SEWERAGE & WATER BOARD OF NEW ORLEANS

PENSION COMMITTEE MEETING
MONDAY, DECEMBER 14, 2015

3:1SP.M.

Mr. Wm, Raymond Manning, Chair ® Mr. Joseph Peychaud ® Mr. Alan Arnold e Mr. Scott Jacobs e
__ M. Harold Heller, Jr.  Mr. Marvin Russell @ Mr. Gerald Tilton ¢ Mr. John Wilson

FINAL AGENDA

ACTION ITEMS

1. Consultant to Provide Domestic Equity Recommendation for Re-allocation of Eligible
Proceeds from Liquidated ETF’s

PRESENTATION ITEMS
2. Review of the FFC October 2015 Flash Performance Report

3. Employees’ Retirement System of the S& WB Historical Summary of Cost of Living
Increases (COLA)

INFORMATION ITEMS
4. Voluntary Retirement(s)
. Earnest Partners
. Barrow Hanley

. Pyramis Global Advisors

. Equitas Capital Advisors (Hedge Fund)
10. Western Asset Management (Global Fixed Income TIPS)
11. Chicago Equity Partners

5
6
7. Prisma Capital Partners
8
9

12. New South Capital Management

13. iShares (NAREIT)

14. Vanguard Index (Domestic REIT)

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

17. Fidelity Inst Prime Mmkt CL (Cash)

18. Securities Lending Report

19. LAMP/DROP Statements

20. Review of Previous Report

21. Topics for Future Discussions

22. Any Other Matters
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The Pension Committee of Sewerage and Water Board of New Orleans met on Wednesday, November
4, 2015 at 4:00 PM in the Board Room at 625 St. Joseph Street.

ATTENDANCE

PRESENT: Mr. Wm. Raymond Manning (Chairman)
Mr. Alan Arnold
Mr. Harold Heller, Jr.
Mr. Scott Jacobs
Mr. Joseph Peychaud
Mr. Marvin R Russell, Jr.
Mr. John H. Wilson III

ABSENT: Mr. Gerald Tilton

Also in attendance were Cedric S. Grant, Executive Director; Robert K. Miller, Deputy Director;
Nolan P. Lambert, Special Counsel, Director’s Office, Legal, Finance and Personnel Department stafT;
Stephen Daste, Melanie Parent and Octave Francis of FFC Capital Management; John Weiler of
Weiler & Rees.

CHANGES TO THE EQUITY, FIXED INCOME, AND ALTERNATIVE INVESTMENT
ALLOCATIONS AND MANAGERS

Mr. Francis presented FFC’s analysis of the Q-3-2015 Investment Program Status. FFC
recommended:

e Termination of Western Asset, Elements Rogers Commodities, and Powershares DB
Commodities with proceeds allocated to the remaining system investment managers within the
terminated investment managers asset class or placed in cash until a suitable asset class is
selected or investment can be selected.

e Placing Emest Partners, Vanguard, and iShares on probation for 90 days.
The unanimous approval from the October 7, 2015 Pension Committee meeting to terminate Western

Asset TIPS and allocate 100% those proceeds into Pyramis Global was reaffirmed.

Members of the Board: ALAN ARNOLD e ROBIN BARNES ¢ MARION BRACY e DR. TAMIKA DUPLESSIS ¢ SCOTT JACOBS ¢ KERRI KANE
MITCHELL J. LANDRIEU ¢ WM. RAYMOND MANNING ¢ JOSEPH PEYCHAUD ¢ KIMBERLY THOMAS
“An Equal Opportunity Employer”



Mr. Amold motioned to sell Elements Rogers and Powershares DB at the earliest convenience. Upon
a second by Mr. Jacob, the motion was approved.

Mr. Arnold motioned to sell iShares and place the proceeds in cash but the transition sale would not be
effected for the next 30 day. Upon a second by Mr. Wilson, the motion was approved.

2015 ANNUAL AFFIRMATION STATEMENT

Mr. Francis presented his Affirmation Statement for 2015 confirming his compliance with the
professional services agreement with the Board regarding no conflicts of interest.

RECONCILIATION OF INVESTMENT RETURN INFORMATION

Mr. Miller noted that there were discrepancies between the investment returns reported from the
investment managers and the investment returns reported from the pension investment consultant.
Staff met with the pension investment consultant to review the attached reports and determined these
conclusions:

The investment return reports from the actively managed investment funds are ad hoc legacy reports
requested by provided directly to the Pension Committee for the purpose of providing information as
soon as practicable following the month end and do not contain adjustments and corrections that occur
following the month end. Staff considers the differences between the investment returns reported from
the investment managers and the investment returns reported from the pension investment consultant
to be immaterial over the long term.

PRESENTATION OF SEPTEMBER 2015 FINANCIAL RESULTS

Mr. Francis presented FFC’s September 2015 Flash Performance Report.

PRESENTATION BY ALAN ARNOLD

Mr. Amold distributed information and presented remarks regarding Analysis of US Equity Managed
Portfolios Relative to Cost Effective of Passive Alternative for this Space.

Mr. Manning called on Mr. Francis and Mr. Miller to come back to the next meeting with a schedule
and process for concluding the current discussions on asset allocation and investment selections.

ADJOURNMENT

There being no further business to come before the Committee, the meeting adjourned at
approximately 6:00PM.

Respectfully Submitted,

Wm. Raymond Manning
Chairman
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To: Fellow committee members and staff of the Pension Committee
From: Alan Arnold

[ will be handicapped at the meeting on Monday because [ will have had my second
cataract removal operation with implants inserted that morning. I am supposed to
be resting and will be required to wear protective dark glasses. It is outpatient
surgery but I am urged to rest. However [ want to use this opportunity to review
some of the material that I had previously presented to make sure that my views are
on the table. I hope it spurs enough comments to get the ball rolling in the right
direction.

The thrust of my position is that our fund has not performed well with the asset mix
and managers that were selected. The reason is that we put ourselves in a position
to make decisions by relying on academic premises of what the future will produce
even though few if any members of the committee have had the experience of a
long-term market cycle. In almost every case when we were presented a choice that
moved away from simplicity to complexity, we made a mistake. Avoiding those
kinds of mistakes is the single most important element of investing for the very long
term. With almost fifty years in the investment business I have witnessed such a
cycle and made many similar mistakes as well. If you can look back over a very long
period such as I presented to you using the 10 yr US Treasury and the S&P 500 with
a 60/40 equity/debt ratio as a benchmark, you realize that simplicity and reversion
to the mean is the only constant on which you can rely . Using that benchmark our
fund performed very poorly. From 2008 to 2014 our fund had an average yield of
4.31% using the calculation of our actuary. During that same period the

Treasury /S&P 500 yielded 7.55%. If you allow 20 basis points for expenses and
index drag that is 3.04% per year. With an average balance of approximately $
208,627,000 ,that is lost opportunity of $44,395,828 over 7 years.

The causes are obvious in most cases but you have to work to find the others. The
number one cause was the addition of ALTERNATIVES. In the 2014 annual report
this is how the auditor described the objectives of the fund. It stated” Best estimates
of arithmetic real rates of return for each major asset class included in the pension
trust fund'’s current and expected asset allocation as of Dec 31, 2014 are
summarized in the following table: EQUITIES---8.5%, FIXED INCOME---6.5%,
ALTERNATIVES---7%". The alternatives return in the consultant’s report from
inception date Mar 07 is : - 2.47%. Having the $38,093,475 invested in cash would
have saved $7,527,270 over 7years. The lost opportunity of having that money
invested pro rata in equity and fixed income is a big number. A big contributor to
the under investment is the Funds of Funds. Since April of 07 it yielded 3.14%. If the
money had been invested in the Treasury/S&P 500 it would have yielded at lease
4% more. That is approximately $6,250,000

The other big problem is important to the discussion of going passive on the entire
US Domestic allocation. In the consultant’s October report it states that for the



trailing 7 years the EQUITY COMPOSITE WAS 13.16 and the COMBINE EQUITY
INDEX WAS 13.15. What it doesn’t say is that in most of 2009 and 2010
approximately $13,000,000 was not invested and moved to the cash portion of the
fixed income allocation. That lost opportunity was substantial because the first two
years after the crash produced a quick snap back. That is the problem of firing
managers and conducting a search for replacements. If that is factored in for the
equity composite, having active money managers produced a return less than the
composite index over 7 years. We most move to a Passive Approach for the US
Equity allocation.

The next mistake was having the committee choose a fixed percentage of the fixed
income allocation to fight inflation by investing in Global Tips. If that allocation was
warranted it should have been made by a debt manager. For instance our present
debt manager lists US Tips as one of the options that it chooses from in managing
the Core Plus product. Its allocation to Tips has been close to zero during our
investment. While we were fighting inflation all of the worlds central banks have
been fighting deflation. If the 24% allocation to Tips in the Fixed Income allocation
had been invested instead in our Core Plus product the yield would have been
1.41% more over the life of the investment. That equates to an approximate
increase of % 2,300,000.

Carefully choosing the indexes to match becomes serious business. It should be
designed to eliminate the possibility of mistakes by offering too many choices for
what the future has in store. It also has to be done with full recognition that we
cannot afford to hire staff to oversee what we are doing and our committee will be
undergoing constant changes among its board members without any guarantee that
future members will have the investment experience needed. What we have done to
date is another example that if you create choices and you attempt to GUESS
correctly, YOU CAN BE WRONG. The Russell 1000 was selected as the core. Itisa
decent choice but we can debate over options. It is designed to be equally divided
between growth and value. It obviously contains all of the S&P 500 stocks within the
74% large cap allocation. I do not know what the additional 24% looks like. It also
contains 22% of mid cap presumably equally between growth and value. It contains
only a 3% allocation to small cap. A decision was than made to overweight large cap
value by making an equal allocation to the Russell 1000 Value index. That was a
costly decision. For the 7.75 years from 2008 the LC Value manger yielded 4.45%
and the Core manager yielded 7.10%. If you looked back for the previous 10 year
period, value outperformed growth. That is a typical mistake expecting continual
performance and the opposite happened. If we had simply avoided the decision
entirely and stayed with the Russell 1000 with equal representation between
growth and value we would have earned an additional 2.65% on the amount for
7.75 years. So even though the report says that we matched the index in the equity
composite we had a serious underperformance because we forced a decision on
people who thought they were doing the correct thing by predicting the future. It
may well be that Value will come back into favor. REVERSION TO THE MEAN over
the long term is the only reliable principal in long term investing. The successful



investors who invest based on their ability to predict future events in the market are
few. We will never have access to them.

Warren Buffet’s best advice to individuals investing for retirement is to pick a very
low cost index fund with reasonable market representation and stay the course.
That is what we should be doing.

In the most recent rating agency presentation for our bonds the pension fund was
covered extensively since it is a hot topic in the market post Detroit and soon to be
Chicago. It gave the facts as of now but also promised that we are in the process of
evaluating our oversight structure with an effort to move to passive instruments
wherever possible. It is time that we get on to the business at hand.
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BMO 90 Global Asset Management

BMO Securities Lending
111 East Kilbourn Avenue
Milwaukee, WI 53202
414-287-7070 Phone

BMO Securities Lending Fund, LLC

Portfolio Statistics and Commentary

October 31, 2015
Total Assets: $3,110,661,764
PVAM: 0.99892099
Average Quality: AA3
Average Maturity (to reset): 30 Days
Weighted Average Life: 0.60 Years

Portfolio Discussion

The PVAM of the BMO Securities Lending Fund, LLC was mostly stable during October,
ending the month just under .9990. Following several months of spread widening amid
elevated market volatility, pricing for the Fund’s asset-backed and commercial-mortgage
backed securities stabilized during October as investors found relative value in the Fund’s
bonds at current prices. The underlying fundamentals of the Fund’s ABS and CMBS remain
strong, with both markets performing in line with our expectations.

The LLC’s corporate holdings continued to perform well, as balance sheets remained strong
despite the subdued earnings in the third quarter. During the last week of October, the
market’s expectations for a December 2015 rate hike increased significantly, prompting an
uptick in new issuance heading into November. With this backdrop of higher rate
expectations, the financial sector continues to be an outperformer as higher rates are expected
to particularly benefit banks. We continue to maintain adequate liquidity, positioning the
Fund to take advantage of inefficiencies which may arise from year-end pricing pressures.

Loan/Funding Commentary

Average loan balances of equities declined significantly during October, as volatility-driven
borrowing demand moderated. Utilization rates of U.S. treasuries increased in October as

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

BMO 90 ‘ A part of BMO Financial Group



BMO Go Global Asset Management

rebate rates moved lower, offsetting some of the decline in equity loan balances. One-month
LIBOR and three-month LIBOR both declined slightly, while Opening Fed Funds was mostly
stable between 12 and 13 basis points during October.

This is not intended to serve as a compleie analysis of cvery 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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