City of Hartford Pension Commission
City Conference Room
260 Constitution Plaza
Hartford, Connecticut
Friday, May 31, 2013
9:00 a.m.

INVESTMENT PROGRAM

L. Review of Minutes: Meeting of April 26, 2013

I1. Status of the MERF Portfolio as of April 30, 2013

e Inventory of Assets
¢ MERF's Overall Performance

III.  NEPC
o Quarterly MERE Performance

1V.  Investment Policy Statement Recommendations

o Revision to Target Asset Allocation
o Hedge Fund Section

V. Master Custodian Contract Extension

V1. PIMCO Long Duration Fixed Income Guidelines

VII. Report on Annual Performance Review Meeting

o ING Investment Management

VIII. Other Business
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CITY OF HARTFORD
PENSION COMMISSION
_____ ~ MEMORANDUM ]

To:
From:
Date;

Subject:

Pension Cotnmission
Adam M. Cloud, Sccretary
May 17, 2013

Review of Minutes from the Meeting of April 26, 2013

Enclosed for your review are the minutes of the investment pottion of the Pension Commission
meeting of Friday, April 26, 2013,
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City of Hartford Pension Commission
City of Hartford Conference Room
260 Constitution Plaza
Hartford, CT 06103
Friday, April 26, 2013
9:00 a.m.

[ MINUTES

INVESTMENT PROGRAM

MEMBERS PRESENT: Peter Stevens, Chairman; Frank Lord, Commissioner; Gene
Goldman, Commissioner; Marc Nelson, Employee
Representative; Adam M. Cloud, Secretary and Carmen 1.
Sierra, Assistant Secretary

STAFFE PRESENT: Gary B. Draghi, Director of Investments; P. Wayne Moore,
Assistant Director of Investments; ]. Sean Antoine,
Principal Administrative Analyst; Terry Williams, Senior
Administrative  Assistant; Donna  Parker, Plan
Administrator and Anne Coleman, Assistant Plan
Administrator

OTHERS PRESENT: Kristin Finney-Cooke, NEPC and Lisa Silvestri, Assistant
Corporation Counsel

Review of Minutes: Meeting of March 22, 2013

Acting Chairman Lord introduced the item and asked for questions,
comments or corrections. There were none.

A motion was made, seconded and adopted to accept the minutes as
presented.
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III.

Status of the MERF Portfolio as of March 31, 2013

Acting Chairman Lord introduced the item and asked the Investment Unif to report.
J. Sean Antoine, the MERF’s Principal Administrative Analyst, reported that, at
March 31, 2013, the MERF portfolio had a market value of approximately $988.8
million and had generated a 1.1% return net of fees for the month, outperforming the
benchmark return of 1.0%, by 10 basis points. He asked if there were any questions.
There were none.

Secretary Cloud stated that NEPC, staff and he were continuing to monitor ING, a
small capitalization growth equity manager for the MERF. He informed the
Commission that ING’s initial public offering (“IPO”) would be coming to the
market soon and that ING’s communication was still lacking. He also noted that the
MERF would be holding its annual review meeting with ING in May and would use
this opportunity to discuss investment performance, communication and the issues
relating to the IPO. Discussion ensued.

The Commission accepted the report for advice.

NEPC Update
Private Debt

Acting Chairman Lord introduced the item. Secretary Cloud asked Ms. Kristin
Finney-Cooke of NEPC, the MERF’s general investment consultant, to address the
Commission, She stated that NEPC continues to evaluate potential private debt
managers for the MERF's consideration, including managers that have visited NEPC
as well as managers referred by the MERF to NEPC. She indicated that NEPC
would update the MERF staff as additional opportunities emerge.

Acting Chairman Lord asked if the MERF would search for one or two managers for
this mandate. Mr. Gary Draghi, the MERF's Director of Investments, stated that this
asset class would operate more like the MERF's private equity portfolio, where there
could be a few different partnerships, and that the Secretary, staff and the MERF's
consultant would conduct due diligence on any firm or partnership before
presenting potential investments to the Pension Commission for approval. Ms.
Finney-Cooke concurred and suggested that there would likely be approximately
three managers in this mandate. Discussion ensued,

The Commission accepted the report for advice,
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NEPC Update-(continued)
Hedge Funds

Ms. Finney-Cooke noted that, with regard to the MERF's hedge fund
mandate, NEPC had drafted Investment Policy Statement language for this
asset class, Mr, Draghi added that staff had reviewed and submitted edits to
NEPC and that a final draft would follow in the near future. Discussion
ensued.

The Commission accepted the report for advice.

Investment Policy Statement Revision Recommendation

Chairman Stevens introduced the item. Secretary Cloud stated that the attached
documents proposed edits to the MERF's Funding and Investment Policy Statement
(“FIPS”} reflecting changes to the MERF's target asset allocation and asset class
policy benchmarks. He stated that these changes incorporate the recommendations
proposed by NEPC, the MERF's general investment consultant. He added that it
would be discussed further at the next Pension Commission meeting. Discussion
ensuted,

The Commission accepted the report for advice.

Report on Annual Performance Review Meetings

Acting Chairman Lord introduced the item. Secretary Cloud stated that the reports
were self-explanatory and asked if there were any questions. There were none.

The Commission accepted the report for advice,

Other Business

Acting Chairman Lord introduced the item. Mr. Draghi reported that staff had
rebalanced the portfolio to bring the emerging markets equity portfolio within its
target range. Ie noted that this was accomplished by reducing the overweights to
non U.S. developed markets equity, high yield fixed income and emerging markets
debt.
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Other Business-(continued)

Mz, Draghi also reported that progress was being made regarding the extension of
the BNY Mellon (“BNYM") custody contract. He added that, potentially, the current
proposal achieves savings for the MERF in excess of $100,000 dollars annually, and
that even greater savings could be achieved should the MERF decide to participate
in a securities lending program with BNYM. Mr. Draghi stated that he hoped to
have the terms of the proposed contract amendment finalized and ready for the
Commission’s approval for the next meeting,

In response to a request from Acting Chairman Lord, Secretary Cloud recommended
that staff do a brief presentation on securities lending to cover changes to the
program since the last MERF review. He also suggested the possibility of having a
representative from BNYM give a presentation on the matter.

Mr., Draghi reported that staff had recently communicated with certain of the
MERF's fixed income managers, including Hartford Investment Management
Company and Pacific Investment Management Company, to explore potential
guideline changes that would allow these managers to protect the MERF portfolios
that they manage in the event of sudden rises in interest rates. Mr., Draghi stated
that staff would review these ideas with NEPC and then follow up with a report to
the Commission.,

Mr. Draghi concluded by informing the Commission that NEPC was evaluating
local currency emerging market debt products, including those offered by
Prudential, the MERF’s emerging markets debt manager, to determine how these
products could potentially benefit the MERF.

Secretary Cloud noted that he included some material for the Commissioners to
review at their leisure. Discussion ensued.

The Commission accepted the report for advice.

There being no further business, Acting Chairman Lord adjourned the meeting.

P P aAF
] L ry
ATTEST; LA /L (O a2

Adam M. Cloud, .Secretary
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PENSION COMMISSION
MEMORANDUM
To: Pensic}n% Commission
A —
From: Adam M. Cloud, Sccretary
Date: May 17, 2013
Subject: Status of MERF Pottfolio as of April 30, 2013

Portfolio and performance report for the month of April 30, 2013.
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INTEROFFICE MEMORANDUM

TO: Adam M. Cloud, City Treasurer
Carmen I. Sierra, Assistant City Treasurer

FROM: Gary B. Draghi, Director of Investments l’]ﬂ
P. Wayne Moore, Assistant Director of Investments

J. Sean Antoine, Principal Administrative Analyst 715/

DATE: May 20, 2013

SUBJECT: Status of MERF Investment Portfolio as of April 30, 201:

At April 30, 2013, the market value of the MERF's investment portfolio approximated $1 billion
dollars. The portfolio generated a 1.8% return net of fees for the month (see attached), matching

the MERF policy benchmark return of 1.8%.

Investment returns, net of fees, for the various asset classes and their benchmarks were as

follows:
MNet
Assets Allocation % Portfolio Benchmark Return
{$Millions) Actual (B)  Policy Returns Returns Variance
Alternatives 75.7 7.6% 17.0% 0.8% 1.6% -0.8%
Equity 445.1 44.4% 37.0% 1.8% 2.5% -0.7%
Fixed Income 387.2 38.7% 38.0% 2.1% 2.3% -0.2%
GTAA 49,7 5.0% 5.0% 1.9% 24% -0.5%
Other 0.0 0.0% 3.0% 0.0% 0.0% 0.0%
Cash (A) 440 4.4% 0.0% 0.0% 0.0% 0.0%
Total Portfolio 1,001.6 100.0%  100,0% 1.8% 1.8% 0.0%,

Mole: Diffrrences due bo roniding

(A} Includes Benefit Payment Fund with a balance approximating $32.9 million.

(B) The MERF is transitioning its investment allocation to conform to the policy allocation targets adopted in July, 2011, The MERF anticipates

that it will take approximately 2 years to complete this process.

UPDATED INFORMATION

The period from May 1 to May 17, 2013 was positive for domestic equities, as the Russell 3000
Index experienced a positive 4.54% return. The small capitalization sector was outperforming

| of 2



both the large and medium capitalization sectors for the period. Through May 17t, growth was
outperforming value across all cap sectors except for the large cap sector. (See enclosed copy of
the Russell Investment Group’s report entitled “Russell U.S. Indexes Daily Total Returns”).

The period from May 1 to May 17, 2013 was positive for developed global equities markets as
the Russell Global Index experienced a positive 2.6% return. Emerging Markets experienced
positive returns as the Russell Emerging Markets Index returned a positive 1.2% for the same
period (See enclosed copies of Russell Investment Group reports).

I:\Treasury\Dept\Investments - Reports\FYE 2013 Reports\Monthly\MERF_April_30_2013.doc
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Annualized
% of
Market Total Fiscal Inception  ncept
Value Fund April 3 Months ¥TD YTD 1 Year 3 Years 5 Years 7 Years 10 Years to Date Date
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Name
Policy Benchmark

Total Plan Wgtd Benchmark
Policy-Capitalization Based

CPl plus 3.5%
Liquidity Policy

Asgset Allocation Fund

Asset Allocation Benchmark

Comb Equity Wgtd Benchmark

US Equity Policy-Cap Based
Russell Global ex U.S. Equity Index

Custom Fixed Benchmark

Comb Fixed Wgtd Benchmark
US Treasury 3 Month T-bills

City of Hartford MERF
Footnotes
Performance Page
Period Ending April 30, 2013

Footnote

January 2012 to Current: 16% Russell 3000, 12% Russell Global EX US, 10% BC Aggregate, 10% BC GOVT/Credit
Long, 9% MSCI Emerging Markets (NET), 7% Russell 3000 + 300 bps, 5% JPM EMBI Global, 5% BC Global Inflation
Linked - US TIPS, 5% NCREIF Property Index, 5% HFRI FOF, 5% 80 MSCI World/40 Citi WGE, 4% BC Global
Aggregate, 4% Citigroup High Yield, 3% S&P GSC! Commodity Index.

October 2007 to December 2011: 48.5% Custom Fixed Benchmark, 25% Russell 3000, 25% Russell Global ex-US
Equity Index, 1.5% 90 Day T-Bills.

Prior to October 2007: 33% Russell 3000, 45% Barclays Capital Aggregate, 17% FTSE World Europe & Pacific, 3%
Citigroup WGBI Non-US, 2% Merrill Lynch Treasury 1 day.

Weighted average calculation using actual asset allocation percentages and benchmark ingdex returns.

10% FTSE World Eure and Padific, 40% Barclays Capital Aggregate, 40.625% Russell 1000, 9.375% Russell 2000.

CPI data reported with one month lag.

October 2007 to Current: 48.5% Custom Fixed Benchmark, 25% Russell 3000, 25% Russell Global ex-US Equity
Index, 1.5% 90 Day T-Bills. Prior to October 2007: 35% Russell 3000, 17% MSCI EAFE, 45% Barclays Capital
Aggregate, 3% Citigroup World Gov't Bond Index.

Comprised of MERF passive portfolips.

50% MSCI ACWI Investible Mkt Index, 50% Citigroup World Gov't Bond Index

Weighted average calculation using actual asset allocation percentages and benchmark index returns.
81.25% Russell 1000, 18.75% Russell 2000.

From October 2007 to Current: Russell Global Ex-US Equity Index. Prior {o October 2007: FTSE All World Europe
Pacific Index.

From January 2012 to Current: 26.32% Barclays Capital Long Govt/Credit Index, 26.32% Barclays Capital Aggregate
Index, 13.16% Barclays Capital US TIPS Index, 10.53% Barclays Capital Global Aggregate Un-Hedged Index, 13.16%
JPMorgan EMBI Global Index, 10.53% Citigroup High Yield Index.

From October 2007 to December 2011: 31% Barclays Capital Long Govt/Credit Index, 20.6% Barclays Capital
Aggregate Index, 20.6% Barclays Capital US TIPS Index, 12.4% Barclays Capital Global Aggregate Un-Hedged Index,
10.3% JPMorgan EMBI Global Index, 5.1% Citigroup High Yield Index.

Weighted average calculation using actual asset allocation percentages and benchmark index returns,
October 2007 to Current: US Treasury 3 Month T-bills. Prior to October 2007: Merrill Lynch Treasury 91 Day.
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Annualized
Market % of Total Inception  Incept.
Value Fund April 3 Months Figcal YTD YD 1 Year 3 Years 5 Years 7 Years 10 Years  to Date Date
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ALTERNATIVES - RLE.
Cornerstore Patriot Fund
Hettman America Realty Fund
New Boston Urban Strategy Amer Fund
TA Realty Assosiates Fund X
36 Edwards St., Hartford
NCREIF Property{ 1gti/Arears)

International Equity
Russell Global ex ULS. Eqully index [21]

Intl Equity Developed Mkts

Intl Developed Markets Active
MSC! EAFE Composite

First Eagle Invast Mgmt Intl Small to Mid Cap
First Eagle Custom Benchmark [etl]

Walter Scott International Ltd Intl Large Growth
MSCI EAFE Nef Dividend

Intl Emerging Active
Mondrian Inv Partners - EME
Parernetric EV
MSCI Emerging Net Dividend

Total Global Asset Allocation
Wellington Managemeant Co LLP
Blackrotk Global Alkecation Fd

66 MSC! World 40 Citi WGB!

City of Hartford MERF

Net of Fees - Final
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Period Ending April 30, 2013
Annualized
Market % of Total Inception  [ncept.
Value Fund April 2 Months Fiscal YTD YD 1 Year 3 Years 5 Years 7 Years 10 Years  to Date Date
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ag (2.2} 127 .8} 33 249 a2 5.5 761 23 143172001
S5.T 5.0 18 232 12.6 5.0 82 - _— — — .3 41302012
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Total Fixed Income

Custom Fixed Benchmerk =

Barclays Capltal Aggregate Bond

Cornb Fixed Income Wytd Bk 3
US CoreiCore Plus

Barclays Capital Aggregste Bord

US Core/Core Plus Fixed Income Active
AETNA {AD) GICS
Barclays Capilat Aggregate Bond

Columbla Asset Managemont Co.
Barglays Copfal Aggregete Bond

HIMCO Core Plus Fixed Income
Barclays Capital Aggregote Bond

US Coref/Core Plus Passive
Barclays Capitsi Aggregate Bond
SSGA 1-3YR AAF
B8C U.S. Govt Treasury 1-3 Year index
$5GA Barclays Agg. DX AAF
Barclays Capilal Aggregate Bond

Total Long Duration
Barclays Capital Long Govi/Cradit

Leng Duration Active
PIMCQ Long Duration Fixed
Barclays Capital Long Govi/Cracit

Long Duration Passive
S5GA LONG TREAS AAF
Barclays Capital Long Govt/Cradit

Global Fixed
Barclays Capital Aggregate Global Un-Hedged

Glokal Fixed - Active
Mendrian
Barlay's (3iobal Agg. Eond-tinhedged

City of Hartford MERF

Net of Fees - Final
Performance Page

Peried Ending April 30, 2012

Annualized
Market % of Total Inception  Incept.
Value Fund April 3 Menths Fiseal YTD ¥TD 1 Year 3 Years 5 Years 7 Years 10 Years to Date Date
$387.2 387 % 21 % 23 % B4 W 13 % 76 % 8.7 % 1T % T4 % 83 % 68 % 7311997
23 258 &) 1.4 re 9B g4 — — gz 14312007
1.0 1.6 a7 it} a7 55 &7 61 54 (4] 731997
11 1.2 25 L] 30 55 52 B - 5.2 9/30/2004
100.8 104 11 1.7 41 1.3 50 58 a9 53 a0 58 71311998
1.0 1.6 27 k] af 55 57 BT 50 60 12/31/1996
552 [ %] 1.3 21 53 17 b4 66 58 56 a7 1] 73111996
0.5 ot 0.3 1] 3z i1 3.8 6.6 1] B3 ] 58 &13111996
1.0 1.6 27 o8 37 55 a7 61 50 (A1) 12/31/1996
b3 o1 2B 4.4 44 T 252 138 06 ES BT T4 1/211992
.o 1.8 i ot ] 2T L4 &7 &1 58 [-1+] 1273141995
a7.8 %] 1.3 20 5.1 14 5.2 8.5 6.4 B3 54 57 10/31/2002
1.0 1.8 27 o8 g 55 5% 1 50 51 10/31/2002
316 iz 0.6 0.3 1.7 0.5 22 3.8 8 4.0 35 45 513111998
1.0 1.8 27 o8 37 55 57 &1 50 58 5/31/1998
126 i3 a1 o2 0.4 02 [ 1.1 1.4 - - 1.3 3/31/2008
a1 oz a5 p2 05 1.2 20 - - 1.8 3/31/2008
pi-1] 15 1.0 1.4 2.6 or a5 — — —_ — 5.2 57312011
1.0 1.4 27 08 37 - - —_ - 58 53172011
872 &7 36 4.4 5.4 17 5.8 16 10 - - 116 313112008
a9 47 55 1.8 a7 12.6 104 — - 100 3/31/2008
TE B0 38 4.4 58 18 0.2 126 - - - 123 63012008
TOE B0 16 4.4 54 18 102 126 = - - 11.6 B/30/2008
39 4.7 55 1.8 ar 12,5 - — - 11.0 6/30/2008
T4 o7 4.4 46 o3 0.8 B3 131 160 — — 8.7 (3112008
T4 o7 41 45 o3 0.8 B2 131 131 — —_ 53 3/31/2008
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Inflation Linked Bonds Active
Barclays Capital Treasury U8 TIPS index
Brown Brothers Harriman & Ce, TIPS

City of Hartford MERF

Net of Fees - Final
Performance Page

Period Ending April 30, 2013

Barciays Gibl inv. World Gov Inflation-Linked Al Maturities Index

Emerging Mkts Debt Active
Prudential Emerging Markets Debt
JPM Emerging Mkt Bong Gioba!

High Yield
Shenkman Capital
Citigroup High Yield Market Index

Cash - Active 3]
LLS. Treasury 3 Manth T-bills ne

Annualized
Market % of Total Inception  Incept.
Value Fund April 3 Months Fiscal YTD YTD 1 Year 3 Years 5 Years 7 Years 10 Years to Date Date

$55.2 55 % by % 1.3 % 41 % 0.6 % 52 % 82 % 53 % - —_— 6.9 % 20282007
o8 11 3.3 o4 44 (] 6.5 7. — B2 473002005
B5.2 55 or 13 4.1 06 52 B2 54 7.2 — 82 4/30/2005
2.2 13 58 1.4 48 TH ad - - 4.5 E/30/2008
BE.D 6.8 13 24 7 1.6 15.2 122 118 - - 10,4 2/28/2007
6a.0 BB 33 24 147 14 152 122 118 0.5 —_ 11.1 8/31/2005
2.8 ) 0.8 os 116 1.3 10.2 a6 = 54 5/31/2005
413 4.3 1.7 7 26 35 101 - 1ot —_ - a0 732010
433 43 1.7 a7 85 a5 i1 - - — — B0 713412010
14 34 12.8 48 136 - - - — 12.5 7312010
440 &4 0.0 oo b1 o1 o1 0.é 141 24 22 T 7i31/1997
o g ot oo R o a3 15 1.7 25 123171525
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Name
Policy Benchmark

Total Plan Wgtd Benchmark
Policy-Capitalization Based

CPl plus 3.5%
Liguidity Policy

Asset Allocation Fund

Asset Allocation Benchmark

Comb Equity Wgtd Benchmark

US Equity Policy-Cap Based
Russell Glabal ex U.S. Equity Index

First Eagle Custom Benchmark

Custom Fixed Benchmark

Comb Fixed Wgtd Benchmark
Cash Account Short Term Cash

US Treasury 3 Month T-bills

City of Hartford MERF
Footnotes
Performance Page
Period Ending April 30, 2013

Footnote

January 2012 to Current: 16% Russell 3000, 12% Russell Global EX US, 10% BC Aggregate, 10% BC GOVT/Credit
Leong, 9% MSCI Emerging Markets (NET), 7% Russell 3000 + 300 bps, 5% JPM EMBI Global, 5% BC Global Inflation
Linked - US TIPS, 5% NCREIF Property Index, 5% HFRI FOF, 5% 60 MSCI World/40 Citi WGE, 4% BC Global
Aggregate, 4% Citigroup High Yield, 3% S&P GSCl Commodity Index.

October 2007 to December 2011: 48.5% Custom Fixed Benchmark, 25% Russell 3000, 25% Russell Global ex-US
Equity Index, 1.5% 90 Day T-Bills.

Prior to October 2007: 33% Russell 3000, 45% Barclays Capital Aggregate, 17% FTSE World Europe & Pacific, 3%
Citigroup WGBI Non-US, 2% Merrill Lynch Treasury 91 day.

Weighted average calculation using actual asset allocation percentages and benchmark index returns.

10% FTSE World Euro and Pacific, 40% Barclays Capital Aggregate, 40.625% Russell 1000, 9.375% Russell 2000,

CPl data repeorted with ene month lag.

October 2007 to Current: 48.5% Custom Fixed Benchmark, 25% Russell 3000, 25% Russell Global ex-US Equity
Index, 1.5% 90 Day T-Bills. Prior to October 2007 35% Russell 3000, 17% MSCI EAFE, 45% Barclays Capital
Aggregate, 3% Citigroup World Gov't Bond Indesx.

Comprised of MERF passive portfolios.

50% MSCI ACWI Investible Mkt Index, 50% Citigroup World Gov't Bond Index

Weighted average calculation using actuzl asset allocation percentages and benchmark index retums.
81.25% Russell 1000, 18.75% Russell 2000.

October 2007 to Current: Russell Global Ex-US Equity Index. Prior to October 2007: FTSE All World Europe Pacific
Index,

January 2012 to Current: MSC! EAFE Net Dividend. April 2007 to December 2011; 50% EAFE / 50% EAFE Small
Cap. Priorto April 2007: MSCI Small Cap Index+300bps.

January 2012 to Current: 28.32% Barclays Capital Long Govt/Credit Index, 26.32% Barclays Capital Aggregate Index,
13.16% Barclays Capital US TIPS Index, 10.53% Barclays Capital Global Aggregate Un-Hedged Index, 13.16%
JPMorgan EMBI Glebal Index, 10.53% Citigroup High Yield Index.

From October 2007 to December 2011: 31% Barclays Capital Long Govt/Credit Index, 20.6% Barclays Capital
Aggregate Index, 20.6% Barclays Capital US TIPS Index, 12.4% Barclays Capital Global Aggregate Un-Hedged Index,
10.3% JPMorgan EMBI Global Index, 5.1% Citigroup High Yield Index.

Weighted average calculation using actual asset allocation percentages and benchmark index returns.,
Returns may have a variance from the benchmark due to return methedology treatment of high cash flows.

October 2007 to Current: US Treasury 3 Month T-bills. Prior to October 2007: Merrill Lynch Treasury 81 Day.



Russell U.S. Indexes Daily Total Returns
In Percentages, Based on $US

Annualized Total Returns

Paily Tetal Returns Periods Ending Apr 30, 2013 Month Ending Apr 20, 2013
INDEX NAME May 17,2013 MTD YTD Month 35:TH'®®  y1p 102013 2012 1Year 3Years 5Years 10 Years
Broad-Market Indexes
Russell 2000® 1.02 4.54 18.02 1.64 7.02 12.89 11.07 16.42 17.21 12.78 5.63 8.48
Russell 3000® Growth 0.99 4.55 17.01 1.81 7.14 11.92 9.82 15.21  12.83 13.40 6.75 8.26
Russell 3000® Value 1.05 4.53 18.86 1.28 6.91 13.81 12.26 17.55 21.64 12.12 4.36 8.56
Russell 3000® Defensive 0.80 3.58 18.72 2.45 8.64 14.62 11.88 12.51 18.56 14.46 6.67 8.14
Russell 3000® Dynamic 1.23 5.48 17.35 0.85 5.48 11.25 10.30 20.06 15.47 10.97 4.15 8.53
Russell 3000® Growth-Defensive 0.83 4.16 19.46 2.59 8.19 14.6%9 11.79 12.95 16.12 14.32 8.46 8.08
Russell 2000® Value-Defensive 0.63 2.87 17.81 2.27 7.98 14,53 11.98 12.89 21.868 14.65 4.79 8.27
Russell 3000® Growth-Dynamic 1.07 5.07 14.00 1.03 4.59 g.50 7.40 18.21  8.50 12,15 4.89 8.43
Russell 3000® Value-Dynamic 1.35 5.78 19.83 0.73 6.12 13.28 12.46 21.3% 21.03 10.02 3.00 8.18
Russell 3000E™ (inception 6/27/05) 1.02 4,54 18,03 1.64 7.03 12.91 11.09 16.43 17.22 12.78 5.64
Large-Cap Indexes
Russell 1000® 1.01 4,48 18.03 1.81 7.16 12.897 10.96 16.42 17.17 12.91 5.49 8.32
Russell 1000® Growth 0.97 4.44 16.84 2.12 7.27 11.87 9.54 15.26 12.60 13.44 &.66 8.08
Russell 1000® Value 1.05 4,52 19.16 1.51 7.05 14.01 12.31 17.51 21.80 12.35 4.17 8.42
Russell 1000® Defensive 0.78 3.46 18.88 2.69 8.91 14.91 11.90 12.75 18.62 14,53 6.59 7.896
Russell 1000® Dynamic 1.24 5.49 17.22 0.95 5.48 11.12 10.08 20.21 15.31 11.14 3.3 8.3%9
Russell 1000® Growth-Defensive 0.91 4,02 19.58 2.84 9.48 14.96 11.78 12.67 15.98 14.17 g.39 7.85
Russell 1000® Value-Defensive .61 2.77 18.02 2.50 8.21 14,84 12.03 12.88 22.03 15.02 4,65 8.15
Russell 1000® Growth-Dynamic 1.06 5.00 13.43 1.19 4.49 B.03 6.76 18.76  8.05 12.42 4.78 g.33
Russell 1000® Value-Dynamic 1.36 5.83 20.01 0.78 6.19 13.39 12,51 21.25  21.04 10.18 2.74 8.01
Russell Top 200® 0.98 4,31 17.20 2.03 7.1% 12.36 10.12  16.04 18.30 12.58 4.80 gLl
Russell Top 200® Growth 0.97 4.10 15.93 2.39 7.55 11.36 8.77 15.06 11.91 13.44 £.69 7827
Russell Top 200® Value 1.00 4.52 18.46 1.69 65.84 13.34 11.45 17.01 20.89 11.69 2.84 .97
Russell Top 200@® Defensive 0.78 3.54 19.08 2.92 9.02 15.02 11.76 12.65 15.01 14,29 6.19 7.35
Russell Top 200® Dynamic 1.28 5.47 14.56 0.75 4,58 B.62 7.82 21.45 12.186 10.02 2.18 £.29
Russell Top 200® Growth-Defensive 0.93 4.03 20.19 3.25 10.02 15.54 11.91 12.43 16.71 13.89 B.15 7.29
Russell Tep 200® Value-Defensive 0.5¢ 2.94 17.76 2,52 7.83 14.39 11.58 12,89 22.04 14.86 4.10 7.67
Russell Top 200® Growth-Dynamic 1.03 4.24 8.33 0.73 2.98 3.92 B1¥ 20.87  3.09 12.85 4.38 7.14
Russell Top 200® Value-Dynamic 1.45 6.32 19.24 0.76 .72 12.15 11.30 22,13 19.44 8.39 012 £.26
Russell Top 50® Mega Cap 0.78 3.90 15.85 2.35 6.92 11,30 B.75 15.65 14.37 12.07 4.59 £.10
Mid-Cap Indexes
Russell Midcap® 1.08 4,88 19.98 1.28 7.08 14.41 12,96 17.28 19.20 13.70 7.24 11.63
Russell Midcap® Growth 0.89 5.29 19.13 1.47 6.58 13.15 11.51 15.81 14.42 13.68 6.79 10.96
Russell Midcap® Value 1.15 4.53 20.72 1.12 7.51 15.49 14.21 18.51 23.66 13.70 7.49 11.88

Russell Midcap® Defensive 0.76 3.07 17.83 1.51 8.34 14.32 12.63 13.09 16.62 15.95 8.82 10.85



Russell Midcap® Dynamic

Russell Midcap® Growth-Defensiva
Russell Midcap® Value-Defensive
Russell Midcap® Growth-Dynarmic
Russell Midcap® Value-Dynamic
Small-Cap Indexes

Russell 2000®

Russell 2000® Growth

Russell 2000® Value

Russell 2000® Defensive

Russell 2000® Dynamic

Russell 2000® Growth-Defensive
Russell 2000® Value-Defensive
Russell 2000® Growth-Dynamic
Russell 2000® Value-Dynamic
Russell 2500™

Russell 2500™ Growth

Russell 2500™ Value

Russell 2500™ Defensive

Russell 2500™ Dynamic

Russell 2500™ Growth-Defensive
Russell 2500™ Value-Defensive
Russell 2500™ Growth-Dynamic
Russell 2500™ Value-Dynamic
Russell Small Cap Completeness®
Russell Small Cap Completeness® Growth
Russell Smzall Cap Completeness® Value
Russell Microcap®

Russell Microcap® Growth

Russell Microcap® Value

1.19
0.78
0.73
1.09
1.25

1.11
1.17
.05

(=

=
]
(=]

1.21
1.16
0.83
1.18
1.24
1.08
1.03
1.12
0.8z
1.18
1.05
0.78
1.01
1.26
0.98
0.55
1.01
0.86
0.71
0.85

5.52
3.97
1.81
5.95
5.21

5.23
5.90
4.61
5.00
5.44
6.01
3.94
5.78
5.16
5.04
5.68
4.55
4.18
5.45
5.23
3.186
5.93
5.12
4.53
5.11
4.01
4,59
4.46
4.67

20.75
16.63
19.60
20.39
21.00

17.84
19.10
16.66
16.71
18.93
17.80
15.55
20.55
17.59
18.80
18.98
18.83
17.58
19.54
17.56
17.60
19.82
19.34
18.70
19.09
18.36
17.69
20.63
15.50

1.20
0.89
2.39
1.76
0.81

-0.37
-0.66
-0.10
-0.47
-0.27
-0.70
-0.22
-0.60
0.00
0.321
0.35
0.27
0.21
.35
-0.44
0.84
0.82
0.04
0.55
0.56
0.46
-0.05
0.45
-0.36

6.54
6.87
10.47
G.43
6.79

5.38
5.52
5.25
5.36
5.40
5.38
5.35
5.68
5.16
2,85
5.36
G.41
6.53
5.68
5.33
.71
5.37
5.8%5
6.33
6.14
6.51
6.21
8.24
4.96

14.43
12.18
17.47
13.63
15.00

11.98
12.47
11.52
i1.15
12.79
11.13
11.17
13.96
11.82
13.20
12.59
13.66
12.87
13.36
11.72
14,00
13.11
13.53
13.56
13.30
13.79
12.53
15.47
10.73

13.08
11.19
14.73
11.66
14.08

12.39
13.21
11.63
11.67
13.10
11.82
11.42
14.65
11.81
12.85
12.20
13.35
12.63
12.96
12,21
13.05
12.20
13.48
12.893
12.56
13.27
12.58
14.95
11.13

18.37
13.82
12.73
16.60
19.63

16.35
14.59
18.05
14.76
18.16
16.37
12.16
12.54
23835
17.88
16.13
19.21
15.22
19.22
17.69
12.93
15.18
22.14
18.05
17.61
18.37
19,75
15.17
22.81

19.42
12.50
22.67
15.13
22.93

17.69
15.67
19.71
17.85
17.40
17.75
17.83
12.47
20.96
18.96
15.08
22.25
18.96
18.59
18.03
19.82
13.28
22.70
1B.34
15.81
20.74
18.58
17.05
19.67

12.49
15.94
16.20
12.40
12.53

11.25
12.84
9.58
13.55
2.03
16.16
10,97
9.88
8.0%
12,95
13.77
12.13
15.06
11.72
16.84
13.35
12.02
11.27
12.81
13.84
11.58
9.76
11.68
8.00

65.42
.85
7.74
.02
6.92

7.27
7.81
6.60
7.53
6.73
9.23
5.597
6.31
6.48
7.85
7.83
7.590
8.53
7.48
9.72
7.45
5.88
7.66
7.56
7.70
7.30
5.22
7.21
.06

11.96
11.863
.91
10.861
12.80

10.47
10.53
10.28
10.37
10.42
11.70
9.24
9.63
11.00
11.38
11.30
11.20

11.28
11.46
10.87
9.00
8.70
9.26



Copyright @ Russell Investments 2013. All rights reserved. This material is proprietary and may not be reproduced, transferred, or distributed in any form other than as delivered in this presentation format, without the prior written
permission from Russell Investments. It Is delivered on an “as Is” basls without warranty.

Russell Investments, a Washington, USA corporation, operates through subsidiaries worldwlde, and Is a subsidiary of The Northwastern Mutual Life Insurance Cormpany.

Russell Investments Is the owner of the trademarks, service marks, and copyrights related te its Indexes, The Russell logo is a trademark and service mark of Russell Investments.

In Addition to the trademarks noted above, Russell is the owner of Defensive Indexes and Dynamic Indexes,

Indexes are unmanaged and cannot be invested in directly. Returns répresent past performance, are not a guarantee of future performance, and are not indicative of any specific Investment,

The Infermation contained herein has been obtained from sources that we believe to be reliable, but Its accuracy and completeness are not guaranteed. Russell Investment Group reserves the right at a2nytime and without notice to
change, amend, or cease publishing the Informetion. It has been prepared sclely for informative purposes. Russell Investment Group does not make any warranty or representation regarding the |nformation,

The information, analyses and oplnions set forth herein are intended to serve as general information only and should not be refied upon by any Individual or entity as advice or recommendations specific to that individual or entity. Anyane
using this material should consult with their ewn attomey, accountant, financial or tax adviser or consultants on whiom they rely for Investment advice specific to their own circumstances.

This rmaterial Is not an offer, solicitation or recommendation to purchase any security.

Nothing contalned In this material is intended to constitute [egal, tax, securities, or investment advice, nor an opinlon regarding the appropriateness of any investment, nor a solicitation of any type. The general Information coantained In
this publication should not be acted upen without obtaining specific legal, tex, and investment advice from a licensed professional.

First used January 2011. CORP-5502



Russell Global Indexes Daily Total Returns LRSSt et
In Percentages, Based on $US

Dally total returns Annualized total returns

As of May 17, 2013 As of May 17, 2013
Index name Priorday Currentday MTD YTD 1lyear 3years B5years 10vyears
Global
Russell Giobal =0.1 0.3 26 128 29.3 13.0 2.4 9.6
Russell Glebal Large Cap 0.1 0.3 27 128 29,3 13.1 2.2 9.4
Russell Global SMID 0.0 0.2 26 136 0.8 13.6 4.5 12.7
Russell Global Small Cap -0.1 0.4 21 12,8 29.4 12.1 3.7 12.2
Russell Global ex-US 0.2 -0.3 1.0. B.5 27.5 10.5 -0.4 10.9
Russeil Global ex-US Large Cap 0.2 -0.3 1.1 8.3 27.5 10.4 -0.6 10.5
Russell Global ex-US Small Cap 0.1 0.0 0.3 10.0 26.8 10.9 1.8 13.4
Russell Global ex-Narth America 0.z -0.3 1.1 9.3 8.7 11.0 0.3 10.8
Russell Global ex-Japan =0, 1 0.4 27 120 29.0 i3.3 2.6 9.8
Russell Global ex-US ex-Japan 0.3 -0.3 0.9 6.2 26.6 10.6 -0.4 11.5
Russell Global ex-UK -0.2 0.4 26 13.0 29.3 12.8 2.5 4.7
Russell Global ex-Canada -0.2 0.3 28 134 30.0 13.4 2.5 9.6
Russell Global ex-Australia -0.1 0.4 29 13.0 29.3 12.9 2.3 8.5
Russell World Cap -0.1 0.3 2.8 130 29.4 13.1 2.4 2.4
Russell Developed -0.2 0.4 2.9 146 31.0 14.0 2.7 9.2
Russell Developed Large Cap -0.2 0.4 2.9 14.7 31.1 14.1 2.6 9.0
Russell Developed Small Cap -0.1 0.5 2.2 140 30.3 12.9 4.0 11.1
Russell Developed ex-US 0.3 -0.4 0.9 109 30.6 11.6 -0.4 10.0
Russell Develcped ex-US Large Cap 0.3 -0.4 1.1 109 31.0 11.6 -0.6 8.8
Russell Developed ex-US Small Cap 0.1 0.0 -0.4 10.8 27.2 11.7 1.3 11.8
Russell Developed ex-North America 0.2 0.4 1.1 123 328 12.4 -0.3 9.8
Russell Developed ex-North America Large Cap 0.3 0.5 1.2 12.2 33.0 12.4 <0.5 9.6
Russell Developed ex-Japan =0.2 0.4 3.0 138 30.8 14.4 3.0 9.4
Russell Emerging Markets 0.0 0.0 1.2 1.6 18.4 7.2 0.0 16.7
Russell Emerging Markets Large Cap 0.0 0.0 1.0 0.4 17.0 6.8 =.5 16.6
Russell Emerging Markets Small Cap 0.1 0.0 1.8 B.2 26,1 9.3 2.6 17.7
Russell BRIC -0,1 0.4 1.2 =01 16.7 2.1 4,1 19.4
Russell Global 1000™ -0.2 0.4 2.7 129 29.1 13.0 1.7 8.6
Russell Global 1000™ ex-U.S. 0.1 -0.3 1.0 8.2 28.2 10.3 -1.2 9.7
Russell Global 2000™ -0.1 0.4 22 132 30.6 13.3 4.2 12.5
Russell Global 2000™ ex-U.S. 0.1 =0.1 0.2 10.0 28.5 11.9 2.5 14.1
Russell Global 3000™ -0.2 0.4 2.7 129 20.2 13.0 1.9 8.9
Russell Global 30007 ex-U.5. 0.1 0.3 1.0 8.4 28.2 10.4 -0.9 10.1
Asia Pacific
Russell Asla Pacific -0.1 -0.2 0.5 11.4 26.9 10.3 1.8 11.9
Russell Asia Pacific ex-lapan -0.1 -0.2 3.2 5.0 23.6 10.7 29 15.8
Russell Asla ex-Japan 0.1 0.0 1.8 45 21.9 9.3 2.6 15.7
Russell Greater China 0.2 =0.1 21 4.1 20.8 7.7 1.0 13.4
Russell Greater China Large Cap 0.1 -0.1 2.0 31 20.2 8.5 1.4 14.0
Russell Greater China Small Cap 0.5 -0.1 2.5 139 24.1 4.5 -0.5 11.1
Russell Developed Pacific Basin -0.3 -0.4 -0.4 16.9 31.7 11.6 1.9 10.4
Russell Developed Pacific Basin ex-Japan -0.6 -0.7 3.5 7.2 29,7 14.8 4.4 15.9
Russell Emerging Asia 0.2 0.0 LB 3E 20.0 B.4 24 16.0

Russell Australla High Dividend -0.7 -0.9 -6.2 11.9 34.3 15.% 5.2 =
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INVESTMENTS:
AGENDA ITEM IV

CITY OF HARTFORD
PENSION COMMISSION

| MEMORANDUM

TO: Pension Commission
FROM: Adam M. Cloud, Secretary

DATE: May 22, 2013

SUBJECT: Investment Policy Statement Recommendation-Hedge Funds

Attached please find, for your review, the draft proposed Funding and Investment Policy Statement
(“FIPS”) section for the hedge fund investment asset class. Please review so that we can address any
comments, questions ot corrections that you may have at our May meeting.

This document was modeled on the previously adopted alternative investment FIPS sections. It was
drafted by NEPC, the MERI”s general consultant, with substantial input from investment staff and me. It
incotporates industry best practices and lays out a prudent structure for the MERF’s consideration of
hedge fund investments.

Based on the fotegoing, I tecommend that you approve the proposed FIPS section and look forward to
discussing this matter with you at our upcoming Pension Commission meeting.

550 MAIN STREET , HARTFORD, CONNECTICUT 06103 . ‘IELEPIONE (860) 757-910 . FAX NUMBER (860) 7226071
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CITY OF HARTFORD

PENSION COMMISSION

| MEMORANDUM

TO: Pension Commission

FROM: Adam M. Cloud, Secretary

DATE: May 22, 2013

SUBJECT: Investment Policy Statement Revision Recommendation

Attached please find proposed edits to the MERF’s Funding and Investment Policy Statement (“FIPS”)
reflecting changes to the MERF’s target asset allocation and asset class policy benchmarks. These changes
incorporate the recommendations proposed by the MERF’s general investment consultant, NEPC, at the
Match 22, 2013 Pension Commission meeting and, if approved, will take effect July 1, 2013.

Specifically, cash will be added to the asset allocation with a target of 1.5% and a range of 1.5% above and
below this target. This will reflect the Pension Commission’s requitement that a minimum two-month cash
reserve be maintained for the payment of pension benefits. The policy benchmark for the cash allocation
will be the return on the U.S. Treasury 3 Month Treasury Bill. To offset this addition, the long-term policy
tatgets for the high yield bond and long government/credit fixed income asset classes will be reduced. The
high yield bond target will move to 4% from 5% and the long government/credit fixed income target will
move to 8.5% from 9%. The ranges around the high yield bond and long government/credit fixed income
tatgets will remain the same at 1.5% and 2%, respectively.

The MERs intetim asset allocation targets will also be revised to accommodate the addition of the 1.5%

cash target. As a result, the global bonds and long government/credit interim targets have been reduced to
3% and 9.5%, respectively, from 4% and 10%.

Lastly, the alternatives benchmark has been specified as a weighted combination of its sub asset classes.

The above changes, when taken together, provide a more realistic target allocation while maintaining
essentially the same projected risk and reward profiles as the current long term policy targets. This was
evidenced by NEPC’s March 22™ presentation, an excerpt of which is included in this package for your
reference. Given the foregoing, both staff and I recommend that you approve these changes to the proposed
FIPS and look forward to discussing this matter with you at our upcoming Pension Commission meeting,

550 MAIN STREET . HARTFORD, CONNECTICUT c6ioy . TELEPTIONE (860) 757-911¢ . FAX NUMBER (860) 722-6071
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Treasurer of the City of Hartford and Secretary of the City of Hartford
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Article VII.  Asset Allocation

The MERF’s asset mix shall be set by the Commission from time to time based upon (1)
the structure of the MERF’s pension liabilities, (2) Capital Markets Theory, (3) the
MERF’s full funding policy and (4) MERF liquidity needs. The following table shows
the current strategic policy targets and permissible ranges for the allocation of assets
within asset classes, as adopted by the Commission. These ranges are intended to serve
as boundaries for the MERF’s individual asset classes as more particularly described in
the table below. They will help signal the need to rebalance such classes when allocation
weights fall outside these ranges.

The Commission believes that its adoption of these targets and ranges will provide an
appropriate mechanism for maintaining the integrity of the asset allocation policy.

City of Hartford
Municipal Employees’ Retirement Fund
Strategic Asset Allocation Policy and Relative Ranges

Assef Class Interim | Long- Range
Poliey | term Around
Tavget | Policy | Policy
Target | Target
| Large Cap Equities 16 13 +- 3%
International Equities 12 10 +-2%
Emerging Markets Equities | 9 9 +-2%
Taotal Public Equity 3w 32 +-5%
Core Bonds 10 3 +-1.5%
| High Yield Bonds 4 J +-1.5%
Global Bonds 3 3 | H-1%
Emerging Markets Debt 5 i +-2%
TIPS 5 4 +-1.5%
Long Gov’t/Credit 0.3 FE] +-2%
Total Fixed Income S5 A5 +/-5%
Real Estate 3 8 +-3%
Private Equity 5 5 2% /+3%
Private Debt 2 3 +-2%
Hedgze Funds 5 10 +/-2%
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Tetal Alternatives 17 26 +2/-4%
Global Asset Allocation 5 7 2%
Commodities k| 3 | H-1%
Total Other ] 1] +/-2%
Cash d5 | hF L%

During the period of transition from the Interim Policy Targets to the Long-term Policy
Targets the range constraints shall apply relative to the Interim Policy targefs.

The asset allocations will be reviewed quarterly for rebalancing purposes with the
maximum inferval between necessary rebalancing being one year (as of fiscal year end)
such thar, if an asset class exceeds the ranges noted in the preceding table, there will be
at least one rebalancing transaction per fiscal year. In addition, rebalancing
transactions wifl generally occur no more than once per guarter with a preference for no
more than semi-annual activity.,

It is understood that for all asset classes, exceptions to preferred policy weights may be
acceptable given certain market and other conditions, providing that sucl exceptions
tre made consclously, monitored carefully by the Cify Treasurer and Investment Staff
and reported to the Pension Commission,

The asset classes will be compared to the appropriate benchmarks on a monthly,
quarterly, annual basis in addition to annualized 1, 3, 5 and since inception time periods,
Appropriate policy benchmarks are indicated in the table below:

City of Hartford
Municipal Employees’ Retirentent Fund
Agsset Class Policy Benchmarks

Total MERF Custom Policy Index* i
Total Equity 40% Russell 3000/ 60% Russell Global ex-U.S.
Domestic Eqguity Russell 3000 Index

International Equity Russell Global ex-U.S. Index

Total Fixed Income Custom Fixed Income Benchmark**

Domestic Fixed Income Barclays Apgregate Bond Index

International Fixed Income Barclays Global Aggregate Bond Index

Total Alternatives Custom Allernatives Benchmark®*%%
Private Eguity Russell 3000 Index plus 300 basis points

Private Debt Russell 3000 Index plus 200 basis points

Real Estate NCREIF ODCE

Hedpe Funds HFRI Fund of Funds

\\‘\
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Other To Be Determined

Global Asset Allocation 60% MSCI World/ 40% Citigroup WGBI
Commuodities Standard & Poors GSCI

Cash LLS. Treasury 3 Month T-Bills ]

* The custom MERF benchmark will be comprised of the relative weights of each component of the asset allocation listed
above
** The custom fixed income benchmark will be comprised of the relative weights of each component of the fixed income
portion of the asset allocation listed above

Bl nstovin sl maes, ga b neark i
pemtion of U asder alloestion Tt

il I,

The Commission anticipates that it will revise these targets only when it is clear that
significant changes have occurred in the demographics of the participant group and/or in
the capital markets such that assumptions upon which the present alfocations have been
made no longer appear reasonable, or as may be necessary from time to fime pursuant to
the findings of a periodic asset/liability study of the MERF. Accordingly, the MERF’s
investment managers should pursue a strategy of being fully invested in the market
consistent with the foregoing guidelines to ensure that cash-equivalent positions do not
interfere with the overall asset allocation strategy. In addition, in order to meet the
MEREF’s cash disbursement needs, the Commission may direct that dividends and interest
income from the investment managers’ accounts be swept into the MERF’s short-term
investment fund (“STIF") account.

Article VIII. Assef Class Guidelines

The permissible investments included within each asset class, and special limitations or
other considerations governing the investment of any funds therein, are set forth below:

Al Domestic Equities

Investments in domestic equities are defined as commitments to U.8. dollar denominated,
publicly-traded common stocks of U.S. domiciled companies and securities convertible
into cotnmon stock. The domestic equity portfolio should be diversified by the number
of stocks, industries, economic sectors and other appropriate investment characteristics.

The aggregate domestic equity portfolio is expected to produce, over time, a total, risk-
adjusted return greater than that of the Russell 3000 Index. To accomplish this objective,
a combination of different investment styles and capitalization ranges may be employed
in the portfolio’s management. An investment in any single issue may not exceed 5% of
the outstanding shares. In the case of small or illiquid companies, the MERF*s
commitment to any single issue may not exceed 5% of the average daily float. The
securities of any single issuer may not exceed 5% of the manager’s total portfolio market
value. Finally, total investment by domestic equity managers in non-U.S. holdings and
American depository receipts (“ADRs”) shall not exceed the level within the Russell
3000 index (or the level within an individual manager’s respective benchmark).

Any cash reserve held by domestic equity portfolio managers will be counted for asset
allocation and investment performance as common stock. Domestic equity portfolio



2013 Asset Allocation

Cash

Allocation as
of 12/31./12

Current
Target

- —
1326

Large Cap Eguities 16%6 13246 20%%
Small/Mid Cap Equities 024 024 0%s 0%
Int'l Eguities (Unhedged) 13%6 10%% 10%% 10%6
Emerging [nt'l Eguities 6%4 8%6 9% 129
Global Equity ) 026 0 %E (s}
Total Eguity 445 3225 3296 422
:% Core Bonds 926 526 5% 39%%
High-Yield Bonds 4 e 5%s & A% s 526
Short Treasuries {1-3 vr) 195 Qo5 025 025
Global Bonds (Unhedged) 396 396 3% 296
EMD (External) 894 0% 0.0%6 0%
EMD {Local Currency) 0% 69 526 6596
TIPS 024 496 494 394
. Global TIPS 594 O 0.0%6 D%
/w Long Govt/Credit B9 9%% < 8.5% > 324
Lomag Treasuries 1946 o)t 0% 0%
Total Fixed Income 415 3295 20.5%26 2224
Private Eguitwy &6 594 5% 796
Private Debt 0% 3% 396 326
Real Estate (Core) 0% 895 8% 5.59%
Hedge Funds Mod Vol 0% 1026 10%6 1124
Total Alternatives 720 2626 26 2326
Global Asset Allocation 5% 7S5 . 79% 426
Commodities 0%% 3% 3% 2%
Total Other 595 106 025 & 26
5-7 yr Ceomelric Expected Returr 5.326 5824 &.72% 7.2%
Return & Asset Volatility 11.824 | 11.025 |- 12.725
Risk Sharpe Ratio 0.45 C.54 0.54 0.51
30 yr ' Geomietric Expected Return 7. 2% T.5%4 7525 2.024
Return Sharpe Ratio D.35 0.4 .41 O3S

| NEPC,LLC




Introduction

° We have reviewed the asset aliocation target for the City of Hartford
MERF based on the following:
— NEPC's assessment of the capital markets and asset class assumptions going forward
— MERF's long term target actuarial return
— Liquidity profite and
— Current Funding Status

— The analysis is based on passive exposures to the various asset classes and do not
consider the potential 30-50 bps of alpha generated by active managers

» Given NEPC's 2013 Market Observations, Assumptions and
Recommendations

— NEPC, is not recommending any significant changes to the long term target strategic
allocation adopted in late 2011 (previously known as mix B

— NEPC currently recommends Mix “C" shown on page 5 .

— Mix "C" adjusts for cash to be included (1.5%) in the portfolio due to the ongoing
liquidity needs (range of 0-2% in IPS) .
* Maintains the risk, 30 year return and Sharpe Ratio at the same level of the current

“target”

= High Yield and Long Gov't bonds are slightly reduced to allow for the cash allocation

— Mix "D" represents a portfolic that will achieve the 8% long term return, however this
is met by adding on more risk resulting in a lower Sharpe Ratio (risk adjusted return)

» Moving forward in 2013:
— NEPC continues to recommend measured implementation towards the long term
allocation, anticipated to take another 12-18 months

— Areas If focus will continue to be Real Estate, Private Debt, Commodities, Hedge Funds
and Emerging Market Debt (Local Currency versus External Currency)

NI = NEPC,LLC



INVESTMENTS:
AGENDA ITEM V

CITY OF HARTFORD

OFFICE OF THE CITY TREASURER

ADAM M. CLOUD
CITY TREASURER

MEMORANDUM

TO: Pension Commission
FROM: Adam M. Cloud, Secretary
DATE: May 22, 2013

SUBJECT: Recommendation to Extend the Master Custodian and Performance and
Analytics Services Contract

The purpose of this memorandum is to recommend that you authorize me to extend the MERF’s contract
with BNY Mellon (“BNYM?”) for master custodian and performance and analytical services. This extension
will be fot a petiod of five years although the MERF can terminate it upon one month’s advance notice.

The terms of the extension will continue as befote except that the annual fee for these services will be
reduced from in excess of $400,000 per year to apptoximately $300,000. A 2.5% annual “cost of living
increase” will accrue to BNYM starting in Aptil 2014, The significant decrease in fees was the result of fce
concessions by BNYM and the elimination of performance and analytics services that have been made
redundant by NEPC’s upgtaded teporting. It was also achieved in a market environment for master
custodian services that has generally become less competitive and more expensive for clients.

Staff expended significant effort on these negotiations and fully supports my recommendation. NEPC, the
MERF’s general consultant, assisted staff throughout the course of negotiations. NEPC recommends that
the MERF move forward with this extension. This tecommendation is attached.

In closing, I am happy that the MERF has the oppottunity to maintain its strong working relationship with
BNYM and to do so on an improved financial basis. This extension will avoid the need to petform 2 time-
consuming search process and a potentially disruptive transition. I look forward to discussing this matter
with you at our upcoming meeting,

550 MAIN STREED . TIARTFORD, CONNECIICUT o610y . TELEPHONE (860) 757910 . FAX NUMBER (860) 722-607
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MEMORANDUM
Date: May 23, 2013
To: City of Hartford, MERF
From: Kristin Finney-Cooke, CAIA and Doug Moseley
Re: Custodian Review
Purpose

Discuss the review of BNY Mellen’s role as custodian for the MERF’s investment program.

NEPC agrees with the evaluation that Staff conducted on BNY Mellon’s custodian
services, which resulted in BNY Mellon offering a competitive fee for the services
required by the MERF. Further, NEPC supports the recommendation for the MERF
to continue utilizing BNY Mellon as their custodian under the newly negotiated
contract terms.

Background

The MERF, in consultation with NEPC, conducted an evaluation of the custodian services
being provided by BNY Mellon to the Fund. The review included a comparison of BNY
Mellon’s services and competence performing these services, an evaluation of fees for
desired services and a comparison of said fees relative to what is currently being paid by
other Public Funds in the marketplace to their various custodians.

NEPC Evaluation

NEPC reviewed the data that BNY Mellon provided Staff and provided information as to the
services and fees paid to custodians by our Public Fund clients. Several key factors became
apparent; BNY Mellon is one of leading providers of custodian services in the marketplace,
the current fees paid by the MERF were competitive due to the longstanding relationship
that the MERF has had with BNY Mellon providing these services and any fee reduction
would be viewed as an additional positive given the current environment.

NEPC Viewpoint/Recommendation

NEPC believes that the proposal put forth by BNY Mellon for custodian services is strong. 1t
provides the Fund with an overall fee reduction while still delivering the services required by
the MERF. NEPC views BNY Mellon as one of the leading custodian providers and is very
comfortable with the MERF continuing to utilize BNY Mellon in this capacity.

Pursuant to the above, it would be our recommendation for the MERF to continue
utilizing BNY Mellon as their custodian under the newly negotiated contract terms.

30 South Wacker Drive | Suite 2200 | Chicago, 1L 60606 | 161: 617,374, 1300 | ywww. nepe,con

CAMBRIDGE | ATLANTA | CHARLOTTE | CHICAGO | DETROIT | LAS VEGAS | SAN FRANCISCO



INVESTMENTS:
AGENDA ITEM VI

CITY OF HARTFORD

MEMORANDUM

TO: Pension Commission
FROM: Adam M. Cloud, Secretary
DATE: May 22, 2013

SUBJECT: PIMCO Investment Guideline Changes

The purpose of this memorandum is to recommend that you approve changes to the
PIMCO Long Duration Fixed Income (“PIMCO”) investment guidelines to allow the
manager to limit government securities and duration risk.

The manager, in response to MERF concerns regarding the unprecedentedly low long-
term U.S.Treasury rates, has proposed these changes. [ believe that they will enhance
PIMCO?’s ability to adopt a more defensive portfolio posture while maintaining most of
the long-term yield advantage over shorter duration issues. A copy of the proposed
guideline changes is attached for your review.

The draft guidelines propose reducing the target exposure to government securities and
increasing the credit target. This is accomplished by specifying an index exposure
consisting of 70% to long duration credit and 30% to long duration government
securities. The current benchmark index, the Barclays Long Government/Credit Index,
reflects matket weighted allocations to these security types and presently features a 58%
allocation to credit with the balance to government securities,

The duration reduction will be accomplished through the use of over-the-counter
(“OTC™) derivatives. To limit the portfolio risk inherent in the use of OTC derivatives,
the manager has agreed to use them only to manage portfolio duration and to limit them
to derivative contracts that are traded and cleared through a central clearinghouse.

Both MERF investment staff and NEPC, the MERF’s general investment consultant,
have supported these changes. Please refer to the attached memo from NEPC addressing
this matter.

In conclusion, I request that the Pension Commission approve the proposed changes to
the PIMCO investment guidelines. I look forward to discussing this with you at our
upcoming meeting.



EXHIBIT C
PIMCO Long Duration Fixed Income Strategy
Manager’s Specific Guidelines

Portiolio Duration Range: |

B [senberg Alan A6 2 521 IBMETT
Releted: Lehman Leng Government/Cradit +/-

Index Composition L mo(z)}ea.rs

Barclays Long Credit Index 70% [ 25
Barclays Long Government Index 0%

Barclays Capital 30-year Swap Index S

Barclays Capital 10-year Swap Index -B%

BofA Merrill Lynch 3-montlt LIBOR Index (A%+B%) ComTont [1] Le\elcfswap undrla}, e
Total 100% balance between 10 and 30 year swaps will

depend on C1ty of Hartford's duration target

Portfolio duration range: Index +/- two {2) years A ]
Credit Quality Minimums

The Manager will apply quality ratings using the higher pf Moody’s, S&P or Fitch. Ifan

issue is not rated by one of these rating agencies, then the Manager will determine a
rating,

Minimum Average Portfolio Quality: A- Rating
Minimum Issue Quality: B Rating
Minimum Commereial Paper Quality: A-1/P-1

Should an issue be downgraded below these minimums, the Manager will determine the
appropriate action (sell or hold) based on the perceived risk and expected return. Any
downgraded security held under this section shall be disclosed in a separate report
accompanying periodic reports submitted to the Client and in no event no less than
quarterly, The report shall include an updated status report for each security.

Transaction Types
Purchases and sales may be transacted for regular or deferred/forward seftlement. .

Transactions Types Explicitly Prohibited: All short sales are prohibited.

Deleted: B ,and buymg on margin

Asset Types and Investment Vehicles

The Manager will have discretion to invest in a broad array of public and private asset
classes and investment vehicles including but not limited to:



EXHIBIT C
PIMCO Long Duration Fixed Income Strategy
Manager’s Specific Guidelines

Portfolio Duration Range:

Index Composition

I |52 nbera, Alan A/16/13 5 2 PhLL

Barclays Long Credit Index A%

Barclays Long Government Tndex 30%

Barclays Capital 30-year Swap Index “Aba o
Barclays Capital 10-year Swap Index -B% i e

BolfA Merrill Lynch 3-montir LIBOR Index (A%+B%)

Total 100%

Portfolio duration range: Index + /- two (2) years

Credit Quality Minimums

The Manager will apply quality ratings using the higher pf Moody’s, S&P or Fitch. Ifan
issue is not rated by one of these rating agencies, then the Manager will determine a
rating.

Minimum Average Portfolio Quality: A- Rating
Melinimum [ssue Quality: B Rating
Minimum Commercial Paper Quality: A-1/P-1

Should an issue be downgraded below these minimums, the Manager will determine the
appropriate action (sell or hold) based on the perceived risk and expeeted retun. Any
downgraded security held under this section shall be disclosed in a separate report
accompanying periodic reports submitted to the Client and in no event no less than
quarterly. The report shall include an updated status report for each security.

Transaction Types
Purchases and sales may be transacted for regular or deferred/forward settlement, .

Transactions Types Explicitly Prohibited: All short sales,are prohibited,

Asset Types and Investment Vehicles

The Manager will have discretion to invest in a broad array of public and private asset
classes and investment vehicles including but not limited to:

Deleted: Lehman Long Government/Credit +-
two (2} years

Tsenbery) Alan ALIGHEE 22BN

Comment [1]: Level of swap underfay and
balance between 10 and 30 year swaps will
depend on City of Hartford's duration target

[Ldgted: lower

e A

gL Alan 4513
Deleted: , and buying on margin
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p : NEPC, LLC
MEMORANDUM
Date: May 23, 2013
To; City of Hartford, MERF
From: Kristin Finney-Cooke, CAIA and Doug Moseley
Re: PIMCO Guideline Update

Purpose
Discuss the relaxation of the PIMCO guidelines as It relates to the long duration fixed
income portfolio

NEPC is comfortable with the updated guidelines presented to the MERF related to
the PIMCO Long Duration Fixed Income Strategy. The revised guidelines allow for
flexibility around the duration targeft of the portfolio, which we believe can be
additive to the portfolio over the short and long term due to the low interest rate
environment.

Background

PIMCO currently manages approximateiy $80 million (8% of total portfolio assets} in a long
duration fixed income portfolio for the MERF. Presently, the portfolic is benchmarked to the
Barclays Long Term Govt/Credit with a typical duration of greater than 10 years. While this
can be advantageous in a low interest rate environment - in a rising interest rate
environment it can cause a drag on the portfolic.

NEPC Viewpoint/Recommendation

NEPC believes that the fixed income portfolio can be better positioned to defend against
rising interest rates by permitting the PIMCO portfolio the flexibility to have shorter duration
{6 to 8 years) than what is presently targeted in the guidelines (long term govt/credit
benchmark + 2 years). Additionaily, the guidelines will allow for PIMCO to incorporate their
“best” ideas into the portfolio resulting in potentially higher returns. It is important to note
that the 5-7 year outlook for bond yields remain a historical low levels.

Pursuant to the above, it would be our recommendation for the MERF to adopt the
updated PIMCO guidelines for the long duration fixed income portfolio.

30 South Wacker Drive | S lite 2200 | Chit aqo, 11 60606 e 617.374.1300 | VWAL NEDC.CON

CAMBRIDGE | ATLANTA | CHARLOTTE | CHICAGO | DETROIT | LAS VEGAS | SAN FRANCISCO



INVESTMENTS:
AGENDA ITEM VII

CITY OF HARTFORD
PENSION COMMISSION

e MEMORANDUM I

To: Pension Commission
From: Adany M. Cloud, Sd{_:.::i'etmj'
Date: May 17, 2013
Subject: Report on Annual Performance Review Meetings

Attached for your review is the repott on our recent annual performance teview meeting with the following
Investment manager;

o ING Investment Management



| CITY TREASURER’S OFFICE o .
W INTERNAL MEMORANDUM

To: Adam M. Cloud, Secretary
Carmen I, Sierra, Assistant Secretary

From: Gary B. Draghi, Director of Investments 4 ‘9
P. Wayne Moore, Asst. Director of Investments [
J. Sean Antoine, Principal Administrative Analyst

Date: May 16, 2013
Re: Report on Annual Performance Review Meeting with ING Investment
Management

The Pension Commission held an annual performance review meeting with ING
Investment Management (“ING”), a small cap growth equities manager for the MERF, on
Tuesday, May 8, 2013. Present from ING were Denise Higgins, CFA and Senior Client
Portfolio Manager and Eileen Madden, CFA and Head of Client Service.

Ms. Madden thanked the Treasurer, Pension Commission and staff for their patience over
the past several months as they became an independent entity through ING's first initial
public offering (“IPO”). She noted that within the next two years, the new company will
be named Voya Investment Management. She attributed any difficulties in
communication with clients to limitations prescribed under corresponding securities laws.
Discussion ensued.

Ms. Madden explained that back in 2008 and 2009, ING had received bailout funds from
the Dutch government. As a stipulation for taking the government funding, ING was
required to divest its insurance, retirement services and investment management
divisions.

In response to a question regarding Ms. Higgins role on the portfolio, she noted that senior
management tries to limit the main portfolio manager’s travel, by having her attend client
meetings. She added that she is involved in all investment team meetings and is very
familiar with the MERF's portfolio.

Treasurer Cloud asked how stocks were selected for clients” portfolios. Ms. Higgins stated
that the small cap growth team consists of 7 analysts and 3 portfolio managers who all
work on the generating ideas for the portfolio, but that the analysts make most of the
mmvestment recommencdations. She went on to state that the analysts would recommend



their best alpha generating ideas to the portfolio managers, who then challenge and test
these ideas before implementation.

Ms. Higgins then described the investment process and investment philosophy. She stated
that for the small cap growth equity mandate, ING believes that rigorous fundamental
research and disciplined portfolio construction are keys to repeatable alpha generation.
She stated that ING integrates fundamental research and quantitative screening tools in
order to focus its industry and company expertise into superior stock selection. Ms.
Madden also mentioned that the portfolio manager who started the mandate was still with
the firm.

Ms, Higgins added that ING's investment process strives to follow a consistent investment
strategy and a generalist, team-oriented, repeatable, research-driven investment process to
construct portfolios consisting of high quality companies that are beneficiaries of sustainable
secular growth trends that will consistently outperform relevant benchmarks and peer group
averages.

In response to a question regarding the cash allocation, Ms. Higgins stated that ING
typically has a 2% cash allocation in its client portfolios, in order to take advantage of
potential investment ideas.

In response to a question regarding the adequacy of resources now that the firm was on its
own, Ms. Higgins stated that the investment management group is a self-sufficient arm of
ING. She went on to note that when ING was part of the parent company, it was the third
largest revenue generating business. She stated that the new entity raised sufficient funds
from its IPO and debt issuance and did not lack for any resources.

Ms, Higgins reported on the performance of the portfolio managed on behalf of the MERF.,
She stated that the portfolio returned 17.25%, gross of fees since inception,
underperforming the Russell 2000 Growth Index by 130 basis points. Ms. Higgins stated
that the underperformance can be attributed to the negative stock selection. Discussion
ensued.

In response to a question regarding the max weighting of any one security, Ms. Higgins
stated that the max weight in any one security is 5%.

In response to a question regarding the investment markets outlook for the next 12-18
months, Ms, Higgins stated that ING’s sector neutral approach does not try to forecast or
react to matkets, but that it tries to be aware of the macro investment environment. She
stated that, however, ING has recognized weaker and slower growth investment themes
and expects a similar pattern in the next several months,

Ms. Madden thanked the Treasurer and Commission for their continued business and
confidence in the firm.



