SEWERAGE & WATER BOARD OF NEW ORLEANS

PENSION COMMITTEE MEETING
WEDNESDAY, OCTOBER 1, 2014
10:30 AM
COMMITTEE MEMBERS
Mr. Wm. Raymond Manning, Chair e Mr. Alan Arnold e Mrs. Robin Barnes e Mr. Marion Bracy
e Mr. Joseph Peychaud e Mr. Harold Heller, Jr. ¢ Mr. Marvin Russell e Mr, Gerald Tilton ¢ Mr. John Wilson
o . FINAL AGENDA o S

ACTION ITEMS
1. Approval of Previous Report
PRESENTATION ITEMS
Western Asset Management (Global Fixed Income TIPS) — Verbal

Actuarial and Legal Review re: Recommended Changes to Pension Plan Rules
Pension Consultant Fee Arrangement

F FC Monthly Report

INFORMATION ITEMS

o g 52 R

6. Voluntary Retirement(s)

7. 1Shares (NAREIT)

8. Vanguard Index (Domestic REIT)

9. New South Capital Management

10. Prisma Capital Partners

11. Earnest Partners

12. Equitas Capital Advisors (Hedge Fund)

13. Pyramis Global Advisors (US Fix Income Core Plus)
14. Barrow Hanley

15. Chicago Equity Partners

16. Powershares DB Commodity Index (Domestic Commodities)
17. Zazove (Residual Asset)

18. Fidelity Inst Prime Mmkt CL (Cash)

19. Securities Lending Report

20. LAMP/DROP Statements

21. 2014 Committee/Board Meeting Schedule

22. Response to Questions



23. Any Other Matters

REFERENCE ITEMS (In Binder)

Sewerage & Water Board By-Laws

Pension Rules and Regulations

Investment Policy

Actuarial Valuation Report

Strategic Plan

Tracking Tool for Commitments to the City Council
Bond Rating
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CONEFRY & COMPANY, L.L.C.

160 PLEASANT RIDGE DRIVE, BELLE CHASSE, LA 70037-4502
Telephone: 504.392.8853 ®» Facsimile: 504.392.4430

October 1, 2014

Employees' Retirement System of the Sewerage & Water Board
of New Orleans

Notes on Historical Investment Performance

Actual "Dollar-Weighted" Rates of Return:

Compound Average Rate of Return from 1/1/1991 through 12/31/2013: 7.89%
Compound Average Rate of Return from 1/1/1991 through 12/31/1999: 12.20%
Compound Average Rate of Return from 1/1/1991 through 12/31/2007: 9.12%
Compound Average Rate of Return from 1/1/2000 through 12/31/2013: 4.86%

Hypothetical Market Values Based on Assumed Actuarial Investment Return of 7.0% and Actual
Fund Cash Flow:

Actual Market Value on 12/31/2013 based on actual 7.89% historical return
1/1/1991 through 12/31/2013:
$ 234,358,047

Market Value on 12/31/2013 based on assumed 7.0% average annual return 1/1/1991
through 12/31/2013:
$ 179,323,906

Market Value on 12/31/2013 based on actual historical return of 12.20% through
12/31/1999 and assumed 7.0% average annual return from 1/1/2000 through
12/31/2013:

$ 331,224,745



SEWERAGE AND WATER BOARD OF NEW ORLEANS

September 3, 2014

Pension Committee
Sewerage and Water Board of New Orleans
New Orleans, Louisiana

Dear Directors:
Subject: Recommended Changes to Pension Plan Rules
Introduction

During the May 2014 Pension Committee meeting, the results of the recent pension actuarial study were
reviewed which showed that the health of the pension plan has decreased while the cost of the plan has
increased. During the August 2014 Pension Committee meeting, management identified two
recommended changes to the rules that are intended to improve the health of the pension plan:

] Increase employee contribution rate effective January 1, 2015 from 5% to 6% for all employees.

= Change computation of average compensation to highest consecutive 48-month period effective
January 1, 2017 and to highest consecutive 60-month period effective January 1, 2018 for all
employees who are not retirement-eligible as of December 31, 2014,

Management also identified a recommended change to the rules that is intended to improve the ability to
retain existing employees:

e Allow employees to be rehired on a part-time basis after ending their DROP but while still
collecting their pension, effective January 1, 2015.

These first two changes are recommended for adoption at the September 3, 2014 meeting; however, the
third change will require additional research before being ready for consideration.

Pension Costs
Pension contributions have been less than annual pension costs each year since 2003. Pension

contributions over the past ten years have increased from $3.1 million to $6.0 while pension costs have
increased from $3.7 million to $10.3 million.

Annual

Contributions

Pension
Made

Y ear Costs

2003 $3,721,963 $3,141,857
2004 $4,837,807 $3,386,729
2005 $5,216,428 $4,255,496
2006 $4,326,480 $4,057,774
2007 $4,833,202 $4,169,892
2008 $7,336,034 $5,104,788
2009 $7,629,267 $5,188,175




$8,230,508 $5,140,097
$9,477,215 $5,564,936
$8,523,216 $6,287,658
$10,330,077 $6,023,631

Meanwhile, over the same years since 2003, the funded ratio has decreased from 96.8% to 79.5%.

Ycar
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

2014

Funded Ratio

96.2%

96.6%

100.1%

99.2%

97.3%

96.8%

89.2%

88.2%

87.9%

82.6%

81.9%

79.5%

While this current funded ratio of 79.5% compares favorably with other local public pension plans, it
remains significantly below a fully funded level.

Employer and Employee Contribution Rates

The employer amortization rate has increased from 11.046% to 34.988% since 2003 and the employer
minimum contribution rate has increased from 9.089 to 22.411%, while the employee contribution rate has
increased only once, from 4% to 5% in 2013. During the years prior to 2013, the entire increase in the cost
of pension contributions was borne by the employer and, ultimately, by the ratepayers and taxpayers.

Y ear
2003
2004
2005
20006
2007
2008
2009
2010
2011

2012

Employer
Amortization
Rate

Employer
Minimum

Rate

Employee

Rate

11.046% 9.089% 4.000%
11.227% 9.100% 4.000%
15.648% 10.471% 4.000%
13.842% 9.482% 4.000%
15.709% 11.461% 4.000%
17.324% 12.446% 4.000%
24.253% 16.526% 4.000%
25.349% 17.248% 4.000%
28.172% 18.690% 4.000%
32.966% 21.626% 4.000%




2013 31.394% 20.277% 5.000%
2014 34.988% 22.411% 5.000%

Unfunded Pension Liability

The Unfunded Actuarial Accrued Liability has been reported on the Statement of Net Assets, commonly
referred to as the Balance Sheet, since 2008. Over the five years since 2008, the unfunded pension liability
has increased at a compound rate of 10.4%, from $38.0 million to $62.4 million.

Unfunded
Actuarial

Accrued

Liability

2008 $38,018,182
2009 $40,506,368
2010 $46,974,734
2011 $56,371,618
2012 $53,965,718
2013 $62,379,320

Year

Recommended Changes and Analysis of Impact

Increase employee contribution rate effective January 1, 2015 from 5% to 6% for all
employees.

This mirrors a change by the City of New Orleans adopted in 2011. Management recommends
this change to improve the funded ratio and to bring more balance to the cost of the pension plan
between employer and employee. Assuming no offsetting reduction in the employer or employee
contribution rate, the funded ratio is expected to increase by 0.1% per year for each of the next
ten years.

Change computation of average compensation to highest consecutive 48-month period
effective January 1, 2017 and to highest consecutive 60-month period effective January 1,
2018 for all employees who are not retirement-eligible as of December 31, 2014.

This also mirrors a change by the City of New Orleans adopted in 2011. Management
recommends this change to improve the funded ratio. Assuming no offsetting reduction in the
employer or employee contribution rate, the funded ratio is expected to increase by 0.55 and
0.62, respectively.

Allow employees to be rehired on a part-time basis after ending their DROP but while still
collecting their pension, effective January 1, 2015.

Management recommends this change to improve the ability to retain existing employees.
Approximately forty percent of all employees are retirement eligible or are participating in the
Deferred Retirement Option Program. Under current pension rules, employees may be hired
back after completing their DROP period but are not able to receive their pension payments
during the time while they have returned to work. Management believes that the current rule
precludes employees from returning on a part-time basis when this would be beneficial to both
the organization and the employee. This change is expected to have no impact on the cost of the
plan or the funded ratio.



Employee Feedback

The employee members of the Pension Committee conducted meetings with employees at major locations
around the system to obtain feedback about potential changes to the pension rules. The feedback was
uniformly negative, with the primary concern about changes that would adversely impact their pension
benefits when there had not been any across-the-board changes to the pay scale in more than seven years.
A secondary concern expressed was about the possibility of impairing the financial health of the Sewerage
and Water Board pension plan by following the practices of the City of New Orleans pension plan. The
relatively limited scope of the recommended changes was in careful consideration of the feedback received
from employees.

Conclusion
Management recommends these changes for adoption at the September 3, 2014 meeting:
" Increase employee contribution rate effective January 1, 2015 from 5% to 6% for all employees.
L] Change computation of average compensation to highest consecutive 48-month period effective
January 1, 2017 and to highest consecutive 60-month period effective January 1, 2018 for all

employees who are not retirement-eligible as of December 31, 2014.

Attached is a draft resolution amending the Rules and Regulations of the Employees’ Retirement System
of the Sewerage and Water Board based upon these recommended changes.

S AV —

Robert K. Miller
Deputy Director



AMENDMENT TO THE RULES AND REGULATIONS OF THE EMPLOYEES’
RETIREMENT SYSTEM OF THE SEWERAGE AND WATER BOARD

WHEREAS, the Rules and Regulations presently provide that Average Compensation is
determined by using the highest average Earnable Compensation paid during any consecutive
thirty-six (36) month period;

WHEREAS, the Board of Trustees wishes to amend the definition of Average
Compensation to provide that for employees who are not eligible for retirement as of December
31, 2014, Average Compensation is determined for those employees retiring on or after January
1, 2017 by using the highest average Earnable Compensation paid during any consecutive forty-
eight (48) month period, and for those employees retiring on or after January 1, 2018, Average
Compensation is determined by using the highest average Earnable Compensation paid during
any consecutive sixty (60) month period,;

WHEREAS, Section 8.2(a) of the Rules and Regulations presently provides that each
Member shall contribute to the System each year 4% of his Earnable Compensation paid before
January 1, 2013 and 5% of his Earnable Compensation paid after December 31, 2012; and

WHEREAS, the Board of Trustees wishes to amend Sections 8.2(a) of the Rules and
Regulations to reflect an increase in the amount required to be contributed by each Member after
December 31, 2015 from 5% to 6% of his/her Earnable Compensation;

NOW THEREFORE, BE IT RESOLVED:

That the Board of Trustees of the Employees’ Retirement System of the Sewerage and
Water Board of the City of New Orleans approve the recommendation of the Pension Committee
to amend the Rules and Regulations of the Employees’ Retirement System in the following
manner;

1. That the definition of “Average Compensation” be deleted and replaced with the
following new definitions of “Average Compensation” effective on or after January 1,
2015:

“Average Compensation” means:

(a) For an Employee who becomes eligible for Retirement on or before
December 31, 2014, regardless of whether the Employee Retires before or after
December 31, 2014, the average Earnable Compensation of an Employee at Retirement is
determined by reference to the period of thirty-six (36) consecutive months of service as
an Employee during which the Earnable Compensation was the highest. If during a

1



thirty-six (36) month calculation period, an Employee is not receiving any Compensation
from the Sewerage and Water Board, the period during which no Compensation is
received shall not be considered in determining an Employee’s Average Compensation.
The Employee’s average Earnable Compensation shall be based on a period of thirty-six
(36) successive months of service during which the Employee received Compensation.
The Employee must delete any months during which the Employee received no
Compensation. If those months fall within the thirty-six (36) successive months of
service, additional months shall be added, to either end, so that, for all purposes, a thirty-
six (36) successive month period of service is used to calculate Average Compensation.
The Pension Committee’s decision as to this calculation shall be final and conclusive.

(b) For an Employee who becomes eligible for Retirement on or after January
1, 2015 and retires on or after January 1, 2015, but before January 1, 2017, the average
Earnable Compensation of an Employee at Retirement is determined by reference to the
period of thirty-six (36) consecutive months of service as an Employee during which the
Earnable Compensation was the highest. If during a thirty-six (36) month calculation
period, an Employee is not receiving any Compensation from the Sewerage and Water
Board, the period during which no Compensation is received shall not be considered in
determining an Employee’s Average Compensation. The Employee’s average Earnable
Compensation shall be based on a period of thirty-six (36) successive months of service
during which the Employee received Compensation. The Employee must delete any
months during which the Employee received no Compensation. If those months fall
within the thirty-six (36) successive months of service, additional months shall be added,
to either end, so that, for all purposes, a thirty-six (36) successive month period of service
is used to calculate Average Compensation. The Pension Committee’s decision as to this
calculation shall be final and conclusive.

() For an Employee who becomes eligible for Retirement on or after January
1, 2015 and retires on or after January 1, 2017, but before January 1, 2018, the average
Earnable Compensation of an Employee is determined by reference to the period of forty-
eight (48) consecutive months of service as an Employee during which the Earnable
Compensation was the highest. If during a forty-eight (48) month calculation period, an
Employee is not receiving any Compensation from the Sewerage and Water Board, the
period during which no Compensation is received shall not be considered in determining
an Employee’s Average Compensation. The Employee’s average Earnable Compensation
shall be based on a period of forty-eight (48) successive months of service during which
the Employee received Compensation. The Employee must delete any months during
which the Employee received no Compensation. If those months fall within the forty-
eight (48) successive months of service, additional months shall be added, to either end,
so that, for all purposes, a forty-eight (48) successive month period of service is used to
calculate Average Compensation. The Pension Committee’s decision as to this
calculation shall be final and conclusive.

(d For an Employee who becomes eligible for Retirement on or after January
1, 2015, and Retires on or after January 1, 2018, the average Earnable Compensation of
an Employee is determined by reference to the period of sixty (60) consecutive months of



service as an Employee during which the Earnable Compensation was the highest. If
during the sixty (60) month calculation period, an Employee is not receiving any
Compensation from the Sewerage and Water Board, the period during which no
Compensation is received shall not be considered in determining an Employee’s Average
Compensation. The Employee’s average Earnable Compensation shall be based on a
period of sixty (60) successive months of service during which the Employee received
Compensation. The Employee must delete any months during which the Employee
received no Compensation. If those months fall within the sixty (60) successive months
of service, additional months shall be added, to either end, so that, for all purposes, a
sixty (60) successive month period of service is used to calculate Average Compensation.
The Pension Committee’s decision as to this calculation shall be final and conclusive.

2 That the Section 8.2(a) be deleted and replaced with the following new Section 8.2(a):

(@) Amount. Each Member shall contribute to the Fund 4% of his/her
Earnable Compensation paid before January 1, 2013. Each Member shall contribute to
the Fund 5% of his/her Earnable Compensation paid after December 31, 2012 and before
January 1, 2015. Each Member shall contribute to the Fund 6% of his/her Earnable
Compensation paid after December 31, 2014,

I, Robert K. Miller, Deputy Director, do hereby certify that the above and foregoing is a true and
correct copy of a Resolution adopted at a meeting of the Board of Trustees of the Employees’
Retirement System of the Sewerage and Water Board of the City of New Orleans, duly called
and held, according to law, on

Board of Trustees of the Employees’ Retirement System of the Sewerage and Water Board
of the City of New Orleans

By:

Robert K. Miller, Deputy Director

Date:




SEWERAGE AND WATER BOARD OF NEW ORLEANS
Inter-Office Memorandum

DATE: September 23, 2014

FROM: Personnel Department

TO: Cedric Grant, Executive Director

RE: Summary Report on Application(s) for Retirement for the Month of October 2014

The following is a summary of the application(s) for retirement for the month of October 2014:

VOLUNTARY

Cobbins, Elbert (DROP)
DOR: 10/31/2014
Pay Group: 6002

Guidry, Sheila (DROP)
DOR: 10/01/2014
Pay Group: 0534

Mingo, Jr., Willie M. (DROP)
DOR: 10/31/2014
Pay Group: 0700

Owens, Michael (DROP)
DOR: 10/30/2014
Pay Group: 6500

cc: Level 1 Managers
Level 2 Managers
EIC Chairperson
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BMO Securities Lending
111 East Kilbourn Avenue
Milwaukee, WI 53202
414-287-7070 Phone

BMO Securities Lending Fund, LLC

Portfolio Statistics and Commentary

August 31, 2014
Total Assets: $3,081,309,660
PVAM: 1.00057978
Average Quality: AA3
Average Maturity (to reset): 26 Days
Weighted Average Life: 0.91 Years

Portfolio Discussion

The PVAM of the BMO Securities Lending Fund, LLC declined slightly to $1.0006, with the Fund
carrying an unrealized gain of $1.8 million at month-end. The slight pricing declines during August
reflect corporate securities currently priced above par approaching their maturity dates.

The Fund made a number of purchases and sales during August, most notably adding an asset-backed
security at an attractive price. The Fund also sold a SLMA security carrying a gain, while replacing it
with a similar SLMA security with an average life of less than three years. The newly purchased
security added approximately nine basis points of yield compared to the security that was sold.

Loan/Funding Commentary

Utilization rates were steady during August, though average loan balances declined $50 million from
the prior month due to market value fluctuations. One month LIBOR was stable, while three month
LIBOR declined approximately one half basis point during August. With the exception of a few minor
fluctuations, Opening Fed Funds stood at 8 basis points throughout August, leaving spreads on general
collateral loans mostly unchanged.

This is not intended to serve as a complete analysis of every material fact regarding any company, industry or security. The opinions
expressed here reflect our judgment at this date and are subject to change. Information has been obtained from sources we consider to be
reliable, but we cannot guarantee its accuracy. This report contains confidential information and is to be used only by the intended
recipient. Dissemination to other parties is expressly prohibited.

BMO Global Asset Management and BMO Harris Bank N.A,, offer products and services through various affiliates of BMO Financial Group. Investment
products are: NOT FDIC INSURED - NO BANK GUARANTEE - MAY LOSE VALUE. 12-325-158 (09/12) GAM LH ELE
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LANH; Poal, Inc.

Summary Statement
August 2014

For more information, call LAMP at (800)272-§162
Fax: (800)604-6988

S&W Bd of NO Empl. Retirement - Drop
Account Number: L.A-01-0776-0001 Account Name: S&W BD OF NO EMPL RE

Total of all accounts

Beginning Purchases Redemptions Income Average Daily Menth End
Balance B Distributed Balance |  Balance
This Month $13,109,337.85 $864,650.44 $664,649.72 $317.35( $13,060,064.00| $13,309,655.92

Fiscal YTD
Ending 12/31/14 $13,327,264.90 | $7,247,785.13| §7,267,107.86 $1,713.78 $12,883,745.42| $13,309,655.92







Sewerage and Water Board of New Orleans
Committee & Regular Goard Meeting Schedule

2014 Calendar of Cvenis

WEDNESDAY OCTOBER 1, 2014 8:00 AM COMMITTEE ON INFRASTRUCTURE
WEDNESDAY OcTOoBER 1, 2014 10:30 AM PeNsioN COMMITTEE

MONDAY OCTOBER 6, 2014 8:00 AM OPERATIONS COMMITTEE
TUESDAY OCTOBER 7, 2014 8:00 AM FINANCE COMMITTEE

FRIDAY OcToBER 10, 2014 9:00 AM EXECUTIVE COMMITTEE
WEDNESDAY OcCTOBER 15, 2014 9:00 AM REGULAR BOARD

MONDAY NOVEMBER 3, 2014 8:00 AM OPERATIONS COMMITTEE
TUESDAY NOVEMBER 4, 2014 8:00 AM FINANCE COMMITTEE
WEDNESDAY NOVEMBER 5, 2014 8:00 AM COMMITTEE ON INFRASTRUCTURE
WEDNESDAY NOVEMBER 5, 2014 10:30 AM PENSION COMMITTEE

FRIDAY NOVEMBER 7, 2014 9:00 AM ExecuTive COMMITTEE
WEDNESDAY NOVEMBER 19, 2014 9:00 AM REGULAR BOARD

MONDAY DECEMBER 1, 2014 8:00 AM OPERATIONS COMMITTEE
TUESDAY DECEMBER 2, 2014 8:00 AM FINANCE COMMITTEE
WEDNESDAY DECemBER 3, 2014 8:00 AM COMMITTEE ON INFRASTRUCTURE
WEDNESDAY DECEMBER 3, 2014 10:30AM PENSION COMMITTEE

FRIDAY DECEMBER S, 2014 9:00 AM EXecuTive COMMITTEE
WEDNESDAY DecemBER 17, 2014 9:00 AM REGULAR BOARD

NOTE: RECOMMENDATIONS:

OCTOBER ~ MOVED TO SECOND WEEK DUE TO HOW THE DAYS FALL DURING FIRST WEEK







