POLICE & FIRE PENSION INVESTMENT BOARD
February 12, 2015

Summary Minutes

The information in these meeting minutes is intended to assist Police and Fire Pension members in
understanding the activities of the Investment Board. The information is not intended to provide investment or
financial advice to any individual or organization and should not be relied upon for that purpose. While we
attempt to keep the content accurate we cannot guarantee that all information is current, accurate or complete.

Members present: Doug McDaniel — Human Resources Director (Board Chairman)
Mark Westphalen — Mayoral/Council Appointment
Gerry Finnegan — Mayoral/Council Appointment
Steve Niemeyer — Police Electee
Jeremy Gegg — Fire Electee
Matt Franken — Police Electee
Guy Pinkman — Fire Electee
Becky Ferguson — Mayoral/Council Appointment

Members Absent: Steve Hubka — Finance Director

A quorum is any five Board members.

Human Resources
Staff: Paul Lutomski — Police and Fire Pension Officer

Others present: Dale Connors — Watershed Investment Consulting
Terry Baldwin - Watershed Investment Consulting

Unless otherwise noted, meeting materials were provided to Investment Board members in electronic format, or
printed format, a few days preceding the meeting for their advance consideration. Printed copies of the
materials were provided at the time of the meeting.

Documents:

Watershed Quarterly Investment Analysis December 31, 2014
Meeting minutes for October 16, 2014

Meeting minutes for November 13, 2014

Draft of Investment Policy showing potential updates

Doug McDaniel calls the meeting to order at 2 pm. He asks for a motion to approve or edit the minutes of the
October and November 2014 meetings.
Guy Pinkman moves to approve both sets of minutes.

Jeremy Gegg seconds the motion.
All members vote to approve.
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Dale Connors of Watershed Investment Consultants presents the 2014 year end and 4™ quarter performance
using the Quarterly Investment Analysis for December 31, 2014. The report was made with new software and
has a new format.

The first section is a market review. Items discussed include that large stocks outperformed small cap, but this
has started to reverse. As the dollar strengthens small cap stocks do better. Ex-US stock returns were lower
than US due to currency exchange rates. Bonds did well as interest rates dropped. High quality bonds
outperformed high yield. Private equity real estate was up 12% and public REITs were up 28%. Active manager
MLPs did better than the passive MLP index.

The next section is the Total Fund.
All allocations are close to targets except cash at year end was 6% vs. the 2% target, as the paperwork to
purchase Blackstone took longer than expected.

Cash Flow show investment beginning, withdrawals, contributions, and end values. Larges transactions
included sale of lvy Asset Strategy and Pimco All Asset All Authority fund, Wells Fargo Advantage Growth, iShares
Intermediate Government Bond. Tortoise was added as a replacement for the JPMorgan Alerian index MLP. The
PreTSL bond was called at par for a sizable return. Assets increased from $207 to $209 million.

The next page shows total returns.

Ranking relative to peers: Median return was 5.6%. The high equity weighting for the last 5 years has helped.
The fund returned in the top 25% for the quarter, year, 3 and 5 year periods. Fund volatility was higher than
average.

Gerry Finnegan asks if our peer group is also targeting a 7.5% return.

Dale Connors answers that the most common goals are 7.5% and 8%. The plan’s 7.5% is justifiable.

Total fund 3 and 5 year risk return shows risk greater and return lower than fund’s index return, with 3 year
looking better than the 5 year. The fund was more volatile than average over the past 3 and 5 years due to
managers and structure. In 2014 we worked to improve managers and structure.

Three year statistics pages shows Total Fund beta, which is risk compared to the total market, was 1.03. That is
acceptable. Alpha, the return in excess of the compensation for the risk borne, was -1.4%. This means active
managers underperformed. In 2014 we worked to correct this. Other investments listed and discussed.

Total Fund Performance for 3 months, 1,3,5,7, 10 years. Example of layout; Second subtotal is Total Equity. For
2014 Total Equity outperformed MSCI ACWI world index 5.9% to 4.2%, US Equity underperformed Russell 3000

index 8.6% to 12.6%. Other investments discussed.

Tortoise down 7.8%, with index down 12.3%. Focuses on MLP pipelines. Contracts are 2-3 years. If prices stay
down, contract revenues will go down.

Gerry Finnegan asked for an explanation why.
Dale Connors answers that US oil pipelines pump mostly shale oil. Shale is expensive to extract. If prices stay

down, it is not as profitable to extract shale oil, extract less, pump less, pipeline volume less, contract revenues
are less.
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Dale continues with the other investments. He states the expectation for FLAG’s (Private equity: small buyout) )
first capital call in March. The Blackstone fund of hedge funds investment is in place. In 2015 they do not expect
to have to do a lot of structural work unless markets move. They will continue to tweak managers. Have been
using a time weighted rate of return. GASB reporting requires a time and dollar weighted rate of return. The
pension administration uses a time and dollar weighted rate of return. Watershed’s new software can also
calculate using a time and dollar weighted rate of return.

Other sections of the report; Equity, Fixed income, and Alternative, provide ranking, risk, return, details for each
investment in that class.

Doug McDaniel moves to agenda item 3, potential Investment Policy Statement (IPS) changes.

Dale Connors states that the pension administration asked Watershed to review the IPS. Below are 4 changes in
roughly the order they appear in the IPS:
a) Update section IV: Standards of Prudence. The main reason for the update is so that the
language regarding an Investment Board member’s prudence matches language in Lincoln Municipal
Code (LMC) chapter section 4.62.015(f). A secondary reason for the update is that the level of
prudence described in LMC is commonly known was Prudent Expert, rather than Prudent Man due
to the inclusion of the words “acting in like capacity and familiar with such matters would use in the
conduct of an enterprise of a like character and with like aims.”

b) Update section VII. Investment Selection and Evaluation, B. Performance criteria to the
language Dale Connors suggested. This is the language Watershed uses with most of their public
fund clients.

c) Eliminate the watch list as described in section VII. Investment Selection and Evaluation, F.

Watch List. The current watch list criteria is very broad. The updated ‘Performance’ language
includes provisions for manager termination and formal review, thereby taking the place of the
current watch list system. Watershed will use our watch list system, but does not use a watch list
system with its other clients. They address manager evaluation using the criteria in VII. Investment
Selection and Evaluation, paragraphs A-E.
d) Update Appendix “A” to include minimum and maximum allocations for each asset class. The

target allocations were approved by the Board in the October 16, 2014 meeting.

Gerry Finnegan makes a motion to table change “a”

Law Department.

Matt Franken seconds the motion.

The item is discussed, will be researched and potentially reintroduced at the next meeting.

for further investigation and review by Don Taute of the City

Gerry Finnegan makes a motion to approve change “b.”
Jeremy Gegg seconds the motion.
All members vote to approve.

Guy Pinkman makes a motion to approve change “c.”
Jeremy Gegg seconds the motion.
All members vote to approve.

Jeremy Gegg makes a motion to approve change “d.”

Guy Pinkman seconds the motion.
All members vote to approve.
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Iltem 4 on the agenda was Securities Litigation: Paul Lutomski reported that he called Tracey Sheak and arranged
a conference call with her and Don Broggi of Scott and Scott. Ms. Sheak is an Institutional Investor Liason and
Mr. Broggi is an attorney and Partner in the firm’s New York office. During the call we reviewed the pension’s
portfolio and they determined the pension does not hold the type or amount of assets to become a securities
litigation client. Specifically Don stated publicly traded stocks and bonds, mortgages backed securities, and
securities involving a foreign (dollar) exchange component, are their main focus, that mutual funds result in very
little litigation proceeds and that the 25 individual ‘blue chip’ dividend stocks the pension holds are not likely to
result in proceeds and the portfolio is very small. He encouraged me to contact him if we purchase the kinds of
securities he listed.

The meeting is adjourned at 2:52 pm.
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