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>> Matt Loesch: Good morning. I'd like to call to order please the March meeting of the Federated city
employees retirement system. Under orders of the day, | would like to move the closed session in front of item
3.one. So we'll take the consent calendar, starting closed session, and then come out and dole with probably 4.3
right away | think one of the topics is item 4.2. And then we'll jump into 3.1 and then follow the agenda as
scheduled. We do have one time-certain for the 10:00, so that might -- we'll hold that in place for 10:00. We have
a fairly hard time certain for item 5.3. There will be a call in for Cortex for that. So for 11:00 we do move that one
forward depending on how we're proceeding through the rest of the agenda. There's a quasi-hard schedule at

11:00 for that. Any other items on the orders of the day. Otherwise I'll entertain a motion.

>> Approval of 8A.

>> Matt Loesch: Can we do that on consent calendar? Under orders of the day? Can | get an approval? All in

favor, opposed, okay. On the consent calendar is there anything you would like to pull?

>> Edward Overton: 1.8A.

>> Matt Loesch: 1.8A anyone else like to pull anything? | would like to pull 1.7 myself, anything else other than
those two getting pulled? Otherwise I'll entertain a motion on the balance. Okay, motion and second, all those in
favor? Opposed, okay. Item 1.7, the report for expenses, | don't believe we received that. | don't remember
receiving that via e-mail and it's not in our packet. The blue note said it would come later in our packet and | don't

see either later.

>> Qversight on my part. Gnome Noble | had prepared another board memo and didn't realize | had it before | did

the monthly expenses, | believe | provided it on the e-mail on Monday or Tuesday.

>> Matt Loesch: For us?



>> Mollie Dent: You would want it for the public packet, you might want to defer that for next month unless she

has a public packet.

>> | apologize.

>> Matt Loesch: Not a big issue. So until we have that we'll juts hold that item until we can approve it until we

have it in our hands.

>> Mollie Dent: Looks like we'll have one in the public packet, why don't you defer it to the end of this meeting,

later on in the meeting.

>> Matt Loesch: That's what | mean that will be on hold so please don't let me forget that. 11.8A Mr. Overton.

>> Edward Overton: There are a lot of expected dates from December and January.

>> Russell Crosby: It needs to be updated. Eel get an updated one.

>> Edward Overton: Move to approve.

>> Second.

>> Matt Loesch: All those in favor, opposed, all right, let's do the death notifications please. Like to request a

moment of silence for those who have served the city and have passed. [ Movement silence.] Thank you. Okay

item 4.1 do you need to make the announcement for the closed session?

>> Mollie Dent: Yes. The board will be going into closed session for conference, with legal counsel litigation

pursuant to government code section 54956.9(A), Paul Mulholand, James Unland and Mary Follenweider,

Plaintiffs, versus Russell Crosby, Mike Moehle, City of San José and Does 1 through 10, defendants, board of



directors of the San Jose Police and Fire Retirement Board and the Board of Directors of the City of San Jose
Federated City Employees Retirement System, necessary parties of interest, superior court of California, county
of Santa Clara, and secondly conference with real property negotiators pursuant to government code section
54956.8 property at Milpitas warehouse, 746-876 south Milpitas boulevard, Milpitas California 95035, negotiator
Ed Schwartz, price and terms of payment probable value of property exceeds $1 million.

>> Jeffrey Rieger: Thank you. This is Jeffrey Rieger, your new counsel. Hello, everyone. | would just like to note
for the record on the litigation matter for closed session, it will only be me and the board in closed session, no

members of staff.

>> Mollie Dent: Correct and on the real property matter, your -- is your negotiator going to join by conference

call?

>> Russell Crosby: Actually -- she's here.

>> Matt Loesch: Would you mind if we took that one out of order?

>> Mollie Dent: You can take that one out of order first and then do the other, it's up to you.

>> Russell Crosby: Then the staff could leave.

>> Matt Loesch: Is that fair.

>> As long as the staff is clear it's just counsel and the board. [ Closed session ]

>> Matt Loesch: Welcome back. We'd like to reconvene, back into open session, report out of closed session,

please, from the --



>> Jeffrey Rieger: Nothing to report other than the fact that direction was begin to counsel in connection to the

response to the litigation.

>> Matt Loesch: Is there anything we need to do on the other item, on 4.2 Ms. Dent?

>> Mollie Dent: No.

>> Matt Loesch: So what I'd like to do is a little latitude on moving things around just a little bit. I'd like to do item

4.3 since we just discussed it a relevant topic under 4.2, I'd like to go into that and then go right into our time

certain, 4.4 which is now eight minutes pastime certain. So okay if | have that latitude I'd like to go to item 4.3,

discussion and action, to transfer Milpitas warehouse, separately held estate property, to American core realty

fund and authorization for the secretary to negotiate and execute the incremental adoption agreement with

American Realty Advisors for an estimated interest valued at $10.3 million to American core realty fund. Anything

to discuss other than what's in our packet? Otherwise I'll entertain a motion.

>> Motion.

>> Second.

>> Matt Loesch: The motion was, | presume, the motion is to approve. The transfer of the Milpitas property.

>> Stuart Odell: Motion to approve the sale of Milpitas property to American core realty in exchange for units of

the commingled vehicle, do | have that right?

>> Matt Loesch: And for the secretary to authorize negotiate to execute the contract.

>> Stuart Odell: Correct.



>> Matt Loesch: The incremental adoption agreement as it's estated here? That's the motion? Second? Any
comments or questions on that? All those in favor? Opposed, thank you. So moving to item 4.4. This is the
presentation of December 31 quarterly performance. We have representatives from Meketa here. I'll just remind

them to speak directly into the microphone so can be heard audibly by us and the folks who are recording it.

>> Good morning. Thank you for invite having us and inviting us to report. I'm Laura Weirick. I'm pleased to say
O&M who has worked with your account for the past about year and a half at Meketa investment group and we're
here, we'll start with the fourth quarter performance and then | also have an estimated performance number
through yesterday. Which I'll provide as well. So, | think most of you have seen our report format in the past, but if
you have any questions as | go along, I'll be generally very concise because I'm assuming that you'll probably
want to focus more time on the forward-looking investment structures, today given the new asset allocations, but
you stop me at any time if you have a question. The fourth quarter as you probably know and have read in the
news after a very tough sell off in the third quarter during which most of your investment managers were able to
outperform and be defensive versus their benchmarks, the markets have responded quite GDP growth in the U.S.
was just under 3% for the fourth quarter. Unemployment declined to 8.5%. The markets were strong in general
and the European central bank injected additional liquidity into European banks in order to stem off some of the
turmoil going on in Europe now. It's important to point out that U.S. markets were fourth quarter and then also for
2011 as a whole, the domestic equity index the Russell 3,000 index rose with a proxy for international markets
gained 3.3% during the fourth quarter. Also emerging markets were stronger but that didn't help them come up
much for the full year. They were down 18.4% for 2011 as a whole. Bonds also were positive for the fourth

quarter, led by high yields. Does everybody have the materials?

>> Matt Loesch: | believe to.

>> | will skip to page 2012 as of the end of December the plan remained at $1.8 billion approximately. There were
about $40 million in growth during the fourth quarter and also $30 million in outflows during the fourth quarter so
about $70 million in total. You'll see here that some of the percentages, the asset allocations to different asset

classes specifically fixed income fall outside of the target range as shown here and that's because of the new



asset allocation you adopted in the fourth quarter and the new asset allocation policy 45% equity in real estate,
10% fixed income 10% real assets and 20% absolute return. So starting with your ootion new targets will be

reflected within the reporting.

>> And Laura has Meketa foirl signed off on approve the asset allocation come out and | don't know what the

process is for doing that but I'd like to know that Meketa is fully henned the new asset allocation.

>> Meketa was not asked to provide an opinion prior to the asset allocation being adopted but we've since

discussed it quite a bit with staff and we're quite comfortable with the asset allocation.

>> Thank you.

>> | wanted to address an issue that some of you may have heard about in the media, trade winds which is one of
your global equity managers. As you probably know by now David Ivan who is the chief investment officer has
announced he's leaving in about three and a half months to join another firm, a hedge firm not being
uncomfortable at trade winds but more flexibility with his investing title so we're comfortable with using the normal
process where the investment committee suss what to do with the trade winds recommendation which we'll bring

that up to the investment committee in the next couple of weeks and bring that on at the nest meeting.

>> Mr. lvan is going to stay on influence the end of the next quarter.

>> Great. If you don't mind we can skip to performance for the fourth quarter, starts on page 17 of 94. You can

see mere that --

>> Edward Overton: Under barclays government bonds is down a .4 market value from 122. Could you tell me

why that happened?



>> At the end of December, that account was primarily liquidated and some of that -- some of the cash went into
the Russell overlay program that is being used to help move the portfolio towards the new asset allocation. And
so that cash flow is largely because of the new asset allocation that was adopted as part of the fourth quarter. The
4, the $400,000 that is left in there is some residual income that was just left over in the account that will probably

you know go away in the first quarter.

>> Edward Overton: Okay.

>> Matt Loesch: Any more questions Mr. Overton?

>> Edward Overton: No.

>> Great, on page 17 of 94. | think you'll probably recall from the third quarter that most of your managers and
asset classes were able to be quite defensive during the selloff, specifically ooments risk parity commodity
managers, during the snap-back in the fourth quarter many of the managers did not quite keep pace with their
benchmarks for the fourth quarter although they revolt strong dispore.4% for the policy benchmark and 4.5% for
the custom benchmark. You can also see here that the fiscal year to date and one year returns generally
underperform the policy benchmark which is based on your custom benchmark which is a benchmark showing
how you would have performed if actually allocated with those benchmarks. As we would expect, the more
defensive managers in your portfolio, we would expect them to outperform in more stressed market environments,

maybe not quite keep pace in very strong environments.

>> Arn Andrews: And you mentioned you had return data as of today or yesterday?

>> | do. | was going to mention at the end of the report. If you'd like it now.

>> Arn Andrews: No.



>> Okay, great. Just to quickly review the rest of the fourth quarter. As | mentioned the theme tended to be that
the broad asset performance was slightly behind benchmarks but ahead during the fiscal year end period an the
one year period. If you don't mind to flip to page 20 i'll just address a couple of the active managers here since
you also use many passive index funds. We discussed trade winds a bit. Trade winds had a tough fourth
quarter. They invested in a lot of precious metals stocks trade wins will making a decision about that sometime
soon. Artisan global value however was able to outperform during both the third quarter and fourth quarter which
was quite unique for global equity managers. They are in the top December I'll if of hired them. Most of their
stocks were up. It's a relatively concentrated portfolio of about 40 stocks. They held google which was un26%, a
jeweler named signet jewelers up out performed during the fourth quarter leading them to continue to outperform
their benchmarks. Eagle and RS which are your two active small cap managers, eagle is small cap growth and
RS is small cap sacral neither of them were able to keep pace with their benchmarks. Mainly just due to stock
selection, not keeping pace with the stock selection of the same sectors within their benchmarks. RS also had a
small holding in ms global which they sold prior to the bankruptcy, hurt them 70 basis points for the quarter. As |
mentioned | think you probably want to move on to your forward looking investment decisions rather than spend
too much time on the historical policy. So I'll just mention what's in the rest of the report in case you have any
questions. We have calendar year performance for every manager and asset class then we have planned detail
sections which show the overall global equity asset class how it compares to benchmarks, fixed income and real
assets. Then we each manager so I'll just point you to one of them and just show you what's on notices pages. If
you don't mind flipping to page 56 of 94. Just to give you a quick example in case you want to look at any of this
information for any of your managers in detail, where the team is located and then a lot of other information like
peer ranking, sector allocation to different sectors within the benchmark and then for example diversification, as
you can see artisan has one of these pages for eve strategy within your portfolio. And then the very last section in
the book is the world market section, if you are interested in how historical time periods that information is in this
report, as well. Now for the update on performance that we estimate through yesterday, again, these number are
preliminary and unaudited just want to make clear. We estimate that the return for January was about 4%. The
return for February was about 3%. And for March, year-to-date we estimate that total performance was pretty

much flat. So we would estimate a preliminary unaudited return for the year-to-date so far of around 7% for your



plan. And just to note, that doesn't include any performance for private assets since those numbers have not

become available yet. It rose but it should be relatively close.

>> Matt Loesch: Questions from the board.

>> Edward Overton: Yeah, | hate to do this but open page 36, you have a a performance attribution chart are

you telling me we benefited from not being in hedge funds with that graph?

>> Sorry, | couldn't -- | didn't hear, the .3, Ho, it's because the hedge funds were part of the policy benchmark but
there was no allocation to hedge funds. And so if hedge funds performed better, than the overall policy
benchmark, or if the hedge funds performed worse than the overall policy benchmark and you had no allocation,
then your allocation effect, your portfolio is doing better because you had those assets in other asset classes that
performed better than hedge funds. So that's why there's a .3 there. It just had has to do with the fact that there

was an allocation in the policy benchmark but you had no assets there.

>> And so that's compared to a hedge fund benchmark. So who's to say how your actual hedge funds, how they

would have performed. This is purely the.

>> Carmen Racy-Choy: So the answer to your question is yes. If you measure it based on what the hedge fund
indices have done versus allocating the money into equity fixed income, and commodities as the board had
decided to do a few months earlier. Clearly, this is just a result for now, six months. So it's not a long-term

result. But just for that six-month period, and based on that approach, the answer is yes.

>> Edward Overton: Thank you. One other question on page 40. On the style attribution for RS investments

small cap value, shouldn't that dot be more to the left, if they are a true value manager? It looks like more of core

of growth, am | reading that right?

>> That's a good question and that's something that comes up with many of our managers. You want to --



>> Well | was going to say, | -- you're right. Yes. This chart, when you're looking at it on a global aspect --

>> Opportunity set.

>> -- it becomes a little more skewed to growth and up the cap spectrum. Because you're comparing domestic

with international equities. So if we were to maybe reproduce this as just domestic only, and RS is a domestic-

only manager, then my guess is that that would look a little bit more small cap value.

>> Edward Overton: So is RS including global small cap in their --

>> |t is not -- RS does not have any global investments but this chart is trying to encompass every manager in the

portfolio.

>> Edward Overton: Okay. Thank you.

>> Matt Loesch: Comments or questions. Talking about the comment from trade winds, is there a need one of

my initial thoughts was, could the board delegate to the investment committee to perform that action on trade

winds to maintain or liquidate the portfolio on trade winds because of the issues going on you guys are meeting in

two weeks, the 28th?

>> 28th, yes.

>> Matt Loesch: Is there something we can do as a result? | just don't want to way wait and have to wait another

month in case there's something that we need to -- last one out if we want to.

10



>> Mollie Dent: |.T. isn't agendized as a direct action on that manager. It may be that if the investment committee
thinks something needs to be done quickly, and staff wants to get some sort of quick special meeting for the

board that would be something you might be able to do I'll let Mr. Rieger address it as well.

>> Jeffrey Rieger: | certainly agree with the agenda, in the sense if you're thinking of taking an action that's not

future agenda.

>> Matt Loesch: The question is just to delegate authority to -- we couldn't even delegate authority to the

investment committee on that particular manager as to whatever it would be?

>> Mollie Dent: The delegation authorized would need to be and I'll say again | mean, if a quick decision needs

to be made about something, there are ways to schedule a meeting quickly before your next board meeting.

>> Matt Loesch: Is it something that's important, not necessarily urgent, I'm trying to be cautious fanned there's a

way to operate it, it could be more efficient.

>> Carmen Racy-Choy: | think if the CIO is leaving in two weeks we would be addressing it | think with greater
urgency. Begin that the CIO is leaving a few months -- is a few months away, | think we can go through the
normal process of going through the investment committee first and then escalating it to the board. So | think
Meketa's recommendation at this stage will be to the investment committee to terminate trade winds and they're
quite comfortable with that decision. Simply, it happened after the deadline for agendizing it so we haven't been

able to do that.

>> Arn Andrews: | would just say to the extent after the investment committee has had an opportunity to discuss

the issue, if they feel there's some urgency, then please move ahead and schedule a meeting as quickly as

possible.

11



>> Mollie Dent: And we can work on making a special meeting like that on a one-subject item be as convenient

as possible for the board and I'm sure Reed Smith will comment essentially.

>> Sure.

>> Matt Loesch: Any other comments on this performance report as-is? Okay, we'll move on to item 4.5, that's
the discussion and action regarding the system's investment structure. Again with Meketa here presenting. We

have in the packets the investment structure recommendations.

>> Great. So this is something we discussed with the investment committee a couple of weeks ago and asked us
to bring it to the board as well. So as we discussed the board has adopted a new asset allocation and asked
Meketa investment group to provide recommendations on specific investment structure and suballocation. So if
you want to flip to page 3, in this presentation the numbers are in the lower right-hand corner, very small. This
document presents our initial recommendations given month liquidity constraint which we understand is not much
of a constraint for the retirement system within the asset lealings shown here receipted to this document. This is
sorts of a broad framework that we'd recommend. In terms of our investment structure philosophy and sort of the
guiding principles that we use to put this together, we wanted to put together suballocations within the overall
broad asset allocation that would allow the plan to weather a variety of economic environments, deflation,
inflation, different types of historical scenarios as well as ones that we expect to happen in the future. We also
along with what we've done and recommended to the retirement system for the past couple of years is to use
passive strategies and efficient bases and then use active strategies where we think active managers could add
value. We also wanted to capture economies of scale where possible if there is the possibility of combining some
assets with the Police and Fire plan then some additional strategies would be available such as concentrated
manager programs. That would require a bit more assets than just the allocation within the retirement system. On
page 5, you can see here the recommended suballocations. You'll notice here that we broke out domestic and
international equities which is not something that we do in practice within your plan. This is purely for modeling
purposes. But we'd recommend that you continue these global equity rather than breaking out equity between

domestic and international. The one thing that you'll notice on here is a slight deviation from the adopted policy. Is

12



that the recommended suballocation to fixed income is slightly higher. It's the recommendation here is 15% fixed
income rather than 10. And a subsequent reduction in the equity in real estate. This is a tactual temporary type
recommendation -- tactical temporary type of recommendation get to the reasons for that in a moment. The
international currency risk sort of part of the portfolio that we're recommending here will be 12% of the plan. That's
just within the public securities. Within private equity and hedge funds there might be additional non-U.S. assets
and then the percentage of this suballocation recommendation that's illiquid within private markets and hedge
funds is 54%, so a little over half of the plan. If you flip the page, there's a bit more detail on this suballocation
recommendation on page 6. So as you know, the adopted asset allocation moved assets pretty significantly from
global equities and fixed income into real assets and specifically absolute return so the biggest difference from the
asset allocation from the prior policy it went from 5% absolute return to 25%. And this shifts according to Meketa
investment group's assumption would fluctuate regarding standard deviation and risk over time . If you want to flip
to page 8 | can talk more about the equity and real estate recommendations. This is sort of our Meketa
investment groups guiding principles in putting together the suballocations within the equity and real estate, the
45% of the plan that is within the prescribed asset allocation. We recommend that you continue to use global
equity managers so your active managers have the full opportunity set rather than to be told to be

international. We think that within more -- within environments or asset classes where active managers could be
expected to add value, like emerging markets and frontier markets investing we recommend you use active
managers and within things like large cap and large cap international we recommend remaining passive in those
areas. If assets could be combined with Police and Fire you might be able to use a concentrated manager
program which we discussed with the investment committee in the past. And then within private markets, within
private equity and real estate that is a part of that 45% equity in real estate allocation we'd recommend putting

together a direct customized program, we think that's the most advantage way of gaining exposure there.

>> Lara Druyan: So you're recommending we move away from fund to funds to do a direct private ecialght.

>> Vex committee in two weeks.

>> Lara Druyan: Okay.

13



>> And then on page 9 we just go into a little bit more detail on our philosophy for private markets. We
recommend selecting managers here, whether you do fund to funds or direct on bottom up research. So we've
included pacing studies and a commitment plan within these materials starting on page 21, sort of a sample. You
see it says for example in 2013, commit to an Asian growth equity fund. Of course that is all dependent on
whether or not there is a good manager available in any space. So we think it makes sense to plan but then if that
bottom of research doesn't bear out a manager that makes sense in that space, we don't recommend that you
commit there anyway. On page 10 you can see the fixed income positions recommendation. Because private debt
is included within fixed income, that really would leave only 5% for other fixed income strategies within the 10%
asset allocation so that's one of the reasons we're recommending here moving from 10% on a temporary basis to
a 15% fixed income target. Really, the only thing that could protect your plan from deflation risk, the only thing that
has a negative correlation, in severe market down turns is fixed income. High quality fix income, not necessarily
private debt. So we think that it makes sense to overweight that. We also included in this recommendation a
recommendation to go with long term TIFs and treasurers. With that said really just overweighting the fixed
income by a bit gets you most of the way there to the dedplaition protection. If the not comfortable moving to long

term treasuries and TIFs.

>> Stuart Odell: Could you explain why you have a tactical view of Philadelphia income of that level of
15%7? Why isn't that a coons deflationary hedge and so why -- why 5% over right now? And then what are the
conditions that you're going to see, that you're going to come back and say oh, no, no, it's 10 now? Because this

is the only recommendation of the three that areas where you've taken a tactical view on the portfolio.

>> Slur. Tactical for us doesn't necessarily mean there is a set time horizon in which we would expect to make
that recommendation | think we see heightened volatility within the current market environment and that there is a
chance, perhaps a slim chance, that that environment changes, a couple of years down the road, maybe
concerns about Europe are resolved, we don't see the huge swings in markets that we have over the past few
years. So | think there is a future environment perhaps of more stability where we might change that

recommendation to go back to the 10% long term strategic view.
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>> Stuart Odell: What about -- we haven't done anything on hedge funds at this point. So not having any clue of
what is going in that hedge fund portfolio, how can you really understand that it should be 15%, in fixed

income? You know if those hedge funds, if there are guys in there that are you know, putting on tail risk hedges
and doing things that are effectively giving you some of that same level of protection, wouldn't you really need to
look at that in that full context of where is the -- where are the other exposures in the portfolio that are actually

delivering that type of protection that we're actually looking for out of this overallocation?

>> Yes, that's a great point. We were asked to put this investment structure recommendation together prior to the
hedge funds portfolio being constructed. So it is possible that these recommendations would change. Given the
makeup that Alborne and the board adopt this in the hedge fund portfolio. Between the last investment committee
meeting and this meeting we did work with Alborne to get some of their assumptions so you'll see a few pages
ahead that the scenario analysis we asked them for their peak to trough assumption so they actually took the
funds that they would recommend that may not end up being the ones that are in your portfolio. That is just sort of
a sample. And they gave us a peak to trough return for those which was a negative 14.3% so we worked that into
our scenario analysis. So that rather than just taking the hedge fund index return it was more what Alborne would
recommend sort of the target sort of allocation of the hedge fund that they're likely going to work with the board on
recommending. So given the low fixed income weight and the allocation to private debt within fixed income, we
recommend not having exposure to bank loans and high yield and emerging markets set or some of the fixed
income strategies that other plans would include within fixed income. We imagine you'll probably be able to get
exposure to those areas within your hedge fund portfolio. The in which page just shows our recommended asset
allocation, on page 11. You currently have 10% within your prior policies to risk parity commodity we recommend
you get exposure to infrastructure, private natural resources and then private agriculture and timber when those
opportunities are attractive through active investing rather than passive. Currently there's an infrastructure swap
within the portfolio but we recommend hiring a manager to implement that infrastructure allocation. And then, in
fact the absolute return as Mr. Odell noted, we don't have visibility into how that is going to be structured but we're
happy to work with the trustees and staff and Alborne to incorporate that structure once it's implemented within

our recommendations as well. The risk return analysis on pages 14 and 15, we took the current policy, so using
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10% fixed income as well as market duration investment grade bonds and that is the less column here. We ran it
through various historical market scenarios. So that's the current policy. And then on the right column you can see
the recommended policies. So that incorporates 15% fixed income and long duration TIFs and treasuries. So we
worked with Alborne to get their worst-case scenario return and that's incorporated within the calendar year 2008,
fiscal year 2009 and global financial crisis scenarios. So that's not just for a broad hedge fund benchmark but for
the managers that Alborne would recommend at this time. You can see here that the additional fixed income and
it beings long duration, provides some protection from some of these historical market scenarios where marked

have been quite stressed. The them page gives a little bit --

>> Lara Druyan: Laura, one question for you. Did you guys run -- since the current policy is the ink is still drying,

did you do any analysis of what it looked prior, sort of what we had done prior to a couple of months ago?

>> We did and actually that was in the original document that we showed to the investment committee. We

updated it figuring you might want to look more forward. And the current policy here had better outcomes than

most historical stress environments did.

>> |Lara Druyan: Thank you.

>> Edward Overton: Could you comment on the slowness of getting the asset allocation policy

instituted? Seems like we are where we are rather than what's been adopted.

>> You know, we're happy to move as quick as the trustees. Why know there's some new staff members and new

trustees. We actually before even reducing this conference calls with them. My impression is everyone is ready to

hit the ground running once you adopt a new investment structure for your policy.

>> Edward Overton: Well, that doesn't quite get to my question but | guess it's as close as you can come.

>> Yeah, are you looking for a specific time line?
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>> Edward Overton: You know, not some drop-dead date but you know, within six months, three months. , 30

days, whatever. When is the train going to leave the station?

>> You know, we've already started on it. And we're happy to work as quickly as staff and trustees would like.

>> Carmen Racy-Choy: Are you actually asking about the asset allocation implementation or the management

impledges portion?

>> Edward Overton: Both.

>> Carmen Racy-Choy: The asset allocation has actually started through the end of December. Through the
overlay there was an approximate long term targets. Now that ultimately for us to do a proper transition, we would
need the next step is once an investment structure is adopted, that we would hire a transition manager, and then
do a proper transition to come a little bit closer to the actual long term asset mix. Once that is done, the manager
searches have been initiated. But ultimately we need to know what we're looking for. And that's part of what the
investment structure does. So with respect to the manager selection, the manager -- our big emphasis is going to
be on filling the hedge fund allocation first. Because that's a very significant portion of the allocation. The
investment component of that will be potentially 3 to 6 months. But then there's contracts to be had, and the legal
components will take a fairly significant time. You can expect the hedge fund component to take between 1 and 1
and a half years probably just because the legal work is fairly significant. But we'll start putting managers quite
soon, which is probably about six months. Just taking into account that we'd need to go perform due diligence
onsite, come back, discuss the issue with the investment committee, go through the legal paperwork, then bring it
up to the board. With respect to other managers, in the -- outside of the hedge fund allocation, | think you can
expect sooner, probably in about three months the equity component and then we'll be hitting the other asset

classes soon thereafter.
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>> Edward Overton: Okay, if we could have a little update each month on what the status of the process is, that
certainly would be beneficial to me since I'm not on the investment committee. And there's almost a
disconnect. You know, | get here and | see all of this and | wonder what's going on on the other side of the

situation.

>> Carmen Racy-Choy: Sure.

>> Matt Loesch: Any other questions?

>> Sure, I'll just continue briefly on page 15. We looked at various scenarios between the historical policy and the
current policy, and stress testing forward looking analysis. You can see here that with an additional amount in
fixed income and that fixed income being long duration, that the recommended policy would lag the current policy
somewhat, in rising interest rate environments. But also, protect in the environment where you have a broad
equity decline and accompanying large changes in credit spreads, large widening in credit spreads. So as |
mentioned before, you know just adding an additional 5% fixed income provides a lot of the deflation protection
here, making it long-duration as well does that to a lesser degree. The rest of the document we included some --
the current global equity allocation versus the proposed global equity allocation but this will really change quite a
bit based on the specific managers that the trustee select in each of these areas. And then as | mentioned

towards the end -- I'm sorry.

>> Stuart Odell: Sorry. When you run your stress tests is your starting point the current valuation of these asset

classes?

>> |tis.

>> Stuart Odell: Or is your starting point the long term expected returns of these asset classes?
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>> Yes, and you can actually, if you are interested in all of the specifics, they're on page 36 for all our
assumptions of the asset classes. Of course this is more art than science. You know you have to make

assumptions for a lot of these issues but we wanted to show you some analysis.

>> Matt Loesch: Does that answer your question, Mr. Odell?

>> Stuart Odell: Yes | guess.

>> Standard deviation assumptions that's the baseline.

>> Stuart Odell: You know are they current, you know expected returns of what you think bonds are going to do

over the next 12 months? Or are they what you think bonds are going to do over the next ten years?

>> They're more long term.

>> Stuart Odell: | think one thing that's interesting to see is where current valuation of the bonds, what is the
effective PE of bonds, probable 50, right, PE ratio. Expected PE of equities is 10 or 12. You know, big difference
in valuations from your starting point. And it would seem to me, and in a stress test, you might want to start with
current valuations and likely scenarios rather than long term expectations on where they are to give some sense
of what's really going to happen, when you know, interest rates go up right now on your long-dated bonds that
you're suggesting we put in the portfolio. Which is particularly the one area that I'm focused on because it's the
one area where | think there's some disagreement between what the staff had originally proposed and what you

guys are suggesting we tweak on the asset allocation.

>> Yes. As | mentioned, we're comfortable using market duration investment-grade bonds because really, you get

most of the way to the deflation protection, protection in a stressed market environment just by having more fixed

income and using intermediate duration rather than long duration.
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>> And when you say intermediate, what does that mean? What do you call?

>> |t means the duration of the Barclays aggregate and.

>> How much is that do you know?

>> | think it's about 4, 5.

>> Thank you.

>> Matt Loesch: Any other questions? | had one on 17.

>> Okay.

>> Matt Loesch: So this is not maybe as sophisticated as some others. The left column adds up to 100, the

proposed column adds up to the 113, and the MSC Acqi adds up to 99.

>> | can explain that, that's averaging.

>> Current structure and assuming that's -- there's a reason for that.

>> Again, | wouldn't read too much into these numbers maim because the proposed global equity is just using

benchmarks for each of these areas whereas we would recommend, | know that the staff and trustees prefer

higher track managers in these areas, the likely hood of the managers using relatively low so this could change

quite a bit.

>> Matt Loesch: Okay. And second question, on page 18. Seems like the current, compared to proposed, there's

some significant differences at least in my unsophisticated mind of Japan and China and Brazil. Between the
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proposed and the current. You know, are there current thoughts about Japan, China and Brazil that Meketa has,

that guides that?

>> | wouldn't say that this was -- this allocation and the recommended suballocations were based on Brazil, China
or Japan specifically. But we do think that emerging markets have a likelihood of outperforming developed
markets over the long term. So you'll notice that the proposed global equity, as compared to the current global
equity, overweights emerging markets somewhat as compared to the developed. That's really the theme we were

trying to get across.

>> Matt Loesch: Okay.

>> And then the rest of the documents include the private market sample plan which | alluded to earlier. Which
again is just a sample based on the suballocations and is quite subject to change based on individual manager

opportunities and also whether the committee and the board decide to use fund to funds or direct investing.

>> Matt Loesch: Questions, comments?

>> Arn Andrews: Just two comments. I'd like to echo Stuart's comments, overweighting to fixed income while we
were parking funds there. We've discussed you know current not long term but current one to three year time
horizon, duration concerns, and so | also found it interesting that you were recommending not just increasing the
weighting but also extending duration. And this is probably a question for staff. | know the last time we were
together we were talking about our commodities exposure and at the time, | believe you said before the holidays
we actually wept into an index as opposed to risk parity. | was wondering where we are on that fund trade winds

they were overexposed to minerals are we overexposed to energy as well quoops oops.

>> Carmen Racy-Choy: 10% that Meketa was proposed with actual risk parity based managers. | don't

believe. When we actually implemented through the overlay | really didn't know what Meketa was going to be

proamg and | don't -- | do believe we actually use the Dow Jones UBS swap. So not the Rick parity benchmark, to
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get us more exposure to commaodities. Keep in mind at this stage once we will increase the allocation to he my
guess is we would terminate these two percentage points that Meketa is recommending increasing in the
commodity space and we would get exposure through the risk parity benchmark. And we would try to decrease
the exposure to the Dow Jones UBS, not just as a reduction due to the 2% shifting over, but also by making
actual investment in agriculture infrastructure and so forth. So do we still have the exposure? Absolutely because

we need this document to kind of move forward.

>> Are there any other questions on the investment recommendation?

>> Matt Loesch: To be clear, the investment looking at numbers is on page 5 and 6, right?

>> Yes.

>> Matt Loesch: That's the guidance you're looking for today and direction? , is that correct?

>> That's correct.

>> Matt Loesch: | guess we're looking for a motion for that direction or other guidance you'd like to put forward.

>> Arn Andrews: My only comment would be on page 10 where they have the section that says however if

trustees are uncomfortable with extending duration adding the 5% allocation to market duration fixed income, I'd

say I'm probably one of the trustees uncomfortable with extending duration. So to the extent there are other

trustees who are, | want to make sure that gets incorporated into whatever motion we make on pages --

>> Stuart Odell: Well, yeah, I'm not only uncomfortable with it, I'm not convinced that Meketa's analysis is

thoughtful enough, around this 5% number. You know, | -- | heard your reasons. But | just -- and | see the

output. But it's not -- to me it's not that compelling what you've said. The 5% number, | mean | can see you

coming back and saying you know you should stay at 20 or you know. But | just -- | can't get a sense of whether
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you threw the 5 in there because you, you know, you felt 10 would have been better but you didn't think you'd get
10 through the board so you kept it at 5 or you know how you really optimize around that 5% number. And | do
get a little uncomfortable when you say, well, we think long duration is better, but if the board's uncomfortable

we're okay going short duration. Well, you're talking out of both sides.

>> Yeah, you know we found the discussion at the investment committee to be really helpful in directing us to go
back and nd do more on analysis. And while we still think long duration would protect you better in down market
environments according to historical long duration would add and so we found the discussion useful and went
back and did more analysis and came to the conclusion that really just overweighting fixed income would get you
to the point where we'd be comfortable with potential performance in these down market environments. Of course
it's associate of a balancing act to how much extra we recommend towards fixed income versus how much
protection you want opt we want to outperform by 5%, the broad market benchmarks if we have another 2008,
you know that's sort of a judgment call. And so you know, we think that an extra 300 basis points for the
retirement system's bottom line is worth a 5% overweight to fixed income. That's something the trustees can
inform us, no, we don't want any additional protection from the stressed income or we want to outperform the
benchmarks by 10%. The 5% was sort of a happy medium that we arrived at based on better deflation protection

if we have some of these historical scenarios where the retirement system's returns are really quite negative.

>> Stuart Odell: | guess | would -- you know, I'd been -- | would have been more comfortable if you came back
and you know just said, you know, intermediate term fixed income. As a tactical view maybe long duration, fixed
income, if you saw in the markets, fixed income markets start to normalize, | could sort of see how you could
make the argument valuations were somewhat back to normal. And you could still get the protection out of it. But

not take such a one-sided bet, that | see out there today, anyway.

>> You know of course the big question on fixed income is from a fundamental perspective we agree with you. It

does not look attractive, valuations are much different than they have been at most points in the past from a

technical perspective, though, should the markets experience, you know, outsized volatility, historically everyone
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has flocked to treasuries and specifically long duration. So as much as we agree with you, not a fundamental

good place to be necessarily. They have served their purpose historically.

>> Stuart Odell: Okay.

>> Arn Andrews: | guess personally I'm still lupt in the short term to change the allocation especially in light of
you know we don't know what our hedge fund components are going to be yet and what portion of the hedge fund
managers portfolios are going to be negatively correlated to the market. But it also sounds like we won't know the

outcome of our hedge funds for a year or year and a half.

>> Carmen Racy-Choy: | think the investment committee will have -- will start having information about our
managers probably May or June. And at that point in time. | think what we'd like to do is to keep the names of the
managers secret until we can actually complete the contracting. Because if we bring the manager names forward
to the board for approval, it is very difficult at that point in time, the manager will not yield in negotiation on any
point. And our experience suggests that we want to first get the investment committee comfortable with the
managers, and once the investment committee says we're comfortable we want to go back and negotiate without
telling the managers that they have been selected. And then, come back to the investment committee and to the
board. So | apologize that the process of information getting to the board will be slow. But if we don't follow that
process, we will lose significant ground from a legal perspective and from the perspective of putting in the legal
contract things that protect the city. So we feel it's kind of an imperative step to do the contracting without having

the manager information become public.

>> Arn Andrews: Thanks. And | didn't mean to infer that | was questioning the time line. | was just saying that the

two time lines don't sync up but thank you for the clarity of that.

>> Matt Loesch: Mr. Armstrong do you want to say something?

>> Michael Armstrong: Coming babes what risks are we trying to mitigate, is this the best way to do it?
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>> Sure. So if you take a look at pages 14 and 15, this is what we were trying to illustrate through the scenario
analysis and the stress -- testing. Again, these numbers for the calendar year 2008, fiscal year 2009 and the
global financial crisis include Alborne's assumption for how hedge funds would perform in those

environments. Again you could also say you're not going to take the recommendations and you pick completely
different funds. That could change. This alborne's actual assumption of peak to trough performance of the
portfolio they would construct today if given discretion. You can see here in 2008 it would have saved you about
3% of negative performance. Fiscal year 2009, you know, the global financial crises again would have saved you
about 3% so having it overweight to fixed income. And then if you look on page 15, you can see that you'd give up
in an up market environment so say that a rising interest rate environment, you'd give up about 1.4% if treasury
bond rates rose 100 basis points, and then you can see here what you'd give up in different rising interest rate
environments. So it's sort of a judgment call on how much protection do you want on the down side versus what

you give up in a rising interest rate environment.

>> Arn Andrews: 15 is the chart that caught my eye because it's a 12-month period, the short term period which
is | think where I'm hung up on fixed income. So if you look at the different rate up scenarios versus the decline
scenarios in the interest rate bips. The current policy would be beneficial, 1.400, 2.82 hundred 3.84 ona 3 .9 of a
2.9 and a 1.9, | guess if you're inclined to think that an interest rate rise is possible, in the next 12 months, our

current policy just from a differential outpaces the protection we get on a down-equity scenario.

>> Of course just to point out from a behavioral finance perspective, you know we just found that it hurts a lot
worse on the way down than it does to give um little bit on the way up. If you are in these right interest rates
environment you're still reaping theoretically based on assumptions your actuarial return whereas on the down
side you know if equity markets were to go down 40% like this did in 2008, there is some protection there. That is

a judgment call for the trustees to make.
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>> Carmen Racy-Choy: | would just add on the down side we do enter deflation protection, you do tend to have
significant liability gains. So really even if you were to get a zero percent return on the fund the contribution level

would probably go down.

>> Matt Loesch: Do you want to do something to alleviate your concerns or with what would you like to do?

>> Stuart Odell: I'm going to stick my neck out a little bit further. | could accept the recommendation of Meketa,

but with respect to the fixed income, | think the duration call is the one that gives me the greatest discomfort. The

reason why I'm okay with the 15% is primarily not necessarily their rationale for adding it. But | think the private

debt piece really does have a credit component to it. It has a component that will have some equity market risk

associated with it. And so if you look at it from that perspective, that even a minimum of 10% in sort of non-credit-

related fixed income, could be reasonable, | could get comfortable in that scenario.

>> The other characteristic that the highly illiquid, right? Which therefore | think it's really important to have a

greater allocation to other fixed income, right? Because it's going to behave differently to your point. The illiquidity

is scary to me.

>> Carmen Racy-Choy: At this stage we are a very liquid plan.

>> Lara Druyan: | know we are now but | agree with Stuart, private debt is going to act more like equity and also

it's a ten-year fund right? So ... but | also agree, I'd like to see us in shorter duration, long duration makes me

uncomfortable.

>> Martin Dirks: | agree as well.

>> Arn Andrews: | agree, the longer duration.

>> Matt Loesch: Would you like to set a range or a target? How would you guide them?
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>> Stuart Odell: Kind tfs intermediate this is a government recommendation right, no credit in this? | would go

sort of intermediate.

>> Arn Andrews: 3 to five?

>> Stuart Odell: Index, probably got a duration of -- Itd that's what the Chinese are doing.

>> Stuart Odell: | would think a similar duration would be fairly appropriate. You could come back and

recommend something different but that would be my initial thought.

>> Matt Loesch: Okay. The one question | had in addition, is is staff comfortable with that recommendation
then? | know you made a recommendation slightly different. Now with this modified recommendation is staff

comfortable with that guidance and that direction?

>> Carmen Racy-Choy: Absolutely. | mean | think when we first started discussing the topic with Meketa,

Meketa said we are veg very uncomfortable with -- we absolutely want to convey to the board that we are

uncomfortable with shorter or medium term duration partially because we feel you have a small allocation. So I'm

-- personally, | would prefer a shorter, as opposed to a longer, duration. Because the deflation scenario on an
asset-only environment is important. But when you put the liabilities into the equation, | don't think you're going
have concerns, because you're going to have a lot of gains coming from the liability side. So even if the

investment performance is very short of the target at the actuarial rate of return, you can still keep the City's

to

contribution constant or probably even below targets. My -- you know kind of my concern is about the fact that the

rising interest rate environment is right now a very real possibility. The Fed has put in place the operation twist

which has actually lowered the longer term by about 180 baips. The operation is going to end in 2014, and if you

are holding very long term duration instruments, the plan will get significant losses. So at the time when you really

need the return. So I'm personally comfortable with medium term. I'm also comfortable with shorter term.
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>> Matt Loesch: Okay and just in clarification Meketa is comfortable going forward with a recommendation of

medium term duration?

>> Yes of course and if the interest rate make sense to make even shorter version.

>> Matt Loesch: Guidance, sure.

>> Stuart Odell: | mean | could even live with an active manager that you know is able to play within short to

medium term duration calls and be able to do that more actively than you could if you wanted to do that, as well.

>> Carmen Racy-Choy: Absolutely.

>> Matt Loesch: Okay. So sounds like we're coming down to a consensus here.

>> Carmen Racy-Choy: Would Meketa be comfortable with an active manager that has the capacity to make the
duration calls? Because the reality is if we set it in the structure especially given our staffing situation, we might
not be revisiting it very often short of a very significant shift in the economic environment. So | think if Meketa is
comfortable going with an active manager that has the capacity to make that call and the track record to make it

well, we would be comfortable with that as well.

>> | would say in general our philosophy is that we like to find active managers and give them as many degrees
of management as possible assuming they are skilled. good in historical market environments at adjusting at the
right time. | cover fixed income managers for our firm and it's amazing how a couple of years ago, everyone was
pounding the table that rates were rising and they you know we're happy to work with staff to try to search for an

active manager who has been successful at adjusting duration at the right times at task but | can't say thus far.

>> Stuart Odell: | totally agree so the duration call is the one that's been the hardest for them to get. But it's

maybe worth looking at if you don't think we can act quickly enough to respond to changing market conditions.
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>> Matt Loesch: So | guess the motion will be and I'll just make it so it's consolidated, to 5 and 6 with medium

duration term of three to five for sismed income and also that there be monthly updates to the board as to the

progress detail-wise how we are moving through moving into this allocation. That's the motion.

>> Edward Overton: Second.

>> Matt Loesch: Any comments or questions?

>> Stuart Odell: The only -- my only comment would be that once we have the hedge fund managers selected,

that we should come back and revisit the structure. Because then you've got the real details.

>> Matt Loesch: Sure.

>> Stuart Odell: That you need to model. So that's really important that we kind of put that on, that we will come

back and revisit this structure.

>> Matt Loesch: Put that as a friendly amendment to add onto the motion only just for legal sake. So the friendly

amendment is that once the hedge fund allocation is adopted, and the manager is selected that we revisit this

entire structure and the allocation.

>> Arn Andrews: Right, let's see what the through put is for every asset class.

>> Matt Loesch: Is that --

>> Arn Andrews: Yes.

>> Matt Loesch: All those in favor, opposed.
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>> We look forward to working with you on implementing the allocation. Thank you.

>> Matt Loesch: Thank you. Okay, beg egg for a little latitude, we have a few folks that have been calling in April
and so one of which is Cheiron. And then also, Cortex on 5.3. What ride like to do is beg your latitude is to deal
with item is it 4.6 discussion and action regarding the allocation methodology for the evaluation of administrative
expenses as between employees and employer. | believe you have it in your packet. Item 4.6. And we have a

Representative from Cheiron on the phone.

>> Gene Kalwarsky: Can you all hear me? This is Gene Kalwarsky and | have Al with me.

>> Hole.

>> Matt Loesch: The floor is yours.

>> Gene Kalwarsky: We're trying to keep this presentation brief given everything you have to do today. Giving
you background on page 2, prior to the June 30, 2011 valuation, expenses were considered covered by earnings
so there was no explicit charge for that. Starting with the June valuation we recommended and the board adopted
that the administrative expense cost would be added to the normal cost explicitly. That raised the question of this
municipal code, splits the normal cost between the city and members in a ratio of 8 to 3. And the question was
raised at a previous meeting should the administrative expense here we are asking for normal cost also be split 8-
3. We understood from council that the answer these costs were | split historically, and it was our understanding
that if the show you an example and in fact these members were paying for it, due to a reduced discount rate to
cover the -- those expenses. I'll have an example to show you how that works. However, if actual expenses are
greater than expected that flows through to the unfunded and the city would pay that whole cost. So that's just
some background. Slide 4, so historically, looking to GRS's 2009 experience study, they developed a gross
investment assumption of 8.6%. And they subtracted 90 basis points to cover for both the SRBR, investment and

administrative expenses and that's how they arrived at 7.7. What we're suggesting that 2011 experience study is
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that administrative expenses you could either look at it two ways. They're about $2 million so they could be .7% of
payroll or .3% of assets. And | think what puts this whole presentation together easier to follow is the very last
slide. Since we're saying the $2 million could be covered by earnings but we would have to lower the discount
rate to 7.37, I'm going to walk you through two examples. The left-hand column is the specific earnings we would
have lowered the discount rate by 13 basis points. So going to row 2, the normal cost, the total normal cost under
the explicit approach is 20.55. Under the implicit with a lower discount rate slightly higher, 21.2. We take away
what the city pays for reciprocity and the net normal cost that will end up being split in the ratio of 8 to 3 is 20.34,
for explicit and 20.98 for the implicit. The member pays 3/11 of that line. We get 5.55 versus 5.72. But then under
the explicit approach we do add directly the 19 basis points and the member ends up paying 5.74 versus 5.72. On
average, that's a difference of about $14 per year per member. And so we were just asked to provide what the

impact was and what the history was, and that's really all we have to present here today.

>> Matt Loesch: Ms. Dent.

>> Mollie Dent: So let me go back to slide 3, and so the reason this came forward is you all have already
approved your valuation. And your valuation does shift the normal cost, the approved valuation does shift the
normal cost to the cost split between the employer and the employee on the 8/113/11. And issue did come up in
the Police and Fire board on their valuation before they approved their valuing on whether or not that split should
occur. And so the answer from our standpoint was that it may depend on how the costs were split historically
because it's clear that to the extent that the costs were split historically, you can do that. And so what Cheiron has
presented here, appears to show for this plan that historically, the costs were split. They were split in a different
manner than calling them normal cost but there's a very little difference between 5.74 and 5.72. If you wanted -- if
you wanted to have your new outside counsel look more closely at this issue, before you adopted the final
contribution rate resolution, you could do that. You could also say, if -- you know you could also say is this -- is
this really an issue at all? So | don't think we said that it did depend. We said that it might and that as a minimum
we should look at how it was done historically because it might provide a basis for just saying you can go forward

with the valuation you have approved.
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>> ['ll just add since new counsel was referenced, we obviously haven't reviewed this issue. sound like some
decisions were obviously made in the past. These issues are going to be governed in terms of the plan itself and
how you interpret those terms and historical application may inform that analysis. And then, of course, a lot of the
time the plan terms recognize either explicitly or implicitly that there's going to be actuarial assumptions and
methodologies and practices that go into these things. So if the board wanted us to conduct that analysis we of
course could. But from what I've seen this is some that's been going on for some time, it's really just up to the

board whether they want to ask to us look at it.

>> Mollie Dent: | would add that the magnitude of it doesn't -- maybe Cheiron, | think they did speak to it. But the

magnitude of the difference between how it's been done in the past and how it would be done as approved by the

board seems to be very, very minor to me.

>> Matt Loesch: Okay, questions from the board or comments from the board?

>> Edward Overton: What do you need?

>> Matt Loesch: [I'm sorry, we're going to make a choice whether we make it explicitly the explicit versus the

implicit or where they do their rates coming back, right?

>> Mollie Dent: It's a question of whether or not you all are interested in revisiting your valuation again based on

the information that's presented or you simply want to go forward with the valuation as it was approved, which will

be for the member contribution rates to be set based on the more explicit split of the normal cost.

>> Gene Kalwarsky: So it comes down to the last page of the presentation which column, as prepared it would

be the explicit column. If we change it, it would be the implicit column. Disd if we do it.

>> Mollie Dent: Analysis on your plan in terms of historical. They decided to -- not to implement the shift this

year, for the member cost. And to revisit it with the valuation next year. So two differences between the two
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plans. One was, that they kind of confronted that issue before they did their valuation. But the second is that the --
the historical analysis for them was different than historical analysis for you. They had a different prior
actuary. GRS is your prior actuary. Segal was their prior actuary. Part of what Cheiron was doing was trying to

construct what the prior actuary's were and they were doing it differently, correct? Am | speaking correctly?

>> Gene Kalwarsky: That is my understanding. GRS was more -- very explicit as to what they were doing and

Segal less so.

>> Martin Dirks: |s there a cost analysis 14 dollar per member issue here.

>> Mollie Dent: Yeah and | think you would also probably have to look at whether or not you wanted additional
legal analysis on it to support not doing it. Because the municipal code does say that the normal costs are
supposed to be split this way. So that's why Cheiron did it that way to begin with. So | do think you could, like |

say, it is not a substantial difference. It doesn't seem like.

>> Martin Dirks: If | could just make some very general comments and | want to be very clear that we have not
analyzed the specific code and the specific facts but just some general facts, I've seen these facts play out in
other systems and case law. And basically what you're looking at with these types of decisions, regarding
actuarial principles, is that in some cases, you've -- it's a question of what does it mean to be normal cost, or what
assumptions are you using with your actuary, what are the methodologies you're putting in place, what are the
assumptions you're using. When the board has discretion to do those things it's very much within the board's
discretion. Whatever it decides is going to be okay. The other really is when you're actually changing something in
a way that is -- that is different from what the plan says. | mean there have been cases where, for example, a
system in the Fresno city system in the case in the '80s started charging members for a portion of the unfunded
liability. Historically, they had not done that, the members challenged that, and the court ultimately said, the plan
document does not allow you to charge members for the unfunded liability. So that was struck down. So you
could -- it could fall on -- and I'm not commenting on this particular case because | don't know. But that's the kind

of thing you're talking about. Are you -- the bottom line is, you need to stick within the parameters of the plan so
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the question is, is was the old practice, and is the new practice consistent with the terms of the plan? And if you

feel comfortable that that analysis has been done, and you've made a decision based on that analysis, then you

certainly move forward. But if you have questions about it, then you know, we're here to help that kind of thing.

>> Matt Loesch: Okay want to entertain a recommendation or a motion?

>> Edward Overton: Isn't our current valuation based on the explicit treatment of --

>> Matt Loesch: That's what | Mollie is saying moving forward --

>> Edward Overton: | would want to continue that.

>> Mollie Dent: If you wanted to change it you would have to provide some direction that the valuation would

have to be revisited and legal input. Otherwise it's going to go forward with the explicit assumption.

>> Edward Overton: That would be my motion.

>> Matt Loesch: Just to note and file?

>> Edward Overton: Yes, just to note and file, or go forward with the explicit treatment, either one that

works. Dpm | mean do we even need to take action?

>> Mollie Dent: No.

>> Matt Loesch: Technically didn't seem like it, we could just note and --

>> Carmen Racy-Choy: | think from staff's perspective we wanted to make you aware of this shift that had

happened. We didn't want you to find out at a later stage and say we didn't really capture that. And the reason the
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way it was done before, through the implicit approach, was suboptimal because in part what was happening, a
very significant chunk of the admin expenses were being paid for through the unfunded liability. Which is
fundamentally like taking a mortgage to pay your admin expenses. And so this is the reason why Cheiron
recommended to go to the explicit approach. As a result of moving to an explicit approach, basically, this
becomes normal cost, and normal actuarial jargon, although it doesn't have to be qualified as normal cost and
was split 8 to 3. So we really wanted to kind of make you aware that in the past, due to the implicit treatment, the
city picked up more of the admin expenses than what is currently happening. And you know, it's really up to you to

proceed from that point on, as you see fit.

>> Matt Loesch: So | guess the things -- were you finished? I'm sorry. Is it fair to say that from the legal
perspective, Ms. Dent, that it was just to be clear, that it is the practice, if we go with the explicit route as our

valuation was done, it is -- it jibes with our document our plan documents and historical practice?

>> Mollie Dent: It definitely jibes with the plan document because the plan document calls for normal cost to be
split. And so they're calling this a normal cost. | also -- | understand, for the Federated plan, that this analysis is
actually saying that the administrative costs historically were split in large part with the employee -- with the
employees through the way the investment return assumption was built. So that | -- | view -- that's how | view
page 5. And if I'm wrong about the way I'm reading that, | think then cine can address it. But | view page 5 as
saying that they think that GRS did in effect take the cost into account in normal cost by the way they set the

discount rate.

>> Gene Kalwarsky: Yes, we are saying that. And we also want to say that we think the explicit way's a cleaner
more transparent way to do it and the implicit way has other implications that we haven't talked about, the normal

cost and unfunded and that gets kind of complicated so we have a strong preference for the explicit approach.

>> Matt Loesch: To give clear guidance and speak the voice of the board, | would be more comfortable just

making a statement whether we don't have to or not because we have accepted the valuation, this is the way we

understand it and this is the way we're going to proceed on this valuation and give guidance for future valuations
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until things change. Whether it's different legal advice or different actuarial advice. That would be where I'm at. |

just -- if folks are comfortable | can turn that into a motion that we make an explicit statement that -- so I'll make

that motion, that our policy on this valuation account explicit approach and our guidance to staff and Cheiron is

that our future valuations be accounted for in that method.

>> Second.

>> Matt Loesch: Okay, any other comments or questions or things I'm missing?

>> Carmen Racy-Choy: That the cost be split using the 8 to 3 approach.

>> Matt Loesch: That the normal cost be split, and reimplement. All those in favor? Opposed, thank you. Okay

do we need to -- 11:30. We had quasi-time certain for 11:00 for 5.3. Do we need to get hold of them and so

forth? Should | try to pound through a couple of items while you get hold of them? That okay? Why don't we do

that?

>> Gene Kalwarsky: And are we threw?

>> Matt Loesch: Thank you.

>> Gene Kalwarsky: Okay, bye.

>> Matt Loesch: Let's just walk through the agenda here. You were provided the document for item 4.7, plan

expenses for January 2012. If the board is satisfied we can move approval on that. | mean it's really approval of

the expenses. So -- if you want to table it for a month to get a chance to look through it, this was provided on your

desk while we were in closed session.

>> Edward Overton: 1'd move approval.
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>> Second.

>> | ara Druyan: Second.

>> Matt Loesch: Any questions, comments? All those in favor? Aye. Opposed, okay. Consent calendar. . Let's
go to 3.1. Discussion and action on proposed date for a study session and request for proposed topics. Since I'm
sure that you are all flooding staff's e-mail boxes with ideas, thoughts and schedule ideas for a study session,
they unfortunately didn't explain that, that there wasn't any guidance really provided. So I'll help provide some and
see if you agree with me. What I'd like to do is we had decided not to have a retreat, it was discussed last time
that we would come back and have a study session. Essentially we'd adjourn this meeting and have a special
meeting right after that where we could have specific topics. | don't know if there's necessarily a advantage,
disadvantage, that could be debated, it would be the same place, same people, cameras on, maybe not. One
thought | had as far as guidance was looking through the special agenda that was put together for the Police and
Fire plan, what they went through. Some of the topics seemed applicable, some of them we're covering today so
not necessarily. The major one | was looking at was, was item 2 on there, discussion and actuarial options to
minimize contribution volatility. Some of you had sustained Cal APRS general, local meeting not the general
assembly, the one that was January the trustee preeghts, Cheiron made a presentation at that time that folks had
federated plan, so might be plan specific, might be as well as plan numbers, folks had found that very interesting
as far as ways to minimize the volatility through some of their advice. Folks had thought it was a good idea. | was
thinking about having that in April. What are the thoughts there? That some of the other things that we've been
talking about, could be added to that as well. That is on the agenda so we could either table the things currently
on our agenda, that was under -- | should have written down the thing. ltem number -- the one that has to do with
the fiduciary insurance, item 4.10. There was a fairly lengthy presentation and discussion on fiduciary

insurance. My mind it might be good to have. | don't know if Reed Smith was ready to item 4.10 and discuss it in
greater length similar to the way it was discussed in the study session at the Police and Fire board. Want your

thoughts there on that so we can table 4.10. I'm not making that motion now but this is my feeling, bring that up in
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April, there might be further discussion in May. I'm just going to have two topics for now in April. Does that seem --

so we'd have an extended meeting after --

>> Stuart Odell: Two, three hours or --

>> Matt Loesch: I'm thinking, along with the presentation, the Cheiron presentation, an hour?

>> No, more.

>> Probably like 40 minutes.

>> Stuart Odell: It was three hours.

>> Matt Loesch: Then you think a topic like that for legal stuff, maybe an hour.

>> Arn Andrews: And | will say, the topic on Cal APRS legal discussion could have gob on forever. We do have

new counsel, they may have topics they think might be relevant for us. | think just having a legal bucket and we

can put this as one of the definite topics to discuss.

>> Matt Loesch: Well, of course we need to agendize it so there will be Brown Act --

>> Mollie Dent: The new general counsel may talk about using legalizing topics, things of interest to the board.

>> Jeffrey Rieger: We've given all types of presentations on fiduciary insurance, fiduciary principles, just being a

fiduciary, conflicts of intreflt. | mean we've done all that, a lot of it is already in the can so to speak.
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>> Matt Loesch: Keep your idea on the legal bucket, let's do the fiduciary principles and then the coverage, the

fiduciary insurance that we have in relation to that. As an April discussion. And then have Cheiron presentation on

the minimizing contribution volatility.

>> Arn Andrews: That work.

>> Matt Loesch: So maybe two, two and a half hours keep it as a limit as what we'd be shooting for. So if we

were to put a time to it, 12:30 to 3:00. As you know | try to keep things fairly expeditious.

>> Mollie Dent: | would suggest you not actually do a time on it but it's extended part of your agenda so you can

get to it as soon as you want to, that's my suggestion.

>> Matt Loesch: Other folks concerned about having the camera on? It's going to be recorded either way,

whether it's audio, video and audio, is there a reason we wouldn't just have it as part of an education session at

the end of the agenda?

>> Russell Crosby: If | could weigh in. The cine presentation, when | saw it at the offsite location, really wished

that it had been videoed, it would be very useful for city people to see that presentation, as well.

>> Matt Loesch: Okay.

>> |'ll second that.

>> Mollie Dent: I'm going to say if you are in this facility and it's really to tag on to your regular meeting, it should

be videoed, and it just is seems to make sense to me that --

>> Matt Loesch: | don't have any concern. Everything is so public anyway. These documents, whether it's audio-

recorded, whether it's a picture too --
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>> Pete Constant: We have a technical issue, the Public Safety, Finance and Strategic Support meets at 1:30 in
the council chambers. So you'll have to check with them to see, what are the technical aspects that they could do

both. | know they couldn't stream both. | just want to make sure on that.

>> After 1:00 we can only audio-record this meeting and not video-record.

>> Matt Loesch: They can't even record either?

>> Russell Crosby: Only audio, that's my understanding as well. (inaudible).

>> Mollie Dent: That's one reason I'm -- | mean | don't know how long your April meeting is going to be. But it's

possible that maybe you will get to your special stuff a little earlier.

>> Matt Loesch: Well, how about this. We'll leave it kind of loose as to where it is on the schedule for now and
let's see if we can work through some of the machinations and recordings and so forth and we'll have it on the

agenda regardless in April, those two topics, those two topics, the actuarial and the legal. Is that fair? So then it
will be my motion that we have -- add on to thee agendas, we don't technically need to, | don't think, but to give

the board direction that this is what we are proposing to do on these study topics.

>> Arn Andrews: Second.

>> Matt Loesch: All those in favor, opposed, okay. Since pulled out of a conference as it is if we could jump, and
| appreciate the patience bopping back and forth. This is item 5.3. | guess what I'll do is I'll move through each A
and B first. This will be the concluding records from the ad hoc governance committee and we'll buys off on this
so this will be the final report. We have two minutes in our packet here for 5 and -- January 5 and January 16. Do

| need to -- do we need to accept those minutes? This is under 5.3. | apologize for the --
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>> Mollie Dent: No, you don't -- you do not need to take any action on the minutes of the committee meetings.

>> Matt Loesch: Okay. So A and B are for your purposes. 5.3 A and B. And then there's a larger packet, 5.3C
which I'm sure was a lot of pleasure reading for those folks in getting ready for this. But it was meant to, and I'll
certainly lean on the folks who are ton committee to make sure | give a quick summary and a guidance here. And
| really do appreciate both the extra work that Mr. Armstrong and Mr. Odell went through to read through these,
and | believe Mr. Dirks who was the alternate who got the fun of reading it, as well, who wanted to try to clarify a
lot of the roles and responsibilities, make sure they're all in harmony. So we had a good governing document that
this is, you know, a way to set kind of in stone, loosely, how we're moving forward as to how we should be
acting. There was a good bit of give and take on some of the items. | think Cortex did a great job in cleaning up
the policies and making sure they were best practice to the extent we could. There's two things in here that were
place holders that we wanted to caution about. The role of the personnel committee was the main one. In that that
was to review and give guidance and provide the annual review for the CEO. At present, we don't have that role,
and responsibility. And so it's just kind of a document that was put in place that we had gone through a couple of
times and looked at it. We are going to have it as a place holder, noneffective or not a guiding principle going

forward. So Tom did you want to add to anything I'm saying here? | should have let you present this yourself.

>> No other than the same concept pertains to the CEO performance policy place holder or use that as a

template for future use once the board gets the authority that it needs to really carry out that process effectively.

>> Matt Loesch: Okay. Anything from the committee members, as far as thoughts that you had? Our

recommendation, that the committee clearly was recommendation to approve these policies going forward, that

was the recommendation coming out of the committee. The policies are in the packet. Any questions, comments,

add-ons from the committee members?

>> Edward Overton: Asking questions on this document?

>> Matt Loesch: You may as well since committee members aren't shouting at me.
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>> Edward Overton: Okay, under the role of the investment committee, page 2 human resources, line 13, can

someone explain to me what that means?

>> Matt Loesch: Wait a second, give everybody a chance to switch to it. Audit committee. Investment committee,

so unfortunately these aren't number.

>> Edward Overton: The role of the investment committee. The pages are all one two one two. Under the role of

the investment committee, on the page two of that particular section. Line 13.

>> Matt Loesch: ['ll just read into the record. The investment committee will rube the decisions of the CEO

regarding and advise the CEO and the board accordingly.

>> Edward Overton: What does that mean? What are we talking about there?

>> Matt Loesch: The point there was that the investment committee will provide an opinion to the CEO about the
performance of the CIO. And the trouble will be, I'm assuming that legal would look at in this current perspective is

we don't have personnel powers, right? And so --

>> Mollie Dent: We generally had a couple of comments on these policies needing to still be cleaned up some
from the standpoint of, the CIO specifically because | think there's also language in here about the CIO being
hired by the CEO which of course is not curr