City of Hartford Pension Commission
City Conference Room
260 Constitution Plaza
Hartford, Connecticut
Friday, December 19, 2014
9:00 a.m.

AGENDA

II.
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IV.
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INVESTMENT PROGRAM

Review of Minutes

e Maeeting of November 21, 2014

Status of the MERF Portfolio

o Inventory of Assets as of November 30, 2014
e MERF's Overall Performance

Update from MERF’s General Investment Consultant-NEPC
¢ Education-Currency Hedging

Deferred Compensation Plan Recommendation

Report on Annual Performance Review Meeting
o SouthernSun Asset Management

Other Business
e SW Pelham Fund III Update




INVESTMENTS:
AGENDATTEM 1

CITY OF HARTFORD
PENSION COMMISSION
MEMORANDUM
To: Pension Commission
From: Adm Secretaty
Date: December 12, 2014
Subject: Review of Minutes from the Meeting of November 21, 2014

Enclosed for your review are the minutes of the investment portion of the Pension Cominission
meeting of Friday, November 21, 2014.




INVESTMENTS
AGENDA ITEM I

City of Hartford Pension Commission
City of Hartford Conference Room
260 Constitution Plaza
Hartford, CT 06103
Friday, November 21, 2014
9:00 a.m.

MINUTES

MEMBERS PRESENT:

MEMBER EXCUSED:

STAFF PRESENT:

STAFF EXCUSED:

OTHERS PRESENT:

Review of Minutes:

INVESTMENT PROGRAM

Peter Stevens, Chairman; Frank Lord, Commissioner; Gene
Goldman, Commissioner; Adam M. Cloud, Secretary and
Carmen 1. Sierra, Assistant Secretary

Marc Nelson, Employee Representative

Gary B. Draghi, Director of Investments; P. Wayne Moore,
Assistant Director of Investments; Terry Williams, Senior
Administrative Assistant, Chelsea Mott, Accountant

J. Sean Antoine, Principal Administrative Analyst

Kristin Finney-Cooke, Senior Consultant, William Forde, Senior
Analyst, and Matt Ritter, Consultant, all of NEPC, the MERF's
general consultant, Tad Fergusson, PCA, the MERF's Private
Equity consultant

Meeting of September 26, 2014
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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Special Meeting of October 7, 2014

Chairman Stevens introduced the item and asked for questions, comments or
corrections. Commissioner Lord requested that the minutes be revised to include
that the Landmark Partners Real Estate Fund VII presentation took place on
October 7, 2014,

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

Status of the MERF Portfolio as of September 30, 2014 and October 31, 2014

Chairman Stevens introduced the item and asked the Investment Unit to report.
P, Wayne Moore, the MERF's Assistant Director of Investments, reported that, as of
September 30, 2014, the MERF’s portfolio had a market value of approximately $1.03
billion and had generated a -2.0% net of fees return for the month, outperforming the
MERE benchmark by 50 basis points. Mr. Moore infroduced a new report format for the
Commission’s review and reported that the report could be produced in the future on a
monthly basis. Discussion ensued.

Mr. Moore then reported that, as of October 31, 2014, the MERF’s portfolio value was
$1.04 billion and had generated a 0.7% net of fees return for the month, underperforming
the MERF policy benchmark return of 0.8%, by 10 basis points.

The Commission accepted the reports for advice.

Update from MERF's General Investment Consultant--NEPC
Quarterly Performance ended September 30, 2014

Acting Chairman Lord 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 periods ended
September 30, 2014.  After recapping the MERF's goals and objectives and recent
activities, Ms. Finney-Cooke reviewed the MERF's performance results, reporting that the
MERF had generated a -1.1% return for the quarter ended September 30, ranking in the
33rd percentile of its peer group universe (the IFDB Public Fund Universe). She went on
to state that the MERF portfolio generated returns of 8.7% and 10.4%, respectively, for the
annualized three and five year periods ending September 30. Discussion ensued.

Matt Ritter of NEPC reported on the MERF's real estate portfolio for the quarter ended
June 30, 2014. He reported that the portfolio experienced a positive quarter, earning an
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internal rate of return (“IRR”) of 2.58% and that the annualized IRR since inception was
3.97%. He added that, since inception, the total value to paid in capital (TVPI) multiple
(current valuation plus cumulative distributions / total capital calls) was 1.07. In addition
to performance, Mr. Ritter reviewed the portfolio in terms of vintage year and investment
pacing. He also reviewed the MERF's 2015 Real Estate implementation plan, which calls
for the MERF to commit $4 million, in 2015, to a value-add fund, and details additional
investments of $9 million through 2017.

Ms. Finney-Cooke presented the MERF's private debt portfolio performance report
through June 30, 2014 noting the format and highlighting that the performance was
positive for the quarter, earning a 1.53% IRR and a TVPI multiple of 1.11.

Ms. Finney-Cooke closed by reviewing the MERF's updated Road Map, noting the
significant number of completed items since 2011. She then highlighted the proposed new
order of searches and other action items.

The Commission accepted the reports for advice,

Private Equity Quarterly Performance Report

Acting Chairman Lord introduced the item. Secretary Cloud asked Tad Fergusson of
Pension Consulting Alliance (“PCA”), the MERF's private equity consultant, to address
the Commission. Mt, Fergusson began by reviewing the highlights of the portfolio,
noting its mature status and that it has continued to increase its IRR as the harvesting of
investments picks up pace. He reported that the net since inception IRR had grown to
12.3% with an investment multiple of 1.4x. He noted the portfolio’s double digit absolute
returns and stated that the portfolio had underperformed its public equity-based policy
benchmark (Russell 3000 plus 300 basis points) in recent years due to the strong
performance of the public equity markets but that it had exceeded its benchmark for the
trailing ten year and since inception periods. Other highlights noted were the facts that
the portfolio was cash flow positive in recent years and that it was well diversified by
vintage year, sector and industry exposure.

Mr, Fergusson continued by reporting on several industry trends, including the increased
risk metrics in the buyout market, as both purchase price multiples and debt multiples
rose. He noted that private equity fundraising was strong across sectors, including
venture capital.

Mr. Fergusson closed by discussing investment pacing. He stated that, while still within
its asset class range, the MERF remained over-allocated to private equity at 7%, compared
to the 5% target established in 2012. He reminded the Commission that PCA
recommended a scheduled annual commitment pacing of $10 million to $15 million per
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year - observing that, at a $10 million per year pacing level, the MERF’s private equity
allocation would be projected to decline towards the 5% long-term target by 2018.
Discussion ensued.

The Commission accepted the report for advice.

Proxy Voting Services Search

Acting Chairman Lord introduced the item. Mr. Moore reviewed the MERF's process for
issuing a request for information (“RFI”) for proxy voting services. e then reported that
staff had received two RFI responses and that, based on its review, both of the
respondents (Institutional Shareholder Services (“ISS”), the incumbent provider, and
Glass, Lewis and Co.) were qualified to provide proxy voting services to the MERF. The
Commission authorized Secretary Cloud and staff to review these candidates and, upon
completion, make a recommendation to the Commission. .

Gary Draghi, the MERF's Director of Investments, then discussed the Secretary’s
recommendation that the Commission authorize the Secretary to extend the existing
contract with ISS to March 31, 2015 from December 31, 2014 in order to allow adequate
time to evaluate the candidates and to execute a new contract.

A motion was made, seconded and unanimously adopted to authorize the Secretary to
extend the Institutional Shareholders Services contract to March 31, 2015.

Recommendation-Transition Manager Services

Secretary Cloud introduced the item and asked Mr. Draghi to report to the Commission.
Mr, Draghi described the MERF’s need to have multiple transition managers and staff due
diligence on the transition management firms recommended to the MERF by NEPC. He
then reviewed the recommendation to authorize the hiring of Northern Trust, Penserra
(an emerging firm) and BlackRock to provide transition management services to the
MERF. Discussion ensued.

A motion was made, seconded and unanimously adopted to authorize the Secretary to
complete the necessary documents to retain the three firms identified in the
recommendation as transition managers for the MERF.
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Reports on Annual Performance Review Meeting: HIMCO

Acting Chairman Lord introduced the item and asked Mr. Draghi to report. Mr. Draghi
stated that the report was self-explanatory and asked if there were any questions. There
were none.

The Commission accepted the report for advice.

Manager Information

Acting Chairman Lord introduced the item. Mr. Draghi reported that, at each of the six
named MERF portfolio managers, there had been recent changes, including portfolio
manager departures, key person departures and in the cases of Conning and TA
Associates, changes in the ownership of the firm. Mr. Draghi reported that staff had
engaged with NEPC in each case to obtain NEPC’s written input on how the change
might affect the MERF’s portfolio. He reported that, at present, NEPC had not indicated a
need to take any action on these matters but that certain of these would be considered
when the MERF reviews its equity and fixed income portfolios in early 2015. Discussion
ensued.

The Commission accepted the report for advice.

t

Other Business

BNY Mellon Private Equity Support Services

Mr. Draghi reported that staff reviewed the capabilities of BNY Mellon with regard to
providing private equity support services to the MERF. He reviewed the potential
benefits relating to internal controls, improved reporting and investment analysis. He
then reviewed the Secretary’s recommendation that the MERF amend its custody contract
with BNY Mellon to add capital call and data management services for the MERF private
investments at a projected annual cost of $17,000 per year. Secretary Cloud then
hightighted the potential efficiency of this action. Discussion ensued.

A motion was made, seconded and unanimously adopted to authorize the Secretary to
execute an amendment to the current custody contract with BNY Mellon to add capital
call and data management services.
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Other Business (continued)

Lumber Liquidators ~ Potential Shareholder Litigation

Treasurer Cloud introduced the item. He then introduced Motley Rice, a law firm that
monitors the MERF's portfolio for potential shareholder action. Messrs, Marlon Kimpson
and Gregg Levin, partners at Motley Rice, provided information, by telephone, on a
potential shareholder litigation matter involving Lumber Liquidators Holding, Inc.
(“LLHI"), an equity portfolio holding of the MERF. Motley Rice recommended that the
MEREF consider leading a derivative action lawsuit against LLHI. Discussion ensued.

The Commission accepted the recommendation for advice.
There being no further business, Acting Chairman Lord adjourned the meeting.

wren. bt oS

Adam M. Cloud, Secretary




INVESTMENTS:
AGENDA ITEM II

CITY OF HARTFORD
PENSION COMMISSION
MEMORANDUM |
To: Pension Commission
(L~
From; Adam M. Cloud, Secretary
Date: December 12, 2014
Subject: Status of MERF Portfolio as of November 30, 2014 Performance Report

The portfolio report for the month of November 2014 will be distributed at the meeting,




CITY OF HARTFORD
PENSION COMMISSION

INVESTMENTS:
AGENDA ITEM III

MEMORANDUM

To:
From:
Date:

Subject:

Pension Comimission

Adam M. Cloﬁdfgecretary

December 12, 2014

Cutrency Hedging Education

As patt of the education process relating to curtency hedging, representatives from NEPC will present the
enclosed materials at the meeting,.
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INVESTMENTS:
AGENDATITEM IV

CITY OF HARTFORD
PENSION COMMISSION
MEMORANDUM
To: Pension Commission
From: Adam M. Cloud;/Sccnf:t;mr
Date: December 12, 2014
Subject: 457 Deferred Compensation Plan Recommendation

The Deferred Compensation Committee’s recommendation regarding the investment alternatives in the
City’s deferred compensation plan will be presented.




CITY OF HARTFORD
PENSION COMMISSION

INVESTMENTS:
AGENDATIEM Y

MEMORANDUM

To:
From:
Date:

Subject:

Pension Commission

Adam M. Cloud, Secretary

December 12, 2014

Report on Annual Performance Review Meeting

Attached for yout teview is the report on our recent annual performance review meeting with the following
investment manager:

¢ SouthernSun Asset Management




CITY TREASURER’S OFFICE
RNAL MEMORANDUM

To: Adam M, Cloud, Secretary
Carmen 1. Sierra, Assistant Secretary

From: Gary B. Draghi, Director of Investments

P. Wayne Moore, Assistant Director of Investments
J. Sean Antoine, Principal Administrative Analyst

Date: November 25, 2014

Re: Report on Annual Performance Review Meeting with SouthernSun
Asset Management

The Pension Commission held an annual performance review meeting on
Thursday, November 20, 2014, with SouthernSun Asset Management
(“SouthernSun”), a small to mid-cap value equity manager for the MERF.
Present for SouthernSun was Peter W. Matthews, CEA, CPA, Principal and
Senior Analyst and R. Bailey Martz, CPA, Senior Associate.

Ms. Martz began the meeting by introducing herself and her colleague Peter
Matthews, She then discussed the transaction under which Affiliated
Management Group (“AMG”} purchased a majority interest in SouthernSun.
Ms. Martz stated that, while AMG had purchased a majority stake in
SouthernSun in March 2014, SouthernSun will continue to have autonomy over
the day-to-day operations of SouthernSun and will retain control over the firm’s
investment philosophy and process. She noted that the SouthernSun investment
was structured as a share of SouthernSun’s topline revenues, rather than a share
of bottom-line profits. She added that the transaction also involved the signing
of long-term contracts for SouthernSun’s management team, ensuring continuity.
Michael Cook, the firm’s founder, will continue to own the largest percentage of
the internally held shares of the company.

In response to a question regarding the in and out flows of the small cap product,
Ms. Martz stated that the product was closed to new investors and that existing
investors have not been adding new assets recently due to the current high
valuations,

Ms. Mattz then described SouthernSun’s investment process and philosophy.
She stated that SouthernSun is a bottom-up, research~driven firm which invests
in the stocks issued by niche-dominant, attractively-valued companies with
financial flexibility and strong management teams. She stated that SouthernSun
also relies on careful, in-depth analysis of a company’s financial strength, market
position and human capital, as the most comprehensive method of determining
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proper valuations, identifying catalysts and reducing the risk of making an
investment.

In response to a question regarding the portfolio’s perceived style drift, Ms.
Martz stated that SouthernSun believes its U.S. SMID Cap strategy is best
classified as a core product with a value tilt. She added that SouthernSun
searches for niche dominant companies with a modest level of organic growth,
which are undervalued. Additionally, SouthernSun seeks companies with
financial flexibility and management teams with a proven track record.

Ms. Marttz also noted that the concentrated nature of the portfolio also can cause
the standard deviation of the portfolio’s returns to be higher than the
benchmark’s, either because of outperformance or underperformance. Overall,
Ms. Martz stated that they believe SouthernSun’s investment philosophy and
process have remained constant since the founding of the firm in 1989.

Mz, Matthews reported that the overall performance of the portfolio managed by
SouthernSun remained strong, despite recent weakness. Specifically, he stated
that the portfolio returned 5.9%, gross of fees, for the one year period ending
October 31, 2014, underperforming the Russell 2500 Value Index return of 10.2%,
by 430 basis points. Mr. Matthews stated that while security selection was
positive for the period, sector allocation decisions detracted from the portfolio’s
relative performance. Discussion ensued.

In response to a question regarding the risk controls in the portfolio and firm,
Mr. Matthews stated that SouthernSun involves every management team
member in the process. He noted that broad team involvement creates an
environment of trust amongst the group as they perform due diligence checks on
their investments.

In response to a question regarding the influence that company founder Michael
Cook has on the portfolio and the depth of the investment team, Ms. Martz
responded that investment/ portfolio decisions are made collectively. She also
added that Mr. Cook still has the final say on any changes to the portfolio.

In closing, Ms. Martz thanked the Commission for its continued business.
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INVESTMENTS:
AGENDA ITEM VI

CITY OF HARTFORD
PENSION COMMISSION
MEMORANDUM

To: Pension Commission

gt
From: Adam M. Cloud, Secretary
Date: December 12, 2014
Subject: Other Business

We will discuss the following items at the meeting.

e SW Pelham Fund III Update




