investment Managers, perform,
participate in and exercise such rights, privileges, duties and
responsibilities possessed by any other owner or holder of bonds or other
evidence of indebtedness and common and preferred stock;

» Safekeep all assets including securities, cash and cash equivalents;

KUB Pension Plan Investment Policy
July 2016 Page 4 of 23



Receive instructions from Investment Managers to purchase and sell
various securities and ensure that transactions are settled according to
established settlement procedures;

Provide monthly transaction accounting on security holdings with reports
provided to the Retirement System in a timely manner;

To the extent requested by the Retirement System, disburse Pension Plan
benefits and Retirement System expense payments and process annual tax
reporting to the Internal Revenue Service, vendors, and Participants in a
timely manner; and

Provide oversight responsibility relating to the security and safekeeping of
Pension Plan Trust assets normally expected of a Trustee acting in this
capacity.

* Investment Managers — The designated Investment Managers are charged
with the following responsibilities:

Adhere to the Investment Guidelines contained in this Policy or the
investment policy for the mutual fund or commingled vehicle;

Exercise complete investment discretion within the boundaries of the
restrictions outlined in this Policy or the investment policy for the mutual
fund or commingled vehicle;

Strictly comply with all of the provisions of applicable law as they pertain
to the Investment Manager's dealings, functions and responsibilities as
fiduciaries;

Diversify the portfolio so as to minimize the risk of large losses unless,
under the circumstances, it is clearly prudent to not so diversify;

Invest the assets of the Fund with care, skill, prudence and diligence under
circumstances then prevailing that a prudent person, acting in a like
capacity and familiar with such matters, would use in the conduct of an
enterprise of a like character and with such aims;

As to Separate Account Investment Managers, acknowledge in writing the
recognition and acceptance of full responsibility as a fiduciary under
applicable federal and state legislation, and the Investment Manager’s
intention to comply with this Policy as it currently exists or as it is
modified in the future.

KUB Pension Plan Investment Policy

July 2016

Page 5 of 23



Investment Consultant — It shall be the responsibility of the designated
Investment Consultant to assist the Retirement System with the following
functions:

Provide comprehensive, periodic evaluations of the investment results
achieved by the designated Investment Managers in light of the investment
guidelines and performance standards contained in this Policy;

Make recommendations to the Retirement System of appropriate actions
to be considered which, in the Investment Consultant’s opinion, will
enhance the probability of achieving overall Fund objectives. Such
recommendations may include, but are not limited to:

» Use of alternate asset strategies, asset allocation or asset classes;

* Changes in overall investment policy;

» Changes in designated Investment Managers;

Assist the Retirement System in monitoring, screening and selecting
Investment Managers, as appropriate.

Legal Counsel — The Retirement System’s designated Legal Counsel will
advise and represent KUB, the Board and the Retirement System in all matters
requiring legal insight and advice pertaining to the Retirement System.

Actuary — The Retirement System’s designated Actuary shall have the
following responsibilities:

Prepare, on a frequency determined by the Retirement System, a
comprehensive valuation of the Pension Plan’s funded status and required
contribution levels, and attest to the appropriateness of the Pension Plan’s
assumptions and funding policy; and

Conduct special experience and actuarial studies as required by the
Retirement System.

KUB Pension Plan Investment Policy

July 2016

Page 6 of 23



IV.INVESTMENT OBJECTIVE

The investment objective of the Fund is to ensure, over the remaining life of the Fund for
this closed Pension Plan, an adequate level of assets to fund the benefits for Participants
at the time they are payable. In meeting this objective, the Retirement System seeks to
achieve an investment return consistent with a prudent level of risk.

The Fund’s goal will be to provide an annualized rate of return that is consistent with the
Pension Plan’s actuarial rate of return assumptions as those assumptions may be adjusted
from time to time for this closed Pension Plan. The Investment Committee shall
periodically review current expected annual returns for the various asset classes and the
Fund as a whole to determine, in consultation with the Actuary and Investment
Consultant, whether overall return expectations are consistent with KUB risk and return
targets and the actuarial long-term rate of return assumption for the Pension Plan, and
whether the investment objectives continue to be appropriate for the Pension Plan. The
asset classes utilized and their respective weights are determined with careful
consideration of the Fund’s assets and liabilities. Periodic asset liability studies may be
performed by the Investment Consultant, Actuary or any other qualified party and the
results of such studies may be used to determine the asset classes included within the
Fund and their respective weights contained herein. The current target asset structure is
set out in Section V below.

Fund and portfolio performance is measured net of investment fees. As part of its
performance evaluation, the Investment Committee reviews, with the assistance of the
Investment Consultant, the absolute fees charged by Investment Managers as well as the
relative fees of comparable managers and for the Fund as a whole.

KUB Pension Plan Investment Policy
July 2016 Page 7 of 23



V. ASSET STRUCTURE
The asset structure should reflect a proper balance of the Fund’s needs for liquidity,
growth of assets and KUB’s risk tolerance, while taking account of the Pension Plan’s
long, but limited life.

The target asset mix is as follows:

Target Allocation Tactical

Asset Class Ranges
Domestic Equity

Large Cap 24.0% 20% - 50%

Mid Cap 8.0% 0% - 15%

Small Cap 8.0% 0% - 15%

Convertible Securities 7.5% 0% - 10%
Non-US Equity" 15.0% 0% - 20%
Real Estate Equity 7.5% 0% - 10%
Fixed Income

Aggregate Bonds 10.0% 5% - 25%

Long-term Bonds 20.0% 10% - 25%
Cash Equivalents 0.0% 0% - 5%
Total Fund 100.0%

The strategic allocation is intended to provide reasonable assurance that the Fund’s
investment objective can be achieved based on historic relationships of asset class
performance, using active and passive portfolio management. The Fund may include a
benefit funding account to provide for monthly benefit and expense obligations.
Liquidity is required from Separate Account Investment Managers only to meet defined
payout needs, unless the Investment Managers are otherwise advised by the Retirement
System.

The Investment Committee is charged with the responsibility of monitoring the overall
allocation within the parameters described above.

It is understood that the target allocations are targets and that deviations may occur from
time to time as a result of market impact or from short-term timing decisions
implemented by either the Retirement System or, with prior approval, by the Investment
Managers. The Investment Committee, with the advice of its Investment Consultant,
shall be responsible for identifying deviations from the Policy and determining and
implementing appropriate corrections when necessary. Any permanent changes to this

! Non-Us Equity Investment Managers each have allowable tactical ranges for which they may invest a certain
percentage in emerging markets. Their investments in emerging markets are purely opportunistic and therefore not
included in the Total Fund’s target asset allocation.

KUB Pension Plan Investment Policy
July 2016 Page 8 of 23




Policy, with the exception of the Appendix of Indices, must be recommended by the
Investment Committee to KUB’s President & CEO and approved by the Board.

Should a Separate Account Investment Manager deem an asset structure outside the
tactical range to be appropriate, the Investment Manager may deviate from this Policy
only with the written approval of the Investment Committee.

This Policy recognizes that KUB may decide to provide certain benefits (e.g., retirement
annuities, death benefits or disability benefits) through insurance policies, annuity
contracts, or similar financial arrangements owned by the Pension Plan or by KUB.

Passive Investment Portfolios

The Investment Committee is also authorized from time-to-time as it determines
appropriate to direct the investment of portions of the Fund in passively-managed
portfolios within the asset classes specifically allowed by this Policy. In that event,
appropriate Standards of Measurement for any such passively-managed funds shall be
recommended by the Investment Committee to the President & CEO for addition to the
Standards of Measurement Appendix, pursuant to the procedures described in Section Il
above, including reporting to the Audit & Finance Committee of the Board.

KUB Pension Plan Investment Policy
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VI. INVESTMENT GUIDELINES

Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

DOMESTIC LARGE CAP EQUITY HOLDINGS

This is a passive large capitalization equity strategy, which
is designed to include domestic equity securities to closely
track the returns and volatility of a core U.S. large cap
index.

The exposure to the securities of any one issuer should
approximate the benchmark weight of the security. The
account should be diversified by sector; however, the sector
allocations should approximate the benchmark index. All
issues must be denominated in U.S. Dollars.

The quality of securities is expected to be similar to the
securities contained within the domestic large cap equity
index for which the strategy is attempting to closely track.
As an exception to that quality standard, the Investment
Manager may hold a small amount of cash or cash
equivalent instruments with maturities of less than one
year and carrying a credit rating of at least A1/P1 or
equivalent by a designated rating agency.

Without the expressed written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling

Investment Policy
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Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

DOMESTIC MID CAP EQUITY HOLDINGS

Domestic mid cap equity securities shall mean
common and preferred stocks of domestic corporations
and American Depository Receipts (ADRs). Such
securities will be similar, but not limited to those
found within a core mid cap domestic equity index.

The securities of any one issuer are limited to 5% at
cost and 8% at market of each equity portfolio. Broad
industry diversification is desirable.

Only equity securities that are broadly classified as
institutional quality issues are eligible for inclusion in
the portfolio. The universe of stocks for selection
should reflect the capitalization and style profile of the
Investment Manager’s benchmark.

Without the expressed written consent of the
Investment Committee, commodities and leveraged
investments, including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling

Investment Policy
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Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

DOMESTIC SMALL CAP EQUITY HOLDINGS

Domestic small cap equity securities shall mean common
and preferred stocks of domestic corporations and
American Depository Receipts (ADRs). Such securities
will be similar, but not limited to those found within a
core small cap domestic equity index.

The securities of any one issuer are limited to 5% at cost
and 8% at market of each equity portfolio. Broad industry
diversification is desirable.

Only equity securities that are broadly classified as
institutional quality issues are eligible for inclusion in the
portfolio. The universe of stocks for selection should
reflect the capitalization and style profile of the
Investment Manager’s benchmark.

Without the expressed written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling

Investment Policy
Page 12 of 23



Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

INTERNATIONAL EQUITY HOLDINGS

International equity securities shall mean a broad range of
international equity securities similar to those contained in
a core all-cap non-US equity index. Investment in
emerging markets is permissible, but should be limited to
no more than 35% of each non-US equity Investment
Manager’s portfolio.

The securities of any one issuer are limited to 5% at cost
and 8% at market of each equity portfolio. Both broad
industry and country diversification are desirable.

Only equity securities that are broadly classified as
institutional quality issues are eligible for inclusion in the
portfolio. The universe of stocks for selection should
reflect the capitalization and style profile of the
Investment Manager’s benchmark.

Without the expressed written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling
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Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

CONVERTIBLE SECURITY HOLDINGS

Convertible securities shall mean: debt instruments
convertible into common and preferred stocks; and
preferred stocks. Such securities will be similar, but not
limited to those found within a core convertible security
index.

The securities of any one issuer are limited to 5% at cost
and 8% at market of each equity portfolio. Broad industry
diversification is desirable.

Only convertible securities that are broadly classified as
institutional quality issues are eligible for inclusion in the
portfolio. Due to the nature of this asset class, a certain
portion of this portfolio is invested in below investment
grade issues. Therefore, no more than 50% of the
portfolio should be invested in securities rated below
investment grade by a designated rating agency; for
securities that are not rated, the Investment Manager shall
maintain a rating system consistently applied to provide
equivalent quality controls.

Without the expressed written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling
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Types of Securities

Diversification

Quality

Exclusions

KUB Pension Plan
July 2016

REAL ESTATE EQUITY

This is a passive REIT equity strategy, which is designed to
include REIT securities to closely track the returns and
volatility of a designated Real Estate Investment Trust
(REIT) index. Such securities will be similar, but not
limited to those found within a core REIT index. Both
domestic and global REIT markets may be covered by the
core REIT index.

The exposure to the securities of any one issuer should
approximate the benchmark weight of the security. The
account should be diversified by sector; however, the sector
allocations should approximate the benchmark index.

The quality of securities is expected to be similar to the
securities contained within the designated REIT index for
which the strategy is attempting to closely track. As an
exception to that quality standard, the Investment Manager
may hold a small amount of cash or cash equivalent
instruments with maturities of less than one year and
carrying a credit rating of at least A1/P1 or equivalent by a
designated rating agency.

Without the expressed written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

naked call options;
puts, straddles;
margin buying, short selling
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Types of Securities

Diversification

Quality

Other

Exclusions

KUB Pension Plan
July 2016

FIXED INCOME HOLDINGS

Debt instruments of any entity denominated in U.S.
dollars, and not otherwise prohibited, including U.S. dollar
denominated sovereign and supranational bonds (Yankee
bonds). Treasury Inflation Protection Securities (TIPS)
may also be held as a portion of the bond allocation.

The securities of any one issuer, with the exception of the
U.S. Government and its agencies, are limited to 10% at
cost and 15% at market of each fixed income portfolio.

The portfolio should be, on average, comprised of high-
quality issues. Securities should have a quality rating of
investment grade by two or more designated rating
agencies or, in the purchase of private placements not
subject to such ratings, a rating by a qualified banking
institution on an equal basis with a designated rating
agency’s investment grade ratings or higher. Securities
downgraded below investment grade by at least one rating
agency should be liquidated by the Investment Manager
within a reasonable amount of time, with notice to the
Investment Committee through the Investment Consultant.

While there are no maturity limits placed on the portfolio,
it is expected that the duration of the fixed income
portfolio will be maintained within +/- 10% of the
duration of the target index.

Without the express written consent of the Investment
Committee, commodities and leveraged investments,
including the following, are prohibited:

margin buying, short selling;
options

Investment Policy
Page 16 of 23



Types of Securities

Diversification

Quality

Pooled or Commingled Funds

KUB Pension Plan
July 2016

CASH EQUIVALENTS

Debt securities of any U.S. entity not otherwise
prohibited, with maturities of not more than 13 months,
through a short-term investment fund.

No more than 10% of the cash portfolio shall be invested
in Certificates of Deposit or Banker’s Acceptances issued
by any single bank. No more than 35% of the cash
portfolio shall be invested in commercial paper, with no
more than 5% of the portfolio invested with any single
issuer of commercial paper.

Only cash equivalents with the following minimum
quality ratings from designated rating agencies are
eligible for inclusion in the portfolio:

Commercial Paper: A1/P1 or equivalent

Certificates of Deposit and Banker’s Acceptances: AA- to
Aa3.

Repurchase Agreements: U.S. Government or agency
secured.

The Investment Managers are encouraged to use
commingled investment vehicles when it is advantageous
to do so. It shall be the responsibility of the Trustee to
make available for use by the Investment Managers
pooled or commingled funds, which comply with these
guidelines. With the exception of direct obligations of the
U.S. Government or its agencies, no individual security
position in any commingled fund shall constitute greater
than 5% of the commingled fund’s assets.
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VII. STANDARDS OF MEASUREMENT
Standards used to measure investment performance will be set forth in context with the
established objectives. Each standard shall apply independently to the portfolio of each
Investment Manager and, except in the case of passive management, is expected to be
achieved net of investment management fees and expenses.
PASSIVE MANAGER STANDARDS

Measurement #1

On quarterly and annual bases, the index fund should closely track performance and
volatility of the designated index.

DOMESTIC MID AND SMALL CAP EQUITY MANAGER STANDARDS

Measurement #1

Over rolling three-year periods, the performance of the mid and small cap equity
portfolios should exceed the median of a universe of comparable equity funds.

Measurement #2

Over rolling five-year periods, the annualized performance of the mid and small cap
equity portfolios, net of fees, should exceed the return of the appropriate benchmark.

Measurement #3

Over rolling five-year periods, the annualized standard deviation of the mid and small cap
equity portfolios’ quarterly rate of return shall be no greater than 150% of the appropriate
index.

INTERNATIONAL EQUITY MANAGER STANDARDS

Measurement #1

Over rolling three-year periods, the performance of the international equity portfolios
should exceed the median of a universe of comparable international equity funds.

Measurement #2

Over rolling five-year periods, the annualized performance of the international equity
portfolios, net of fees, should exceed the return of the appropriate benchmark.
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Measurement #3

Over rolling five-year periods, the annualized standard deviation of the international
equity portfolios’ quarterly rate of return shall be no greater than 150% of the appropriate
index.

FIXED INCOME MANAGER STANDARDS

Measurement #1

Over rolling three-year periods, the performance of the fixed-income portfolios should
exceed the median of the universe of comparable fixed income funds.

Measurement #2

Over rolling five-year periods, the annualized performance of the fixed income
portfolios, net of fees, should exceed the return of the appropriate benchmark.

Measurement #3

Over rolling five-year periods, the annualized standard deviation of the fixed income
portfolios’ quarterly rate of return shall be no greater than 150% of the appropriate index.

CONVERTIBLE SECURITIES MANAGER STANDARDS

Measurement #1

Over rolling three-year periods, the performance of the convertible security portfolio
should exceed the median of a universe of comparable convertible security funds.

Measurement #2

Over rolling five-year periods, the annualized performance of the convertible security
portfolio, net of fees, should exceed the return of the appropriate benchmark.

Measurement #3

Over rolling five-year periods, the annualized standard deviation of the convertible
security portfolio’s quarterly rate of return shall be no greater than 150% of the
appropriate index.
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VIIIL. INVESTMENT ADMINISTRATION

Documentation

The Separate Account Investment Managers are required to submit a written statement to
the Investment Committee describing their proposed investment strategy and tactics for
achieving the investment goals and objectives of this Policy. They should also submit
suggested revisions to this Policy whenever their strategy or tactics change significantly
as a result of changing market conditions or other factors.

Detailed financial statements are to be supplied monthly by the Investment Managers.

Annual Review Meeting

Each Investment Manager will be expected to meet at least annually with the staff and
Investment Consultant and/or members of the Investment Committee. The agenda for
these meetings shall include, but not be limited to:

1. A presentation of investment results in light of the objectives of this Policy.

2. A discussion of investment strategies currently being executed by the
Investment Manager.

3. Communication of material changes in the policy, objectives, staffing or
business condition of the Investment Manager.
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Acceptance Agreement

The undersigned Separate Account Investment Manager hereby acknowledges its
appointment as a named fiduciary in accordance with the Advisory Agreement between
the Investment Manager and KUB and agrees that this Statement of Investment Policy
(revised effective July 1, 2016) shall be incorporated as a part of the Investment
Manager’s Advisory Agreement with KUB and shall be substituted for any previous
Statement of Investment Policy agreed to by KUB and the Investment Manager.

If at any time the Investment Manager believes that the objectives and guidelines
contained in this Statement of Investment Policy cannot be met or performed in strict
compliance with the Statement, the Investment Manager agrees to promptly notify the
Chair of the Investment Committee in writing. In consideration of the Investment
Manager’s initial engagement by KUB and the Investment Manager’s ongoing
relationship as an Investment Manager for KUB Retirement System, the Investment
Manager hereby acknowledges a complete understanding of these objectives and
guidelines and agrees to abide by each of said requirements during the course of the
Investment Manager’s engagement.

SEPARATE ACCOUNT
INVESTMENT MANAGER:

Dated: Name
By:
Its:
KUB Pension Plan Investment Policy
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IX. APPENDIX OF INDICES FOR STANDARDS OF MEASUREMENT —JULY 1, 2016
KUB PENSION PLAN — INVESTMENT POLICY - SUMMARY OF PERFORMANCE MEASURES

Portfolio Name /
Current Investment
Manager

Purpose

Investments

Measurement 1 — Rolling Return

Measurement 2 — Rolling
Return

Measurement 3 -
\Volatility

appreciation

corporate bonds

Manager Universe

Government Credit Index

Fixed Income Rolling 3 Year* + Median  |Rolling 5 Year® > index Rolling 5 Year® 150%

IAgincourt Current income US government & corporate Mercer US Fixed Core Manager Barclays Capital Aggregate Index [Barclays Capital Aggregate
bonds, mortgages Universe Index

Schroder Current income & capital |Long term government & Mercer US Fixed Long Duration Barclays Capital Long Barclays Capital Long

Government Credit Index

Convertibles

Rolling 3 Year + Median

Rolling 5 Year > index

Rolling 5 Year

150%

Shenkman

Current income & capital
appreciation

Convertible corporate securities

Mercer US Convertible Manager
Universe

BAML All US Convertible Ex
Mandatory Index (VOAO)

BAML All US Convertible
Ex Mandatory Index (VOAO)

Large Cap Equity

Russell 1000 Index

On quarterly and annual bases, index should closely track performance and volatility of designated index

Mid and Small Cap
Equity

Rolling 3 Year + Median

Rolling 5 Year > index

Rolling 5 Year

150%

\Wellington
Management

Capital Appreciation

Mid Cap stocks

Mercer US Mid Cap Core Equity
Universe

S&P 400 Mid Cap Index

S&P 400 Mid Cap Index

Jennison Associates

Capital Appreciation

Small Cap stocks

Mercer US Small Cap Core Equity
Universe

Russell 2000 Index

Russell 2000 Index

Real Estate

1 On rolling three-year periods, the performance of the portfolio should exceed the median of the stated universe.
2 On rolling five-year periods, the annualized performance of the portfolio, net of fees, should exceed the return of the stated index.
® On rolling five-year periods, the annualized standard deviation of the portfolio’s quarterly rate of return should not exceed that of the stated index times the stated

percentage.
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July 2016
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Portfolio Name / Purpose Investments Measurement 1 — Rolling Return |Measurement 2 — Rolling Measurement 3 -

Current Investment Return \Volatility

Manager

REIT Index On quarterly and annual bases, index should closely track performance and volatility of designated index

International Equities Rolling 3 Year + Median  |Rolling 5 Year > index Rolling 5 Year 150%

MFS Capital Appreciation Non - US developed stocks Mercer World ex US/EAFE Equity [MSCI EAFE Value Index MSCI EAFE Value Index
Universe
IArtisan Capital Appreciation Non - US developed stocks Mercer World ex US/EAFE Equity |MSCI EAFE Growth Index MSCI EAFE Growth Index

Universe
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l. INTRODUCTION

The Knoxville Utilities Board (“KUB”) Retirement System consists of two plans: the KUB
Pension Plan (“Pension Plan”) and the KUB Asset Accumulation 401(k) Plan (“401(k) Plan”).
The Pension Plan is closed to new entrants. Employees last hired on or before December 31,
2010, are covered by both Plans; employees last hired after December 31, 2010, are covered by
the 401(k) Plan. The Plans provide retirement, death and disability benefits to participants,
retirees and beneficiaries (collectively, “Participants”).

The 401(K) Plan is funded by Participants who elect to contribute. KUB also contributes to the
401(k) Plan on behalf of Participants. KUB takes responsibility for providing a broad range of
mutual funds and similar investment options, including mutual funds and commingled or
collective accounts or trusts, (all of which are referred to individually or collectively as, “Fund,”
or “Funds”). Participants may direct the investment of their individual 401(k) Plan Accounts
among the available choices. This Statement of Investment Policy (“Policy”) sets out the goals
and objectives for those investment options and provides for the designation of the default
investment, in cases where a Participant does not otherwise direct the investment of any Account
balance.
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Il. PURPOSE

Under the 401(k) Plan, Participants are able to structure a personal investment program from the
Funds offered. KUB intends to provide a range of diverse investment choices to accommodate
the individual needs and risk tolerances of Participants. KUB has developed this Policy to fulfill
its fiduciary obligation, to provide a basis for selecting the Funds to be made available, and to
establish expectations for the investment performance of those Funds to assure Participants will
have access to sound investment alternatives on a continuing basis and to document the
benchmarks against which individual Funds will be measured.

This Policy:

Provides written documentation of KUB’s expectations regarding the Funds offered
under the 401(k) Plan.

Establishes objectives and guidelines for the Funds available.

Outlines criteria and procedures for the ongoing evaluation of the Funds, and the total
investment program.

This Policy is intended to be dynamic in nature and will be updated and revised as circumstances
change.

This Policy was last amended effective July 1, 2016, on the approval of the KUB Board of
Commissioners (“Board”) based on the recommendation of the Investment Committee of the
Retirement System (“Investment Committee”), with the advice of its Investment Consultant,
Mercer Investment Consulting, LLC.
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1. RESPONSIBILITIES

KUB is responsible for assuring that the investment program for the 401(k) Plan and each
investment option is managed:

Prudently and in compliance with applicable laws and regulations; and
For the exclusive benefit of Participants.

In Resolution No. 979, as amended (“Retirement System Resolution”), the Board established the
Retirement System and delegated to the Investment Committee certain responsibilities. The
primary responsibilities of the Investment Committee are listed below. For a complete
description of the legal responsibilities of the Investment Committee and other various parties,
please refer to the Retirement System Resolution, the 401(k) Plan Document and 401(k) Plan
Trust Agreement.

Recommend to the President & CEO, for recommendation to the Board, a Policy for
the 401(K) Plan, including investment policies, objectives and benchmarks for each
investment option, and amendments to the Policy from time to time;

Monitor and evaluate investment performance. It is understood that the Funds may,
from time-to-time, fail to meet various performance benchmarks. However, the
Investment Committee will endeavor to evaluate performance, in the short-term, in
the context of the 401(k) Plan’s long-term objectives;

Recommend modification of the investment options, as appropriate;

Recommend to the President & CEO the replacement of Funds, if, at the discretion of
the Investment Committee based on the advice of the Investment Consultant, such
Funds fail to meet performance expectations set forth in this Policy over the long-
term;

Implement procedures for the investment, management, supervision and control of
401(k) Plan Funds;

Recommend to KUB’s President & CEO appointment and removal of Trustees and
Funds; and

Upon the advice of the Investment Consultant, recommend to the President & CEO
for approval, as part of this Policy’s attached Appendix of Indices for Standards of
Measurement and Designation of Default Investment (“Appendix”), the default
investment for use in cases where a Participant does not otherwise direct the
investment of any 401(k) Plan Account balance; provided that the President & CEO
is required to report to the Audit & Finance Committee of the Board prior to
approving any such default investment.

KUB 401(k) Plan Investment Policy
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The Investment Committee shall meet several times a year to review the performance of the
Funds and hear from its Investment Consultant. Any changes in the Investment Policy may be
initiated by the Investment Committee upon motion of any member. Recommendations for
changes approved by the Investment Committee are transmitted to KUB’s President & CEO for
presentation to the Board. Changes are effective upon approval by the Board.

This Policy, as recommended by the Investment Committee and approved by the Board on the
recommendation of the President & CEO, establishes Standards of Measurement for each
investment category within the 401(k) Plan. The particular benchmarks used in the Standards of
Measurement are designated in the Appendix. The Board has delegated to the President & CEO
responsibility and authority to amend the Appendix and those benchmarks from time-to-time
based on the recommendation of the Investment Committee, which shall act upon the advice of
the Investment Consultant. The President & CEO is required to report to the Audit & Finance
Committee of the Board prior to adopting any such changes in the Appendix or benchmarks for
Standards of Measurement. The President & CEO shall cause any such amended Appendix to be
attached to this Policy whenever such changes are made.

Delegation of Responsibilities

Under the Charter of the City of Knoxville, Section 1107(j), the Retirement System is authorized
to delegate certain responsibilities to qualified agents to assist it in properly meeting the overall
Retirement System responsibilities as outlined above. Specifically, in the Retirement System
Resolution, the Board has delegated responsibility: to the President & CEO to appoint a Trustee
and select Funds; to the Administrative Committee of the Retirement System to select Legal
Counsel and an Actuary; and to the Investment Committee to appoint an Investment Consultant.

Trustee - The designated non-discretionary Trustee is delegated the following
responsibilities:

Except to the extent the Funds are responsible for such action, perform, participate in
and exercise such rights, privileges, duties and responsibilities possessed by any other
owner or holder of bonds or other evidence of indebtedness and common and
preferred stock;

Safekeep all assets including securities, cash and cash equivalents;

Provide monthly transaction accounting on security holdings with reports provided to
the Retirement System in a timely manner;

Unless and until assumed by the Retirement System or the third party administrator,
process annual tax reporting to the Internal Revenue Service and to retirees and
beneficiaries in a timely manner; and

Provide oversight responsibility relating to the security and safekeeping of 401(k)

Plan Trust assets normally expected of a Trustee acting in this capacity.
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Funds — The designated Fund Managers shall undertake the following responsibilities in
accordance with applicable law and the Fund prospectus:

Exercise complete investment discretion for investments in their Funds;

Strictly comply with all of the provisions of applicable law as they pertain to
dealings, functions and responsibilities as Funds;

Diversify the Fund so as to minimize the risk of large losses unless, under the
circumstances, it is clearly prudent to not so diversify; and

Invest the assets of the Fund with care, skill, prudence and diligence under
circumstances then prevailing that a prudent person, acting in a like capacity and
familiar with such matters, would use in the conduct of an enterprise of a like
character and with such aims.

Investment Consultant — It shall be the responsibility of the designated Investment
Consultant to assist the Retirement System with the following functions:

Provide comprehensive, periodic evaluations of the investment results achieved by
the designated Funds in light of the investment guidelines and performance standards
contained in this Policy;

Make recommendations to the Retirement System of appropriate actions to be
considered which, in the Investment Consultant’s opinion, will enhance the
probability of achieving overall Fund objectives. Such recommendations may
include, but are not limited to:

Use of alternate assets strategies or asset classes;
Changes in overall investment policy; and
Changes in designated Funds.

Assist the Retirement System in monitoring, screening and selecting Funds as
appropriate.

Legal Counsel — The Retirement System’s designated Legal Counsel will advise and
represent KUB, the Board and the Retirement System in all matters requiring legal
insight and advice pertaining to the Retirement System.

Actuary — The Retirement System’s designated Actuary shall have the following
responsibilities:

Conduct special experience and actuarial studies as required by the Retirement
System.
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V. INVESTMENT OPTION STRUCTURE

Investment Options

Investment options offered to Participants through the 401(k) Plan consist of the following four
tiers that may be used in Participant-directed combinations to diversify their investments: (i) a
selection of lifecycle Funds covering the spectrum of expected retirement ages, (ii) a choice of
index Funds across a range of major asset classes, (iii) a wide variety of selected actively
managed Funds in a number of asset classes, and (iv) a self-directed brokerage option. Using a
single tier or two or more tiers allows each Participant to select the level of involvement he or
she wishes to have in the investment management process, and to have some control over the
cost he or she is willing to bear.

To achieve diversity in the investment options offered, technical criteria have been defined to
establish material differences between and among potential investment options within the
various tiers (see Performance Standards, under description of each Fund). The Investment
Committee also analyzed prospective investment options in terms of their potential attractiveness
to Participants, given their demographic characteristics. Consideration was given to the number
of options within each tier, and the need to offer clear choices, but also to provide a broad
spectrum of risk and reward investment profiles, asset classes and management styles, as well as
investment options of varying levels of cost.

On the basis of those considerations, the following investment structure is currently considered
appropriate:

Lifecycle Tier
A selection of Funds with target dates commensurate with the spectrum of expected
retirement ages of KUB employees, which may be extended to add additional target
dates from time-to-time.

Index Tier
Core Fixed Income Index Fund
Large Cap Equity Index Fund
Small & Mid Cap Equity Index Fund
International Equity Index Fund

Active Management Tier
- Stable Value Fund
Core Fixed Income Fund
Balanced Fund
Large Cap Value Equity Fund
Large Cap Growth Equity Fund
Small Cap Value Equity Fund
Small Cap Growth Equity Fund
International Equity Fund
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Specialty Tier
Self-Directed Brokerage

Additional Passive Investment Options

The Investment Committee is also authorized from time-to-time as it determines appropriate to
expand the list of available passively managed Funds in the Index Tier to include other broad
domestic or international fixed income or equity market categories as the Investment Committee
may determine desirable. In that event, appropriate Standards of Measurement for any such
passively managed Funds shall be recommended by the Investment Committee to the President
& CEO and reported to the Audit & Finance Committee of the Board for addition to the
Appendix, pursuant to the procedures described in Section 111 above.

Self-Directed Brokerage Option

In an effort to provide Participants with maximum investment flexibility, under rules, evaluation
criteria, and procedures to be developed and modified from time-to-time by the Investment
Committee, a self-directed brokerage option may be offered in the 401(k) Plan, allowing
Participants to invest in a broad range of publicly traded Funds, but excluding single security
investments, short sales, options, futures, limited partnerships, currency trading, and trading on
margin. The Investment Committee may: set limits on the portion of a Participant’s account
balance that may be invested through the Self-Directed Brokerage Option; fix conditions for
participation in this Option; and determine the availability of the Self-Directed Brokerage
Option. Participants who elect to use the self-directed brokerage option are allocated all costs
associated with this option.

Review Procedures

Fund performance is measured net of investment fees. The Investment Committee evaluates
investment fees at the time of manager selection, and periodically, both as to the Fund’s absolute
fees as well as compared to other managers in the appropriate universe, and in relation to the
investment services provided.

Performance will be reviewed at least annually based on the Standards of Measurement defined
below.

Standards of Measurement

To serve as the basis for evaluation, each Fund’s performance, net of investment management
fees and transaction costs, will be evaluated against the applicable Standards of Measurement set
out in the Appendix, as amended from time-to-time. From time-to-time, the Fund may not
achieve one or more of these Standards of Measurement but will be expected to achieve them
over the long-term.
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V. LIFECYCLE TIER

Purpose

These Funds are primarily offered for Participants who wish to have their asset allocation
decisions set by a Fund that uses passive “through retirement” glide paths for varying retirement
dates. Participants typically choose the Fund within the Lifecycle program that is closest to their
targeted retirement date. Each Fund’s asset allocation is determined by the Fund Manager’s
proprietary model. The mixes of the Funds are dynamic and change over time. The risk level
for each Fund will vary from moderate to very high and is a function of the number of years
remaining until expected retirement.

Objective

The objective of the Lifecycle Funds is to achieve capital appreciation while the time horizon of
the investment is relatively long, and gradually shift to an objective of income and capital
preservation as the Participant nears expected retirement.

The Lifecycle Funds will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by a portfolio
similarly weighted to an appropriate composite benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Lifecycle Funds:

Investment in a diversified portfolio of securities including, but not limited to,
domestic and international equities and fixed income securities and/or funds.

Lifecycle Funds may contain a combination of equity or equity alternative securities
(American Depositary Receipts (“ADRs”), issues convertible into common stock,
etc.), fixed income securities and cash equivalents.

No specific constraints as to market capitalization, earnings cash flow record or credit
quality is expected, but the overall portfolio structure should be consistent with the
return and risk parameters as outlined in the Fund objective.

A Lifecycle Fund may be made up of underlying funds of appropriate investment or
asset categories.

KUB 401(k) Plan Investment Policy
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VI. INDEX TIER

A. CORE FIXED INCOME INDEX FUND

Purpose

The primary purpose of the Core Fixed Income Index Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide current income and capital preservation. This Fund, over the long-term, is
expected to offer Participants positive inflation-adjusted returns in most economic environments.

Objective

The objective is expected to be accomplished by investing in the fixed income securities
contained in an appropriate, widely-recognized and reported index of fixed income aggregate
domestically-traded securities.

The Core Fixed Income Index Fund will attempt to meet the following Participant expectations:

A level of current income with returns comparable to those achieved by an
appropriate aggregate bond benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Core Fixed Income Index Fund

Investment in a diversified portfolio comprised primarily of securities contained
within the designated fixed income aggregate index.

KUB 401(k) Plan Investment Policy
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B. LARGE CAP EQUITY INDEX FUND

Purpose

The primary purpose of the Large Cap Equity Index Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation.  This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for volatility in the short-
term.

Objective

The objective is expected to be accomplished by investing in the large capitalization stocks
contained in an appropriate, widely-recognized and reported index of large capitalization equity
domestically-traded securities. Some other securities may be utilized in small amounts to
facilitate cash flow management within the Fund.

The Large Cap Equity Index Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by the
designated large cap equity index;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Large Cap Equity Index Fund

Investment in a diversified equity portfolio comprised primarily of stocks contained
within the designated large cap equity index.

KUB 401(k) Plan Investment Policy
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C. SMALL & MID CAP EQUITY INDEX FUND

Purpose

The primary purpose of the Small & Mid Cap Equity Index Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for volatility in the short-
term.

Objective

The objective is expected to be accomplished by investing in the small- and mid-capitalization
securities contained in an appropriate, widely recognized and reported index of small- and mid-
capitalization equity domestically-traded securities. Some other securities may be utilized in
small amounts to facilitate cash flow management within the Fund.

The Small & Mid Cap Equity Index Fund will attempt to meet the following Participant
expectations:

Growth in principal value with returns comparable to those achieved by the
designated small- and mid-cap index;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Small & Mid Cap Equity Index
Fund:

Investment in a diversified equity portfolio comprised primarily of stocks contained
within the designated small- and mid-cap index.

KUB 401(k) Plan Investment Policy
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D. INTERNATIONAL EQUITY INDEX FUND

Purpose

The primary purpose of the International Equity Index Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for volatility in the short-
term.

Objective

The objective is expected to be accomplished by investing in the stocks contained in the
appropriate, widely-recognized and reported index of international equity securities. Some other
securities may be utilized in small amounts to facilitate cash flow management within the Fund.

The International Equity Index Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by the
designated international index;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the International Equity Index Fund:

Investment in a diversified equity portfolio comprised primarily of stocks contained
within the designated international index.

KUB 401(k) Plan Investment Policy
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VIl.  ACTIVE MANAGEMENT TIER

A. STABLE VALUE FUND

Purpose

The primary purpose of the Stable Value Fund is to afford Participants the opportunity to
preserve capital in the short- and long-term while maintaining consistency of returns. This Fund,
over the long-term, is expected to meet or exceed inflation in most economic environments

Objectives
The objective of the Stable Value Fund is to achieve a maximum yield with limited or no
volatility in the value of the underlying assets, as well as to provide maximum flexibility given
the contractual nature of certain fixed-income investments held in the Fund.
The Stable Value Fund will attempt to meet the following Participant expectations:

Safety of principal,

A rate of return providing a premium above short-term interest rates;

Liquidity in accordance with 401(k) Plan provisions; and

Responsiveness to changing interest rate environments.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Stable Value Fund

Appropriate Investments within the Fund:
Investment contracts (guaranteed investment contracts (“GICs”) and bank investment
contracts (“BICs”)) issued by insurance companies and banks as unsecured general
obligations.
GIC separate account and synthetic GIC contracts issued by banks, insurance
companies, and other financial institutions that provide for direct-ownership of, or an
enhanced claim on, the underlying securities supporting the contracts’ liabilities.

Money market/short-term instruments.

KUB 401(k) Plan Investment Policy
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B. CORE FIXED INCOME FUND

Purpose

The primary purpose of the Core Fixed Income Fund is to afford Participants the opportunity to
accumulate capital over the long-term in a Fund whose investment strategy is expected to
provide current income and capital preservation. This Fund, over the long-term, is expected to
offer Participants positive inflation-adjusted returns in most economic environments

Objective

The objective is expected to be accomplished by investing in fixed income securities similar to
those contained in an appropriate, widely-recognized and reported index of fixed income
aggregate domestically-traded securities.

The Core Fixed Income Fund will attempt to meet the following Participant expectations:

A level of current income with returns comparable to those achieved by an
appropriate aggregate bond benchmark;

Risk levels appropriate to the investment class and style of investment; and

Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Core Fixed Income Fund

Investment in a diversified, high-quality fixed income portfolio.

High-quality fixed-income shall mean U.S. Government and agency securities as well
as corporate bonds, mortgage-backed securities, asset-backed securities and
collateralized mortgage obligations (“CMOs”). The fund manager may make use of
other sectors including High Yield and Emerging Market debt to increase
diversification and enhance returns opportunistically.

The overall Fund structure should be consistent with the return and risk parameters as
outlined in the Fund objective.

KUB 401(k) Plan Investment Policy
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C. BALANCED FUND

Purpose

The primary purpose of the Balanced Fund is to afford Participants the opportunity to
accumulate capital over the long-term in a Fund whose investment strategy is expected to
provide a balance between capital appreciation and current income. This alternative is expected
to provide Participants with a professionally managed blend of equity and fixed income
securities.

Obijective

The objective of the Balanced Fund is to achieve capital appreciation over the long-term while
maintaining a level of income that will limit volatility in the short-term.

The Balanced Fund will attempt to meet the following Participant expectations:
Growth in principal value with returns comparable to those achieved by a portfolio
weighted 60% to an appropriate large cap benchmark and 40% to an appropriate
aggregate bond benchmark;
Risk levels appropriate to the investment class and style of investment; and

Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Balanced Fund

Investment in a high-quality, diversified portfolio of securities generally balanced as
to equities and fixed income securities.

Balanced portfolios shall mean portfolios containing a combination of equity
(domestic and international) or equity alternative securities (American Depositary
Receipts (“ADRs”), issues convertible into common stock, etc.), fixed income
securities and cash equivalents.

The overall portfolio structure is expected to be consistent with the return and risk
parameters as outlined in the Fund objective.

KUB 401(k) Plan Investment Policy
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D. LARGE CAP VALUE EQUITY FUND

Purpose

The primary purpose of the Large Cap Value Equity Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for volatility in the short-
term.

Objective

The objective is expected to be accomplished by investing in stocks of domestically-traded
companies with relatively high market capitalizations that are expected to experience price
appreciation through improving valuations.

The Large Cap Value Equity Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by an
appropriate large cap value benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Large Cap Value Equity Fund
Investment in a diversified equity-oriented portfolio.

Equity-oriented portfolios shall mean portfolios containing primarily common stocks
or stock equivalents (American Depositary Receipts (“ADRs”), issues convertible
into common stock, etc.), but shall not exclude the use of fixed income securities and
cash equivalents.

The overall Fund structure should be consistent with the return and risk parameters as
outlined in the Fund objective. The average market capitalization should be within
the range of the largest 1,000 stocks in the U.S. Markets.

KUB 401(k) Plan Investment Policy
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E. LARGE CAP GROWTH EQUITY FUND

Purpose

The primary purpose of the Large Cap Growth Equity Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for volatility in the short-
term.

Objective

The objective is expected to be accomplished by investing in domestically-traded companies
with relatively high market capitalizations that are expected to experience price appreciation
through earnings growth.

The Large Cap Growth Equity Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by an
appropriate large cap growth benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Large Cap Growth Equity Fund:
Investment in a diversified equity-oriented portfolio.

Equity-oriented portfolios shall mean portfolios containing primarily common stocks
or stock equivalents (American Depositary Receipts (“ADRs”), issues convertible
into common stock, etc.), but shall not exclude the use of fixed income securities and
cash equivalents.

The overall Fund structure should be consistent with the return and risk parameters as
outlined in the Fund objective. The average market capitalization should be within the
range of the largest 1,000 stocks in the U.S. markets.

KUB 401(k) Plan Investment Policy
July 2016 Page 17 of 23



F. SMALL CAP VALUE EQUITY FUND

Purpose

The primary purpose of the Small Cap Value Equity Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for high levels of volatility
in the short-term.

Objective

The objective is expected to be accomplished by investing in domestically-traded companies
with small- to mid-sized market capitalization that are expected to experience price appreciation
through improving valuations.

The Small Cap Value Equity Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by an
appropriate mid- and small-cap value benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the Small Cap Value Equity Fund:
Investment in a diversified equity-oriented portfolio.

Equity-oriented portfolios shall mean portfolios containing primarily common stocks
or stock equivalents (American Depositary Receipts (“ADRs”), issues convertible
into common stock, etc.), but shall not exclude the use of fixed income securities and
cash equivalents.

The overall portfolio structure should be consistent with the return and risk
parameters as outlined in the Fund objective. The average market capitalization
should be within the range of the lower 2,000 of the 3,000 largest capitalization
stocks in the U.S. markets.
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G. SMALL CAP GROWTH EQUITY FUND

Purpose

The primary purpose of the Small Cap Growth Equity Fund is to afford Participants the
opportunity to accumulate capital over the long-term in a Fund whose investment strategy is
expected to provide capital appreciation. This Fund, over the long-term, is expected to offer
Participants higher inflation-adjusted returns, with increased potential for high levels of volatility
in the short-term.

Obijective for Evaluation

The objective is expected to be accomplished by investing in domestically-traded companies
with small- to mid-sized market capitalizations that are expected to experience price appreciation
through improving earnings.

The Small Cap Growth Equity Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by an
appropriate mid- and small-cap growth benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines

These general operating guidelines have been adopted for the Small Cap Growth Equity Fund:
Investment in a diversified equity-oriented portfolio.
Equity-oriented portfolios shall mean portfolios containing primarily common stocks
or stock equivalents (American Depositary Receipts (“ADRs”), issues convertible
into common stock, etc.), but shall not exclude the use of fixed income securities and
cash equivalents.
The overall portfolio structure should be consistent with the return and risk
parameters as outlined in the Fund objective. The average market capitalization

should be within the range of the lower 2,000 of the 3,000 largest capitalization
stocks in the U.S. markets.

KUB 401(k) Plan Investment Policy
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H. INTERNATIONAL EQUITY FUND

Purpose

The primary purpose of the International Equity Fund is to afford Participants the opportunity to
accumulate capital over the long-term in a Fund whose investment strategy is expected to
provide capital appreciation. This Fund, over the long-term, is expected to offer Participants
higher inflation-adjusted returns, with increased potential for volatility in the short-term.

Objective

The objective is expected to be accomplished by investing in stocks comparable to those
contained in the appropriate, widely-recognized and reported index of international equity
securities. Some other securities may be utilized in small amounts to facilitate cash flow
management within the Fund.

The International Equity Fund will attempt to meet the following Participant expectations:

Growth in principal value with returns comparable to those achieved by an
appropriate international equity benchmark;

Risk levels appropriate to the investment class and style of investment; and
Liquidity in accordance with 401(k) Plan provisions.

Guidelines for Evaluation

These general operating guidelines have been adopted for the International Equity Fund:

Investment in a diversified equity-oriented portfolio of stocks domiciled outside of
the United States.

Equity-oriented portfolios shall mean portfolios containing primarily common stocks
or stock equivalents (American Depositary Receipts (“ADRS”), issues convertible
into common stock, etc.), but shall not exclude the use of fixed income securities and
cash equivalents.

The overall portfolio structure should be consistent with the return and risk
parameters as outlined in the Fund objective.

KUB 401(k) Plan Investment Policy
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VIll. APPENDIX OF INDICES FOR STANDARDS OF MEASUREMENT AND DESIGNATION OF DEFAULT INVESTMENT
KUB 401(k) PLAN — INVESTMENT POLICY - SUMMARY OF PERFORMANCE MEASURES - JULY 1, 2016

LIFECYCLE TIER

Asset Purpose Investments Measurement 1 — Fund’s Measurement 2 — Fund’s Measurement 3 — Fund’s
Class/Current Return on a Rolling 3 Year Return on a Rolling 5 Year | Volatility on a Rolling 5 Year
Fund Name basis:" basis:* basis:*
Lifecycle Current Income & Combined Equity, Fixed On quarterly and annual bases, | On quarterly and annual Should not exceed 125%
Funds/SSgA Capital Appreciation Income & Cash Equivalent | Lifecycle Funds should equal | bases, Lifecycle Funds target-year appropriate
Target or exceed target-year should equal or exceed customized extended
Retirement appropriate customized target-year appropriate asset class indices

extended asset class indices customized extended asset developed and

developed and maintained by | class indices developed and | maintained by SSgA

SSgA and monitored by maintained by SSgA and and monitored by

Mercer Investment Consulting | monitored by Mercer Mercer Investment

Investment Consulting Consulting

DESIGNATION OF DEFAULT INVESTMENT

The Lifecycle Funds are hereby designated as the default investment in those cases where a Participant does not otherwise effectively direct the investment of any 401(k) Plan
Account balance. The particular Lifecycle Fund, from among those offered under the 401(k) Plan, that has a target date closest to any individual Participant’s 65" birthday shall be
treated as the default investment for that Participant.

INDEX FUND TIER

Asset Purpose Investments Measurement
Class/Current
Fund Name

Core Fixed Current Income & U.S. Govt. & Corp. Bonds On quarterly and annual bases, Fund should closely track performance and volatility of Barclays Capital
Income Index | Capital Preservation Average A Grade Aggregate Index

Fund/
Vanguard
Total Bond
Market Index

Large Cap Capital Appreciation S&P 500 Stocks On quarterly and annual bases, Fund should closely track performance and volatility of S&P 500 Index
Equity Index
Fund/Fidelity

1 On rolling three-year periods, the performance of the Fund should exceed the performance of the stated index.

2 0n rolling five-year periods, the performance of the Fund should exceed the performance of the stated index.

% On rolling five-year periods, the annualized standard deviation of the Fund’s quarterly rate of return should not exceed that of the stated index times the stated percentage.
KUB 401(k) Plan Investment Policy

July 2016 Page 21 of 23



Asset
Class/Current
Fund Name

Purpose

Investments

Measurement

Spartan 500
Index

Small & Mid
Cap Equity
Index
Fund/Fidelity
Spartan
Extended
Market Index

Capital Appreciation

Small to Mid Cap Equity

On quarterly and annual bases, Fund should closely track performance and volatility of Dow Jones US

Completion TSM Index

International
Equity Index
Fund/
Vanguard
Total
International
Stock Index

Capital Appreciation

Non-US Equity

On quarterly and annual bases, Fund should closely track performance and volatility of MSCI ACWI Ex-US

IMI Index

ACTIVE MANAGEMENT TIER

Asset Purpose Investments Measurement 1 — Fund’s Measurement 2 — Fund’s Measurement 3 — Fund’s
Class/Current Return on a Rolling 3 Year Return on a Rolling 5 Year | Volatility on a Rolling 5 Year
Fund Name basis:* basis:” basis:®

Stable Value Stable Investment GICs & BICs Citigroup T-Bill + Citigroup T-Bill + 100 bps None

Fund/Fidelity 100 bp

Managed

Income

Portfolio

Core Fixed Current Income & U.S. Govt. & Corp. Bonds Mercer MF US +Median | Barclays Capital Aggregate | Barclays Capital 110%
Income Fund/ | Capital Preservation Average A Grade Fixed Combined Bond Index Aggregate Bond Index
Prudential

Core Plus

Bond CIT

* On rolling three-year periods, the performance of the Fund should exceed the median of the stated universe (and in the case of the Stable Value Fund, by at least the amount

stated).

> On rolling five-year periods, the performance of the Fund should exceed the return of the stated index (and in the case of the Stable Value Fund, by at least the amount stated).
® On rolling five-year periods, the annualized standard deviation of the Fund’s quarterly rate of return should not exceed that of the stated index times the stated percentage.
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Asset Purpose Investments Measurement 1 — Fund’s Measurement 2 — Fund’s Measurement 3 — Fund’s
Class/Current Return on a Rolling 3 Year Return on a Rolling 5 Year | Volatility on a Rolling 5 Year
Fund Name basis:’ basis:® basis:’

Balanced Balance Current Blend of Equity, Fixed Mercer MF US +Median | 60% S&P 500 & 40% 60% S&P 500 & 40% | 120%
Fund/Dodge & | Income & Capital Income & Cash Equivalents | Balanced Barclays Capital Aggregate | Barclays Capital

Cox Balanced | Appreciation Index Aggregate Index

Large Cap Capital Appreciation Large Cap — Appreciation Mercer MF US + Median | Russell 1000 Value Index Russell 1000 Value 125%
Value Equity by Improving Valuations Large Cap Value Index

Fund/John

Hancock

Classic Value

Large Cap Capital Appreciation Large Cap — Appreciation Mercer MF US + Median | Russell 1000 Growth Index | Russell 1000 Growth 125%
Growth Equity by Earnings Growth Large Cap Index

Fund/Mainstay Growth

Large Cap

Growth

Small Cap Capital Appreciation Small to Mid Cap Equity — Mercer MF US + Median | Russell 2000 Value Index Russell 2000 Value 150%
Value Equity Improved Valuations Small Cap Value Index

Fund/Victory

Integrity

Small-Cap

Value

Small Cap Capital Appreciation Small to Mid Cap Equity — Mercer MF US + Median | Russell 2000 Growth Index | Russell 2000 Growth 150%
Growth Equity Improved Earnings Small Cap Index

Fund/Voya Growth

Small-Cap

Opportunities

International Capital Appreciation Non-US Equity Mercer MF + Median | MSCI EAFE Index MSCI EAFE Index 125%
Equity International

Fund/Fidelity Equity

International

Discovery

MF = Mutual Fund

" On rolling three-year periods, the performance of the Fund should exceed the median of the stated universe (and in the case of the Stable Value Fund, by at least the amount
stated).

& On rolling five-year periods, the performance of the Fund should exceed the return of the stated index (and in the case of the Stable Value Fund, by at least the amount stated).
° On rolling five-year periods, the annualized standard deviation of the Fund’s quarterly rate of return should not exceed that of the stated index times the stated percentage.
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Uk

Knoxville Utilities Board

June 10, 2016

Knoxville Utilities Board
445 S. Gay Street
Knoxville, Tennessee 37902-1109

Commissioners:

As you may recall, each KUB utility division operates under a set of rules and regulations
adopted by the Board of Commissioners. These documents dictate the general policies and
procedures under which each utility system is to be operated.

KUB staff, in conjunction with legal counsel, periodically reviews the rules and regulations to
ensure the governing documents consistently and accurately reflect KUB’s current business
structure and practices.

The Rules and Regulations for the Electric, Water and Wastewater Divisions have recently been
reviewed and proposed changes have been identified, including housekeeping items to improve
the overall clarity of the documents, and changes to reflect current business practices. As you
may recall, the Gas Division Rules and Regulations were recently modified by Board action in
November 2015.

Resolution 1347 adopts revised Electric, Water and Wastewater Division Rules and Regulations
reflecting the aforementioned changes. Drafts of the proposed Electric, Water and Wastewater
Division Rules and Regulations are enclosed for your review, along with a summary of the
proposed changes.

| recommend the adoption of Resolution 1347 on first and final reading.

Respectfully submitted,

—

Mintha E. Roach
President and CEO

Enclosures



DRAFT
RESOLUTION NO. 1347

A Resolution Adopting Rules and Regulations for the Electric, Water and
Wastewater Divisions of the Knoxville Utilities Board Providing for the Efficient
Use, Operation, and Management of the Electric, Water and Wastewater Systems,
Thereby Replacing the Existing Rules and Regulations of the Electric, Water and
Wastewater Divisions

Whereas, Section 1106(G) of the Charter of the City of Knoxville provides that the
Knoxville Utilities Board (“KUB”) has the authority to make and enforce all necessary
and desirable rules and regulations for the efficient use, operation, and management of
the KUB system; and

Whereas, the KUB Board of Commissioners (“Board”), by Resolution No. 1191,
previously adopted Electric Division Rules and Regulations; and

Whereas, the Board, by Resolution No. 1190, previously adopted Water Division
Rules and Regulations; and

Whereas, the Board, by Resolution No. 1241, as amended, previously adopted
Wastewater Division Rules and Regulations; and

Whereas, KUB staff periodically reviews KUB’s utility division rules and
regulations for clarity and to ensure consistency with applicable laws, other KUB
governance documents, and KUB'’s current business structure and practices; and

Whereas, KUB staff, in conjunction with legal counsel, have identified certain
modifications to the Electric, Water and Wastewater Rules and Regulations, which will
provide greater clarity and more accurately reflect KUB’s current business practices;
and

Whereas, the Board finds that it is in the best interest of KUB and its customers
to adopt revised Electric Division Rules and Regulations, Water Division Rules and
Regulations, and Wastewater Division Rules and Regulations.

Now, Therefore, Be It Hereby Resolved by the Board of Commissioners of
the Knoxuville Utilities Board:

Section 1. The Electric Division Rules and Regulations, attached hereto and
incorporated herein as Exhibit A to this resolution, are hereby adopted in their entirety
and as of and after the effective date of this resolution shall be applicable in place of the
existing Electric Division Rules and Regulations.



Section 2. The Water Division Rules and Regulations, attached hereto and
incorporated herein as Exhibit B to this resolution, are hereby adopted in their entirety
and as of and after the effective date of this resolution shall be applicable in place of the
existing Water Division Rules and Regulations.

Section 3. The Wastewater Division Rules and Regulations, attached hereto
and incorporated herein as Exhibit C to this resolution, are hereby adopted in their
entirety and as of and after the effective date of this resolution shall be applicable in
place of the existing Wastewater Division Rules and Regulations, however the
appendices to the existing Wastewater Division Rules and Regulations providing
operating guidelines and enforcement response guides for certain wastewater programs
shall remain intact and in full force and effect.

Section 4. The President and CEO is authorized to take such actions and to
authorize other persons to take such actions as may be necessary, proper, and
convenient to carry into effect the Electric Division Rules and Regulations, the Water
Division Rules and Regulations, and the Wastewater Division Rules and Regulations.

Section 5. This resolution shall take effect from and after its passage.

Nikitia Thompson, Chair

Mark Walker, Board Secretary

APPROVED ON 1%
& FINAL READING:
EFFECTIVE DATE:
MINUTE BOOK 36 PAGE
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Knoxville Utilities Board

Rules and Regulations for the Electric Division
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Section I. Purpose

It is the intent of the Knoxville Utilities Board (“KUB”) that these Rules and
Regulations promote the following principles:

1.

2.

Assure the safe and efficient use, administration, operation, expansion,
extension, and preservation of KUB'’s electric system.

Assure its customers’ compliance with these Rules and Regulations, Rate
Schedules for electric service adopted by the Board and Service Procedures
established by KUB to implement these Rules and Regulations.

Promote fair, reasonable, and uniform treatment of customers in each of the
rate classes of KUB’s Electric Division.

Protect our environment through the professional management of our system
and maintain public confidence in KUB's electric system.

Encourage economic development by promoting extensions of the KUB
electric system.

Simplify, clarify, and modernize the policies governing the operation of KUB’s
Electric Division.

Assure that the KUB electric system operating practices are as uniform as
appropriate.

Promote the continued evolution and development of KUB'’s electric system
operating guidelines and practices.

Section Il. Scope

These Rules and Regulations apply to the application, implementation, and
operation of KUB'’s electric system and the provision of electric service and have
been adopted pursuant to authority granted the Board by Section 1106(G) of the
City Charter.

1. Conflict. In addition to these Rules and Regulations, the following
documents, listed in order of precedence, are hereby made a part of all
contracts and enforceable through all contracts, actual and implied, for
customers and users receiving electric service from KUB and apply to all
electric services received by customers, whether the service is based
upon contract, agreement, signed application or otherwise:

)] the Electric Division Rate Schedules;
i) these Rules and Regulations as may be amended from time
to time; and

iii) the Service Procedures.

In the event of a conflict between the documents listed above, the order of
precedence shall govern.



2. Severability. If any clause, sentence, paragraph, section or part of
these Rules and Regulations, any applicable Electric Division Rate
Schedule, or any provision of the Service Procedures shall be declared
invalid or unconstitutional, it shall not affect the validity of the remaining
parts of these Rules and Regulations, the applicable Electric Division Rate
Schedule, or the Service Procedures.

3. Authority. Subject to the limitations set forth in the Charter, these
Rules and Regulations, applicable Rate Schedules and any other official
Board action or resolution, the President and CEO, and his/her designees,
has all rights, powers, duties and authorities to implement, and enforce
these Rules and Regulations. The President and CEO, and his/her
designees has all rights, powers, duties, and authorities to establish and
enforce Service Procedures and other such policies and programs
necessary to implement these Rules and Regulations.

4. Rules and Regulations Oversight Committee. The Rules and
Regulations Oversight Committee shall consist of the Chief Operating
Officer (COOQO), and other members of KUB management, as so
designated by the President and CEO. The COO shall chair the
Committee. The Rules and Regulations Oversight Committee will provide
oversight of the implementation, enforcement and administration of the
Rules and Regulations. The Rules and Regulations Oversight Committee
is responsible for recommending changes to the Rules and Regulations to
the President and CEO. Any substantive amendments or changes to
these Rules and Regulations are subject to the approval of the President
and CEO and adoption by the Board in accordance with the Board’s
procedures.

5. Access to Premises. The customer, user, and if a different person,
owner of premises to which electric service is provided shall, by its receipt
and acceptance of electric service, grant to KUB permission to access the
premises at all times, including immediate access if determined to be
necessary by KUB in the event of an emergency, for the purpose of:

i. Reading meters;

ii. Installing, testing, inspecting, repairing, operating,
maintaining, removing, and replacing any KUB electric
system component;

iii. Vegetation management including but not limited to tree-
trimming;

iv. Clearing hazards away from KUB'’s electric system;

v. Inspecting and operating the customer’s, user’s, and if a
different person, owner’s electric facilities;

vi. Inspecting the premises; and
vii. Providing notifications



in order to determine that KUB’s Rules and Regulations and/or Service
Procedures implementing the Rules and Regulations, the National Electric
Code, and the National Electric Safety Code are being complied with and
to ensure compliance with applicable federal, state, and local law(s) and
regulation(s).

6. Responsibility for KUB’s Property. The customer, user, and if a
different person, owner shall provide a space for and exercise proper care
to protect any KUB property on the premises; and in the event of loss or
damage to KUB'’s property, arising from the negligence to care for said
property, the cost of necessary repairs or replacements shall be paid by
the negligent party.

The customer is solely responsible for trimming and/or removing any
vegetation impeding (including but not limited to any tree) the installation,
operation, repair, maintenance, removal or replacement of the electric
service lines and related electric facilities.

No person shall cause or allow to exist on the premises any building, trees
or anything else that interferes with the installation, operation,
maintenance, removal or replacement of KUB'’s service and related
electric facilities.

No person shall perform excavation without a valid TN811 locate request
ticket. The Tennessee Underground Utility Damage Prevention Act
specifies the requirements for safe digging or other work near utilities.

7. Responsibility for Compliance with Rules and Regulations. Every
customer, user, and if a different person, owner shall comply with these
Rules and Regulations, Rate Schedules for the Electric Division adopted
by the Board, and Service Procedures established by KUB to implement
these Rules and Regulations.

8. Promotion of Technology. KUB may establish and maintain
processes consistent with these Rules and Regulations that promote and
utilize new technologies for the operation of its electric system which
improve system reliability, increase operational flexibility and/or lower
costs of operation. Examples include, but are not limited to, automated
remote metering, estimated metering, etc.

9. Health and Safety. All Rules and Regulations and Service
Procedures affecting health and safety, including (without limitation) all
provisions relating to inspection, general safety precautions for utilization,
operation and maintenance of KUB'’s electric system, and rules governing
installations, are for the guidance and benefit of customers, users, and if a
different person, owners, and KUB shall not be responsible for the health



and safety thereof, or for any loss, damage, or injury resulting from any
violation thereof, but KUB reserves the right, in its discretion, to refuse to
furnish electric service, or to discontinue furnishing electric service, where
the customer, user, and if a different person, owner fails to comply
therewith.

10. Interpretation. It is the intent of KUB that these Rules and
Regulations be liberally interpreted.

Section Ill. Definitions

For the purpose of these Rules and Regulations, and unless the context
specifically indicates otherwise, the following terms shall have the meaning
ascribed:

Wherever the context shall require, words used herein in the singular shall
include the plural, words used in the plural shall include the singular, words used
in the masculine shall include the feminine, and words used in the feminine shall
include the masculine.

Board shall mean the KUB Board of Commissioners, as appointed from
time to time by the Mayor and City Council of the City of Knoxville,
Tennessee.

Chief Executive Officer or President and CEO shall mean the President
and Chief Executive Officer of the Knoxville Utilities Board.

Chief Operating Officer or COO shall mean the Chief Operating Officer of
the Knoxville Utilities Board. The COO, subject to the supervision of the
CEO, shall administer, implement, and enforce the provisions of these
Rules and Regulations.

City shall mean the City of Knoxville, Tennessee.

Commercial and industrial use shall mean all uses with the exception of
domestic use as defined in these Rules and Regulations.

Connection shall mean any physical tie or hookup made to the KUB
electric system.

Contribution in Aid of Construction (CIAC) shall mean a payment required
of the customer for the extension of KUB'’s electric system.

Customer shall mean any person who receives electric service from KUB
under either an express or implied contract requiring such person to pay



KUB for such service. The term shall also include illicit users of electric
service from KUB.

Domestic use of the electric system shall be defined and limited to single-
family, multifamily, apartment or other dwelling unit or dwelling unit
equivalent connecting to KUB'’s electric system and used for residential
purposes only.

Dwelling unit shall mean any structure occupied by one or more persons
of a single family for residential purposes. Apartment buildings and other
structures occupied by more than one family shall be considered multiple
dwelling units.

Electric Division or division shall mean the part of the KUB system having
charge of the physical operation and financial oversight of KUB’s electric
system.

Electric system shall mean all facilities for transmitting, distributing, and
receiving electricity.

Electricity and/or electric service means energy made available for
consumption by KUB for its customers, users, and if a different person,
owners for domestic, commercial and/or industrial use by transmitting or
distributing energy via the flow of an electric charge through a conductor.

Fee is any amount levied that is: (1) infrequent in nature, and/or (2)
generally not consumption based, and/or (3) set at the discretion of
management of KUB as authorized by the Board, but does not include a
rate.

Knoxville Utilities Board, or KUB, shall mean the Knoxville Utilities Board
of the City of Knoxville, Tennessee, or, as the context requires, the
management of KUB, its contractors or agents.

Overhead electric service line (service drop) shall mean an overhead
extension of KUB'’s electric system required to connect the customer’s,
user’s, or if a different person, owner’s premises and/or dwelling to the
electric system. The overhead electric service line (service drop) shall be
owned by KUB and thus be considered a part of KUB’s electric system.

Person shall mean any individual, partnership, firm, company, association,
society, corporation, limited liability company, trust, estate, governmental
entity, or any other legal entity, or its legal representatives, agents, or
assigns. This definition includes all federal, state and local governmental
entities and shall also include illicit users of electric service from KUB.



Point of Delivery, for overhead electric service, shall mean the point at
which the overhead electric service line (service drop) connects to the
customer’s, user’s, or if a different person, owner’s premises, as
determined by KUB; for underground electric service, it shall mean the
point at which the underground electric service conductors (service lateral)
connects to KUB’s electric system, as determined by KUB.

Premises shall mean any structure, group of structures, or property,
whether occupied or unoccupied, operated as a single business,
enterprise, or dwelling unit, but shall not include more than one dwelling
unit.

Rate is any quantitative value used to determine an amount levied on a
customer directly related to the provision and/or consumption of electricity
typically associated with utility usage, as set forth in an Electric Division
Rate Schedule adopted by the Board.

Rules and Regulations means the rules and regulations adopted by the
Board governing the operation and use of KUB'’s electric system.

Service Procedures means those governing procedures set forth in a
document or document(s) adopted by the President and CEO
implementing the Rules and Regulations for the KUB electric system and
outlining the guidelines necessary to oversee daily operation of KUB’s
electric system.

Stand-by Service is support electric service that is not regularly used by
the customer that is made available as needed to supplement a
customer’s electric service requirements as authorized by the KUB Rate
Schedule(s) for the Electric Division and/or a customer contract.

Standards and specifications shall mean a set of processes or procedures
regarding certain aspects of the KUB electric system, which may be in
effect from time to time, but may not be included in the Service
Procedures.

Sub-metering shall mean metering equipment not owned by KUB that is
used to measure and bill electric consumption at a premises and/or
dwelling unit for payment of electric consumption to an entity other than
KUB.



Underground electric service conductor (service lateral) shall mean an
underground extension of electric facilities and related appuertances
required to connect the customer’s, user’s, or if a different person, owner’s
premises and/or dwelling to KUB'’s electric system. Underground electric
service conductors (service lateral) shall be owned by the individual
property owner.

User shall mean any premise having a connection to the KUB electric
system or having access thereto. The term shall include illicit users of
electric service from KUB.

Section IV. Initiation of Electric Service

1. Residential use. A formal request for either original or additional
electric service must be made to KUB by the customer and be duly
approved by KUB before connection to the KUB electric system is made.
The request shall be in the prescribed form according to the Service
Procedures. The receipt by KUB of a prospective customer's request for
electric service shall not obligate KUB to render the electric service. KUB
may, at its sole discretion, require the customer to provide security,
assurance, or guaranty prior to KUB rendering electric service.

2. Commercial and industrial use. A formal request for either original
or additional electric service must be made to KUB and be duly approved
before connection is made. The request shall be in the prescribed form
according to the Service Procedures. The receipt by KUB of a prospective
customer's request for electric service shall not obligate KUB to render the
electric service. KUB may, at its sole discretion, require the customer to
provide security, assurance, or guaranty prior to KUB rendering electric
service.

3. Intergovernmental agreements. At KUB'’s sole discretion, KUB may
enter into agreements with municipalities and unincorporated areas for the
distribution and/or transmission of electric service. Any such agreement
must comply with all applicable federal, state and local laws, ordinances,
regulations and KUB’s Rules and Regulations. There shall be no liability
on the part of KUB to the requestor for refusal of such service.

4. Private electric systems. At KUB's sole discretion, KUB may allow
the connection of private electric systems to the KUB electric system. Any
person owning or controlling premises either within or without the current
KUB electric system area of service desiring to install a private electric
system and to connect to the KUB electric system must comply with all
applicable federal, state and local laws, ordinances, regulations and
KUB'’s Rules and Regulations and Service Procedures. KUB may enter
into an agreement with said persons at KUB's sole discretion. There shall



be no liability on the part of KUB to the requestor for refusal of such
service.

Section V. Connections to KUB Electric System

1. Electric System extension or relocations. Customer extensions or
relocations, both overhead and underground, will be located in a right-of-
way or dedicated easement acceptable to KUB. Unless approved by
KUB, the right-of-way must be adjacent to a road that is suitably
maintained so as to permit KUB to have direct access to the KUB electric
system. Should the right-of-way be adjacent to a private road, rights of
ingress and egress shall be granted to KUB, and a dedicated easement
shall be provided to KUB without cost before any overhead electric service
line extension and/or underground electric service conductors are
constructed. If additional easements are required, the customer shall bear
KUB'’s costs of obtaining said easements.

KUB may offer temporary electric service in accordance with its Rate
Schedules and/or Service Procedures.

2. Point of delivery

A. The point of delivery, for overhead electric service, shall mean the
point at which the overhead electric service line (service drop)
connects to the customer’s, user’s, or if a different person, owner’s
premises, as determined by KUB; for underground electric service,
the point of delivery shall mean the point at which the underground
electric service conductors (service lateral) connects to KUB'’s
electric system, as determined by KUB.

B. All connections to the KUB electric system are to be made in
accordance with all applicable KUB standards and specifications.
In the event of a discrepancy between KUB standards and
specifications and the National Electric Code, the National Electric
Code shall prevail.

C. The Codes Inspector for the City for connections within the City and
the appropriate regulatory authority for the area for connections
outside the City, including but not limited to the State Inspector,
must inspect and approve the electric service connection before
any meter is set by KUB. For connections for government entities
within KUB'’s service area, the appropriate regulatory authority, if
any, shall make electrical inspections, before any meter is set by
KUB.

D. Costs and expenses incident to the installation, connection and
inspection of the wiring and equipment beyond the point of delivery
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shall be borne by the customer, user, and if a different person,
owner. All wiring or equipment (except KUB’s metering) beyond
the point of delivery shall be owned and maintained by the
customer, user, and if a different person, owner unless otherwise
agreed to in writing by KUB.

. Each customer, user, or if a different person, owner shall be entirely
responsible for the maintenance, including repair and rehabilitation,
of the underground electric service conductors (service lateral) in
accordance with KUB'’s standards and specifications, these Rules
and Regulations, the most recent Electrical Code, as modified and
adopted by the City, or the appropriate regulatory authority for the
area of connection outside of the City, and all applicable codes and
ordinances.

The customer, owner, and if a different person, owner shall also be
entirely responsible for the trimming and/or removal of vegetation in
order to maintain a reasonable clearance between said vegetation
and the underground electric service conductors (service lateral)
and/or the overhead electric service line (service drop).

. KUB operates, maintains, repairs, and replaces all portions of the
KUB electric system. KUB shall perform all work in accordance
with National Electric Code regulations, KUB's standards and
specifications, these Rules and Regulations, and any other
applicable codes and ordinances.

. The location of KUB’s metering equipment shall not change the
location of the point of delivery.

. KUB shall not be liable for any injury to persons or property on
account of any defect or negligence in the installation,
maintenance, or use of the customer’s, user’s, and if a different
person, owner’s equipment beyond the point of delivery.

3. Voltage Fluctuations. Electric service must be used by the customer,
user, and if a different person, owner in such a manner as to not cause
unusual fluctuations or disturbances to KUB'’s electric system. KUB may
require any such party, at their expense, to install a suitable apparatus
that will reasonably limit such fluctuations. KUB shall inspect and approve
any such apparatus and will require installation to meet all applicable
codes and KUB standards and specifications.

4. Additional Load. The service connection, transformers, meters and
equipment supplied by KUB for each customer, user, and if a different
person, owner have definite capacity and no major addition to the
equipment or load connected thereto, as determined by KUB in its sole
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discretion, will be allowed except by consent of KUB. Failure to give
written notice of major additions or changes in load, as determined by
KUB in its sole discretion, and to obtain KUB’s written consent for same
shall render said party liable for any damage toKUB'’s electric system
caused by the additional or changed installation.

5. Stand-by Service. A qualified customer may request stand-by service
provided the stand-by capacity can be provided and made available. The
determination of the economic contribution made by KUB, if any, toward
providing stand-by service for a customer shall be determined by KUB on
the basis of economic and/or technical feasibility. In making such
determination, KUB shall consider the total capital cost, the anticipated
revenues, the estimated expenses associated with the extension, such
other economic factors as the KUB may deem appropriate under the
circumstances, and the availability of stand-by capacity. Costs in excess
of KUB's investment, if any, shall be borne by the customer and shall
constitute a CIAC. All expenses incident thereto, including testing, repair,
maintenance, billing and reading the meter for the stand-by service, shall
be borne by the customer. A customer must receive approval from KUB
prior to the installation of a stand-by service.

6. Interconnection. No interconnection of any kind shall be permitted
between KUB'’s electric system and any electric supply from any other
source, nor shall any electric supply from any other source be permitted to
migrate into KUB’s electric system, unless approved in writing by the COO
or the President and CEO. Additionally, KUB will require technical
information, including but not limited to manufacturer drawings, equipment
layout, and details concerning the transfer switch apparatus, in regard to
the interconnection or electric backup system. KUB reserves the right to
alter or modify the requesting party’s plans to address safety concerns or
KUB'’s electric system integrity.

Section VI. Interruption of Electric Service

KUB shall not be liable for any damage resulting from failure of any KUB electric
system component, or by discontinuing the operation of any segment of its
electric system for repair, extensions or connections, or from the accidental
failure of its electric system from any cause whatsoever, or the termination of
electric service as the result of violations by any customer, user, and if a different
person, owner of any applicable federal, state and local laws and/or these Rules
and Regulations or KUB’s Service Procedures, or damage resulting from KUB'’s
failure to terminate electric service after notice of termination of electric service
by the customer. In cases of emergency, KUB shall have the right to restrict the
use of its electric system in any reasonable manner for the protection of KUB’s
electric system, customers, the public, and the environment.
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Section VII. Shortage of Electricity

In the event of an emergency or other condition causing a shortage in the
amount of electricity for KUB to meet the demands on its electric system, KUB
may, by a method deemed equitable by KUB, fix the amount of electricity to be
made available for use by customers and/or may otherwise restrict the time and
purpose of electric use by customers. A method for the distribution of electricity
under such circumstances may be set forth in the Service Procedures.

If such conditions become necessary, a customer may request a variance
because of unusual circumstances including matters adversely affecting public
health, safety, and welfare. If the customer fails to comply with such restriction,
KUB may take such remedial action, as it deems appropriate under the
circumstances including but not limited to temporarily terminating electric service
or charging additional amounts because of the excess use of electricity.

KUB also reserves the right to grant no further applications for electric service
until such time that the shortage of electricity for KUB to meet the demands on its
electric system has been alleviated.

Section VIIl. Termination of Electric Service; Refusal to Connect Electric
Service

KUB has the right to terminate or refuse electric service based on outstanding
debts owed to KUB related to the non-payment of utility bills, a dispute as to the
ownership or right of occupancy of the premises requesting electric service, a
violation of these Rules and Regulations, a violation of Service Procedures, a
violation of a customer contract, non-payment of a utility bill by the customer,
non-usage of electric service for a reasonable period of time, a violation of the
National Electric Safety Code or any other applicable rule, law, or ordinance, or
any other legitimate reason deemed in KUB’s best interests and the best
interests of KUB'’s electric system.

Section IX. Rates for Electric Service

Electric service rates shall be set forth in the Electric Division Rate Schedules as
adopted by the KUB Board.

Section X. Billing for Electric Service
The billing for electric service shall be in accordance with the Rate Schedules of
the Electric Division as approved by the Board and this section of the Rules and

Regulations.

1. Minimum charges. The minimum charge, if any, will be as stated in
the Rate Schedules of the Electric Division.
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2. Estimated billing. KUB may periodically estimate a customer’s
electric consumption and submit to customer for payment such
estimated service bill.

3. Billing adjustments. KUB may adjust customer billing for reasons
including but not limited to the following: billing for over or under
registration of meters, for the determination of electric consumption by
customers when meters have been inoperative, for an obviously
incorrect meter reading, or for other recognized and proper
adjustments as are determined by KUB.

Section Xl. Authority to Levy Charges and Fees

Under the provisions of the City Charter and of the general laws of the State of
Tennessee, KUB is authorized and empowered to fix, levy and collect fees, rents,
tolls or other charges for the use of or in connection with the KUB electric
system. This authorization includes but is not limited to the establishment, levy
and collection of a service charge, improvement charge or other charges deemed
necessary. The CEO and/or his/her designee may establish Service Procedures
addressing the establishment of charges and fees associated with electric
service.

Section Xll. KUB Electric System Extensions
1. General Extension Policy

A. The investment that KUB will make, if any, toward an extension of
the KUB electric system will be equitably determined by KUB on the
basis of economic and/or technical feasibility. In making such
determination, KUB shall consider the total capital cost, the
anticipated revenues, the estimated expenses associated with the
extension, such other economic factors as KUB may deem
appropriate under the circumstances and the availability of
adequate capacity in the KUB electric system. KUB may require the
person to pay a CIAC.

B. KUB may require the person to execute an extension agreement
which requires and/or provides for assurances or other security or
credit arrangements as may be required by KUB in its sole
discretion, with respect to the extension, including, but not limited
to, refundable construction advances, minimum demand or bill
requirements, and such other forms of security, assurance, and/or
guaranty, as KUB determines to be necessary or appropriate to
protect the interest of KUB and its customers. KUB shall not be
obligated to provide refunds unless specified in a contract. In no
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event shall a refund be in excess of the amount of the advance for
or actual cost of construction.

KUB shall have the authority to extend its electric system in a
manner different from that set forth in the Rules and Regulations
and charge a CIAC when any such extension is determined to be in
the best interest of KUB, economic interest of the community, or to
the benefit of the public health of the community.

. The authority to make electric extensions is in KUB’s sole discretion

even though all requirements have been met. Nothing contained
herein shall be construed as requiring KUB to extend electric
service to any property. KUB electric system extensions shall not
be denied on the basis of race, sex, religion, color, age, or national
origin.

All costs associated with designing and installing an electric
system and all appurtenances in new developments are the sole
responsibility of the persons developing the subdivision or land
development project.

. Construction of KUB Electric System

A.

KUB's electric system shall be constructed by KUB personnel or by
a licensed contractor acceptable to KUB.

. The size, type, and installation of KUB'’s electric system

components shall comply with KUB'’s standards and specifications
and must be approved by KUB. KUB may at its sole discretion
install its facilities overhead or underground.

Construction work on KUB'’s electric system shall at all times be
subject to inspection by KUB to assure that the work conforms to
KUB'’s standards and specifications.

No approval or inspection by KUB hereunder shall relieve a
contractor or a person who contracted with a contractor of any
liability for work performed on the KUB electric system.

Upon the completion of construction and subsequent inspection
and approval by KUB, such construction shall become the property
of KUB and thereafter become a part of KUB'’s electric system. The
persons paying the cost of construction shall execute any written
instrument requested by KUB to provide evidence of KUB's title. In
consideration of such being transferred to KUB, KUB shall
incorporate such as an integral part of KUB'’s electric system in
accordance with these Rules and Regulations.
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F. KUB may, at the request of a person, relocate or change existing
KUBelectric system components. The person may be required to
reimburse KUB for costs of such relocation or change including but
not limited to appropriate overheads and associated costs for
easement acquisitions. When a public right-of-way is changed for
the benefit of private interests and KUB’s electric system must be
adjusted to accommodate said change, the cost of such
adjustments shall be paid in advance on a non-refundable basis by
the requesting parties.

G. The property owner shall be entirely responsible for the trimming
and/or removal of vegetation in order to maintain a reasonable
clearance between said vegetation and the underground electric
service conductors (service lateral) and/or the overhead electric
service line (service drop).

. Construction and Responsibility for Private Electric Systems.
KUB reserves the authority to allow and/or deny private electric
systems that either directly or indirectly draw and/or transmit electrical
current to and/or from, as appropriate, the KUB electric system. Any
such private electric system shall be approved by the applicable
governing entities. The owner of the private electric system, such as
the developer, the developer’s legally authorized successor, property
owner, etc., shall retain ownership of and be responsible for all
operation and maintenance of the private electric system. KUB shall
retain ownership of and be responsible for the operation and
maintenance of the master metering equipment, which registers
electric usage by the private electric system. If determined by KUB
that the private electric systems violate any applicable federal, state or
local laws, or regulations or these Rules and Regulations or Service
Procedures, then KUB has the authority to require the customer to
rectify the violation at the customer’s expense. KUB has the authority
and reserves the right to enter on the customer’s property and to rectify
the violation and seek reimbursement for costs borne by KUB to rectify
the violation.

Section XIlll. Prohibition of Electricity Resale.

No person shall resell electricity from KUB’s electric system without KUB'’s
express written permission.

Section XIV. Sub-metering.

Sub-metering of KUB'’s electric service shall not be allowed except as expressly
permitted in writing by KUB in circumstances where the COO has determined it is
in KUB'’s best interests or it is expressly permitted in a Rate Schedule.
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Section I. Purpose

It is the intent of the Knoxuville Utilities Board (“KUB”) that these Rules and Regulations
promote the following principles:

1.

2.

Assure the safe and efficient use, administration, operation, expansion, extension,
and preservation of KUB’s water system.

Assure its customers’ compliance with these Rules and Regulations, Rate
Schedules for water service adopted by the Board and Service Procedures
established by KUB to implement these Rules and Regulations.

Promote fair, reasonable, and uniform treatment of customers in each of the rate
classes of KUB’s Water Division.

Protect our environment through the professional management of our system and
maintain public confidence in KUB'’s water system.

Encourage economic development by promoting extensions of the KUB water
system.

Simplify, clarify, and modernize the policies governing the operation of KUB’s Water
Division.

Assure that the KUB water system operating practices are as uniform as
appropriate.

Promote the continued evolution and development of KUB'’s water system operating
guidelines and practices.

Section Il. Scope

These Rules and Regulations apply to the application, implementation, and operation of
KUB’s water system and the provision of water service, and have been adopted
pursuant to authority granted the Board by Section 1106(G) of the City Charter.

1. Conflict. In addition to these Rules and Regulations, the following
documents, listed in order of precedence, are hereby made a part of all contracts
and are enforceable through all contracts, actual and implied, for customers and
users receiving water service from KUB and apply to all water services received
by customers, whether the service is based upon contract, agreement, signed
application or otherwise:

i) the Water Division Rate Schedules;
i) these Rules and Regulations as may be amended from time to
time; and

i) the Service Procedures.

In the event of a conflict between the documents listed above, the order of
precedence shall govern.



2. Severability. If any clause, sentence, paragraph, section or part of these
Rules and Regulations, any applicable Water Division Rate Schedule, or any
provision of the Service Procedures shall be declared invalid or unconstitutional,
it shall not affect the validity of the remaining parts of these Rules and
Regulations or the applicable Water Division Rate Sched