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The Office of the State Comptrolled | t adQuestion of Ethics

BACKGROUND: New York Statés Common Retirement Furidt h e fiskamangltibe)largest
institutional investors in the natiomanagdng billions of dollars for over one millionurrent and former
New York government employeeso rely onits assetdor theirfinancial security imetirement As the
sole trustee of these assets, the New York &ateptroller wieldeenormousnfluenceover their
investment Theconfluence ofliscreton vested in th€omptroller over thé&undcoupled withthe size
of its holdingshas let itselfto considerableorruptionover the years

Most recently, snior staff from the Office ohie State ComptrollefiDS@) pled guilty tousingthe Fund

to financepersonal business venturadile the top political advisaio the former State Comptrolleras

indicted on123counts forallegedlysecuring $25 million in feesom directing business to theund Il -
gottenfifee do greatdlamagedo the integrity ofour retirement systeranddiminish the returns on
investmentsdepriving public employees of what is rightfully theirgnvestigatios into wrongdoingoy

the New York State Attorney Genégrthe Albany District Attorneyand thelU.S. Securities and Exchange
CommissionASEQ@) areongoing and hae reachedntothecurrentCo mpt r ol l.er 6s of fi ce

In essencehese arecasa of dishonespoliticians scheming to raid State pensions for private purposes
and venal greed. It is arguably thlackest mark on Albany in a startling series of deep dark stains.

OBJECTIVE : The ethical reformsutlined in this white papere meant tensure thathe New York
State Comptrollefulfill s his or herfiduciary responsibilityfree of conflict,improprietyor fraudandthus
restore faith in the officéself. Theyare more comprehensittganand fill gapsin the newSECTiPay to
Playo rulesandwould institute agreater degreef fairness integrity andransparencyo pension
managementFinally, they would help ensure thiuture prosperity of the Fundvhich over one million
current and formeNew Yorkgovernmentvorkersdepend upoifor theirretirementsecurityy and for
which all New Yorkers are ultimately responsildace shortfallareborne by New York taxpayers.

MISSION: To adopt tlese proposasin full and, in all respectsrun the most professimal, transparent
and forthrightCo mpt r ol | iethedceuntyf f i c e

Proposal I: Ban pay-to-play in earnest

Presentlythereare SECregulationgorevening selectprofessional classdbatdo business with New
York State from contributing tthe Comptrolleor a candidatéor Comptroller Any contributionabove
deminimisexemptiongriggers awo-year ban frondealingwith the State On June 302010,the SEC
voted unanimously textendtheseredrictionsto money managersho solicit businesgrom public
pensions This is astep in the right directionBut other professional classe®nducing business with
New Y or kComptrdidrreceéivemillions of dollars incompensatiomndremainfree to donate to
theComptrolleruptdtNe w Y or k 6 9 armoagtleelhighest imthet natiat$37,800 per cycle for
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statewide officén the general electiohJustwho are these professiosatho reap milliondrom their
dealingswith the OSQ@ Most obviouslythey aresecurities clasaction plaintifs attorneysand public
sectorlaborunions.

Considerclass actiomplaintiffs attorneys As amulti-billion dollar institutional investor, the Funaften
has meaningful holdings public companiesConsequentlythe Fundsometimeservesasalead
plaintiff representing shareholderslawsuitsfiled againstcorporationsaccused oimproperfinancial
activies The OSCmaintains discretion to chooksgal counsebn behalf ofall shareholderi these
caseswhere success cédend tojudgments thatun into the tens of milliongndoccasionally hundred
of millions, of dollars Lawyerscanclaima meaningfupercentagefahe recoveryn legal fees At the
same timeand perhaps in turitNew York State Comptrollershavecollectedhundreds of thousands of
dollarsin campaign contributionsom theselitigators.

Accusations of improprietigave been &oublingand recurrindheme One brmerNew York State
Comptrolleradvocated fothe selection of twéaw firms that haatontributed$100000to his campaign
around the time the firms were retainedepresent investors in a securities ca3ter plantiffs in the
caseaccugdthe Comptrollerof choosing tk firms as political paybackThe courtsfoundthat there was
insufficientevidence but notedthat selectig counsel based on political favoritism would be injurious to
the classs a wholeandthatpublic pensionshouldl) disclose campaign contributions ticaiuld be

linked toan attorne§ s s e, R)subrhitiasworn declaratiorcountingthe selectionprocess an@)
verify thatit wasfree of influencdrom elected officials. Thelaw firms in this casaeceived $55nillion

in contingencyfeesand,in the monthsthat followed raisedalmost $20M00in campaigrdonationgor

the Comptrolle?

Contingency fees of this magnitudancreate incentives to setieematurelyrather than pursuetgal.

Moreover, he contributions anbecomea cost of businedsr securities lawyerandincrease litigation

ratesfor taxpayers.*® Floridathis yearput a $50 million cap on legal fees fdass actiop | ai nt i f f s 6
attorneys who r epr es eaftdrThe 3t €eteBsbuagtTendsscoverad thatithese sy st e
firms spent $850,000 drAoridapoliticiansin arelativelyshort time period

Trial lawyersthat do business with the Funlgarly profit from theO S G @iscretionaryauthority They
also havatrackrecord ofmakinglargedonationgo ther patron Lawyers representing thiéew York
State RnsionFundin classaction suits have raked in $518xflion in fees over the past 10 ye&rEhis

! www.elections.state.ny.us/NYSBOE/Finaf2010ContributionLimits050310.pdf

2The New York State Comptroller as Sole Trustee of the Common Retirement Fund: A Constitutional Guarantee,
by Andria L. BentleyCopyright 2009Albany Law Review, p. 4-5.

* The Price of Pay to Play in Securities Class Actions, by Choi, Stephen J., J&tkitsoer, Drew T. and Pritchard,
Adam C., December 22, 2009, U of Michigan Law & Econ, Empirical Legal Studies CenteN\Ra@&025.

* The Kings of Class ActionsytBrian Grow,Bloomberg Business Wedlay 16, 2005

> Trial Lawyers Contribute, Shareholders Suits Follow, by Mark Maremont, Tom McGinty, and Nathan Koppel,
Wall Street JournalFebruary 3, 2010.

® Pension Payo-Play, by Kenneth Lovettyew YorkDaily News October 8, 2009.
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exposesanobvious and lingering conflittindis precisely the kind gbay toplay culturethat has
scandakedt he Compt r ol soraustdesprobilfitédlet, @ ofaJandary 2010 om DiNapoli

has takerat least $05,250in contributionsfrom the samesecuritiep | a i rattoindyshesclhose to
represent the Fund blass actiocase$ He hasshown no intentionf reformand refussto discontinue
exploitingt h e  QeSeCafeor his political benefit at the expense of New York pensiohdust
recently(June 2010), he select€bhen MillsteinSellers &Tollto represent the Fund in a class action suit
against British PetroleumAt least five Cohen Millstein partners contributed to DiNapoR0®9
althoughthe firm is based outside of New Yatk.

More than unseemlyhese contributionsan beadirectviolation ofthe Private Securities Litigation

Reform Actof 1995(PSLRA), whichcoverssecuritieslass actiotawsuits PSLRArequiresp | ai nt i f f s 8
attorneygo disclosetheir fees and permstudges to scrutinizéheir conflicts of interest. Thejudgments
themselvesre regulated by the Securities and Exchange Act of 18@4ich requireghatfiThe share of

any final judgment @ settlemerd shall be equal, on a per share bé&dis all members of the clagdNo

bonus paymentsr other recoveries fdavored plaintiffs are allowed.

Since mlitical contributions can be classified @her recoverieé some have argudtiattheyare
violationsof the pro-rata restrictionand shoulgpromptSEC enforcement actiorin addition, the court
approving settlemestor supervising judgmengenerallyadministerghe distributiors andcouldrequire
thelead plaintiff to certifythatit did notreceive norpro-rata compensation in the form of political
contributions. Viahtors could then bieeldin contempt of court.

In an effort to eliminatehis vexingpay to play practia® and in theabsence oBECenforcemerd the
OSCshouldstipulate that any time the Fund serasdead plaintiffn a class action casiés attorneys

will be barred from making political contributions to the New York State Comptroller or a candidate for
that office for two years after the date of their selectionaddition, the Fund should apply the same
contribution restrictions to thesdtorneys that the SE@stituted for bond underwriteesid more recently
investment firmsso thatplaintiffsdattorneyscannot win business from the OSC for two years after
donating to the Comptroller or a candidate for that office.

Anotherprofessionatlasswith interestxloselylinked tothe Fundthatgeneratesarge campaign
contribution® andalsoprovides in-kind campaign servicésis public sector laborThe conflict for the
OSCin this cases itsdiscretion inaccouningfort h e F u n d 0 sFinartial anglysts are@ n s .
increasingly in uniform agreement thaetmethodthe OSCnow uses, whileurrentlyacceptedinder

7U.S. Seator Robert BennetR-Utah)called for a ban on such contributions, and the Treasurer of Rhode Island

saw fit to return all of his campaign money that came from secuwitlesa i rmattoindys. s 6

® New York State Board dElections Campaign Filings.

St ate Comptroller DiNapoli Taps Top Doby&ensethilavettDef end S
New York Daily New<Octber 6, 2009.

' New York State Board of Elections Campaign Filings.

" The Securities and Exchge Act of 1934Section 21D, Subsection B4.


http://en.wikipedia.org/wiki/Security_%28finance%29
http://en.wikipedia.org/wiki/Class_action
http://en.wikipedia.org/wiki/Lawsuits
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GASB, neverthelessubstantiallyoverstateéhe degre¢o whicht h e F u nterrd lgabilities arg
coveredby its currentassets**>***°

This distorted financial analysis obscures the tr
economic costofth&t at eds cont r atoitswraohs Thabisohseriousbenefit othese

public sectomunions whoin turnfind it easier to negotiate fadditionalwage increases and pension

sweeteners when existing member benefits appear afforalaglen overcovered The injured parties in

thisareall New Yorkers sincethe actual matis irrefutable andd despite temporary accounting

gimmick® pensionshortfalls wouldbe borneby unsuspecting taxpayers.

This isanothercase whera professional classn reap large financiglinf r o m t hagthoftC 6 s
the expense of the public fistlot surprisindy, but no lesgproblematially, public sectotaborunions

have beemggressive campaign contributordNlew York Comptrolles. Labor groups representing
public sector employedsmve donated at lea®283200to Tom DiNapolijustsince he was appointed
Comptroller?®

S nce the Comptroller6s r espon safebtngoingandicensnuafas t h r e g a
opposed tepisodic as it iswhenawarding business to investment managemensforp | ai nt i f f s 6
attorneys), a two year bam donationss insufficient To achieve thealutary effectofdipay t o pl ay o
ban, mblic sector labor unions should peohibitedfrom makingmonetarycontributions to the

Comptroller or a candidate for Comptroller with onlgeaminimisexcepion.

To close another lingeringophole, we must extend @eguidelines to immediate family members (e.g.,
spousesnd childrenpf these professional class#gl, in accordance with ne®ECrules, prohibit them
from using third parties to make or conceal donations on their behalf. These restrictions should cover
gifts of anyvalueto employeed including meald from anyoneconnected tdusines®riginating from

the OSC Only then can we expect émdthe pay toplay culture thatontinues to envelopsis office.*’

Proposal I'l: Adopt best practices for conflicts
The best defense against malfeasangamiblic pension managemaeattransparent governanaghere
those in charge are accountable to beneficiaries through procedures that strengthen the fiduciary
relationship'® Therefore, he OSC shouldtrengtherits conflict of interest poliesthatstaffas well as

 The Financial Crisis Effects on the Alternatives for Public RetssiThe Brookings Institutioly Douglas J.
Elliott, April 15, 2010.

Y The Liabilities and Risks dtateSponsored Pension Plaiy, Robert NovyMarx and Joshua Raubipurnal of
Economic Perspective23(4): 191210.

* The Market Value oPublic-Sector Pension Deficitey Andrew G. BiggsAmerican Enterprise Institute for
Public Policy Researchpril 2010, No.1.

> A New Plan forValuing Pensiong)y Mary Williams WalshNew York TimesJune 21, 2010, p.B1.

* New York State Board of Elections Campaign Filings.

' See: www.nytimes.com/2009/03/15/nyregion/15pension.html

¥“The Stanford Institutional GbneeshocedBEsStuRr@ocmincet €e |
Cl apman Repor t &Chajr, MBy3L, 2007, ©€19a p ma n ,
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consultants must follow. The pdksshould be published in a guidelimadeavailable onlindor public
review ancdamendedf and whenit requiresupdating

In addition, the OSC should undertake a comprehensive efforaite transpareratl operational policies

conneted to its missioby postng themon its website.Policiesfalling into this categorghouldinclude
tradingpracticesand procedureshe roles of externantities in settingnvestmenstrategiesmaterial
financialadvicereceivedirom staff orconsultantgwho alsomust comply withOSCconflict policies);

the vettingprocessalong withthefinal selectionf investmentsguidelines forcontracting procurement
andcompetitive biddingthe OSC senior leaderstsfructure whichcontrary to institutional investor

normsi s oudréntlyavailable in detailed forrandt he OSCO& s p o Investrgentamsaciiorsr s o n a |
for saff, advisors and consultantghichcurrently only require disclosure internatip a semiannual

basis"

With the advancement of technology, the OSC has the capability to make certain performance data
available orline in something close to real tim@® whenever possible, it should. This includes posting
t h e Higuid gasisonsont h e OS C 6 everydagandits illigeid positions as they are updated
generally quarterly Also, the OSC should make availabbalineregularreports of ommissiongaid to
outsidemarages and broker dealerseferral feegpaid by outsidemanagersactual orpotential conflicts

of interestwith staff or OSCconsultantsalong with an explanation of hathie conflictswere managed
andproxy voting policiesas well asa quarterly reportfoall proxy votes cast

The current Comptroller instituted monthly reports on some of tietseaties but not all. Most

problematicallyand despite a promise of openness through tiesghly reports, the Comptrolldras
omittedactivities thatwerepolitically motivated, problematiandunpropitious®Fur t her mor e, t he
current practices do not approximate marknarket accounting; this level of opacity obscures the true
valueofthdeund 6 s as s et s Since itasiikely thathdreurrent methedology substantially
overstates the value of the Fund, it is even more imperative th@S@erovide transparendn the form

of more frequent and more honest disclosure

Finally, the OSC is responsible for certifying the New York Statggetard should make the entire
budget, meaningvery line itemmand expenditureavailable on its websiteln Texas, the budget gsted
onlineanddesigned to pullip-to-the-minute data directlfrom theStateaccounting systefft That level

of disclosurds far more comprehensiviaan the open book website sponsorethieycurrenOSGC which
typically only provides a few broad categories of disbursements for major agemetbsummary contract
information New Yorkshouldadoptbest practices disclosing Statgovernment tax revenuesd
expenditures

¥ With acknowledgmentstHh The Chapman Reporto as well as fEnhancing
Best Practice Policies for Trustees and PenSiggsiem® AFSCMEOGs gui de f orandwmthds| i ¢ pen s
institutional i nvestorsdé guidelines.

“After Promises of Openness, Comptrol | eNed ¥orkHimessi on Fun

March 14, 2009.
! www.texastransparency.org
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Proposal Ill: Add checks and balances along with premier guidance to the current trustee system
Thejob of theNew York Sta¢ Comptroller is tanaximize riskadjusted investment performance in a
manner casistent with the needs of thark. Institutionally, hebestapproacHor accomplising thisis
to access théinestoutside investmertounselvailable while maintainng ultimateaccountabilityin the
Comptroller.

In New Yorkd home tothe deepesepositoryof invesbr talentin the world it is aserendipitousruth

thatmany ofourS t a best@ngestment mindsould behonoredo serve the Funadh an official capacity

by offering guidanceas a voluntary public servicéncorporatingsageadvicei nt o t he Comptr ol |
decisionmaking will lead to better outcomes, which is why virtually all successful investment
organizationgmploythis approach Forthe OSCthis should startby establising a committeevery

di fferent in purpose, ¢ o mpguarentatvisarycouaciitdthesGommoaot ur e t
Retirement Fund. Specifically,gmew Investment Committee witbmprise7 to 9world class inestors

whowill work with the Comptrolleon key decisionselated taheFundd s ma n aincleding lout

not limited tq asset allocation, manager selection, investrsgategy and risk management

Of course, he Investment Committemust follow a code of ethicsffirm a strong fiduciary

responsibility to the Fund and have clear lines of authtwrigxecutets dutiesfree of interference from

OSC staff Collectively, the @mmitteeshouldpossesshe financialskilsr e qui red f or t he Fu
effective mangement, and membeirsdividually shouldreflecta properbalance of investment, fiscal,

legal and accountingroficiency. Membersshouldalsohave a thorougknowledgeo f t he Fundds
financial position, strategy and obligatiahsough regular updates provided by OSC <tafhe

Comptroller would appoint Committee membémnsone or tweyearterms with an attemptnadeto

staggeiterms in order to preserve institutional men@nd retain the option of reappointment, but

otherwisebe prohibited frommemovng membersnid-term

T he Co mmimarypereddevould beto professionalize the investment review proéega/o
broad and important respects:

1) For general strategyatters (e.g., asset allocati@ecounting determinations, risk management,
etc.), the OSC would review decisions with the Committee, solicit input and retain final authority.

2) Fortheselecton of individual money managers, thevestmeniCommittee would assunmauch
broader powersSpecifically, he Committee would screen money manager recommendations
from the OSC staff and have the ability to reject recommendations, through majority vote, before
theyeverreach the Comptroller.

In the process,lte OSGCstaff would prepare mvestment memoraador the InvestmentCommitte® s
review, and he Committee would vote on each recommendatidheneverl majorityof Committee
members oppodhe OSCstaff recommendatiorthe mandate would be deniedthout recourse
Wheneveia majoriy of theCommittee members suppoine OSCstaff recommendation, the Comptroller
would thenreview therecommendatioandretain finaldecisioamakingauthority The effectwould be

?AThe Clapman Report,o p. 7.
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to institutionalize a doublgeto systenthatcreate an ethical barrier around manager selectiod
protecs the Fundrom past practicesshenmoney managenserechoservia political favoritism.

This process blends the benefits of the sole trustee system (principally, creating a bulwark against the
politicization of the Fun@ndraids on its assetsy spendthrift politiciansvhile preserving accountability

to the electorate) with tHatendedbenefits of a board(incipally, broader decisiomaking and input,
greater transparency to guard against mistakes of judgment and ethical breachesjodaftarenot
realized in practice (witness the many abus@a#PERS theCity of San Diego, Ohio and Illinois}.

Theaboveoutlineddynamicbetween the OSC aiii Investment Committeensursthat the

Comptroller receives and deliberatively considers the best investment guidaiiable, while
maintaininginstitutional independencéMleanwhile the ethical guidelinesutlinedin this white paper
should mitigate risko the Fundnherent in the current decisiamaking structure The myriad problems

in State governmenbdaydemandanindependenandaccountale Comptroller andthe rampantethical

and financial abuses Albany have besmirched the OSpecifically furtherdemanéhg an investment
process that blendsoad investment expertigaplitical independence, accountability and transparency.
In this way, a welimanaged OSC can protect the Fund from performance shortfalls, ethical lapses and
raids from politicians who scheme to use the Fundake up for the consequenceshddir ovn

profligate spending

Proposal IV: The Comptroller and senior  staff should be held to the highest standard

Much | ike a | arge private institutional investor,
can create conflicts with the personal assets and investment decisions of the Comptroller artdféenior s

The New York State Comptroller and senior investment staff must be free of trading conflicts and even

the slightest appearance of impropriety.

To manage potential conflicts, the Comptroller and senior investment staff must go further than the
current OS® sode of ethics, adopted for its less significant advisory committees, and not engage in
personal trading for anything other than government band$road market index funfis., only
investments that wouldot posea conflict with the Funé and certainly not individual debt and equity
securities or actively managed investment funddjernatively, personal assets could be managed
throughindividual blind truss, where there is no investment decisioaking role fothe Comptroller or
staff membes who arrangesuch a trust

This standardjoes mucHurtherthanthe current restrictions for OSC staffho currently must only
disclose prsonal securities transactioms a semannual basis.

Just as it is right teliminate investment conflicendpolitical considerations/hen it comes tgelecting
money managernsr securities class action attorneysd negotiating with public sector unigiitss also
critical to takethe politicsout ofthe othercoreComptrollerdutiesthat have lent themselves to ahuse
And recent history suggests that pendtamdbeneficiariedhaveeffectively subsidize the political

 Ex-Chief of S.E.C. Says Pension Funds in Danger, by Mary Williams Wsish,York TimesOctober 31, 2007.

7
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agenda of the current ComptrolléFhere are aeast two recent examples of tidsmptroller using the
Fund to futher his own political agenda.

In one caseComptrollerDiNapoli referredmenacinglytot h e  @®nérshsp stake in publicly-held

corporation whileattempting to influencea contract negotiatiobetweerthe corporation and closdabor

ally. TheRetail, Wholesale and Department Store Union (RWD&tdjorsedr. DiNapoli in February

201Q Less than two months later, in the middle of a labor dispute between the RWDSU and Dr. Pepper
Snapple Group, Inc., Mr. DiNapokr ot e t o Dr . P evg Qfficar dnAprioh20f Execut

fél am informed that ongoing contract negotiati onséhe
workers are being asked to take a significant pa¢ ciis Comptroller of the State of New York, | am the

Trustee of the New YorBtateCommon Retirement Furalirrently valued at approximately $126 billion.

TheFunddés portfolio includes 938,270 shares of the Dr.
approximately $33.2 million. The Fund is a letegm investor and in my fiducianapacity | monitor

issues that have the potential to impact the value of its investmentsl a m t r alleghtbrsdndby t heé

the opportunity they create for the Company to be pereed a-k a kb é@wbbciperception aside, such

unresolved laborissus can negatively affect the morale and prod
employees. A disenfranchised workforce and the associated negative publicity ultimately may impact
profitability. o

I f  Mr . Di Napoli fear ed t hharmmthDvalue oPhisistpke,thénshe Hadheb or p o
fiduciary duty to divest of his interest pootect the value of the Fundote thathis letterdoes not

address the merits of the disputeonically, perhapsit doesmake the point that the Fund exists thoe

benefi't of its membersdé retirement pl ans, not to

This is not to say thahe Comptroller should not weigh in with corporations in which the Fund has an
investment.On the contraryheor she absolutelghould in situations where doing so will enhance the
val ue of t he Thsusnoticousseybrp diffdrénnfigpra a naked attempt to influence a
corporation for political ends.

In a separatecident the current Comptroller endorsed a candiftat&ast Hampton Town Supervisor

at the same the time the OSC was auditing East Hampton (and the Suffolk County District Attorney was
conducting its own investigation into East Hamptandcal press reports criticizethe Comptroller
editorializing thathe endorsement tainted his aldiit was also a clear conflict of interesthe

Comptroller must refrain from endorsements of those running for, or in, offices that are under audit.

In pastyears formerComptrollerstaff haveleft government service arsbon aftesolicited or received
pensionbusinesd a practicghatcannot help but be tainted byeappearance of favoritisovernment
service is just thét servic®d and no one should seek playment with the OSC havirigin mind to later

profit fromtheirservice The OSC should establistittaeeyearbanonthefir e v o | v thattpadsl o or 0
from State government to the private sectdo official or staff membeshould be eligibléo win anew

** Spinning the Truth, EditoriaEast Hampton Independerily 5, 2010.
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mandate to manadeund assetsr securghemfor a third partyfor three years after leavinge OSC
Current policy relies on Public Officers Law S73 (2), which ludfisials andemployeegrom receiving
anycompensatioffor two years that islepenént upon any agency This policy is sufficiently
ambiguoughat it doesiot necessarily cover securiagnandate for third parties.

1 Extend pay to play regulatiommder which the current Comptroller operatesover.

o Class action securitiggaintiffsattorneys
o Public sector labor unions
o Immediate famy membersf all covered professional classes

9 Adopt best practices for conflicts of interest and transparency

0 Publishonlineaconflictsguide for public review and amementif and whernrequired
0 Make available onlindata surrounding criticdSCactivities and operationsmcluding:
U Tradingpracticesand procedures
The roles of externantities in setting investment strategies
Material financial advice received from staffamnsultants
The vettingprocess along with thignal selectionof investments
Guidelines for contracting, procurement and competitive bidding
The OS®@ senior leadership structure
0O The OSCbs policy dransastenss on al i nvest ment
o Postonlinein close to real tim keyFund performance datauch as
U Liquid positiongdaily and illiquid positions as they are updated
U Regular reports of commissions paid to outside managers
U Referral fees paid by outside managers
U Actual or potential conflicts of interest with staff or OSC consultants
U Proxy voting policies as well as proxy votes cast
0 Make the entire budgatv ai | abl e o n ibfargreaesdewdils withvtkeb s i t e
ultimate goal of posting every receipt and exgiteme online

[ e T e i ]

9 Form an OSC Investment Committee tzess the finest outside counsel availdbler t he Fund?oé
managemenrdand to:

0 Professionalize investment review

0 Blend thebenefits of the sole trustee system (principally, creating a bulwark against the
politicization of the Fun@ndraids onits assetdy politiciansand preserving
accountability to the electorate) with timendedbenefits of a board

% www.nyintegrity.org/law/ethc/POL73.html
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0 Hold the OSC staffathe highesethicalstandards
o The Comptroller and senior investment staff must not engage in personal trading for
anything other than government bonds and broad market index funds

o Alternatively, personal assets could be managed through blingl trust

9 Take the OSC out of politics and the politics out of the OSC
o Do not leverage the assets or market power of the Fund for political gain or for the
benefit of a political ally

o Refrain frompolitical endorsements from public figures connected to OSC audits

1 End the lucrative revolving door between service in the OSC and money management

10
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Payto-play

Transparency

Disclosure of
critical OSC

operationglata

Sole trustee
mitigations

Hold OSC staff to
highest ethical
standards

Take the OSC out
of politics

[THE OFFICE OF THE STATE COMPTROLLER¢L ¢ Q{
N APIi0l ETHICS]

\Y

Category / Activity/
Protocols

Bond underwriters
Money Managers

Securities plai

Public sectotabor unions

Immediate family memberf
covered classes
Postconflictsguidelines for

public reviewand comment
Publish tading practices and
procedures

Revealroles of external entities ir
investmens

Publicizefinancial advice
received from consultants

Make public thevettingand
selections of investments
Mark-to-market accounting of
Fund assets

Post org chart fo®SC senior
leadership

Post theé= u n tiqdid positions
daily and illiquidpositionswhen
marked to market (quarterly)
Reportall commissions to outside
managers

Make publicoutside manageds
referral fees

Revealconflicts of interesamong
staff or OSC consultants
Publicize poxy voting policies as
well as proxy votes cast

Putthe entire budgetnline

Professionalize investment revie
via institutionalized Committee

Create insulation for Comptroller
from individual manager
selections to prevent favoritism
Restrictpersonal tradingp avoid
financial conflicts

End the revolving door between
theOSC andund management
Neverleverage-undassets or
market powefor political gain
Refrain from political
endorsements that conflict with
OSC duties

*Rules adopted by SEC on Jund"@D10, but have yet to takéfect

Current
Rules/Regs
LawsCover

X XX X X XX XXX X XXXXXXXXXX00

Key:

Additional OSC |Har ry Wi

Restrictions
Applied

X XEIX X X LA X %X X% X X X X XXXO00

. - Fully functional and effective

Proposed
Guidelines

- Implemented, but ridéd with loopholes

- Non-existent
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Conclusion

Thesenormativepractices should be adopted by the current Comptroller and all subs8tatent
Comptrollers whomustseek to codify them into the laws of New Yorko sacrifice thespirit of these
critical reforms in the name afonveniencevould render them meaningless amgugn theOSC. One
cannotbeforreformnl y when it posrmseses oneds own

Pledge
| hereby pledge to adopt these polidigly and enthusiasticallypon my inauguration as Comptroller
without reservatiomr conditiors, and withoutregardto their attendantpolitical risks ordisadvantaes.

- Harry J Wilson



