City of Hartford Pension Commission
City Conference Room
260 Constitation Plaza
Hartford, Connecticut
Priday, December 14, 2012
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8:00 a.m.
i AGENDA
INVESTMENT PROGRAM

Review of Minutes: Meeting of November 16, 2012

Status of the MERF Portfolio as of November 30, 2012
a. Inventory of Assets
b, MERF’s Overall Performance

Real Bstate Value Add Investment Recommendation

Report on Annual Performance Review Meetings
o Atlanta Capital Management
¢ Hartford Investment Management Company

Other Business




INVESTMENTS:

AGENDA ITEM 1
CITY OF HARTFORD
PENSION COMMISSION
MEMORANDUM ]
To: Pension Commission
.
From: Adam I\;T\.(%{;ud, Secretaiy
Date: December 7, 2012
Subject: Review of Minutes from the Meeting of November 16, 2012

Enclosed fot your ieview ate the minutes of the investment poxtion of the Pension Comimission
meeting of Friday, November 16, 2012




INVESTMENTS
AGENDA ITEM 1

Pension Commission

City of Hartford Conference Room

260 Constitution Plaza
Hartford, CT 06103
Friday, November 16, 2012
9:00 a.m.

MINUTES

INVESTMENT PROGRAM

MEMBERS PRESENT: Peter Stevens, Chairman; Frank Lord, Commissioner; Gene

STAFF PRESEN'T:

OTHERS PRESENT:

Goldman, Commissioner; Marc Nelson, Employee
Representative; Adam M. Cloud, Secretary and Carmen
Sierra, Assistant Secretary

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

Kristin Finney-Cooke and Doug Moseley, NEPC; Lisa
Silvestri, Assistant Corporation Counsel, George
Zoltowski, Principal Accountant and Jose Sanchez,
Director of Management and Budget

Review of Minutes: Meeting of October 26, 2012

Chairman Stevens 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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Status of the MEERF Porifolio as of October 31, 2012

Chairman Stevens introduced the item and asked the Investment Unit to report.
Gary Draghi, the MERF’s Director of Investments, reported that, at October 31, 2012,
the MERF portfolio had a market value of approximately $955.1 million, and had
generated a flat return for the month, outperforming the benchmark return of
negative 0.3%, by 30 basis points.

M, Draghi then stated that the MERF's alternatives portfolio had reported a net
return of positive 0.6% for the month, outperforming the benchmark return of
negative 1.7%, by 230 basis points. He noted that the equity portfolio reported a net
return of negative 0.8% for the month, matching the benchmark return.

Mr. Draghi then reported that the MERF's fixed income portfolio posted a net return
of positive 0.7% for the month, slightly lagging the benchmark return of positive
0.8% by 10 basis points.

M. Draghi then reported that the MERF’s global tactical asset allocation portfolio
posted a net return of negative 0.4% for the month, slightly outperforming the
benchmark return of negative 0.6%, by 20 basis points. He asked if there were any
questions on this report, there were none,

M. Draghi then stated his belief that the financial markets would endure significant
volatility through year end owing to concerns over the “Fiscal Cliff”. He stated that
the MERF was relatively well positioned for this, Discussion Ensued.

The Commission accepted the report for advice.

NEPC Quarterly Performance Report

Chairman Stevens introduced the item. Secretary Cloud asked Ms. Kristin
Finney-Cooke of NEPC, the MERF's general consultant, to report to the
Commission. Ms. Finney-Cooke reported on the MERF's investment
performance for the quarter ended September 30, 2012. After recapping the
MERF's goals and objectives and recent activities, Ms, Finney-Cooke stated
that the MERT portfolio’s return of positive 5.0% matched its policy
benchmark and ranked in the 34t percentile of its peer group universe (the
ICC Public Fund Universe). She noted that the MERF portfolio return ranked
above median for the quarter and five and ten year periods, but trailed the
median over the last one and three year periods. Ms. Finney-Cooke then
reviewed the MERF's asset allocation, highlighting the fact that it was
overweight to international equities and fixed income and underweight fo
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alternatives and emerging markets equity relative to long term targets.
Discussion ensued.

Ms. Finney-Cooke concluded by discussing the MERF's asset allocation, noting that
the current investment structure was significantly different from the new policy.
She stated that the shift to the new policy weights would take time, but that the
changes had begun and would become increasingly more evident. She added that
the MERF had made strong progress to date and that the remaining moves into
alternatives investment had to be made in a prudent and measured manner.

In response to a question regarding the cash allocation, Ms. Finney-Cooke noted that
the MERF currently had no policy allocation to cash but, consistent with
Commission’s mandate, maintained minimum cash reserves representing two
months’ worth of projected benefits payments. She stated that NEPC would be
working with the Secretary and staff to develop a policy for liquidity and add a cash
allocation to the policy benchmark. Discussion ensued.

The Commission accepted the report for advice.

Core Real Estate Recommendation

Chairman Stevens infroduced the item. Secretary Cloud stated that, as the
Commission was awatre, core real estate finalist candidate interviews were held
earlier in the week and that he believed that the interviews went well. He added
that he, staff and NEPC recommended the pairing of the Cornerstone Patriot Fund
("Cornerstone”) and Heitman American Real Estate Trust (“Heitman”) for the
MERF's core real estate mandate. He further noted that while all four finalist firms
were strong candidates, Cornerstone and Heitman were the strongest combination
and that they complemented each other well.

Secretary Cloud went on to note that Heitman had a specialty in the self-storage
space, which was different from the other finalists and an attribute that NEPC
believed would benefit the MERF's real estate program. He also noted that
Cornerstone used the least amount of debt, making it very attractive to investors.
Discussion ensued.

Commissioner Lord asked what would be the size of these portfolios if the
Commission were to approve the recommended managers. Secretary Cloud stated
that funding to each would approximate $10 million to $12 million and that the
MEREF could likely invest this over a one to two year period.
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Core Real Estate Recommendation {continued)

Mr. Draghi stated that the total commitment for this mandate for 2012 and 2013 was
$22 million and that this amount could be easily invested by either of the
recommended managers. He added that Cornerstone would be funded first and
Heitman second.

In response to a question regarding why Cornerstone was selected over the UBS
Trumbull Property Fund (“UBS”), Ms. Finney Cooke stated while UBS was the
largest of the four finalists, it had that longest entrance queue, whereas Cornerstone
had similar characteristics with a shorter queue. She also cited the shorter queue as
the reason that Cornerstone should be funded first.

A motion was made, seconded and adopted to authorize the Secretary to execute
the necessary documents to enable the MERF to invest $12 million in the
Cornerstone Patriot Fund and $10 million in Heitman America Real Estate Trust
subject to successful contract negotiations.

V. Other Business

Chairman Stevens introduced the item. Secretary Cloud asked Mr, Draghi to report.
Mz, Draghi noted that ING U.S., a small cap growth manager for the MERF, had
begun the process of filing for its initial public offering. Henoted that the move was
expected and that it would represent a welcome move away from its ownership by a

European bank. He closed by noting that staff would be monitoring this situation.

Secretary Cloud then noted that he and Chairman Stevens would be meeting with
the Mayor to discuss MERF funding.

There being no further business, Chairman Stevens adjourned the meeting.

ATTEST: ﬂ‘% oo . L yef

Adam M. Cloud, Secretary




INVESTMENTS:
AGENDA ITEM II

CITY OF HARTFORD
PENSION COMMISSION
| MEMORANDUM
To: Pension Commission
From; Adam M. Cloud, Sectetary
Date: December 6, 2012
Subject: Status of MERF Portfolio as of November 30, 2012

Poztfolio report fos the month of November: 2012 will be handed out at the meeting,




INVESTMENTS:
AGENDA 1TEM I

CITY OF HARTFORD

MEMORANDUM

TO: Pension Commission
Ale_—

FROM: Adam M. Cloud, Secretaty

DATE: December 7, 2012

SUBJECT: Recommendation Regarding Investment in The Realty Associates
Fund X, L.P.

Attached please find a report from NEPC, LLC (“NEPC”), the MERF’s general
investment consultant, recommending that the MERF commif to invest befween

$6 million to $8 miltion in The Realty Associates Fund X, L., (“TA Fund X”) or the
“Fund”),

TA Associates Realty (“TA Realty”), the investtent manager and General Pattner, is a
real estate investment firm that focuses on U.S. valuc-added real estate investing. TA
Realty is headquartered in Boston, Massachusetis and has offices in Newport Beach,
California, TA Fund X is TA Really’s’ tenth fund. Consistent with past practice, the
Fund will pursue its value-added investment approach to target control-ogiented real
¢state investiments.

Given the compressed time period involved, NEPC has performed a full due diligence
review of both TA Realty and TA Fund X, The tesulis of this work are presented in the
attached NEPC reports.

Based on NEPC’s recommendation and on TA Realty’s consistent track record and
attractive investment strategy, staff and 1 recommend that a $6 million commitment be
made to TA Fund X and that I be authorized to exccute the necessaty documents to
consummate this commitment. As is standard practice, this commitment will be subject
to staff’s and outside counsel’s satisfactory review of the specific business and legal
terms of the Fund.

I look forward to discussing this recommendation with you next week.

Macintosh HD:Users:gacydraghi:Deskiop:Next PC Migmemo-RE Value Add-TA Realty X.doc




CITY OF HARTFORD
PENSION COMMISSION

INVESTMENTS:
AGENDA TTEM IV

MEMORANDUM

To:
From:
Date;

Subject:

Pension Cominission
Addin M. Cloud, Secretaty
December 7, 2012

Repoit on Annual Performance Review Meetings

Attached for your teview are the repoits on out recent annual petformance teview meetings with the
following investment managess:

¢ Atlanta Capital Management

o Hartford Investment Management Company




CITY TREASURER'’S OFFICE
INTERNAL MEMORANDUM

To:  Adam M, Cloud, Secretary
Carmen L Sierra, Assistant Secretaty

From: Gary B. Draghi, Director of Investments é &D"%
P. Wayne Moore, Assistant Director of Investments
J. Sean Antoine, Principal Administrative Analyst

Date; November 20, 2012

Re:  Report on Annual Perforinance Review Meeting with Hartfoxd
Investment Management Company

The Pension Commission held an annual performance review meeting on
Thursday, November 8, 2012, with Hartford Investiment Management Company
("HIMCO"), a domestic core plus fixed-income manager for the MERE, Present
for HIMCO were Tracy Eccles, SVP and Portfolio Manager, Christopher
Zeppieri, VP and Portfolio Manager and John Cardinali, Senior Vice President,

Mz, Cardinali began by thanking the Commission for its continued business and
then discussed the MERFE's concerns about organizational changes that had taken
place within FHIMCO. He then addressed the fact that Joseph Portera, the lead
portfolio manager for the MERF's account, was leaving HIMCO for another
opportunity, He noted that Tracy Eccles, Executive Vice President and Senior
Portfolio Manager had taken over leadership of the multi-sector team that
manages HIMCO's core, core plus, intermediate core, long duration, short
duration and other broad-based fixed income styles, Mr, Cardinal stated that
HIMCO maintains a talented and experienced team, ensuring that HIMCO isina
strong position to continue managing the MERF’s portfolio despite Mr, Portera’s
departure,

Mr, Cardinali noted that HIMCO's multi-sector strategies relied heavily on the
expertise of sector teams consisting of and over 100 investiment professionals. He
added that Christopher Zeppieri, Vice President and Portfolio Manager on the
MERF's portfolio since 2006, would retain the day-to-day management
responsibilities for the MERF's portfolio, In this role he would report to Ms,
Eccles, Mr, Cardinali also added that Robert Crusha, Senior Vice President and
Senior Portfolic Manager, and Martin Engstler, Vice President and Portfolio
Manager, would also remain in their current roles on the multi-sector team,
reporting to Ms. Eccles.

Mz, Cardinali then gave a brief introduction of Ms. Hecles, noting that she has
been with HIMCO since 1986 and has been a member of the multi-sector team




since 1992, He noted that she was directly responsible for several core and long
duration strategies. He noted that Ms. Hecles was the original portfolio manager
on the MERF's account when HIMCO was hired in October 2002,

Mz, Zeppieri then discussed portfolio performance, He stated that the MERF's
portfolio achieved an excess return of 276 basis points over the benchmark for
the one year period ending September 30, 2012, He attributed the excess
performance primarily to sector and security selection decisions made by
HIMCO, He identified duration decisions as a smaller contributor to excess
perforinance,

Inyesponse to a question about the Jarge cash balance in the portfolio, Mz,
Zeppieri stated that most of the position was being held in anticipation of the
settlement of mortgage security trades that had not yet closed. Apart from this,
he stated, the actual cash position was within range.

Secretary Cloud asked if there was anything HIMCO might have done
clifferently over the past 12-18 months, Ms. Eccles mentioned that, although it
increased its exposure to "risk" assets (credit, ABS, CMBS, etc) during 2011 to
take aclvantage of spread tightening, HIMCO might have added more exposure
to these asset classes, which would have further increased performance.

M. Zeppieri gave a brief outlook on the current economy. He noted that a major
hurdle that could potentially cause matket volatility was the approaching “fiscal
cliff”, with potential outcomes that could result in a “risk-off” market
environment, Mr. Zeppieri noted that these risks included a failure to reach
meaningful compromise on fiscal cliff issues that could result in tax increases
and spending cuts that would hurt the U.S. economy. He added that HIMCO
was being cautious as significant potential for increased market volatility existed
in the coming months and had positioned the portfolio accordingly.

My, Cardinali then thanked the Commission for its continued business and
confidence in HIMCO.




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

From: Gary B, Draghi, Director of Investments 4/ 5D’"25£“
P. Wayne Moore, Assistant Director of Investments
J. Sean Antoine, Principal Administrative Analyst

Date: November 28, 2012

Re:  Report on Annual Performance Review Meeting with Atlanta Capital
Management

The Pension Commission held an annual performance review meeting on
Thursday, November 8, 2012, with Atlanta Capital Management (“Atlanta”), a
large cap growth equity manager fox the MERF, Present for Atlanta were Peggy
Taylor, Investment Specialist, and Lance Garrison, Vice President.

Ms. Taylor introduced her colleague, Mr. Garrison, and gave a brief overview of
the current status of.the firm, noting that there had been no professional turnover
since the last review meeting. In addition, she reported that employee
ownership of the firm would increase over the next 3 -- 5 years, from the current
level of 18% to between 20 ~ 25%. She confirmed that Atlanta is majority owned
by Eaton Vance, but noted that Eaton Vance was not involved in the
management of Atlanta’s portfolios.

Treasurer Cloud asked Ms, Taylor to comment on the MERF’s staff report which
shows that Atlanta’s peer universe ranking has deteriorated from a year ago.
Ms. Taylor stated that part of the reason for the portfolio deterioration could be
attributed to the continued outperformance of low quality securities in the index,
She noted that more aggressive and momentum driven growth managers have
benefited over this time period. Ms. Taylor added that Atlanta, as a quality
oriented manager, tended to be more defensive relative to its benchmaik, the
Russell 1000 Growth index. She noted that Atlanta generally outperformed its
peers during more normal periods and also during down markets,

Treasurer Cloud asked if the current team was poised to take advantage of
current market environments, Ms, Taylor stated that the team had not changed
and that she believed that future market movement would benefit the MERWs
portfolio. She added that, in anticipation of market turbulence, the firm had
positioned the portfolio more defensively,

Ms. Taylor discussed two investments that hurt performance for their cHents,
Netflix and Green Mountain, In both cases, Atlanta determined that it had held

12




positions too long in the face of strong competition and hedge funds shorting
these stocks. These experiences caused Atlanta to pay more attention to
institutional ownership and to more actively adjust position size,

Ms. Taylor then addressed the MERF's concern regarding the value exposure in
the portfolio, citing the mid-year benchmark change that reclassified Hxxon, a
significant holding, and other energy stocks as “value”. These had previously
been classified as growth,

Inresponse to a question regarding the energy sector, My, Garrison handed out a
white paper he had prepared for Atlanta on energy and discussed Atlanta’s
approach to investing in the sector,

In response to a question regarding Atlanta’s sell discipline, Mr. Garrison stated
that if Atlanta’s analysts believed earnings would deteriorate, or they expected a
decline in value, holdings would be sold. Also, if Atlanta lost faith in
management or saw a change in a company’s business model, it would be sold.
He noted that a partial sale would occur if a security’s weight within the
portfolio exceeded the maximum limit,

Ms, Taylor stated that while Atlanta remained positive on its Jong-term outlook
for the U8, economy and stock markets, it was mote cautious on the outlook for
stocks over the balance of fhe year, citing uncertainties surrounding government
spending and tax vates. She cited this looming “fiscal cliff” as a major concern
along with other potential economic headwinds,

In closing, Ms. Taylor thanked the Commission for its business and continued
confidence in Atlanta.




Questlons and Inquirles regarding the RFP should be directed to Operations Analyst Richard Kurylo via ¢-mall at
Highard. lurvlo@sfaay.orq, Kurylo was out of the office and unavallable to provide addltlonal Information,

Chicago Park Retains Marqusiie
The $410 million Chicago Park Employeas Annuity & Benefit Fund rehired Marquetie Assoclates as its
general Investment consultant, Executive Director Dean fMledospial sald, I an e-mall,

At a board reeting on Nov. 15, the plan retalned Marquette over finalists Callan Associates, NEPC and RV,
Kuhns & Associates. :

T?e)p]an Issued an RFP In May because Marquette's contract was slated to explre at tha end of the year (fin)dally,
5f1). .

The plan first hired Marquette In 2007 to replace previous consultant Bnnls Knupp + Assoclates (finjdally,
10/25/07),

Managing Director Bratt Chrlstenson serves as the plan's Jead consultant at Marquette,
Hartford Makes Real Estaie Hires

The $855 millien Clty of Hartford Munfcipal Employess Retirament BFund hived two core real estate managers
at its meeating on Friday, Director of nvestments Gary Draghi sald.

Draght sald the plan approved Investing a total of $22 million In core, open-end commingled funds managed by
Comerstone Real Estate Advlsers and Heltman, The plan will Invest $12 miflien In the Cornerstone Patriot Fund
and $10 million In the Heltman America Real Estate Trust,

The commitments are the plan's first in real estate, which has an 8% target {fin|dally, 5/8; 11/16/11).
Genetal Investment consultant NEPC asslsted,
Draght sald the plan Is also in the process of consldering value-added strategles and could discuss potental

nvestments at Its Dec, 14 mesting, NEPC Is the contact for managars, however interested flims should already be
on NEPC's buy Hst,

Pa. County Makes PE, Real Estate Hires
The $79 nliton Lycoming County (Pa,) Employess Rativameant Fund hired two private equity fund-of-funds
and two cora rea] estate managers at a hoard mesting eariler this month.

County Controller Krista Rogers sald the plan hired private equity fund-of-funds Fort Washington Investment
Advisors and Private Advisors and core real estate managers ASB Capltal Management and Heitman,

Rotgers: sald Fort Washington and Private Advisors will handle $2 milﬁon each and ASB and Heltman will manage $4
mitllons each.

The plan Issued REPs for the two strategles In August (fin)daily, 8/17).

General Investment consultant Dahab Assoclates assisted,

Lubhock Selects International Equity Replacement
The $157 milllon Lubbock (Texas) Elramen's Relief & Retlrament Plan made an International equity manager
change at Iks Nov. 14 meeting, Plan Administrator Jack Watkins sald, In an s-mall.

According to Watkins, Lazaid Assat Management was selected to handle approximately $9.2 miliion in
International equity for the plan. The hire was the result of tha termination of Incumbent Tradawlnds Global
Investors, which also took place aft the Nov. 14 mesting,

The plan had been joaking For potentlal replacements for Tradewlnds over the last saveral months followlng tha
board's daclslan in May to direct Its consultant, Tir Sharpe of Graystons Consulting, to conduct a search
(finjdally, 8/10; 5/24),

Watkins added that Graystone wlll be facllltating the transition of funds to Lazard, which Is subject to successful
contract nagotiations,

Nevada Conducting Strategy Review, Postpones Large-Cap Growth
Search

Page 2 0f6




