POLICE & FIRE PENSION INVESTMENT BOARD
August 13, 2013

Summary Minutes

The information in these meeting minutes is intended to assist Police and Fire Pension members in
understanding the activities of the Investment Board. The information is not intended to provide investment or
financial advice to any individual or organization and should not be relied upon for that purpose. While we
attempt to keep the content accurate we cannot guarantee that all information is current, accurate or complete.

Members present:

Members absent:

Human Resources.
Resource Staff:

Others present:

Doug McDaniel — Human Resources Director (Board Chairman)
Michael Donnelly — Mayoral/Council Appointment

Mark Westphalen — Mayoral/Council Appointment

Gerry Finnegan — Mayoral/Council Appointment

Russell Fosler — Police Electee (Board Secretary)

Steve Niemeyer — Police Electee

Jeremy Gegg — Fire Electee

Steve Hubka — Finance Director

Guy Pinkman — Fire Electee

None.

Paul Lutomski — Police and Fire Pension Officer

Todd Peterson - Smith Hayes Financial Services Investment Consultant
Mark Dolton - Smith Hayes Financial Services Investment Consultant
Max Callen - Smith Hayes Financial Services Investment Consultant

Doug McDaniel calls the meeting to order and congratulates Mr. Donnelly on his new position with

Smith Hayes.

Mr. Donnelly resigns his board position and Doug thanks him for his service.

Guy Pinkman states he was awarded a scholarship to the NCPERS conference. He summaries the
major points of the conference as 1) securities litigation is provided for free. Most pensions use two
firms. One finds the litigation and sends it issue to the second and they pursue it, so there is no conflict
of interest. He would like to look into it. 2) Seattle is considered the best run pension in the country.
With the focus on public pensions and the coming GASB changes | would like to do better. The private
sector makes more money on DC plans.

Page1of 3



Doug asks for a motion to approve the minutes of the May 2013 meeting. Mark Westphalen moves to
approve and his motion is seconded by Gerry Finnegan. All members vote in favor.

Mark Dolton of Smith Hayes presents information on the economy and investment sectors. Small
growth performed best in the last quarter. Notebooks have return information on all sectors. Market
is high, but we want to focus on valuations, or specifically PE ratios. PE’s for large caps are slightly
under, smaller caps are slightly over, but all are mostly in line with 20 years averages. Household net
worth is above 2007 peak now, showing recovery from the housing crisis. CPI this year is 1.4%, which
is below average of 3%. International markets foreign developed fairly flat, emerging markets off 10%.
Some think the European financial recession is ending and that would be good for the US. Emerging
market countries have less debt to GDP ratios.

Max Callen talks about fixed income. The best return was from high yield bonds. Rising interest rates
will impact bonds negatively. Shows spreads and default rates. Defaults are low. Shows sensitivity
analysis how a 1% rise or fall will impact different types of bonds. Shows correlation of different types
of income securities to 10 year Treasury bond.

Pension portfolio 3 month return down .67%. Equities were positive, fixed income were negative.
Details how portfolio 12 months ending June was 13.5%, 3 year was 10.5%.

Recommend fixed income 21% of portfolio down to 18%. TIPS would be eliminated. Reallocate bond
holdings. Put the 3%, $5M into equities, in mid and small cap. Add short term and rate flexible bank
loans to allowed list of investments for up to 10% of portfolio. In the next meeting we will provide
information on specific bank loan managers. All recommendations contained in notebook.

Gerry Finnegan asks if we are making a timing decision he is uncomfortable.

Max does not disagree, but states that he believes the government favors keeping the CPI low. For 30
years rates have been on a down trend and he does not think people fully understand how rising rtes

will impact TIPS. To decrease exposure to potentially rising rates, of the fixed investments held, TIPS
are the most reasonable to be sold.

Todd Peterson goes through the watch list. There are 16 funds. Only one is a concern, but he goes
though each quickly. Perkins Mid value has been good on the down side. Not good on upside.
Conservative stock selection, held more cash, held commodities that did not do well. Will consider
eliminating next quarter if it does not turn around.

Doug asks if the committee would like to make motions.

Russ Fosler moves to approve recommendation “A” of selling all TIPS and “B” to reduce bond holdings
from 21.6 to 18%. Seconded by unknown member. Discussion, including timing with concerns that we
may be selling at the wrong time. Gerry Finnegan states that stocks are affected at least three ways
when interest rates rise 1) money migrates from stocks to bonds 2) business borrowing costs increase
and profits decrease 3) value of future earnings is less. All members vote in favor of except Gerry
Finnegan who votes Nay.
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Gerry Finnegan moves to approve recommendation C to reallocate bond positions. Russ Fosler
seconds. Discussion. All members vote in favor.

Jeremy Gegg moves to approve recommendation D to add bank floating rate investments to
Investment Policy Appendix “A” with a range from 0 to 10%. Steve Niemeyer seconds. Discussion. All
members vote in favor.

Russ Fosler moves to approve equity recommendation “A” and “B” to keep alternative allocations as
they are and invest TIPS sale proceeds to mid and small cap allocations. Jeremy Gegg seconds.

Discussion. All members vote to approve.

Max Callen informs members that the Dividend Portfolio holdings are listed at the back of the
notebook.

Paul Lutomski brings up a new informational item. The Dividend Portfolio contains the Universal
Corporation. It is the world biggest producer of tobacco. They were fined and paid $4.4 M to settle

charges regarding the foreign corrupt practices act.

Steve Hubka announces that a portion of unallocated revenue at the end of this fiscal two year period
will be allocated to the Police and Fire Pension fund. It may be as much as $500,000.

Guy Pinkman states that the Board should address media misinformation that may occur.

Doug McDaniel states that if the need to correct a situation occurs it will be addressed.

Steve Niemeyer asks for the FYTD return rate. Paul Lutomski states it is about 13.5% thru July.
Doug McDaniel asks the Board to think what we need to do differently to be great, not just good.
Russ Fosler asks how Mike Donnelly will be replaced. Doug states that we will be happy to accept

names from the Board members, the Mayor makes a recommendation, the Council votes to approve it.

Doug McDaniel asks if there are any other items for Board discussion. There being none, the meeting
is adjourned.
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