CY 2022 Board Objectives

Target Date | Status/Dat
to e Note
Iltem Owner Complete | Completed s
Governance
% Complete Governance Manualand Board | o, Mike | 6/30/2022 | Completed
R Barnhill 4/7/2022
ey . Board, Mike
2. Establish fiduciary audit scope (D,2) garnhil 6/30/2022 Underway
3. Prepare and present CRS orientation to Board. Mike O?r?ifc)ilanlg;
City Stakeholders (City Mgr, Mayor, V. " 6/30/2022 .
Mayor, Council Fin. Chair) (C,D,1,5,7) Barnhil Completion
yor ‘ 1S ,3/28/2022
4. Prepare and provide trustee training plan, . Onggmg;
. . .. . . Board, Mike Initial
including training policy and curriculum : 6/30/2022 .
(A.B,C.D,1,23,10,12,13) Barnhill Completion
Vil B 4 ) =) =17 V4 /7 '3/25/2022
5. Est-ablls.h treadwater employ-er | Board, Mike
contribution and employer contribution Barnhill 3/31/2022 | Completed,
"ramp up" recommendation (A,B,C,1,2,11) 3/16/2022
6. Develop CRS handbook for active and . .
retired members (E,5,7) Mike Barnhill | 12/31/2022 Underway




Ongoing;

7. Develop and provide newsletters for 2Q
N P . P Mike Barnhill | 6/30/2022 | completed,
active and retired members (E,5,7)
3Q at
printer
8. Develop and implement CRS website
content to provide timely, complete, and Mike Barnhill | 9/30/2022
easily accessible info (E,5,7) Underway
9. Provide the City Administration with input . MAB
and recommendations regarding the Mike Completed,
: 5 . 8 Barnhill, 3/31/2022 | 3/16/2022;
healthcare trust funding policy Board Board
(A,B,C,1,2,11,19) Underway
10. -R-eV|ew CRS Department staffing Board, Mlke 3/31/2022
positions and complement (C,D,1,2) Barnhill Underway
11. Prepare and approve the 2022 budget Board, Mlke 3/31/2022 Completed,
(A,B,D,4,16) Barnhill 3/3/2022
12. A-SSISt the Mayor and Council |.n filling Board, Mlke 6/30/2022
appointed member Board vacancies (C,1) Barnhill Underway
13. Cgmplete the five-year actuarial Board, Mlke 3/31/2023
experience study (B,C,D,1,2,11,12,13) Barnhill Underway
14. Preparet and submlt the annual CRS Board, Mlke 6/30/2022
report to City Council (C,D,5,7,20) Barnhill Underway




15. Prepare an annual financial report for

Investment

active and retired members (E, 1,2,5,7) Comm., Mlke 6/30/2022
Barnhill Underway

16. Review and approve the annual
12/31/2021 Actuarial Valuation Report Board 6/30/2022 | Completed,
(B,1,2,12,13) 7/14/2022
17. Review and approve the quarterly and :
Annual Investment Reports (A,B,1,2,3,11) Board Ongoing Ongoing
18. Establish the format for providing input Performance
into the City Manager's evaluation of the Eval Comm 12/31/2022
Director (D,1,2,9) ' Underway
19. Assign Board Members to Committees Chair Moller Ongoing Start in 4Q
(D,1,2,14,15) 2022
?g,;;,li; Board Chair and Vice Chair Board 12/31/2022 Stazr:)|2n23Q
21. Completion of the election process for Election§ To be
one retiree and one active trustee (D,1,2,18) Comm., Mike | 8/4/2022 | completed,

T Barnhill 9/12/2022
22. Review and make recommendations Benefits
regarding survivor benefits (B,D,1,2) Comm. 12/31/2022 Underway
23. Develop for Board approval CRS Board Performance 3/31/2022 Completed,
Goals and Strategies for 2022 (D,G,21) Eval Comm. 3/3/22
24. Keep the Board well-informed about . . :
important developments and issues (F,5) Mike Barnhill |~ Ongoing Ongoing




25. Review current customer svc practices

and identify strengths and opportunities for | Mike Barnhill | 12/31/2022
improvements (D,G,21) Underway
26. Review and prepare analysis and

recommendation on disabled adult child Mike Barnhill | 6/30/2022 | Completed,
healthcare eligibility matters 5/18/2022
27. Security and risk review; HIPAA; SOC 1

Type 2 audit of LRS; internal control review Mike

on all cashflows; Evaluate CRS and Finance Barnhill, CRS

workflows and approvals Staff 12/31/2022 | Underway
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Total Fund Composite As of July 31, 2022
Summary of Cash Flows
Last Month
Beginning Market Value $2,253,217,985
Net Cash Flow -$14,207,048
Net Investment Change $85,799,863
Ending Market Value $2,324,810,801
Market Value
Market Value % of Portfolio Policy % Policy Difference
(%) %)
Total Fund Composite 2,324,810,801 100.0 100.0 0
Fixed Income Composite 315,076,029 13.6 14.0 -10,397,483
Private Debt Composite 18,700,393 0.8 3.0 -51,043,931
U.S. Equity Composite 690,264,677 29.7 30.5 -18,802,617
Non-U.S. Equity Composite 431,396,931 18.6 20.0 -33,565,229
Risk Parity Composite 54,380,065 2.3 2.5 -3,740,205
Volatility Risk Premium Composite 57,490,066 2.5 2.5 -630,204
Real Estate Composite 221,201,581 9.5 7.5 46,840,771
Infrastructure Composite 264,010,651 11.4 10.0 31,529,571
Private Equity Composite 259,782,500 11.2 10.0 27,301,420
Performance
fMo 3Mo YD  1Yr 3Yrs 5Yrs 10Yrs Inception '”Ce%tgg
Total Fund Composite 3.8% 0.0% -6.8% -2.5% 8.6% 7.3% 8.4% 8.8% May-85
Target Benchmark 4.2% -0.5% -7.8% -4.0% 8.5% 7.6% 8.5% - May-85
Fixed Income Composite 2.7% 0.5% -8.2% -8.8% 1.1% 2.3% 2.8% 5.2% Nov-95
Bloomberg US Aggregate TR 2.4% 1.5% -8.2% -9.1% -0.2% 1.3% 1.6% 4.5% Nov-95
Private Debt Composite 0.0% -3.6% -3.8% -0.5% - - - -2.2% Sep-20
Bloomberg US Aggregate TR 2.4% 1.5% -8.2% -9.1% -0.2% 1.3% 1.6% -5.0% Sep-20
U.S. Equity Composite 9.0% 0.0% -11.6% -5.5% 11.8% 10.4% 12.3% 9.4% Feb-89
Russell 3000 9.4% 01%  -13.7% -7.4% 12.5% 12.2% 13.5% 10.5% Feb-89
Non-U.S. Equity Composite 3.4% -3.6%  -148%  -14.6% 3.4% 1.5% 5.3% 5.5% May-93
MSCI ACWI ex USA 3.4% -4.8%  -15.6%  -15.3% 2.9% 2.4% 5.0% - May-93
Risk Parity Composite 4.3% -1.2% 9.2% -9.5% 3.5% 5.2% 3.9% 3.9% Jul-12
60% Wilshire 5000/40% BarCap Aggregate 6.7% 09% -11.1% -7.3% 8.0% 8.2% 8.9% 8.9% Jul-12
Volatility Risk Premium Composite 4.7% 0.3% - - - - - -4.2% Jan-22
CBOE Put Write Index 3.5% -1.6% -4.1% 3.4% 7.3% 5.6% 6.9% -1.7% Jan-22
Real Estate Composite 0.1% 3.3% 10.7% 27.3% 12.7% 10.3% 11.2% 6.8% Aug-07
NFI-ODCE 0.0% 3.0% 12.0% 25.8% 11.6% 9.4% 10.1% 5.9% Aug-07
NPI 0.0% 2.1% 8.7% 19.4% 10.1% 8.7% 9.6% 7.1% Aug-07
Infrastructure Composite 0.0% 2.0% 3.8% 10.6% 9.8% 7.6% 7.2% 8.3% Aug-08
3 Month T-Bill +4% 0.4% 1.1% 2.5% 4.2% 4.5% 51% 4.6% 4.5% Aug-08
Private Equity Composite 0.0% 0.0% 1.5% 12.0% 19.6% 18.0% 15.1% 9.1% Jul-93
Cambridge Associates All PE 0.0% 0.0% -2.0% 6.9% 24.2% 20.7% 17.4% 16.5% Jul-93
. | ;
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DISCLOSURE

Marquette Associates, Inc. (“Marquette”) has prepared this document for the
exclusive use by the client or third party for which it was prepared. The information
herein was obtained from various sources, including but not limited to third party
investment managers, the client's custodian(s) accounting statements, commercially
available databases, and other economic and financial market data sources.

The sources of information used in this document are believed to be reliable.
Marquette has not independently verified all of the information in this document and
its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or
consequential losses arising from its use. The information provided herein is as of the
date appearing in this material only and is subject to change without prior notice.
Thus, all such information is subject to independent verification and we urge clients to
compare the information set forth in this statement with the statements you receive
directly from the custodian in order to ensure accuracy of all account information. Past
performance does not guarantee future results and investing involves risk of loss. No
graph, chart, or formula can, in and of itself, be used to determine which securities or
investments to buy or sell.

Forward-looking statements, including without limitation any statement or prediction
about a future event contained in this presentation, are based on a variety of estimates
and assumptions by Marquette, including, but not limited to, estimates of future
operating results, the value of assets and market conditions. These estimates and
assumptions, including the risk assessments and projections referenced, are inherently
uncertain and are subject to numerous business, industry, market, regulatory, geo-
political, competitive, and financial risks that are outside of Marquette's control. There
can be no assurance that the assumptions made in connection with any forward-
looking statement will prove accurate, and actual results may differ materially.

The inclusion of any forward-looking statement herein should not be regarded as an
indication that Marquette considers forward-looking statements to be a reliable
prediction of future events. The views contained herein are those of Marquette and
should not be taken as financial advice or a recommendation to buy or sell any security.
Any forecasts, figures, opinions or investment techniques and strategies described are
intended for informational purposes only. They are based on certain assumptions and
current market conditions, and although accurate at the time of writing, are subject to
change without prior notice. Opinions, estimates, projections, and comments on
financial market trends constitute our judgment and are subject to change without
notice. Marquette expressly disclaims all liability in respect to actions taken based on
any or all of the information included or referenced in this document. The information
is being provided based on the understanding that each recipient has sufficient
knowledge and experience to evaluate the merits and risks of investing.

Marquette is an independent investment adviser registered under the Investment
Advisers Act of 1940, as amended. Registration does not imply a certain level of skill
or training. More information about Marquette including our investment strategies,
fees and objectives can be found in our ADV Part 2, which is available upon request.



Board Smart

Not intended as legal or investment advice

FIVE KEYSTO
IMPROVING BOARD
EFFECTIVENESS IN
PUBLIC RETIREMENT
SYSTEMS

By Rick Funston, CEO, Funston Advisory
Services LLC, and Board Smart LLC

and Jon Lukomnik, Managing Partner,
Sinclair Capital

Introduction

The success of public retirement systems is
critical to public employees, public employers,

and the general public. Good governance is key ' : . b
to that success. survives, nor the most intelligent; it is

“It is not the strongest of the species that

the one most adaptable to change.”

This article is the first in a series that describes
five keys to improving board effectiveness. - CHARLES DARWIN, BRITISH NATURALIST
The goal is to help public pension fund trustees
and executives successfully respond to the
challenges they face.

©Copyright 2022. All rights reserved. Board Smart LLC 1



Being a trustee can be
a tough job!

U.S. public retirement system trustees have
demanding fiduciary duties. They must make
decisions with consequences affecting more than
20 million people. These trustees invest more
than $6 trillion in assets. They need to compete
with the private sector to invest those funds...
but are often constrained in the compensation
they can pay and the staff they can hire. And
every decision is made in a public “fishbow!”
environment, with multiple stakeholders
critiquing every move.

Being a public retirement system fiduciary is a
tough and often thankless job. And it has gotten
tougher.

The first two decades of the 21st century have
been characterized by rapid change and high
uncertainty, if not outright chaos. Sudden shifts
have occurred in everything from geopolitics
to the economic environment to the state of
scientific knowledge.

In uncertainty, public retirement systems,
like every enterprise, need to be both agile
and resilient to thrive, or even just to survive.
Effective governance is critical for rapid
adaptation to uncertainty.

Research has shown good governance can
improve investment performance by as much
as 1-3% annually.*? But what is meant by good
governance?

©Copyright 2022. All rights reserved. Board Smart LLC
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Governance challenges
for lay boards

The board must collectively direct, oversee and
ensure effective control and functioning of the
retirement system. To do so effectively, there
needs to be acommon understanding of roles,
and responsibilities in how to govern well.

Govern: To collectively direct, oversee

and control the system

Trustees are part-time volunteers, with a vital
diversity of backgrounds, experiences, and
expertise. Trustees bring different understandings,
expectations, and perceptions of governance,
performance, and risk.

All but the few trustees who are already investment
or benefits experts are faced not just with a new
field, but a whole new language. Few have been on
the board of an operating organization with billions
in assets.

Onboarding for new trustees is often overwhelming.
There are steep learning curves for trustees and
there is no forgiveness period.

But getting informed and staying informed is a
duty for all trustees, not just those who are new.
Adding to the challenges, public pension issues
rarely have simple answers, thus placing a premium
on informed judgment. Being informed and
situationally aware is critical.



Trustees also face a host of conflicting influences:
Whose interests do trustees represent? Those
that elected or appointed them? The jurisdiction?
Taxpayers? Members and beneficiaries? Current
and future? The system overall?

Success in uncertainty demands clarity and
consistency of leadership and direction. The
diverse views, experiences, and skill sets trustees
bring to the board room should create robust
discussion. Boards and staff should welcome and
encourage diverse opinions and constructive
challenge. Understanding how to better exercise
the powers of the board can help trustees come
to a common understanding, acceptance, and
commitment to an informed, clear and unified
direction for the system.

Trustees need to be able to quickly develop a
clear and common understanding of effective

Not intended as legal or investment advice

governance. This understanding includes the
respective powers, roles, and responsibilities of
the jurisdiction and its oversight bodies, the board,
the board’s auditors and independent advisors,
and the executive and staff.

Enterprise Governance for
Public Retirement Systems

The enterprise governance framework
described in the graphic below results from an
analysis of the legislation, bylaws, and other
structures governing public retirement systemes,
as well as insights gained through consulting
with scores of systems, with aggregate assets

of more than $2 trillion. While recognizing

that every system is unique, there are some
overarching lessons learned.

ail

ﬂg?

Conduct
Business

Set then
Delegate
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Board of Trustees
Enterprise Governance
System Specific Legislation & Policies

Purpose / Vital Functions

Fiduciary Duties

Approve Oversee Verify
Decisions

Executive & Staff

215t Century Uncertainties

Execution then trust




System-specific legislation
and policies

Legislation typically describes the purpose of
the public retirement system, the vital functions
it performs, the board’s fiduciary duties, and

the powers reserved for the jurisdiction and the
board to fulfill those duties.

Purpose and vital retirement
functions

Generally speaking, the purpose of a public
retirement system is to administer benefit
programs and sustainably create and protect
value for all current and future members and
beneficiaries despite uncertainties.

The retirement functions can range from
investments and member services to health care
and administration.

Core fiduciary duties

The core duties of a fiduciary are to:
= Actloyally and impartially in the best interests of
all current and future members and beneficiaries

= Be prudent by exercising care, skill, and diligence
= Stayinformed and aware
= Diversify assets and control costs

Comply with the law

= Don't turn a blind eye to misdeeds of other
fiduciaries

Prudence is demonstrated by process

©Copyright 2022. All rights reserved. Board Smart LLC
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Whether a fiduciary acts in compliance with

the prudent investor rule depends on the facts
and circumstances at the time of the fiduciary’s
action - “not by hindsight”. In other words, the
rigor of the process used to arrive at the decision
is critical.

Five key powers reserved
exclusively for the board to
fulfill its duties

Regardless of jurisdiction, the authorities of
aretirement system board can be organized
into five key types of powers reserved. A power
reserved is a decision or an authority that can
only be exercised by a specific decision-maker.
Fiduciaries fulfill their fiduciary responsibilities
through the prudent exercise of the five powers.

1. Conduct the business of the board and its
committees. This power includes governance
policies, agenda-setting, rules of order, self-
evaluation and development, committees
(structures, charters, composition, selection/
election of chairs and vice-chairs), evaluation,
compensation, and succession of the executive
director (ED), and the chief audit executive (CAE),
and board member dynamics and engagement. It
also entails having clear lines of relationship with
the board.

2.Set direction and then prudently delegate.
This power includes strategic thinking and
planning, choice of goals, objectives, and related
risks (risk appetite), and providing policies

to guide the operations of the board and
implementation of the strategic direction (risk
tolerances).



3. Approve key decisions. This power identifies
which decisions and thresholds require board
approval and which can be wholly delegated to
management.

4. Oversee the execution of direction within
policy. This power includes establishing vital signs
for vital functions consistent with the system’s risk
appetite and risk tolerances, escalation criteria, and
processes, to facilitate effective oversight.

5. Verify then trust. This power includes
verifying the reliability of the information received
from executives and assessing reassurance

and verification from parties independent of
management such as internal and external audits
as well as other parties retained for that purpose. A
key responsibility is to ensure there is an effective
system of internal control.

The board can and should retain independent
auditors and advisors.

The executive director and staff are, in turn,

responsible for:

1. Executing board approved direction within
policy

2. Maintaining accurate records and providing
timely reports

3. Researching policy issues / recommending
options

4. Engaging/ consulting with key stakeholders

5. Reasonably assuring the board that
performance is (or is not) as expected

A more in-depth discussion of the effective exercise
of each of these key powers is the subject of the five
articles which follow in this series.

©Copyright 2022. All rights reserved. Board Smart LLC
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Three governance principles

There are three principles that help boards
effectively exercise all three powers reserved.
They are characteristic of effective boards.

One size fits one.® While there may be “lagging”,
“prevailing” and “leading” practices, “best”
practice is that which best fits the individual
situation of a particular system, so as to
effectively and efficiently achieve a goal of that
organization. One size fits one asks the board to
choose its options within the specific facts and
circumstances that apply.

Situational awareness matters. Organizations
exist in an ever-changing environment. Disruptive
events, new technologies, and regulatory
changes are just some of the challenges boards
must navigate. It is essential to understand what
is vital, what has changed, is changing, or will
change; how rapidly, and what impact it will have
on the organization. Situational awareness alerts
boards to those changes.

Constructive challenge is the respectful

but effective questioning of management,

other board members, and other advisors and
presenters to the board. Constructive challenge
both enhances board understanding and ensures
proper due diligence has been performed.
Constructive challenge ensures that the

options the board considers have been properly
understood and vetted.



Not intended as legal or investment advice

Be well governed for successful adaptation!

Successful adaptation to an ever-changing
environment means understanding the
organization’s available options and choices and
the strengths and weaknesses of those options in
advance of when they are needed.

An Enterprise Governance Framework can help
public retirement systems improve governance and
thus system performance by:

= Providing a quick reference guide

= Simplifying and providing a context for
otherwise random listings of duties and
responsibilities

= Improving clarity of roles, authorities and
accountabilities

= Accelerating the learning curve

= Providingacommon language

= Improving engagement

We hope the series will stimulate your thinking

and contribute some ideas on how to improve

the effectiveness of your board by improving the
exercise of the five key powers. The next article in
this series describes nine leading practices to help
boards more effectively conduct the business of the
board and its committees and establish clear lines
of relationship with the executive and staff and the
board’s independent auditors and advisors.

For further information, contact Rick Funston
rfunston@funstonadv.com

1 *1SS / Harvard demonstrated best-governed companies—as measured by the ISS Corporate Governance Quotient—had mean returns on
investment and equity that were, respectively, 18.7 percent and 23.8 percent better than those of poorly governed companies during the

year reviewed

2 “How much is good governance worth?” Chapter 19, Keith Ambachtsheer (2007). Pension Revolution. Wiley.
Ammann, Manuel, and Christian Ehmann (2014) “Is Governance related to Investment Performance and Asset Allocation? Empirical
Evidence from Swiss Pension Funds.” University of St. Gallen Working Paper, Journal of Asset Management (2008), “Best-Practice
Pension Fund Governance” Gordon Clark and Roger Urwin. Boston College 2019, Center for Retirement Research. “Does Public Pension
Board Composition Impact Returns?” Jean-Pierre Aubry and Caroline V. Crawford.
See also earlier studies by ISS and Harvard that demonstrated that best-governed companies—as measured by the ISS Corporate
Governance Quotient—had mean returns on investment and equity that were, respectively, 18.7 percent and 23.8 percent better than

those of poorly governed companies during the year reviewed.

3 One Size Fits One: Building Relationships One Customer and One Employee at a Time. Wiley; 2nd edition (April 26, 1999)
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