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1 APPEARANCES 1 from Jast menth just to -- you know -
2 2 keep everybody's memory refreshed as to
3 COMMISSION MEMBERS: 3 what we discussed. And then PIFM added
4 Donn Scett, Chairman 4 some additional projections, additional
5 Kellan White 5 modeling on what the portfolio would
6 Rasheia Johnson, Treasurer 3 look like and without alternatives and
7 7 at various levels. ,
8 ALSO PRESENT: 8 As 1 said in the email I sent out a.
9 Christopher R. DiFusco, CIO, PGW 9 couple days ago, my hope is that through
10 Marc Ammaturo, PFM Asset Management 10 the discussion loday, and then
11 11 subsequent discussions with folks - you
12 12 know -- offline -- some of which have
13 13 started already -- as well as some
14 14 information -- actuary information that
15 15 I'l send out in a couple weeks that the
16 16 Controiler's Office requested that 1
17 17 thisk 10 would probably be germane to
18 18 this discussion that we can present a
19 19 formal recommendation in July along with
20 20 a blackiine IPS because any
21 21 consideration of alternatives will
22 22 require changes fo the investment
23 23 policy. So I'm not asking for a vote of
24 24 any kind - vou know - today; il was
Page 3 Page b
1 CHAIRMAN SCOTT: Good morning, 1 just o keep the discussion rolling with
2 everyone. It is my pleasure to call 2 questions and provide folks with
3 this meeting of the Sinking Fund 3 additional information.
4 Commission Lo order, 4 With that, I turn it over to
5 The first 1tem on the Agenda 1s the 5 Marc. -
6 Approval of the March 13th Minutes. & MR. AMMATURQ: Thank you, Chris,
7 Is there a motion for approval? 7 So we're behind the red tab, If
8 MS. JOHMNSON: Motion. B you want 1o {lip to Slide 6. So, again,
g MR, AMMATURO: Second. 9 as Chris already mentioned, this was
10 CHAIRMAN SCOTT: A motion for 10 presented last time, but just to level
11 approval has been made and properly 11 set, Slide 6, if you look at the PGW
1z seconded. 12 current colimm, so as you all know, your
13 All those in favor? 13 current {argets are 05 equity, 33 fixed
14 {Chorus of Ayes.) 14 mcome, 2 percent cash. I'm locking at
15 CHAIRMAN SCOTT: Ayes have it 15 the first column from the far lefi
16 Motion has been passed. 16 there, PGW current. What was presented
17 The next Hem on the Agends is 17 was two portfolios withoul alternatives.
18 Asset Allocation Discussion. 18 So the first colunm is 5 percent hgher
19 MR, DIFUSCO: So just a couple 19 equity. Soit's 70 percent equity. You
20 comments before I let Mare dive into it 20 see fixed income goes down to 28
21 So this 1s a contmuation of the 21 percent. If you want 1o just look 1o
22 discussion that we staried in March. 22 the botlom -- long-term assumption -~
23 The first - I'd say, half, roughly - 23 for that portfolio, expected return 13
24 of the slides that you have are a repeat 24 7.1. So even if you ration up your
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1 equily exposure, you're not hitting your 1 expected return, it's right on top of
2 target of 7.3 percent. You're hitting 2 what you're trying to achieve. 7.3
3 7.1. And standard deviation goes up 3 percent is the expected return over the
4 from 10.7 -- under the current mode] - 4 long-term for this diversified portfolio
5 o 11.4. So, again, volatility goes up, 5 that later is in 7 1/2 percent
6 bul you're still not hitting your 5 alternatives. .
7 actuarial assumption of 7.3. So the 7 If you look at the standard
8 takeaway was why don't we look at some 8 deviation over the long-term, 10.7
9 portfolios with alternatives that may g percent, you might recall from the prior
10 hit your 7.3 percent objection because 10 slide, standard deviation was actually
1l increasing equity was not gefting you 11 11.4, and now it's down to 10.7 because
12 there. 12 you're layering in diversifying asset
13 So with that backdrop, if you want 13 classes or alternatives. And there's a
14 to jump all the way ahead to Page 14, 14 50 percent probability of hitting that
15 S¢ Page 14, the first column again is 15 7.3 percent return objective.
16 going to be a mirror image of what we le So, again, this was not presented
17 just saw. PGW current, again, (hink 17 last time -- this 7 1/2 percent scenario
18 about it, 65 equity, 35 fixed income in 18 of alternatives -- and I wanted to bring
19 cash. What this now shows you is if you 19 that diversified portfolio to your
20 layer in alternatives, what does that do 20 attention because it does hit your
21 to your expected return and your 21 expected return of 7.3 percent over the
22 volatility. So there's three models 22 long-term.
23 here; one with 5 percent alternatives, 23 CHAIRMAN SCOTT: Can } ask some
24 one with 7 1/2 percent alternatives, and 24 questions?
FPage 7 Page 4
1 one with 10 percent alternatives. This 1 MR, AMMATURO: Yes, please.
2 is a slight modification from the last 2 CHAIRMAN SCOTT: So from a risk
3 time we presented this. Last time, we 3 standpoint, are we saying that the
4 showed models that have all the way up 4 oplion that -- that 7.5 percent option
5 to 20 percent alternatives, 5 from a risk standpoint is equal to or
6 If you want 1o direct your eyes (o 6 less than the current?
7 the cohumn that says, "PGW 7 1/2 percent ] MR. AMMATURO: It's equal to. So
8 alternatives," I think that's a good 8 if you look at 1his standard deviation,
9 proxy of a diversified portfolio. If 9 underneath PGW carrent, it says, 10.7
10 you look at equity, it reduces equity 10 percent. That deviation, that
11 from 63 1o 60. If vou look at fixed 11 volatility is not moving up when you
12 ineome, 11 reduces fixed income from 33 12 layer in alternatives; 11 stays at 10,7
13 1o 30 172, And then it Jayers in 7 1/2 13 percent. So you're getting a little bit
14 percent alternatives. So that 7 1/2 14 nore return because if you fook arl the
15 percent alternatives is coming both from 15 expected return on the current model at
16 equities and fixed income to source 16 7.1, and if you look at the expected
17 dispotential alternatives mandate. And 17 return with 7 172 percent allernatives,
18 you see that the diversifying asset 18 i's 7.3, So you're getting a little
19 classes, private equity, 2 percent; 19 bit more refurn, and you're not faking
20 privale real estate, 2 percent; private 20 in all additional volatility al risk is
21 debt, 3 1/2. That equates to the 7 1/2 21 how I would mterpret (hat.
22 in altematives. The interesting 22 CHAIRMAN SCOTT: But the
23 takeaway here is if you look at the 23 probability is lower?
24 long-term assumption, look at the 24 MR. AMMATURO: The probability is
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1 higher, 11's 50 percent. And it's 1 can expect-your portfolio over 5 years

2 currently 45 percent. 2 to be 554 million. Again, slightly

3 CHAIRMAN SCOTT: 1 said, for the 3 greater return assumption. So, needless

4 current? 9 {0 say, that's going (o resull ina

5 MR. AMMATUROQO: O, I'm sorry. 5 higher find balance over the next 5

6 Yeah, ii's lower. So there's usually 6 VEATS,

7 not many free lunches, if you will, but 7 So now we get into long-tenm,

8 this is one where you're actually 8 that's intermediate term. 1T would Jook

9 increasing your refurn and volatility 1s 9 at Shde 19. Slide 19, I would iook at
10 not increasing. Soit's kind of'a 16 the far right on Slide 19, the 30-year
11 win/win. 11 scenario. Again, we're thinking about
12 So let's look at this just a Hittle 12 nof whai markets are doing today, but
13 bit more in detail on Page 16. Page 13 what they're going to do for 30 years
14 16 -- live numbers here -- 1 would Just 14 out. So I would look at the 30-year
15 look at the 5 year and look at the 50th 15 scenario to the far right. I would look
16 percentite. This shows you the expected 16 at the 50th percentile row. If you
17 return assuming the markets don’t go 17 don't do anything in PGW current and
18 gangbusters or the markets don't sell 18 stay static, your expected relurn over
19 off significantly. That's the 50th 19 the long-term is 7.14. If you Jook at
20 percentile row and look at the § year 20 the 7 1/2 percent scenario, it's 7.3.
21 section of this report. Your return 21 Again, that's the same number that we've
22 carrently is 5.44. 1f you layer in 22 talked about on the summary slide. Over
23 alternatives, say, 7 1/2, it goes up to 23 the long-term, we expect this portfolio
24 5.6. This is the intermediale term, 24 to generate 7.3 percent, I you don't

Page 11 Page 13

| witich is defined as the next 5 years. 1 do anvihing, you just stay static at the

2 You know, why is it not hitting 7.3, 2 portfolio today, you can expect a return

3 PFM's capital market assumptions are 3 of 7.14. Again, this is 30 years out.

4 lower in the short-term than they are 4 If you took at it on a numbers

5 for the long-term and that's why you're 5 basts, the numbers are quite large.

6 only getting a return of 5.4 or 5.6 in 6 Because this is 30 years out, it's the

7 the short-term, You'll see those 7 benefits of compounding interest. Bui

8 numbers jump in the long-term.  Again, 8 if you look at the 30 year section of

9 this 1s based on intermediate term 9 the page on Page 20, and you leok at the
10 capital market assumptions; what the 10 S0th percentile, you're looking at a
11 market's going to be over the next 5 11 return of 1.6 billion.  Again, this is
12 Vears. 12 30 years owd and a 7 1/2 percent
13 Looking at it in terms of numbers 13 scenario of 1.7 billion just to show you
L4 on Page 17 - s0, again, 1 would just 14 the benefits of compounding mvestment
15 look at the 5 year column m the 50th 15 refurns creates 100 extra nullion ovar
16 percentile row, this assumes 16 30 years.
17 $530,000,000 with 24 million of annual 17 So, again, that's the numbers 1
18 outflows. And if you look at the 5 year 18 wanted to share with you. The next
18 section of the page, the 50th 19 seclion -- 18 there any questions there
20 percentile, if you don't do anything, 20 mn terms of probability of returng o
21 you stay in your current portfolio, you 21 merease in fund balance?
27 can expect that portiblio to grow 1o 548 22 {No response.)
23 million. If'you layer in alternatives 23 The next section gets into --
24 11t let's say 7 1/2 percent scenario, you 24 okay -- lel's assume just for

4 (Pages 10 to 13)
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1 conversation-sake you assume -- you 1 ndividually.

2 agree 7 1/2 percent seems reasonable, 2 So first'is private debt. So,

3 where will that 7 1/2 percent be 3 again, this is another potential asset

4 invested. So on 22 we show you three 4 class you want to consider if you go

5 assel classes within alternatives; 5 down the road of investing in

6 private real eslale, private debt, and 6 alternatives. 111 give you a simple

7 private equaty. So they're three 7 example of what private debt means. PIFM

8 sub-asset casses within the 8 is a private company; it's owned by the

9 altermatives component of a diversified 9 partners at PFM. If there's an
10 portfolio that you could entertain. 10 investment manager out there and PI'M
11 Again, that would be sourced both from i1 wants o lake out debt, we can go to an
12 equity and fixed income. You see the 12 institution -- that's not a bank -- a
13 current portfolio, you don't have any 13 money manager that could lend us money.
14 alternatives. You look to the right - 14 And then you potentially would invest in
15 again -~ i's coming both from equity 15 that portfolio of loans that that
16 and fixed income. Y -- on Slide 23 - Y 16 manager grants to private companies,
i7 alternatives. We can just walk through 17 So, again, that's private debt. PI'M
18 the numbers. The numbers are quite 18 obviousiy does not trade in the stock
19 compelling. Why are the numbers 19 market. We're a privately held company,
20 competling? Well, it's adding 1o the 20 but we can have debt in our balance
2 diversity of your porifolio. So when 21 sheet. We could have that debt from a
22 the market sells off like it sold off 22 third party that's a money manager (hat
23 last week because of the tarif thetoric 23 you could invest in. You'll be
24 and the tariff wars, privates aren't 24 investing in a portfolio of debt held by

Page 1% Page 17

1 impacted by the day-to-day volatility of 1 this investment manager. Again, it's

2 the stock market. These are private 2 debt held by private companies, not

3 mvestments. They are investments 3 companies that (rade daily in stock

4 outside of the stock market, outside of 4 markel. Soit's illiquid and i -

5 the bottom market that trades daily. A 5 again -- doesn't trade every day like a

6 lot of these private portfolios are 6 stock or a bond; it's illiquid. Se vou

1 valued monthly, if not quarterfy. So, 7 need to think through that, does PGW

8 again, it's not prone {o the daily 8 want to incur some illiguidity, if you

9 market volatility. So yon're enhancing 8 will. But it's not correlated to the
10 the diversification of (hat of your 10 overall market; it's not correlated 1o
11 portfolio. And the returns aren't 11 the overall bond market. So that's the
12 correlated. So, again, if'the stock 12 positives.
13 market sefls off, it doesn't necessarily 13 In private equity on Slide 27,
14 mean your private equity portfolio is 14 think through a similar example. Again,
15 gomg to sell off. These are privaie 15 PFM is a private company. There could
16 companies, nol stocks that trade and are 16 be a manager out there that wants to own
17 prone to daily market volatility. 17 some of the equity of PFM.,  So right now
18 So we go into pory detail on these 18 PFM and all the equity s held by the
19 next pages on these asset ¢lasses. They 18 partirers of the firm, there could be an
20 remain rather mgh level, but on Slide 20 investment manager out there saying, I
21 24 it gives you -- again - a rundown of 21 want to own some of the equily in PFM.
22 the private debt, privale equity, and 22 Well then you could potentially invest
23 real estate. On Slide 25, it starts to 23 i that mvestment manager, that
24 g0 into these assel classes 24 investment manager that invests -- makes
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1 equity contributions to private 1 turns off. So there's different ways to

2 companies. So that money manager is an Vi invest in real estate is to take away

3 exaraple of an investment you could make. 3 this slide. No need to dive deeper at

4 It wouldn'l be just that one; it would 4 this time, but just to give you examples

5 be a diversified portfolio of companies 5 of different ways to invest in real

6 that make investments in private 6 estale.

7 companies. Again, PFM doesn't trade 7 Slide 32 shows you kind of the

8 from a stock market, but it's privately 8 funding timeline. So one thing you need

9 held but there's illiquidity there, but g to be aware of is if let's say we invest
10 it's not correlated fo the overall 10 7 percent alternatives, it's nol going
11 market. It's very similar to private 11 to be you invest 7 percent tomorrow;,
12 debt in terms of how it's structured and 1z it's going to lake time. So these
13 the nature of the investiment. 13 privaie investments are what's known as
14 Then, real estate. Real estate on 14 capital calis. They call capital fiom
15 Slide 28. Soreal estate. So you can 15 PGW overtime as they see investments
16 trade in real estate in the stock market 16 they want to make. So this shows you
17 by buying a REIT, which is a Real Listate 17 that you can get the 7 1/2 percen, but
18 Investment Trust. You could also invest 18 it most likely will take you up to 5
19 in real estate privately. So a manager 19 years. So they're investing in
20 that makes direct investments in condos 20 companices, but as soon as they're
21 or apartmen( buldings or office space. 21 investing in companics, they are
22 So, again, i's direct investments in 22 probably also selling some companies.
23 properiies; i's not stocks that 23 When they sell soime companies, they
24 represent real estate companies. 1t's 24 return capital of PGW. So when they

Page 19 Page 21

1 an investment in a private company that 1 return capital, your atiocation is

2 makes these investments divectly in real 2 actually coming down because they're

3 cstate. 5o, again, it's investing 3 relurning capital-realized gains --

4 outside of the market, not being 4 hopefuliy - to you, the investor. So

5 succumbed 1o the volatility of the 5 as they return capital to you, your

6 overail market. ) balance gocs down. At the same time

7 On Slide 30, there's three 7 you're doing capial calls, you're

8 different ways to invest in real estate. g contributing money to them. So it's a

9 And you can invest in what's known as an 9 little of give and take -- if you
10 mcome generafing reai estate 10 will -- which takes time to build up to
11 investment. So just think of like the 11 a7 1/2 percent allocation we're saying
12 rent or the yield on a property, that's 12 roughly 5 years. Does that all make
i3 what you're going o be earning on that 13 sense? And you probably would - 1
14 investment, or a core investment is 14 would say - invest 10 ong of these at a
15 where you're tooking for the real estate 15 fime. You don't need to mvest in all
16 {0 appreciate in value. So you want 16 three at the same fime. You would do il
17 that office space 10 appreciate in value 17 in a step approaci. And we can talk
18 in addition to getting the vield or the 18 about what makes sense - which assel
19 rental income from the property. And 19 class makes sense to invest in first if
20 that's what we mean by core. Value-add 20 this is the direction PGW wants to move
21 means you're investing in properties 21 forward with.
22 that need some work, They're kind of a 22 Does that all make sense?
23 rebuiid, and you see return potential in 23 MR, WHITE: What's the advantage of
24 thal rebuild in addition to the yield it 24 investing in multiple forms of

6 (Pages 18
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1 alternatives rather than just investing 1 late '80s, it's returned roughly 10

2 in, say, private equity or real estate? Vi percent over the last call it 12 years

3 - MR. AMMATURO: That's a good 3 just around the time of the financial

4 question, Kellan. I would look at Slide 4 crisis before/after it's returned 15

5 3. 5 percent.

6 CHAIRMAN SCOTT: What page? 6 To Marc's point, it's done so while

7 MR. AMMATURQ: Slide 3, behind the 7 not being correlated to -- you know -

8 red tab. So 1 would look at the bottom 8 the other asset classes. You don't see

9 of Slide 3. So you see private real 9 the drastic swings in private equity the
10 estate, there? You see private equity 10 way you have in -- we do have private
11 and you see private debt? Their returns 11 real estate. We've also recently
12 ate fairly similar over -- this is PFM’s 12 used -- as opposed to doing locked up
13 expected returns for these assef 13 private real estate, we've introduced
i4 classes. Look at the volatility. The 14 more core open-end real estate which 1
15 volatility is very different. So to 15 know PFM mentions here. That generally
16 answer Kellan's question, if you were 16 has monthly or quarterly liquidity. So
17 Just to invest in private equity, you 17 you're not locked up as long as you are
18 can expect a return of 7.1 over the next 18 n private real estate. And we've seen
19 5 years. But look at the volatility, 19 positive results from that, as well.
20 it's off the charts. 25 percent is 20 I think -- you know -- even more so
21 very, very volatile, So why invest in 21 than in public market fixed income, or
22 more than one afternative? You want 1o 22 public market eguities, manager
23 dampen that volatility by introducing 23 selection and fee negotiations are even
24 private real estate, which only has 24 more inportant i private equity,

Page 23 Page 25

1 expected risk of 15 private debt, which 1 private real estate, private debt than

2 only has standard deviation of 13. So 2 they are -- I'm not saving they're

3 even within alternatives, you want to 3 unimportant with the over asset

4 diversify or bring down the volatility 4 classes -- but they become even more

5 of the asset class. 5 importanl. You wanf access 10 the best

6 Does that make sense? 6 managers. You want to negotiate the

1 MR. WHITE: Yeah. 7 best terms possible on fees and other

8 MR. AMMATURO: 1 mean, that's the 8 business ilems - you know - in

9 main reason. g conjunction with the law department,
10 CHAIRMAN SCOTT: Letme ask a 10 But I would say, yes, we have seen
11 question. 1% tangible benefits from private equity
12 Can we assume that the City of 12 long-term, and I would say more recently
13 Philadelphia's Pension Plan is already 13 from the real estate portfolio.
14 utifized the strategy? 1s that 14 CHAIRMAN SCOTT: Thank you.
15 accurate? 15 MR. AMMATURQ: So the tast slide ]
16 MR. DIFUSCO: Yes, le had was 33 tatking about next steps that
17 CHAIRMAN SCOTT: And that the 17 Chris alrcady verbalized most of this.
i8 benefits -~ that the expected benefits 18 The next steps would be in July when
19 materialized? 19 we're next together 10 approve --
20 MR. DIFUSCO: We have a higher 20 potentially approve alternative -- as an
21 allocation than the proposal here to 21 assel class, right now, you should be
22 private equity; it's between 10 and 12 22 aware i1's not permitted in your
23 percent since the inception of the 23 investinent policy stalement. So we need
24 program which dates back to the mid- to 24 an addendum o investiaent policy

1
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1 staternents to talk around that, We need 1 example -~ and I'm not -- but even if we

z to talk around if you do approve i, 2 were 1o lower the assumed rate of return

3 what is the target -- we have some 3 to 7 percent coming down a full 30 basis

4 recomumendations here ~ and what's the 4 points and stay af the assel allocation

5 range for each individual asset class 5 we were at, we'd still have less than a

6 within alternatives, As it says here, 6 50 percent chance of getling to our

7 drafied approval of investment policy 7 returt. Bven if we upped the equily at

8 statement amendment, which T just 8 5 percent higher, which would be taking

9 menbioned. Then, we would entertain 8 on significantly more risk, we'd only
10 bringing managers in to see who PGW 10 have a 40 percent chance of getling
i1 wants to move forward with. And then 11 there. So I do think we should have a
12 you make some nitial capital calls, 12 larger, more holistic conversation. 1
13 which 18 ~ again -- lrow you're moving 13 just think we need to keep that in mind
14 money toward those managers. That's 14 that the assumed rate of return is
15 referred to as capital call, as they i5 something thal is reviewed every vear.
16 make a call of capital as they see 16 And then based on the discussions here,
17 investments 1o make. 17 the actuarial material that's presented,
18 So this ~- again ~ was more of a 18 the finance director will issue
19 high-level overview of kind of 19 instructions to PGW and to the stafl as
20 diversifying the alternatives and 20 to what it should be. That's something
2. showing you sample alternative asset 21 he does around September, as you know.
22 classes. And the next steps would kind 22 So, yeah, I think that should be part of
23 of be in July lo take this conversation 23 the conversation moving forward.
24 further into action. 24 CHAIRMAN SCOTT: I'm just trying to

Page 27 Page 29

1 CHAIRMAN SCOTT: 1i secims like the 1 understand.

2 appropriate next step to me. 2 The City of Philadelphia moved in

3 MS. JOHNSON: 1t all makes sense. 3 this chirection in 19807

4 Chiris, I just have another 4 MR. DIFUSCO: That was the infancy

5 question. 5 of the privale equily program, yeah.

) MR. DIFUSCO: Sure. 6 CHAIRMAN SCOTT: And in moving ~

7 MS. JOHNSON: This all makes sense 7 the City, as a result of that s(rategy,

8 to me, but should - instead of almost 8 received a higher return on is

9 like chasing returns -~ should we be 9 portioiio over lime?
10 Jooking at what our expected raie of 10 MR. DIFUSCO: No. H received a
11 return is for this portfolio in 11 higher rate of relum on certain asset
12 conjunction -- like -~ looking at it 12 clagses. I would say, in the infancy of
13 holistically instead of piece by piece. 13 the private equily program, there were a
14 MR. IIFUSCO: 1 think that's a - 14 lot of investmients that the City would
ih yes, that's something -- you know -- 15 nol make again such as venture capital,
16 Rob's brought up with me individually. 16 things of that nature which we would not
17 1 think the controllers brought that up 17 recommend for this portfolio and for --
18 in the larger fund. I think that's 18 which are no longer reconmmended at the
19 partially the reason -- you know -- i9 large fand which - while the City did
20 we'll be selting around some of the 20 choose a lot of good funds, those poor
21 updated materials from the actuary. So, 21 selections ultimately - you know -- had
22z yeah, 1 do think that makes sense. To 22 a negative effect on returns. That was
23 Marc's point, even if we were to lower 23 part of the reason for niy statement that
24 the assumed rate -- just as an 24 manager selection and fee negotiations

8 (Pages 20 to 29)
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1 are so critical — you know -~ in this 1 selected -- Earpest and Acadian -
2 asset class because if you take 2 within the next two weeks. Once I get
3 expansive risk in start-ups or in 3 through that process, then I'll turn my
4 venture capital -- things of that 4 attention to Bagle and Vaughan which
5 nature -- you can really -- veah, you 5 will be a combination of index manager, .
6 can hit a home run, you could find (he 6 and then Copeland who is a recent hire.
7 next Facebook, you could find the 7 So those were the three
8 next -- but there's also a much greater 8 - announcements I had, and Marc's going to
9 chance that you're going 1o lose most or S focus mainly on the April flash report.
i0 all of the money. So that's not the 10 MR. AMMATURO: I'll just point out
1% kind of investment we've been talking 11 one number on the March before we jump
12 about here with private equity or real 12 info April - just so you have an
13 estate. 13 appreciation for the first quarter --
14 CHAIRMAN SCOTT: Okay., Soit'snot 14 briefly.
15 that we should have made decisions 15 Behind the blue tab, top row, lasi
16 sooner 1o move i this direction? 16 tab in the book. I just want to point
17 MR. DIFUSCO:; No. 17 out one number. The top row on that
18 CHAIRMAN SCOTT: Okay. 18 page shows you that it's quarterly
19 Any other questions on this topic? 19 return.  As of March 31st for the first
20 MR. WHITE: No, sir. 20 quarter, the markers were exceptionally
21 CHAIRMAN SCOTT: So what do we have 21 strong. Your portfolio was up 9.7
22 here, Investment Performance Review? 22 percent verse a benchmark of 9.3
23 MR, DIFUSCO: Just a couple of 23 percent -- if everyone sees where I'm
24 notes, and then 1 think Marc's going to 24 looking at -~ 9.74 verse a benchmark of
Page 31 Page 33
1 spend -- 1f makes sense to spend a bulk 1 9.37. The main reason wly on an
2 of the time on the April flash report 2 absolute basis, it's a very strong
3 which he handed out this morning. The 3 mumber, but it’s also & strong number on
4 assets in the plan -- as of the market 4 a relative basis. The main reason why
5 open this morning -- were just under 5 you're doing well on a relative basis is
6 536 million. That's post miade benelit 6 because you're overweight the equity
7 payment. We had a request or 7 markets. The stock markel was up 14
8 reconymendation -- which I think is a 8 percent from the first three monmths of
9 good one -- we've recently did the big 9 the year. International stock market
10 fimd from the controller — just to note 10 was up about 10 percent i that first
11 on the flash reports going forward -- 11 three months of the year. Your
12 which managers have been terminated or 12 portfolio is up -- is overweight
13 are in the process of being liquidated. 13 equities by about 4 percent. So your
14 So we'll ask PFM (o note that going 14 target is 65 equities, but if you look
15 forward. That would apply to three of 15 at your actual balance in your portfolio
16 the four inlernational managers, as well 16 in the first quarter, it's roughly 69
17 as Iagle and Vaughan. 17 percent equities. So being overweight
18 And the last announcement just 18 by 4 percent is going (o help you
19 being that i appears -- based on where 19 relative o a target that assumes you're
20 we are with the contracts and the market 20 always sitting at 65 percent equitics,
2% openings where we should be by Friday -- 21 So that's the only number I wanted {o
22 that we should be able to begin moving 22 point out on that.
23 the money from DFA and Harding to the 23 I wanted to -- again, that's Chris
24 managers that the Commissioners 24 mentioning to look at the April flash

STREHLOW & ASSOCIATES,

(215)

504-4622

9 (Pages 30 to 33)
INC.



Sinking Fund Commission - May Meeting

May 15, 2019
Page 34 Page 36 I

1 report. This is hot off the presses. 1 some stocks in the health care sector

2 We just got this. This was the handout Z that have held the relative performance

3 1 passed out, so no colored tabs to be 3 back. Agam they're up 16.7. The

4 wortied about. This is a handout. So 4 benchmark's up 18.2.

5 the uptick in the markets continued in 5 On the small cap side - not only

6 the month of April. So if you look at 6 strong on an absolute basis, but strong

7 the 1 month colwrm, again, that 1 month 7 on 4 relative basis - 20 percent on a

8 column just represents the month of 8 year-to-date verse a benchmark that's up

9 April. Your portfolio was up another 2 9 18, Most of that is attributable to
10 percent; 2.59 just in the month of 10 Vaughan Nelson -- which is up 19.6 -
11 April. If you look at the year-to-date 11 relative 1o a benchimark of 16, As Cluis
i2 column, again, it was 9.7 in the book, i2 mentioned, both of these managers -
13 and it's now 12.5. So, again, 12.5 13 Vaughan Nelson and Eagle - are in the
14 percent return just in the first four 14 process of being terminated and replaced
15 months of the calendar year. Very 15 by Copeland and a Rhumbline Index Fund
16 strong -- obviously ~ on an absolute 16 On the infernational equities
17 basis, but it continues to be strong on 17 side -~ similar theme to small cap --
18 a relative basis. [ think you know the 18 slight outperformance. So if you look
19 answer 1o why -- on a relative basis - 1e at the year-to-date columm, 13.4 verse
20 it's because you continue to be 20 13.2, most of that - meremental return
21 overweight the equity markets, and the 21 above the benchmark - is aitributable
22 equity markets confinue to appreciate in 22 to Mondrian, slash, Delaware. They're
23 April more than the bond markel. The 23 up 11.8 for the year. The benchmark’s
24 stock market - you know -~ through 24 up 10.4. So that's really the reason

Page 35 Page 37

1 Aprif was up 18 percent. The stock 1 why vou're oulperforming al the asset

7 market through April internationally was 2 class level. As Chris mentioned,

3 up 13 percent. And the bond market - 3 Mondrian, Harding Loevner, and DFA are

4 through April -- was up about 3 percent. 4 alt in the process of being terminated

5 So, obviousty, when you're overweight 5 and replaced with two new managers,

6 equities that are up double digits 6 Farnest and Acadian.

7 relative to bonds -- which is up 3 7 On the lip side, combined fixed

8 percent -- you're not only going (o do 8 mecome, again, sinnlar thesme, The

9 weli on an absolute basis, but you're el year-to-date column fairly sirong on an
10 going 1o do well on a relative basis, 10 absolule basis of 3.7, bul even better
11 So the first section going down - 11 on a relative basis, the bond market is
12 I'll concentrate mostly on the 12 up 2.9. Your bond managers is the
13 year-to-date column -- if you look at 13 Ageregate are up 3.7. Why s that? 1
14 the large cap, this is mostly indexed -- 14 would say the main reason is your high
15 you know -~ through Rhumbline and 15 yield allocation. The last manager
16 Northern Trust. So if you Jook at the 16 listed says, Sky Harbor. Look at their
17 vear-to-date colunn, you're going Lo see 17 year-to-date returs, it's 8 percent.
18 relurns very close to the benchmark. 18 Fven though it's not keeping up with the
19 The more recent addition is PineBridge. 19 benchmark, it's 8 percent, where your
20 PineBridge has not kept up with the 20 overall bond market is only up 2.9.
21 rally totally. They're up 16.7 for the 21 There is no high vield in the benchmark,
22 first four months of the year. The 22 Soif you look up to the top, you're up
23 benchmark's up 18. They just got hired 23 3.7, the benchmark -- the U.S, Aggregate
24 in November of 2017. Now, they've had 24 isup 2.9 Again, that's significant

10 (Pages 34 to 37)
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i outperformance; it's largely driven by 1 And the next meeting -~ just as a
2 the fact you have a roughly 2 1/2 2 reminder -- is on a Thursday, July 1 Ith.
3 percent allocation to high vield that's 3 I know we normally meet on Wexdnesday,
4 up & percent for the year, and there's 4 but we has circulated that date. So our
5 1o high yield in the benchmark. That 5 next meeting is on Thursday, July 11th
6 was a conscious decision to layer in 6 at 10 o'clock.
7 high yield. All the other managers are 7 CHAIRMAN SCOTT: Thank you.
8 fairly benchimark-like -- you know -- 8  aeee-
9 they're outperforming, Weaver Barksdale, 3 (Sinking Funds Commission
10 Logan Circle, Lazard, all three of those 10 Meeting adjourned at 10:45 a.m.)
11 managers are outperforming. And then 2
12 you get it down to Sky Harbor, and 12
i3 they're up -- you know -- more than 13
14 double, but the bond markets up 8 14
15 pereent relative 1o 3 percent. And 15
le they're a recent addition -- as you know 16
17 in April of last vear -- Sky Harbor, So 17
18 that's the rundown in the portfolio 18
19 through Aprit. 19
20 is there questions I can entertain? 20
21 CHAIRMAN SCOTT: Well done. 21
22 MR. AMMATURQO: Thank you. 22
23 CHAIRMAN SCOTT: The next item is 23
24 New Business, 24
Page 39 Page 41
1 MR, DIFUSCO: T just have a 1 CERTIFICATION
2 request. We're arcund the deadline or 2
3 the time that we need to do the City 3
4 Contracting Requirements Post in RFP for 4 I hereby certify that the proceedings
5 the Custodial Banking Services that 5 and evidence noted are contained fully and
5 Wells currently provides. So 1 just 6 - accurately in the stenographic notes taken by
7 need a motion to float that RIFP, and 7 me in the foregoing matter, and that this is
8 then we would go through the similar 8 a correct transeript of the same.
5 process we did with manager selection, 9
10 So PIM, myself, would meet up with i0
11 respondents, wrile up a report, bring 11
12 appropriate parties in - you know -- 10 12
i3 a public meeting for discussion, and 13
14 then a vole. But 1 do need a motion to 14 Court Reporler-Notary Public
15 move that process forward. 15
16 CHAIRMAN SCOTT: Is there a motion? 16
17 MR. WHITE: Motion. 17
18 MS. JOHNSON: Seccond. i8
19 CHAIRMAN SCOTT: All those in i9
20 favor? 20 (The foregoing certification
21 MS. JOHNSON: Aye. 21 of this transcript does not apply Lo any
22 MR. WHITE: Aye. 22 reproduction of the same by any means unless
23 CHAIRMAN SCOTT: Ayes have it 23 under the direct control and/or supervision
24 MR. DIFUSCO: Thank you. 24 of the certifying reporter.) :
11 (Pages 38 to 41)
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