The Beverly Hills City Council Liaison / Audit and Finance Committee will
conduct a Special Meeting, at the following time and place, and will
address the agenda listed below:

CITY HALL
455 North Rexford Drive
4th Floor Conference Room A
Beverly Hills, CA 90210

Thursday, August 22, 2019
4:00 p.m.

AGENDA

1) Public Comment
a. Members of the public will be given the opportunity to directly
address the Committee on any item listed on the agenda.

2) Section 115 Trust Investment Strategies and Investment Committee

3) Pension Unfunded Liability Amortization Strategies

4) Adjournment

(U DS

Huma Ahmed, City Clerk '

Posted: August 20, 2019

A DETAILED LIAISON AGENDA PACKET IS AVAILABLE FOR REVIEW IN THE
LIBRARY AND CITY CLERK’S OFFICE

7 &

Pursuant to the Americans with Disabilities Act, the City of Beverly Hills will make
reasonable efforts to accommodate persons with disabilities. If you require special
assistance, please call (310) 285-1014 (voice) or (310) 285-6881 (TTY). Providing at
least forty-eight (48) hours advance notice will help to ensure availability of services. City
Hall, including Conference Room 4A. is wheelchair accessible.




STAFF REPORT

Meeting Date: August 22, 2019
To: Finance and Audit Committee
From: Jeff S. Muir, Director of Finance

Tatiana Szerwinski, Assistant Director of Finance

Subject: Section 115 Trust Investment Strategies and Investment Committee
Members
Attachments: 1. PARS Investment Objectives with Expected Returns

2. Q2 2019 PARS Diversified Portfolio Summary — Conservative

3. Q2 2019 PARS Diversified Portfolio Summary — Moderately
Conservative

4. Q2 2019 PARS Diversified Portfolio Summary — Moderate

5. Q2 2019 PARS Diversified Portfolio Summary - Balanced

6. Q2 2019 PARS Diversified Portfolio Summary — Capital Appreciation

INTRODUCTION

On April 2, 2019, the City Council approved funding of the City’s Section 115 Trust to address
unfunded pension and benefit (‘OPEB") liabilities with $81.7 million the City had set aside over a
number of years ($23 million for pension and $58.7 million for OPEB). In order to help mitigate
interest rate risks, the funds are being contributed to the trust in four monthly instaliments of
$20.425 million, with two remaining contributions to be made in September and October. The
trust is administered by PARS, and through partnership with HighMark Capital Management, Inc.
they provide investment management services for the trust. There are five pre-defined funding
strategies for the trust ranging from conservative to more aggressive. Attachment 1 provides the
PARS Investment Objectives with Expected Returns for each of the funds.

The City Council also approved the initial recommendation of investing into the actively managed
Conservative portfolio, which provided the least volatility. The initial Section 115 Trust Investment
Committee was established to be comprised of the City Treasurer, the members of the Audit and
Finance Committee, the Director of Finance and the City Manager.



DISCUSSION

PARS has provided updated fund summaries as of the quarter ending June 30, 2019
(Attachments 2 — 6). A summary of annualized total returns is reflected in the table below:

. roximate Net Annualized Returns
Portfolio Target e as of 06/30/19
Ve (based on $81.7Min assets)
g . Fixed
Z Plans Equity . 1Year | 3 Years| 5 Years |10 Years
= Conservative 15% 85% 6.76%| 3.57%| 3.21%| 4.75%
Moderately Conservative 30% 70% 6.99%| 5.10%| 4.16%| 6.24%
Moderate 50% 50% 6.77%| 7.14%| 5.18%| 8.09%
Balanced 60% 40% 6.55%| 8.09%| 5.65%| 8.85%
Conservative 15% 85% 7.22%| 4.29%| 3.60%| 5.25%
w Moderately Conservative 30% 70% 7.01%| 582%| 4.34%| 6.71%
5 Moderate 50% 50% 6.94%| 7.95%; 5.43%| 8.35%
< Balanced 60% 40% 6.82%| 9.11%| 5.92%} 9.07%
Capital Appreciation 75% 25% 6.61%| 10.10%| 6.62%| 9.93%

Note: There is a capital appreciation passive index available, however, as there are not yet 10
years of actual return information on the passive strategy, HighMark has blended active returns
with the passive strategy to develop a composite return.

The Committee should discuss and determine if any changes to the investment strategy are
desired at this time. The OPEB portion of the trust is intended to be invested and held over a
long time horizon (likely 30 to 50 years). A higher return over the long-term would allow more of
the liability to be funded by investment earnings as opposed to direct City contributions. However,
a higher mix of equities will also mean higher year-to-year volatility. If the City follows its practice
of funding for OPEB, the unfunded liability should be fully amortized between 15 and 20 years
from now.

Staff is recommending a more aggressive pay-down of the pension liability that would leverage
the funds in the trust in the coming years. If this methodology is adopted, then a conservative
fund that is more geared towards capital preservation would be warranted.

The staff report from April 2, 2019 also indicated the Section 115 Trust Investment Committee as
defined was to be temporary, and would be replaced with a committee approved by City Council
in the future. The Committee should discuss whether it would like to recommend the same or a
different membership for City Council approval at this time.



FISCAL IMPACT

The unfunded pension and OPEB liabilities are currently reflected on the City's financial
statements. The funds in the Section 115 Trust for OPEB purposes will be an offset towards
that liability starting with the financial statements as of June 30, 2020. The funds in the Section
115 Trust for pension purposes will not directly offset the pension liability due to governmental
accounting rules, but will offset the total liabilities of the City. No additional funds from the City
beyond current budgeting practices are being recommended at this time.

RECOMMENDATION

Staff recommends that the City Council Audit and Finance Committee Liaisons, as members of
the Section 115 Trust Investment Committee, review and provide direction on the investment
strategy of the Section 115 Trust for Pension and OPEB and provide direction on the permanent
membership of the Section 115 Trust Investment Committee.

eff S. Muir
Approved By




PARS Investment Objectives

PARS Investment Objectives
- Equities

. Fixed Income

- Cash

Moderately
Conservative Conservative Moderate Balanced Capital Appreciation
Equity 15.00% 30.00% 50.00% 60.00% 75.00%
Large Cap Core 7.50% 15.50% 26.50% 32.00% 39.50%
Mid Cap Core 1.50% 3.00% 5.00% 6.00% 7.50%
Small Cap Core 2 50% 4.50% 7.50% 9.00% 10.50%
Real Estate 0.50% 1.00% 1.75% 2.00% 2.00%
International 2.00% 4.00% 6.00% 7.00% 10.25%
Emerging Markets 1.00% 2.00% 3.25% 4.00% 5.25%
Fixed Income 80.00% 65.00% 45.00% 35.00% 20.00%
Short Term Bond 25.75% 14.00% 10.00% 6.75% 3.00%
Intermediate Term Bond 52.25% 49.25% 33.50% 27.00% 16.00%
High Yield 2.00% 1.75% 1.50% 1.25% 1.00%
Cash 5.00% 5.00% 5.00% 5.00% 5.00%
Expected Return 5.15% 5.82% 6.51% 6.82% 7.21%
Expected Standard Dewvation 3.51% 472% 7.62% 9.28% 11.85%

The above information 15 for illustrative purposes only. and is not intended to provide investment recommendations as to which securities to buy or sell, or when to buy or seil secunties. Each Sample
Portfolio 1s a hypothetical portfolio only and does not reflect actual investment decisions or recommendations, and does not represent actual trading or actual portfolio performance An actual chient’s portfolio
construction and performance may vary depending on the client's investment needs, objectives restrictions, and market conditions. Asset allocation ranges and performance for each investment objective
may also vary depending on the prevaiing market conditions Past perfformance 1s no indication of future results. For institutional investor use only. Data as of May 2019

*Expected Returns are based on 30-year returns for various asset classes Please see disclosure page for additional details on Expected Retum and Expected Standard Deviation
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Disclosures

Each strategy represented as a Sample Portfolio is a hypothetical portfolio only and does not reflect actual investment decisions or recommendations. It is solely for illustrative purposes
and is subject to change at any tme It is not intended to represent a specific investment It does not reflect the liquidity constraints of actual investing or the impact that material
economic and market factors may have on an investment adviser's decision-making. Investors cannot invest in the Sample Portfolio and actual investment results may differ materially.
An account could incur losses as well as gains. The Sample Portfolio does not reflect the deduction of advisory fees, brokerage, commissions, or any other actual client expenses, which
would reduce investor returns. The sample portfolio does not always reflect the potential impact of active management, excluding those investments that are only available from an active
manager. Advisory fees are described in Form ADV, Part 2A and are available upon request.

A Sample Portfolio's expected return (comprised of capital appreciation and income/dividends) is calculated the following way:

1. The expected return of each asset class in a given Sample Portfolio is determined through a combination of historical rates of returns. valuation projections, and economic
expectations. Expected rates of return are provided by HighMark proprietary research which incorporates Wilshire Associates Incorporated assumptions. Expected rates of return
are developed and annually reviewed by HighMark's Asset Allocation Committee.

2. With 30-year forecasts for U.S. Treasuries, Wilshire's ten year forecast for U.S. Treasuries is used as the assumed return for the first ten years of the 30-year period. Over the
following twenty years {years 11-30), Wilshire's ULT forecast is used as the assumed return for U.S Treasuries. The resulting combination of the assumed return on U.S.
Government bonds over the two periods becomes HighMark’s 30-year forecast subject to rounding. All other taxable fixed income asset classes are derved from the expected
retum on U.S. Treasuries plus a credit or term premium consistent with those of the ten year forecasts.

3. With 30-year forecasts for global equity. Wilshire's ten year forecast for global equity is used as the assumed return for the first ten years of the 30-year period Over the following
twenty years (years 11-30). Wilshire's ULT forecast is used as the assumed return for global equities. The return on cash over this period is derived from the 10 and 30-year cash
assumptions. The resulting combination of the assumed global equity returns over the two periods becomes HighMark's 30-year forecast subject to rounding

4. Returns reflect the reinvestment of dividends, interests, and other distributions.

5. Anexpected return for the Sample Portfolio is then calculated by weighting the returns for each asset class according to the exposure as determined by HighMark’s current strategic
allocation.

Expected returns generated are before taxes and any fees. The standard deviation for an asset class represents its possible divergence of the actual return for an asset class from its
expected return. it is a statistical measure of the potential magnitude of volatility of an asset class from its expected return. The range of returns may be higher or lower than those
predicted by expected standard deviation.

In certain sub asset classes where Wilshire does not provide a discrete 10-year return forecast, HighMark supplements Wilshire's 10-year expected returns with its propnetary
methodology which is based on various market and economic factors some of which are described below. To obtain a full copy of the methodology please contact
heasalessupport@unionbank.com.

» US Equities - Expected returns at sub asset class level are determined by starting with Wilshire Broad Market 10 year forecast and interpolating into sub asset class returns by
referencing Wilshire 5000 index data.

* Municipal Bonds — HighMark determines expected returns by assuming there will be historical return discounts for municipal bonds relative to U.S. Treasuries.

*  Alternative Investments - Expected total retum forecasts for allernative investments begin with the forecast for the return on cash over the respective time-horizon and adjusting for
estimating the Sharpe ratio (excess return / standard deviation) of each alternative strategy based on the observed long-term performance of a representative strategy specific hedge
fund peer group index.

HighMark Capital Management, inc. (HighMark), an SEC-registered investment adviser, is a wholly owned subsidiary of MUFG Union Bank, N.A. (MUB). HighMark manages institutional
separate account portfolios for a wide variety of for-profit and nonprofit organizations, public agencies, and public and private retirement plans. MUB, a subsidiary of MUFG Americas
Holdings Corporation, provides certain services to HighMark and is compensated for these services. Past performance does not guarantee future results. tndividual account
management and construction will vary depending on each client's investment needs and objectives Investments employing HighMark strategies are NOT insured by the FDIC or
by any other Federal Government Agency, are NOT Bank deposits, are NOT guaranteed by the Bank or any Bank affiliate, and MAY lose value, including possible joss of
principal.

© HighMark Capital Management, Inc. 2019. All rights reserved
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CAPITAL MANAGEMENT

PARS DIVERSIFIED PORTFOLIOS

CONSERVATIVE

Q2 2019

WHY THE PARS DIVERSIFIED
CONSERVATIVE PORTFOLIO?

Comprehensive Investment Solution
HighMark® Capital Management, Inc.'s (HighMark)
diversified investment portfolios are designed to
balance return expectations with risk tolerance.
Key features include: sophisticated asset allocation
and optimization techniques, four layers of
diversification (asset class, style, manager, and
security), access to rigorously screened, top tier
money managers, flexible investment options, and
experienced investment management.

Rigorous Manager Due Diligence

Our manager review committee utilizes a rigorous
screening process that searches for investment
managers and styles that have not only produced
above-average returns within acceptable risk
parameters, but have the resources and commitment
to continue to deliver these results. We have set high
standards for our investment managers and funds.
This is a highly specialized, time consuming
approach dedicated to one goal: competitive and
consistent performance.

Flexible Investment Options

In order to meet the unique needs of our clients,

we offer access to flexible implementation strategies:
HighMark Plus utilizes actively managed mutual
funds while Index Plus utilizes index-based
securities, including exchange-traded funds. Both
investment options leverage HighMark's active asset
allocation approach.

Risk Management

The portfolio is constructed to control risk through
four layers of diversification — asset classes (cash,
fixed income, equity), investment styles (large cap,
small cap, international, value, growth), managers
and securities. Disciplined mutual fund selection and
monitoring process helps to drive return potential
while reducing portfolio risk

INVESTMENT OBJECTIVE

To provide a consistent level of
inflation-protected income over
the long-term. The major portion
of the assets will be fixed
income related. Equity securities
are utilized to provide inflation
pratection

Efficient Frontier

Capital Appreciation
Balanced

Moderate

Moderately Conservative

Reward (Rate of Return)

Conservative

Risk (Standard Deviation

ASSET ALLOCATION — CONSERVATIVE PORTFOLIO

Strategic Range Policy Tactical
Equity 5~ 20% 15% 16%
Fixed Income 60 - 95% 80% 78%
Cash 0 - 20% 5% 6%

ANNUALIZED TOTAL RETURNS gG[;zzzg;éngiz:jm:;ésl\)ﬁanagement Fees, but Net of

HighMark Plus Composite (Active) Index Plus Composite (Passive)

Current Quarter® 2 98% Current Quarter 2.62%
Blended Benchmark*,** 2.67% Blended Benchmark*,** 2.67%
Year To Date* 7.72% Year To Date® 7.018
Blended Benchmark®,** 6.80% Blended Benchmark*,”* 6.80%
1 Year 7.22% 1 Year 6 76%
Blended Benchmark™* 6.62% Blended Benchmark™* 6.62%
3 Year 4 2%% 3 Year 3 57%
Blended Benchmark™* 3.77% Blended Benchmark** 3.77%
§ Year 3.60% 5 Year 3.21%
Blended Benchmark** 3.38% Blended Benchmark** 3.38%
10 Year 5.25% 10 Year 4 75%
Blended Benchmark** 4.39% Blended Benchmark™ 4.39%

* Returns less than one year are not annuahzed. **Breakdown for Blended Benchmark. From 10/1/2012 - Present 7.5% S&P500
1 5% Russell Mid Cap. 2 5% Russell 2000 1% MSCI EM (net), 2% MSCI EAFE (nel), 52.25% BBG Barclays US Agy 25 75% ICE
BofAML 1-3 Yr US Comp/'Gov't. 2% ICE BofAML US High Yield Master 1i, 0.5% Wilshire REIT, and 5% FTSE 1 Mth T-Bill. From
411/2007 - 9/30/2012. the blended benchmark was 12% S&P 500; 13 Russell 2000, 2% MSCI EAFE (net) 40% ICE BofAML 1-3
Year Corp /Govt. 40% BBG Barclays US Agg, 5% FTSE 1 Mih T-Bill. Prior to April 2007. the blended benchmark was 15% S&P
500 40% ICE BofAML 1-3Yr Corp/Gov, 40% BBG Barclays US Agg, and 5% FTSE 1 Mth T-8ill

ANNUAL RETURNS (Gross of Investment Management Fees, but Net of Embedded

Fund Fees)

HighMark Plus Composite (Active) Index Plus Composite (Passive)
2008 -0 04% 2008 -6 70%
2009 15.59% 2009 10 49%
2010 8.68% 2010 7.87%
2011 2.19% 2011 3.70%
2012 8.45% 2012 6.22%
2013 369% 2013 3.40%
2014 3.88% 2014 4.32%
2015 029% 2015 0.06%
20186 4.18% 2016 375%
2017 6.73% 2017 5.52%
2018 -1.35% 2018 -1.09%

PORTFOLIO FACTS

HighMark Plus {Active) Index Plus {(Passive)

Composite Inception Date 07/2004  Composite Inception Date 07/2004

No of Holdings in Portfolio 18  No of Holdings in Portfolio 12



HOLDINGS
HIGHMARK CAPITAL MANAGEMENT

HighMark Plus (Active) Index Plus (Passive) 350 California Street
Columbia Contrarian Core 13 iShares Core S&P 500 ETF ST féooom’a Ao
Vanguard Growth & Income Adm iIShares S&P 500 Value ETF San Francisco, CA 94104
Dodge & Cox Stock Fund iShares S&P 500 Growth ETF 800-582-4734
Harbor Capital Appreciation - Retirement iShares Russell Mid-Cap ETF
T. Rowe Price Growth Stock -1 Vanguard Real Estate ETF
iShares Russell Mid-Cap ETF iShares Russell 2000 Value ETF ABOUT THE ADVISER
Vanguard Real Estate ETF iShares Russell 2000 Growth ETF HighMark® Capital Management, Inc. (HighMark) has
Undiscovered Managers Behavioral Value-R6 iShares MSCI EAFE ETF nearty 100 years (including predecessor organizations)
. of institutional money management experience with
Victory RS Small Cap Growth - R6 Vanguard FTSE Emerging Markets ETF $7.7 billion in assets under management and $8.3
DFA Large Cap International Portfolio Vanguard Short-Term invest-Grade Adm lbillion in a(sjsets Iundé%f advisergent'. HighMark has a
. . ong term disciplined approach to money management
Dodge & Cox International Stock iShares Core U S Aggregate and currently manages assets for a wide array of
MFS international Growth - R6 First American Government Obligations Z clients.
Hartford Schroders Emerging Markets Eq ABOUT THE PORTFOLIO MANAGEMENT TEAM
Vanguard Short-Term Invest-Grade Adm Andrew Brown, CFA®
PIMCO Total Return Fund - Inst Senior Portfolio Manager
PGIM Total Ret Bond - R6 Investment Experience: since 1994
O Relirn Bond = Holdings are subject to change at the HighMark Tenure: since 1997 LI R
Doublel.ine Core Fixed Income - | discretion of the investment manager Education: MBA, University of Southern California;

First American Government Obligations Z S, WhiThietiy olf S disin it
Salvatore “Tory” Milazzo lll, CFA®
Senior Portfolio Manager
STYLE Investment Experience: since 2004
HighMark Tenure: since 2014
targe Cap Value _ Real Estate Education: BA, Calgate University
Cash  1.8% 0.7%
Intl Stocks 59%
3.1% A

J. Keith Stribling, CFA®

Mid Cap Senior Portfolio Manager
12% Investment Experience: since 1985
Large Cap Growth HighMark Tenure: since 1995
1.8% Education: BA, Stetson University
Large Cap Core
44% Christiane Tsuda
Senior Portfolio Manager
Investment Experience: since 1987
HighMark Tenure: since 2010

Education: BA, International Christian University, Tokyo

Anne Wimmer, CFA®

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2007

Education: BA, University of California, Santa Barbara

Randy Yurchak, CFA®

Senior Portfolio Manager

Investment Experience: since 2002
HighMark Tenure: since 2017

Education: MBA, Arizona State University;
BS, University of Washington

Asset Allocation Committee
Number of Members: 16
Average Years of Experience: 28
Average Tenure (Years): 15

Manager Review Group
Number of Members: 7

Average Years of Experience: 19
Average Tenure (Years): 7

*Assets under management (“AUM") include assets for which
HighMark provides continuous and regular supervisory and
management services. Assets under advisement (*AUA")
include assets for which HighMark provides certain investment
advisory services (including. but not limited to, investment
research and strategies) for client assets of its parent company.
MUFG Union Bank, N.A.
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CAPITAL MANAGEMENT

PARS DIVERSIFIED PORTFOLIOS

MODERATELY CONSERVATIVE

Q2 2019

WHY THE PARS DIVERSIFIED

MODERATELY CONSERVATIVE PORTFOLIO?

Comprehensive Investment Solution
HighMark® Capital Management, Inc.'s (HighMark)
diversified investment portfolios are designed to
balance return expectations with risk tolerance.
Key features include: sophisticated asset allocation
and optimization techniques, four layers of
diversification (asset class, style, manager, and
security), access to rigorously screened, top tier
money managers, flexible investment options, and
experienced investment management.

Rigorous Manager Due Diligence

Our manager review committee utilizes a rigorous
screening process that searches for investment
managers and styles that have not only produced
above-average returns within acceptable risk
parameters, but have the resources and commitment
to continue to deliver these results. We have set high
standards for our investment managers and funds.
This is a highly specialized, time consuming
approach dedicated to one goal: competitive and
consistent performance.

Flexible Investment Options

In order to meet the unique needs of our clients,

we offer access to flexible implementation strategies:
HighMark Plus utilizes actively managed mutual
funds while Index Plus utilizes index-based
securities, including exchange-traded funds. Both
investment options leverage HighMark's active asset
allocation approach.

Risk Management

The portfolio is constructed to control risk through
four layers of diversification — asset classes (cash,
fixed income, equity), investment styles (large cap,
small cap, international, value, growth), managers
and securities. Disciplined mutual fund selection and
monitoring process helps to drive return potential
while reducing portfolio risk

INVESTMENT OBJECTIVE

To provide current income, with

Efficient Frontier

capital appreciation as a A .

b 5 0 apita reciation
secondary objective. The major Balanced eiepes
portion of the assets is Moderate

committed to income-producing
securities. Market fluctuations
should be expected.

Moderately Conservative

Reward (Rate of Return)

Conservative

Risk (Standard Deviation

ASSET ALLOCATION — MODERATELY CONSERVATIVE PORTFOLIO

Strategic Range Policy Tactical
Equity 20 - 40% 30% 31%
Fixed Income 50 - 80% 65% 66%
Cash 0 - 20% 5% 3%

ANNUALIZED TOTAL RETURNS SEGW:%ZZgé(ljn;iz:jm’?:ésl\)/mnagement Fees, but Net of

HighMark Plus Composite (Active) Index Plus Composite (Passive)

Current Quarter 3.10% Current Quarter® 2.83%
Blended Benchmark®,** 2.97% Blended Benchmarlk*,** 2.97%
Year To Date* 9.37% Year To Date* 8.98%
Blended Benchmark®,** 8.90% Blended Benchmarik*,** 8.90%
1 Year 7.01% 1 Year 6.99%
Blended Benchmark** 6.97% Blended Benchmark™* 6.97%
3 Year 5.82% 3 Year 5.10%
Blended Benchmark** 5.40% Blended Benchmark™* 5.40%
5 Year 4 34% 5 Year 4 16%
Blended Benchmark** 4.40% Blended Benchmark** 4.40%
10 Year 6 71% 10 Year 6.24%
Blended Benchmark™* 6.11% Blended Benchmark** 6.11%

* Returns less than one year are not annuahzed **Breakdown for Blended Benchmark From 10/1/2012 - Present: 15 5% S&P500
3% Russell Mid Cap 4 5% Russell 2000 2% MSCI EM (net) 4% MSCI EAFE (net), 49 25% BBG Barclays US Agg, 14% ICE
BofAML 1-3 Yr US CorplGovt 175% ICE BofAML US High Yield Master il 1% Wilshure REIT. and 5% FTSE 1 Mth T-Bill. From
47172007 - 8/30/2012 the blended benchmark was 25% S&P 500 1 5% Russell 2000 3 5% MSC| EAFE (net), 25% ICE BofAML 1
3 Year Corp./Govt. 40% BBG Barclays US Agg. 5% FTSE 1 Mth T-8ill Prior to Apiil 2007 the blended benchmark was 30% S&P
500. 25% ICE BofAML 1-3Yr Com/Gov 40% BBG Barclays US Agg. and 5% FTSE 1 Mth T-Bit

(Gross of Investment Management Fees, but Net of Embedded

ANNUAL RETURNS  Find Fees)
HighMark Plus Composite (Active) Index Plus Composite (Passive)
26008 -5 37% 2008 -12.40%
2009 18.71% 2009 11.92%
2010 10.46% 2010 9.72%
2011 1.75% 2011 3.24%
2012 10.88% 2012 8.24%
2013 7.30% 2013 6 78%
2014 4.41% 2014 5.40%
2015 0.32% 2015 -0.18%
2016 4 94% 2016 5.42%
2017 9.56% 2017 8.08%
2018 -2.60% 2018 -2.33%

PORTFOLIO FACTS

HighMark Plus (Active) Index Plus (Passive)

Composite inception Date 08/2004 Composite Inception Date 05/2005

No of Holdings in Portfolio 18 No of Holdings in Portfolio 12



HOLDINGS

HighMark Plus (Active)

Columbia Contrarian Core 13

Vanguard Growth & Income Adm

Dodge & Cox Stock Fund

Harbor Capital Appreciation - Retirement
T. Rowe Price Growth Stock - 1

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF

Undiscovered Managers Behavioral Value-R6

Victory RS Small Cap Growth - R6

DFA Large Cap International Portfolio
Dodge & Cox International Stock

MFS International Growth - R6

Hartford Schroders Emerging Markets Eq
Vanguard Short-Term Invest-Grade Adm
PIMCO Total Return Fund - Inst

PGIM Total Return Bond - R6
Doubleline Core Fixed Income - |

First American Government Obligations Z

STYLE

Index Plus (Passive)

iShares Core S&P 500 ETF

iShares S&P 500 Value ETF

iShares S&P 500 Growth ETF

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF

iShares Russell 2000 Value ETF
iShares Russell 2000 Growth ETF
iShares MSCI EAFE ETF

Vanguard FTSE Emerging Markets ETF
Vanguard Short-Term Invest-Grade Adm
iShares Core U.S. Aggregate

First American Government Obligations Z

Holdings are subject to change at the
discretion of the investment manager.

HIGHMARK CAPITAL MANAGEMENT

350 California Street
Suite 1600

San Francisco, CA 94104
800-582-4734

ABOUT THE ADVISER

HighMark® Capital Management, Inc. (HighMark) has
nearly 100 years (including predecessor organizations)
of institutional money management experience with
$7.7 billion in assets under management and $8.3
billion in assets under advisement*. HighMark has a
long term disciplined approach to money management
and currently manages assets for a wide array of
clients.

ABOUT THE PORTFOLIO MANAGEMENT TEAM
Andrew Brown, CFA®

Senior Portfolio Manager

Investment Experience: since 1994

HighMark Tenure: since 1997

Education: MBA, University of Southern California;
BA, University of Southern California

Salvatore “Tory” Milazzo lll, CFA®
Senior Portfolioc Manager
Investment Experience: since 2004
HighMark Tenure: since 2014
Education: BA, Colgate University

J. Keith Stribling, CFA®

Senior Portfolioc Manager
Investment Experience: since 1985
HighMark Tenure: since 1995
Education: BA, Stetson University

Christiane Tsuda

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2010

Education: BA, International Christian University, Tokyo

Anne Wimmer, CFA®

Senior Portfolio Manager

{nvestment Experience: since 1987

HighMark Tenure: since 2007

Education: BA, University of California, Santa Barbara

Randy Yurchak, CFA®

Senior Portfolio Manager

Investment Experience: since 2002
HighMark Tenure: since 2017

Education: MBA, Arizona State University;
BS, University of Washington

Asset Allocation Committee
Number of Members: 16
Average Years of Experience: 28
Average Tenure (Years): 15

Manager Review Group
Number of Members: 7

Average Years of Experience: 19
Average Tenure (Years): 7

“Assets under management ("AUM") include assets for which
HighMark provides continuous and regular supervisory and
management services. Assets under advisenient ("AUA")
include assets for which HighMark provides certain investment
advisory services (including, but not limited to, investment
research and strategies) for client assets of its parent company,
MUFG Union Bank, N.A.
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CAPITAL MANAGEMENT

PARS DIVERSIFIED PORTFOLIOS

MODERATE

Q2 2019

WHY THE PARS DIVERSIFIED
MODERATE PORTFOLIO?

Comprehensive Investment Solution
HighMark® Capital Management, Inc.'s (HighMark)
diversified investment portfolios are designed to
balance return expectations with risk tolerance.
Key features include: sophisticated asset allocation
and optimization techniques, four layers of
diversification (asset class, style, manager, and
security), access to rigorously screened, top tier
money managers, flexible investment options, and
experienced investment management.

Rigorous Manager Due Diligence

Our manager review committee utilizes a ngorous
screening process that searches for investment
managers and styles that have not only produced
above-average returns within acceptable risk
parameters, but have the resources and commitment
to continue to deliver these results. We have set high
standards for our investment managers and funds
This is a highly specialized, time consuming
approach dedicated to one goal: competitive and
consistent performance.

Flexible Investment Options

In order to meet the unique needs of our clients,

we offer access to flexible implementation strategies
HighMark Plus utilizes actively managed mutual
funds while Index Plus utilizes index-based
securities, including exchange-traded funds. Both
investment options leverage HighMark's active asset
allocation approach.

Risk Management

The portfolio is constructed to control risk through
four layers of diversification —~ asset classes (cash,
fixed income, equity), investment styles (large cap,
small cap, international, value, growth), managers
and securities. Disciplined mutual fund selection and
monitoring process helps to drive return potential
while reducing portfolio risk

INVESTMENT OBJECTIVE

To provide current income and
moderate capital appreciation.

It is expected that dividend and
interest income will comprise a
significant portion of total return,
although growth through capital
appreciation is equally important.

Efflcient Frontier

Capital Appreciation
Balanced

Moderate

Moderately Conservative

Reward (Rate of Return)

Conservative

Risk (Standard Dewiation)

ASSET ALLOCATION — MODERATE PORTFOLIO

Strategic Range Policy Tactical
Equity 4G - 60% 50% 51%
Fixed Income 40 - 60% 45% 46%
Cash 0 .- 20% 5% 3%

ANNUAL'ZED TOTAL RETU RNS g:ct)’zzé)één'\:lﬁz;nf:ésl\;lanagement Fees, but Net of

HighMark Plus Composite (Active) Index Plus Composite (Passive)

Current Quarter” 3.23% Current Quarter” 2.95%
Blended Benchmark*,** 3.16% Blended Benchmark*,** 3.16%
Year To/Date* 11.74% Year To Date* 11.36%
Blended Benchmark*,*" 11.35% Blended Benchmark*,** 11.35%
1 Year 6.94% 1 Year _ 6 77%
Blended Benchmark** 6.95% Blended Benchmark™* 6.95%
3 Year 7:95% J Year 7 14%
Blended Benchmark** 7.52% Blended Benchmark** 7.52%
5 Year 5 43% 5 Year 5.18%
Blended Benchmark** 5.62% Blended Benchmark** 5.62%
10 Year 8.35% 18 Year 8 08%
Blended Benchmark** 8.18% Blended Benchmark** 818%

" Returns less than one year are not annualized, **Breakdown for Blended Benchmark From 10/1/2012 - Present 26 5% S&P500
5% Russell Mid Cap 7 5% Russelt 2000 3 25% MSCI EM (net) 6% MSCI EAFE (net). 33 50% BBG Barclays US Agg, 10% ICE
BofAML 1-3 Yr US Com/Govt, 1.50% ICE BofAML US High Yield Master 1, 1 75% Wilshire REIT, and 5% FTSE 1 Mth T-Bill. From
11112007 - 9/30/2012 the blended benchmark was 43% S&P 500° 2% Russell 2000 5% MSC) EAFE (net), 15% ICE BofAML 1-3
Year Corp /Govl 30% BBG Barclays US Agg, 5% FTSE 1 Mth T-Bill, Prior to April 2007 the blended benchmark was 50% S&P
500 15% ICE BofAML 1-3Yr Comp/Gov 30% BBG Barclays US Agg, and 5% FTSE 1 Mth T-Bilt

ANNUAL RETURNS f:%;ods?:g;slgwestment Management Fees, but Net of Embedded
HighMark Plus Composite (Active) Index Plus Composite (Passive)
2008 -22.88% 2008 -18 14%
2009 21.47% 2009 16.05%
2010 12.42% 2010 11.77%
2011 0.55% 2011 2.29%
2012 12.25% 2012 10.91%
2013 13.06% 2013 12 79%
2014 4.84% 2014 5.72%
2015 0.14% 2015 -0.52%
2016 6.45% 2016 7.23%
2017 13.19% 2017 11.59%
2018 -4.03% 2018 -4.03%

PORTFOLIO FACTS

HighMark Plus (Active) Index Plus (Passive)

Composite inception Date 10/2004 Composite Inception Date 05/2006

No of Holdings in Portfolio 18 No of Holdings in Portfolio 12



HOLDINGS

HighMark Plus (Active)

Columbia Contrarian Core 13

Vanguard Growth & Income Adm

Dodge & Cox Stock Fund

Harbor Capital Appreciation - Retirement
T. Rowe Price Growth Stock - |

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF
Undiscovered Managers Behavioral Value-R6
Victory RS Small Cap Growth - R6

DFA Large Cap International Portfolio
Dodge & Cox International Stock

MFS International Growth - R6

Hartford Schroders Emerging Markets Eq
Vanguard Short-Term Invest-Grade Adm
PIMCO Total Return Fund - Inst

PGIM Total Return Bond - R6
DoubleLine Core Fixed Income - |

First American Government Obligations Z

STYLE

Index Plus (Passive)

iShares Core S&P 500 ETF

iShares S&P 500 Value ETF

iShares S&P 500 Growth ETF

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF

iShares Russell 2000 Value ETF
iShares Russell 2000 Growth ETF
iShares MSCI| EAFE ETF

Vanguard FTSE Emerging Markets ETF
Vanguard Short-Term Invest-Grade Adm
iShares Core U S. Aggregate

First American Government Obligations Z

Holdings are subject to change at the
discretion of the investment manager

Real Estate

Large Cap Value

59%

/

Cash -

3%

Int! Stocks
10.0%

Mid Cap
4.0%

2.4%

7.6%

HIGHMARK CAPITAL MANAGEMENT

350 California Street
Suite 1600

San Francisco, CA 94104
800-582-4734

ABOUT THE ADVISER

HighMark® Capital Management, Inc. (HighMark) has
nearly 100 years (including predecessor organizations)
of institutional money management experience with
$7.7 billion in assets under management and $8.3
billion in assets under advisement*. HighMark has a
long term disciplined approach to money management
and currently manages assets for a wide array of
clients.

ABOUT THE PORTFOLIO MANAGEMENT TEAM
Andrew Brown, CFA®

Senior Portfolio Manager

Investment Experience: since 1994

HighMark Tenure: since 1897

Education: MBA, University of Southern California;
BA, University of Southern California

Salvatore “Tory” Milazzo lll, CFA®
Senior Portfolio Manager
Investment Experience: since 2004
HighMark Tenure: since 2014
Education: BA, Colgate University

J. Keith Stribling, CFA®

Senior Portfolio Manager
Investment Experience: since 1985
HighMark Tenure: since 1995
Education: BA, Stetson University

Christiane Tsuda

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2010

Education: BA, International Christian University, Tokyo

Anne Wimmer, CFAS

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2007

Education: BA, University of California, Santa Barbara

Randy Yurchak, CFA®

Senior Portfolio Manager

Investment Experience: since 2002
HighMark Tenure: since 2017

Education: MBA, Arizona State University;
BS, University of Washington

Asset Allocation Committee
Number of Members: 16
Average Years of Experience: 28
Average Tenure (Years): 15

Manager Review Group
Number of Members: 7

Average Years of Experience: 19
Average Tenure (Years): 7

*Assets under management ("“AUM’) include assets for which
HighMark provides continuous and reguiar supervisory and
management services. Assets under advisement ("AUA™)
include assets for which HighMark provides certain investment
advisory services (including, but not limited to, investment
research and strategies) for client assets of its parent company,
MUFG Union Bank, N.A.
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CAPITAL MANAGEMENT

PARS DIVERSIFIED PORTFOLIOS

BALANCED

Q2 2019

WHY THE PARS DIVERSIFIED
BALANCED PORTFOLIO?

Comprehensive Investment Solution
HighMark® Capital Management, Inc.'s (HighMark)
diversified investment portfolios are designed to
balance return expectations with risk tolerance.
Key features include: sophisticated asset allocation
and optimization techniques, four layers of
diversification (asset class, style, manager, and
security), access to rigorously screened, top tier
money managers, flexible investment options, and
experienced investment management.

Rigorous Manager Due Diligence

Our manager review committee utilizes a rigorous
screening process that searches for investment
managers and styles that have not only produced
above-average returns within acceptable risk
parameters, but have the resources and commitment
to continue to deliver these results. We have set high
standards for our investment managers and funds.
This is a highly specialized, time consuming
approach dedicated to one goal: competitive and
consistent performance.

Flexible Investment Options

In order to meet the unique needs of our clients,

we offer access to flexible implementation strategies
HighMark Plus utilizes actively managed mutual
funds while Index Plus utilizes index-based
securities, including exchange-traded funds. Both
investment options leverage HighMark's active asset
allocation approach.

Risk Management

The portfolio is constructed to control risk through
four layers of diversification — asset classes (cash,
fixed income, equity), investment styles (large cap,
small cap, international, vatue, growth), managers
and securities. Disciplined mutual fund selection and
monitoring process helps to drive return potential
while reducing portfolio risk

INVESTMENT OBJECTIVE

To provide growth of principal

Effictent Frontier

and income. While dividend and

. . . Capital Appreciation
interest income are an important Batanced

component of the objective’s Moderate

total return, it is expected that
capital appreciation will
comprise a larger portion of the
total return.

Moderately Conservativa

Reward (Rate of Return)

Conservative

Risk (Standard Dewviation)

ASSET ALLOCATION — BALANCED PORTFOLIO

Strategic Range Policy Tactical
Equity 50 — 70% 60% 61%
Fixed Income 30 - 50% 35% 36%
Cash 0 - 20% 5% 3%

Gross of Investment Management Fees, but Net of

(
ANNUALIZED TOTAL RETURNS Embedded Fund Fees)

HighMark Plus Composite (Active) Index Plus Composite (Passive)

Currant Quarter* 3.30% Current Quarter 3104%
Blended Benchmark*,** 3.26% Blended Benchmark* ** 3.26%
Year To Date* 13.04% Year To Date” 12:53%
Blended Benchmark™,** 12.59% Blended Benchmark*,** 12.59%
1 Year 6.82% 1 Year 6.55%
Blended Benchmark** 6.90% Blended Benchmark™** 6.90%
3 Year 9.11% 3 Year 8 09%
Blended Benchmark** 8.58% Blended Benchmark™** 8.58%
5 Year 5.92% 5 Year 5/65%
Blended Benchmark** 6.22% Blended Benchmark** 6.22%
10 Year 9.07% 10 Year 8 89%
Blended Benchmark** 9.28% Blended Benchmark** 9.28%

“ Returns less than one year are nol annualized **Breakdown for Biended Benchmark: From 10/1/2012 - Present 32% S&PS00 6%
Russell Mid Cap, 9% Russell 2000, 4% MSCI EM (nel), 7% MSCI EAFE (net), 27% BBG Barclays US Aqgg, 6 75% ICE BofAML 1-3
Yr US CompiGov't, 1.25% ICE BofANL US High Yield Master Il, 2% Wilshire REIT, and 5% FTSE 1 Mih T-Biil From 4/1/2007
9/30/2012: the blended benchmark was 51% S&P 500; 3% Russell 2000, 6% ASCI EAFE (net). 5% ICE BofAML 1-3 Year
Comp /Govt, 30% BBG Barclays US Agg. 5% FTSE 1 Mth T-Bill, Prior to April 2007: the blended benchmark was 60% S&P 500 5%
ICE BofAML 1-3Yr Corp/Gov. 30% BBG Barclays US Agg, and 5% FTSE 1 Mth T-Bill,

ANNUAL RETU RNS f:(f‘:\%si:éslr;vestment Management Fees, but Net of Embedded
HighMark Plus Composite (Active) Index Plus Composite (Passive)
2008 -25.72% 2008 -23.22%
2009 21.36% 2009 17.62%
2010 14.11% 2010 12 76%
2011 -0.46% 2011 1.60%
2012 13.25% 2012 11.93%
2013 16.61% 2013 15.63%
2014 4.70% 2014 6.08%
2015 0.04% 2015 -0.81%
2016 6.81% 2016 8.25%
2017 15.46% 2017 13.39%
2018 -4.88% 2018 -5.05%

PORTFOLIO FACTS

HighMark Plus (Active) Index Plus (Passive)

Composite Inception Date 10/2006 Composite Inception Date 10/2007

No of Holdings in Portfolio 18 No of Holdings in Portfolio 12



HOLDINGS HIGHMARK CAPITAL MANAGEMENT

HighMark Plus (Active) Index Plus (Passive) 350 California Street
Cotumbia Contrarian Core I3 iShares Core S&P 500 ETF Suite ;aéooornla ree
Vanguard Growth & Income Adm IShares S&P 500 Value ETF San Francisco, CA 94104
Dodge & Cox Stock Fund iShares S&P 500 Growth ETF 800-582-4734
Harbor Capital Appreciation - Retirement iShares Russell Mid-Cap ETF
T. Rowe Price Growth Stock - | Vanguard Real Estate ETF
iShares Russell Mid-Cap ETF iShares Russell 2000 Value ETF ABOUT THE ADVISER
Vanguard Real Estate ETF iShares Russell 2000 Growth ETF HighMark® Capital Management, Inc. (HighMark) has
Undiscovered Managers Behavioral Value-R6 iShares MSCI EAFE ETF nearly 100 years (including predecessor arganizalions)
. of institutional money management experience with
Victory RS Small Cap Growth - R6 Vanguard FTSE Emerging Markets ETF $7.7 billion in assets under management and $8.3
DFA Large Cap International Portfolio Vanguard Short-Term Invest-Grade Adm IbiIIion in 335815 Illndsf advisement®. HighMark has a
" . ong term disciplined approach to money management
Dodge & Cox International Stock iShares Core U S. Aggregate and currently manages assels for a wide array of
MFS International Growth - R6 First American Government Obligations Z clients.
oA TR RN SR ABOUT THE PORTFOLIO MANAGEMENT TEAM
Vanguard Short-Term Invest-Grade Adm Andrew Brown, CFA®
PIMCO Total Return Fund - Inst Senior Portfolio Manager
PGIM Total R Bond - R6 Investment Experience: since 1994
e Holdings are subject to change at the HighMark Tenure: since 1997 g
DoubleLine Core Fixed Income - | discretion of the investment manager Education: MBA, University of Southern California;

First American Government Obligations Z 5%, VeIl @ sl Callit e
Salvatore “Tory” Milazzo lll, CFA®
Senior Portfolio Manager
Investment Experience: since 2004

STYLE HighMark Tenure: since 2014

Education: BA, Colgate University

J. Keith Stribling, CFA®

Senior Portfolio Manager
Investment Experience: since 1985
HighMark Tenure: since 1995
Education: BA, Stetson University

Christiane Tsuda

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2010

Education: BA, International Christian University, Tokyo

Anne Wimmer, CFA®
Senior Portfolio Manager
N Investment Experience: since 1987
/ HighMark Tenure: since 2007
Education: BA, University of California, Santa Barbara

Randy Yurchak, CFA®

Senior Portfolio Manager

Investment Experience: since 2002
HighMark Tenure: since 2017

Education: MBA, Arizona State University;
BS, University of Washington

Asset Allocation Committee
Number of Members: 16
Average Years of Experience: 28
Average Tenure (Years): 15

Manager Review Group
Number of Members: 7

Average Years of Experience: 19
Average Tenure (Years). 7

“Assets under management (“AUM") include assets for which
HighMark provides continuous and regular supervisory and
management services. Assets under advisement ("AUA")
include assets for which HighMark provides certain investment
advisory services (including, but nol ted to, investment
research and strategies) for client assels of its parent company,
MUFG Union Bank, N.A.
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CAPITAL MANAGEMENT

PARS DIVERSIFIED PORTFOLIOS

CAPITAL APPRECIATION

Q2 2019

WHY THE PARS DIVERSIFIED
CAPITAL APPRECIATION PORTFOLIO?

Comprehensive Investment Solution
HighMark® Capital Management, Inc.'s (HighMark)
diversified investment portfolios are designed to
balance return expectations with risk tolerance.
Key features include: sophisticated asset allocation
and optimization techniques, four layers of
diversification (asset class, style, manager, and
security), access to rigorously screened, top tier
money managers, flexible investment options, and
experienced investment management.

Rigorous Manager Due Diligence

Our manager review committee utilizes a rigorous
screening process that searches for investment
managers and styles that have not only produced
above-average returns within acceptable risk
parameters, but have the resources and commitment
to continue to deliver these results. We have set high
standards for our investment managers and funds.
This is a highly specialized, time consuming
approach dedicated to one goal: competitive and
consistent performance.

Flexible Investment Options

In order to meet the unique needs of our clients,

we offer access to flexible implementation strategies
HighMark Plus utilizes actively managed mutual
funds while Index Plus utilizes index-based
securities, including exchange-traded funds. Both
investment options leverage HighMark's active asset
allocation approach.

Risk Management

The portfolio is constructed to control risk through
four layers of diversification — asset classes (cash,
fixed income, equity), investment styles (large cap,
small cap, international, value, growth), managers
and securities. Disciplined mutual fund selection and
monitoring process helps to drive return potential
while reducing portfolio risk

INVESTMENT OBJECTIVE

To provide growth of principal.
The major portion of the assets
are invested in equity securities
and market fluctuations are
expected.

Efficient Frontier

Capital Appreciation
Balanced

Moderately Conservative

Reward {Rate of Return)

Conservative

Risk {Standard Deviation)

ASSET ALLOCATION — CAPITAL APPRECIATION PORTFOLIO

Strategic Range Policy Tactical
Equity 65 - 85% 75% 76%
Fixed Income 10 - 30% 20% 22%
Cash 0-20% 5% 2%

(Gross of Investment Management Fees, but Net of

ANNUALIZED TOTAL RETURNS &mbedded Fund Fees)

Consolidated Composite

Current Quarter® 3.32%
Blended Benchmark™,** 3.37%
Year To Date* : 14.55%
Blended Benchmark™,** 14.34%
1 Year 6.61%
Blended Benchmark** 6.65%
3 Year 10,10%
Blended Benchmark™* 10.10%
5 Year 6.62%
Blended Benchmark** 6.94%
10 Year 9.93%
Blended Benchmark** 10.66%

* Retums less thanone year are not annuahzed **Breakdown for Blended Benchmark 39 5% S&P500 7 5% Russell Mid Cap
10.5% Russell 2000 525% MSCI EM {net). 10 25% MSCI EAFE (nel) 16% BBG Barclays US Agg 3% ICE BofAML 1-3 Yr US
CompfGovt 1% ICE BolAML US High Yield Master Il 2% Wilshire REIT and 5% FTSE 1 Mth T-Bill

(Gross of Investment Management Fees, but Net of Embedded

ANNUAL RETURNS  Flnd Fees)
Consolidated Composite
2008 NFA
2009 2377%
2010 12 95%
2011 -1.35%
2012 1387%
2013 20.33%
2014 6.05%
2015 -0.27%
20186 8.81%
2017 16.72%
2018 -5.82%

PORTFOLIO FACTS

Consolidated Composite
Composite Inception Date 01/2009
No of Holdings in Portfolio 18



HOLDINGS

HighMark Plus (Active)

Columbia Contrarian Core 13

Vanguard Growth & Income Adm

Dodge & Cox Stock Fund

Harbor Capital Appreciation - Retirement
T. Rowe Price Growth Stock - |

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF

Undiscovered Managers Behavioral Value-R6

Victory RS Small Cap Growth - R6

DFA Large Cap International Portfolio
Dodge & Cox International Stock

MFS International Growth - R6

Hartford Schroders Emerging Markets Eq
Vanguard Short-Term Invest-Grade Adm
PIMCO Total Return Fund - Inst

PGIM Total Return Bond - R6
Doubleline Core Fixed Income - |

First American Government Obligations Z

STYLE

Index Plus (Passive)

i1Shares Core S&P 500 ETF

iShares S&P 500 Value ETF

iShares S&P 500 Growth ETF

iShares Russell Mid-Cap ETF

Vanguard Real Estate ETF

iShares Russell 2000 Value ETF
iShares Russell 2000 Growth ETF
iShares MSCI| EAFE ETF

Vanguard FTSE Emerging Markets ETF
Vanguard Short-Term Invest-Grade Adm
iShares Core U.S. Aggregate

First American Government Obligations Z

Holdings are subject to change at the
discretion of the investment manager.

HIGHMARK CAPITAL MANAGEMENT

350 California Street
Suite 1600

San Francisco, CA 94104
800-582-4734

ABOUT THE ADVISER

HighMark™ Capital Management, Inc. (HighMark) has
nearly 100 years (including predecessor organizations)
of institutional money management experience with
$7.7 billion in assets under management and $8.3
billion in assets under advisement*. HighMark has a
long term disciplined approach to money management
and currently manages assets for a wide array of
clients.

ABOUT THE PORTFOLIO MANAGEMENT TEAM
Andrew Brown, CFA®

Senior Portfolio Manager

Investment Experience: since 1994

HighMark Tenure: since 1997

Education: MBA, University of Southern California;
BA, University of Southern California

Salvatore “Tory” Milazzo lil, CFA®
Senior Portfolio Manager
Investment Experience: since 2004
HighMark Tenure: since 2014
Education: BA, Colgate University

J. Keith Stribling, CFA®

Senior Portfolio Manager
Investment Experience: since 1985
HighMark Tenure: since 1995
Education: BA, Stetson University

Christiane Tsuda

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2010

Education: BA, International Christian University, Tokyo

Anne Wimmer, CFA®

Senior Portfolio Manager

Investment Experience: since 1987

HighMark Tenure: since 2007

Education: BA, University of California, Santa Barbara

Randy Yurchak, CFA®

Senior Portfolio Manager

Investment Experience: since 2002
HighMark Tenure: since 2017

Education: MBA, Arizona State University;
BS, University of Washington

Asset Allocation Committee
Number of Members: 16
Average Years of Experience: 28
Average Tenure (Years): 15

Manager Review Group
Number of Members: 7

Average Years of Experience: 19
Average Tenure (Years): 7

*Assets under management ("“AUM") include assets for which
HighMark provides continuous and regular supervisory and
management services. Assets under advisement ("FAUA")
include assets for which HighMark provides certain investment
advisory services (including, but not limited to, invesiment
research and strat| for chent assets of its parent company.
MUFG Union Ban|




STAFF REPORT

Meeting Date:  August 22, 2019
To: Finance and Audit Committee
From: Jeff S. Muir, Director of Finance
Tatiana Szerwinski, Assistant Director of Finance
Subject: Pension Unfunded Liability Amortization Strategies

Attachments: 1. Amortization Schedule

INTRODUCTION

The City has received its most recent actuarial valuations from CalPERS as of June 30, 2018 for
its Miscellaneous and Safety plans. These reports have fully recognized the reduction of the
discount rate to 7.0%. Currently the Unfunded Accrued Liability (“UAL") figures are as follows:

Miscellaneous $107.6M
Safety $173.2M
Total $280.8M

The current combined amortization schedule to pay down the UAL extends to 2043. If the City
made the required annual payments it would pay approximately $540 million over this period, with
over $255 million being interest (CalPERS uses its discount rate of 7% as the interest rate).

Based on recommendations from the Blue Ribbon Committee on Unfunded Liabilities, during the
Fiscal Year 2019-20 budget process the City Council authorized an additional $5 million towards
pension funding. This $5 million is assumed to continue in the General Fund Forecast.

DISCUSSION

Staff has determined that by leveraging the additional $5 million per year and the $23 million
placed in the Section 115 Trust for pension purposes (in addition to the existing required
amortization payments), the City could commit to paying off the unfunded liability for the
Miscellaneous Plan in 10 years, and the Safety Plan in 15 years. This would result in nearly $97
million in gross savings versus the current amortization schedule (assuming no changes to
CalPERS assumptions, expected returns, and discount rate).

Staff will make a presentation with this item to further illustrate this scenario.



FISCAL IMPACT

The strategy presented for accelerating the amortization of the unfunded pension liability would
not require additional financial commitment beyond what the City Council has already authorized
and could result in $97 million in gross savings (assuming no changes to CalPERS assumptions,

expected returns, and discount rate).

RECOMMENDATION

Staff recommends that the City Council Audit and Finance Committee Liaisons review and provide
direction on the accelerated amortization of the pension unfunded liability.

S. Muir
Approved By

.
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