


INVESTMENTS:
AGENDA ITEM I

CITY OF HARTFORD
PENSION COMMISSION

MEMORANDUM

To: Pension Commission

From: Adam&(ﬁl, Sectetary

Carmen 1. Sierra, Assistant Secretary
Date: October 16, 2020
Subject: Review of Minutes from the Meeting of September 25, 2020

Enclosed for your review are the minutes of the investment portion of the Pension Commission
meeting of riday, September 25, 2020.



INVESTMENTS
AGENDA ITEM 1

City of Hartford Pension Commission Meeting
Via Video-Conference
Friday, September 25, 2020
9:00 a.m.

|| MINUTES II

INVESTMENT PROGRAM

MEMBERS PRESENT: Peter Stevens, Chairman; Gene Goldman, Commissioner;
Adam M. Cloud, Secretary and Carmen I. Sierra, Assistant

Secretary
MEMBER NOT
PRESENT: Nicholas Trigila, Employee Representative
STAFF PRESENT: Gary B. Draghi, Chief Investment Officer; P. Wayne Moore,

Deputy Chief Investment Officer; and J. Sean Antoine,
Principal Administrative Analyst

OTHERS PRESENT: Leigh Ann Ralls, Finance Director; Clarence Zachery, Board
of Education Chief Operating and Financial Officer; Jolita
Lazauskas, Revenue Manager and Acting Director of
Management and Budget; Michael Lupkas, Interim
Management & Budget Director; Richard Pokorski, Benefits
Manager; Lisa Silvestri, General Counsel; Chelsea Mott, Sr.
Project Manager; Sabri Akter, Member Services Specialist;
Chay lv, Executive Assistant; Bill Beccaro, Attorney; Brad
Rowbothem, Douglas Moseley and Oliver Fadley, NEPC;
Tad Fergusson, Meketa; Gary Carter and Matthew McCue,
general public

Commission Chair Peter Stevens called the meeting to order at 11:11 a.m.
Review of Minutes of the Meeting of July 24, 2020

Chairman Stevens introduced the item and asked for questions, comments or
corrections. There were none.
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A motion was made, seconded and adopted to accept the minutes as
presented.

. Status of the MERF Portfolio as of July 31, 2020

Chairman Stevens introduced the item. Mr. J. Sean Antoine, the MERF’s Principal
Administrative Analyst, reported that, at July 31, 2020, the MERF portfolio had a
market value of approximately $1 billion and had generated a net return of 3.2% for
the month, underperforming the policy benchmark by 70 basis points.

Mr. Antoine then detailed sector performance, noting that the MERF’s equity portfolio
generated a net return of 5.6% for the month, underperforming its custom benchmark
by 20 basis points. Mr. Antoine reported that while international emerging markets
equities outperformed its benchmark, domestic and international developed equities
underperformed their respective benchmarks. Regarding fixed income, Mr. Antoine
reported that the MERF’s fixed income portfolio posted a 3.0% return, outperforming
its benchmark by 50 basis points. He noted that sub-sector performance was mixed.

Mr. Antoine reported that the MERF’s asset allocation positioning was either at or
relatively close to target weights for the month and that the equity and hedge fund
allocations were under review for rebalancing in order to increase the MERF’s cash
allocation. This, he noted, was consistent with the Commission’s intent to ensure
adequate liquidity in the face of heightened volatility expectations resulting from
continued pandemic-related economic concerns. Mr. Antoine added that the MERF
was within target ranges for all asset classes except for private equity, real assets and
cash. Mr. Antoine noted that consistent with the current strategy, the cash overweight
is intentional and may increase as conditions warrant.

Status of the MERF Portfolio as of August 31, 2020

Mr. Antoine reported that, at August 31, 2020, the MERF portfolio had a market value
of approximately $1 billion and had generated a net return of 3.1% for the month,
underperforming the policy benchmark by 30 basis points.

Mr. Antoine then detailed sector performance, noting that the MERF’s equity portfolio
generated a net return of 5.0% for the month, underperforming its custom benchmark
by 60 basis points. Mr. Antoine reported that all sub asset classes underperformed
their respective benchmarks, while generating positive absolute returns. Regarding
fixed income, Mr. Antoine reported that the MERF’s fixed income portfolio posted a
0.2% return for the month, outperforming its benchmark by 20 basis points. He noted
that sub asset class performance was mixed.
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Mr. Antoine reported that the MERF’s asset allocation positioning was either at or
relatively close to target weights except for equity, private equity, private debt, real
assets and cash, which are in the process of rebalancing. Mr. Antoine added that the
MERF was within target ranges for all asset classes except for private equity and real
assets. Discussion ensued.

Mr. Gary Draghi, the MERF’s chief investment officer, provided an update regarding
the rebalancing transaction that was initiated at the end of August and we
implemented in September to raise approximately $36 million. Mr. Draghi noted that
the funds came from large cap U.S. equities, international developed markets equities
and the passive asset allocation fund accounts. He reported that approximately $6
million of the funds generated would be reinvested in tactical asset allocation and in
SMID value equities since the MERF is under weight in these areas.  Mr. Draghi
added that this transaction, along with anticipated City contributions, and the
scheduled November withdrawal of $8 million from the MERF’s hedge fund of funds
portfolio would bring the MERF more in line with target allocations while providing
adequate liquidity through the first quarter of 2021. In addition, Mr. Draghi reported
that instructions were in place with the core real estate managers to raise $13 million.
In conclusion, Mr. Draghi noted staff was working hard to achieve the Commission’s
mandate to ensure adequate liquidity to get through this coming period of expected
increased volatility.

The Commission accepted the report for advice.
Private Equity Consultant — Meketa

Performance Report — December 31, 2019

Chairman Stevens introduced the item and asked Mr. Tad Fergusson from Meketa
Investment Group (“Meketa”), the MERF’s private equity consultant, to provide an
update. Mr. Fergusson began with a brief review of the private equity investment
market. He then reported that, as of December 31, 2019, the MERF’s private equity
program represented $187.6 million of commitments across 23 partnerships with a
current market value of $72.6 million, representing 6.8% of the MERF portfolio. Mr.
Fergusson highlighted the fact that the portfolio had generated $202.8 million in
distributions to the MERF and a net since inception internal rate of return (“IRR”) of
12.1%, representing a 1.5x multiple of invested capital. He noted it had outperformed
its benchmark on a since inception basis and was cash flow positive.

Mr. Fergusson stated that additional commitment activities will be necessary to reach
and maintain the long-term 9% target allocation. This activity would likely take the
portfolio to a more cash flow neutral status, he said.
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Regarding portfolio construction, Mr. Fergusson noted that the MERF’s private equity
program was well diversified by fund structure, economic sector and geography.

Mr. Fergusson concluded by commenting on March 31, 2020 private markets data
which reflected the onset of the Co-Vid 19 pandemic and noted that private equity
investment valuations were less effected than public markets but had experienced a
6% value decline before a subsequent rebound in the second quarter. Mr. Fergusson
reported that while such results were broad based, the majority of the losses during
this period were concentrated in larger partnerships. Discussion ensued.

The Commission accepted the report for advice.

Investment Recommendations: Phase | Due Diligence — Fairview V & Phase | Due
Diligence — Charlesbank X

Chairman Stevens introduced the items, noted that he reviewed the two
recommendations prior to the meeting and asked for comments or questions from
Commissioner Goldman. There were none.

A motion was made, seconded and adopted to authorize the Secretary to instruct
Meketa to perform Phase Il due diligence on both Fairview V and Charlesbank X.

IV. General Investment Consultant - NEPC

Performance Reports

Due to time constraints, performance reports were not presented by NEPC. However,
Chairman Stevens asked Mr. Douglas Moseley for any comments or updates. Mr.
Mosely reported that the MERF’s peer group rankings looked positive especially on a
risk adjusted basis and noted that the performance trailed the policy index during the
second quarter due primarily to the use of a public equity proxy for private equity.
Mr. Mosely added that during the first quarter, the MERF’s real estate, private credit
and real assets portfolios performed as expected.

The Commission accepted the report for advice.

Private Credit Recommendation — Nexus 111

Chairman Stevens introduced the item. Mr. Moseley introduced his colleague Brad
Rowbothem and asked him to address the Commission. Mr. Rowbothem reported on
the recommendation to invest in the Nexus Special Situations Fund Ill, L.P. (““Nexus
I11”). He then discussed Nexus III’s intended investment approach of
opportunistically investing in distressed debt, rescue financing, corporate buyout and
platform build out transactions in select industry sectors. Mr. Rowbothem added that
Nexus Il is managed by Nexus Capital Management based in Los Angeles, California
and founded in 2013. In addition to noting the success of Nexus’ two prior funds, he
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V.

VI.

VILI.

stated that Nexus’ founding partners had significant prior experience working
together at Apollo Global Management. Mr. Rowbothem noted that the fund is
targeting a net internal rate of return of 20% and a 2x net multiple of invested capital.
Discussion ensued.

A motion was made, seconded and adopted to authorize Secretary Cloud to commit
the MERF to invest up to $10 million in The Nexus Special Situations Fund 111, L.P.
subject to the review and negotiation of contractual provisions.

Deferred Compensation Plans Update

Secretary Cloud introduced the item and reported that there had been a quarterly
update meeting of the defined contribution plans committee on September 10, 2020.
Secretary Cloud stated that he and staff were very pleased with the work that Voya,
the plans’ administrator and record keeper, is doing and noted that the integration
has gone flawlessly. He added that the responses from the participants have been
positive. He stated that despite limitations on in-person educational sessions due to
Co-Vid 19, Voya will be working hard as the new school year begins to reach more
participants through the Voya website, emails, and via direct contact with
individuals.

The Commission accepted the report for advice.
Fienemann Road Property Update
Due to time constraints, the Commission did not go into Executive Session. Secretary
Cloud reported that there were no substantive updates and staff would continue to
communicate as needed.
The Commission accepted the report for advice.

Other Business

MERF Private Investments’ Process Charts:

Secretary Cloud introduced the item and recognized Ms. Chay lv, Executive
Assistant, who worked with staff to formalize the procedural flow charts describing
the MERF’s deal approval process for private investments. Secretary Cloud noted
that the process will be added to the website for transparency so that interested
individuals will be able to know exactly how investment decisions are made.

The Commission accepted the report for advice.
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WTax Reclaims Update

Treasurer Cloud introduced the item and asked Mr. P. Wayne Moore to provide the
Commission with an update on the WTax contract and the arrangement with them to
collect taxes from foreign entities where the MERF has done business. Mr. Moore
reported that the contract had been executed at a 20% fee, which he noted was a
discount relative to what had originally been quoted. He added that the arrangement
does not involve any upfront payments by the MERF and that WTax would be paid
only as a percentage of the revenues that come in from their activities. Mr. Moore
noted that the next step is to complete the onboarding process which will culminate
in working with Bank of NY Mellon to determine the exact jurisdictions that WTax
will be pursuing and result in a list from those jurisdictions of the amount that will be
targeted for recovery. Mr. Moore added that some of these jurisdictions have a statute
of limitations as of December 31, 2020, therefore, Staff and WTax will be working to
stay within that timeframe. Mr. Moore stated that the next update will include a
timeline and an estimate of the potential recovery from these jurisdictions.

The Commission accepted the report for advice.

Public Comments:

There were no comments from members of the public.

There being no further business, Chairman Stevens made a motion to adjourn the
Investment portion of the meeting at 11:58 a.m.

ATTEST: j@ﬁ% & Z——ég

Adam M. Cloud, Secretary
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AGENDA ITEM I1

CITY OF HARTFORD
PENSION COMMISSION

MEMORANDUM

To: Pension Commission

From: Adﬂ/{%d, Secretary

Carmen I. Sierra, Assistant Secretary
Date: October 16, 2020
Subject: Status of MERF Portfolio as of September 30, 2020

The portfolio report for the month of September 2020 will be distributed at the meeting.
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Based on the foregoing and on the advice of Meketa and investment unit staff, [ recommend
an investment commitment of up to $10 million in Charlesbank X.

In summary, I request your approval of the above-noted commitment amounts and
authorization to implement the Fairview V and Charlesbank X investment commitments.

I look forward to discussing this matter with you at our upcoming meeting.
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