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AGENDA 

 
 

Date: May 4, 2018 
 
 
The regular meeting of the Dallas Police and Fire Pension System Board of Trustees will be held 
at 1:00 p.m. on Thursday, May 10, 2018, in the Second Floor Board Room at 4100 Harry 
Hines Boulevard, Dallas, Texas. Items of the following agenda will be presented to the Board: 
 
A. MOMENT OF SILENCE 

 
 

B. CONSENT AGENDA 
 
  1. Approval of Minutes 
 

Regular meeting of April 12, 2018 
 
  2. Approval of Refunds of Contributions for the Month of April 2018 
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  3. Approval of Estate Settlements 
 
  4. Approval of Survivor Benefits 
 
  5. Approval of Service Retirements 
 
  6. Approval of Alternate Payee Benefits 
 
  7. Approval of Payment of DROP Revocation Contributions 
 

 
C. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR INDIVIDUAL 

CONSIDERATION 
 
  1. Possible Portfolio Rebalancing 
 
  2. Securities Lending Review 
 
  3. Formation of the Investment Advisory Committee 
 
  4. Survivor Benefits 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.071 of the Texas Government Code. 
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  5. Disability Earnings Test 
 
  6. 2017 Final Budget Review 
 
  7. First Quarter 2018 financial statements 
 
  8. Chief Investment Officer selection 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.074 of the Texas Government Code. 

 
  9. Board meeting start time for July through December 2018 
 
10. Legal issues 

 
Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.071 of the Texas Government Code. 
 
a. Claims against fiduciaries and other third-party advisors 
b. Eddington, et.al. v. DPFP, et.al. 

 
11. Board approval of Trustee education and travel 

 
a. Future Education and Business-related Travel 
b. Future Investment-related Travel  
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12. Hardship Requests from DROP Members 
 

Portions of the discussion under this topic may be closed to the public under the terms 
of Section 551.078 of the Texas Government Code. 

 
 
D. BRIEFING ITEMS 

 
  1. Reports and concerns of active members and pensioners of the Dallas Police and 

Fire Pension System 
 
  2. Executive Director’s report 

 

a. Associations’ newsletters 
• NCPERS Monitor (April 2018) 

b. House Pension Committee hearing 
c. Chief Financial Officer update 
d. June Board meeting start time 

 
 
 
 
 
The term “possible action” in the wording of any Agenda item contained herein serves as notice that the Board may, as permitted by the Texas Government Code, Section 551, in its discretion, 
dispose of any item by any action in the following non-exclusive list: approval, disapproval, deferral, table, take no action, and receive and file. At the discretion of the Board, items on this 
agenda may be considered at times other than in the order indicated in this agenda. 
 

At any point during the consideration of the above items, the Board may go into Closed Executive Session as per Texas Government Code, Section 551.071 for consultation with attorneys, 
Section 551.072 for real estate matters, Section 551.074 for personnel matters, and Section 551.078 for review of medical records. 
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Regular Board Meeting – Thursday, May 10, 2018 

 
ITEM #A 

 
MOMENT OF SILENCE 

 

In memory of our Members and Pensioners who recently passed away 
 

(April 3, 2018 – April 30, 2018) 
 

NAME ACTIVE/ 
RETIRED 

DEPARTMENT DATE OF DEATH 

William R. Perry 

Darla Sebastian 

John P. Hollingsworth 

Douglas Collins 

Reubin A. Chambers 

Kennith K. Anderson 

Thomas H. Vannoy, Jr. 

Rogelio Santander 

James R. Pool 

Retired 

Retired 

Retired 

Retired 

Retired 

Retired 

Retired 

Active 

Retired 

Police 

Fire 

Police 

Police 

Fire 

Police 

Police 

Police 

Police 

Apr. 3, 2018 

Apr. 7, 2018 

Apr. 8, 2018 

Apr. 18, 2018 

Apr. 20, 2018 

Apr. 23, 2018 

Apr. 24, 2018 

Apr. 25, 2018 

Apr. 30, 2018 
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Dallas Police and Fire Pension System 

Thursday, April 12, 2018 

8:30 a.m. 

4100 Harry Hines Blvd., Suite 100 

Second Floor Board Room 

Dallas, TX 
 

 

Regular meeting, William F. Quinn, Chairman, presiding: 

 

ROLL CALL 

 

Board Members 

 

Present at 8:30 a.m. William F. Quinn, Nicholas A. Merrick, Samuel L. Friar, Ray Nixon, 

Gilbert A. Garcia, Frederick E. Rowe, Joseph P. Schutz, Kneeland 

Youngblood 

 

Present at 8:33 a.m. Tina Hernandez Patterson 

 

Present at 8:49 a.m. Blaine Dickens 

 

Absent: Robert C. Walters 

 

Staff Kelly Gottschalk, Josh Mond, John Holt, Damion Hervey, Cynthia 

Thomas, Ryan Wagner, Milissa Romero, Greg Irlbeck, Linda Rickley 

 

Others Chuck Campbell (via telephone), Leandro Festino, Alexandra 

Wallace, Aaron Lally, Jeff Williams, Jill Svoboda, Rachel Pierson, 

Janis Elliston, David Elliston, Darryl Wachsman, Carolyn Freeman, 

James Freeman, Jerry M. Rhodes, David Waks, Zaman Hemani 

 

*  *  *  *  *  *  *  * 

 

The meeting was called to order at 8:30 a.m. 

 

*  *  *  *  *  *  *  * 

 

 

A. MOMENT OF SILENCE 

 

The Board observed a moment of silence in memory of active police officers Edward 

C. Gilliam, Tammy R. Huel, active firefighters Brian J. McDaniel, Randell E. Willmon, 

Angie Wilson, retired police officers Daniel L. Carpenter, Walter R. Colvin, Milton R. 

Jarvis, Charles H. King, Jr., Ronald E. Dummer, and retired firefighters C. E. Duncan, 

Robert P. McMahan, Paul L. Anderson, Ryle E. Sexton, Lewis D. Eppes. 

 

No motion was made. 
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*  *  *  *  *  *  *  * 

 

 

B. CONSENT AGENDA 

 

  1. Approval of Minutes 

 

 Regular meeting of March 8, 2018 

 

  2. Approval of Refunds of Contributions for the Month of March 2018 

 

  3. Approval of Activity in the Deferred Retirement Option Plan (DROP) for 

April 2018 

 

  4. Approval of Estate Settlements 

 

  5. Approval of Survivor Benefits 

 

  6. Approval of Service Retirements 

 

  7. Approval of Payment of DROP Revocation Contributions 

 

  8. Approval of Payment of Military Leave Contributions 

 

  9. Denial of Hardship Requests 

 

After discussion, Mr. Garcia made a motion to approve the minutes of the meeting of 

March 8, 2018.  Mr. Youngblood seconded the motion, which was unanimously 

approved by the Board.  Mr. Dickens and Ms. Hernandez Patterson were not present 

for the vote. 

 

After discussion, Mr. Youngblood made a motion to approve the remaining items on 

the Consent Agenda, subject to the final approval of the staff.  Mr. Garcia seconded the 

motion, which was unanimously approved by the Board.  Mr. Dickens was not present 

for the vote. 

 

*  *  *  *  *  *  *  * 
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C. DISCUSSION AND POSSIBLE ACTION REGARDING ITEMS FOR 

INDIVIDUAL CONSIDERATION 

 

  1. January 1, 2018 Actuarial Valuation assumptions 

 

Jeff Williams, of Segal Consulting, the Board’s actuary, reviewed the 

assumptions used in the January 1, 2017 actuarial valuation and recommended no 

changes in the assumptions to be used in preparing the January 1, 2018 actuarial 

valuation reports for the Plan and the Supplemental Plan. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

  2. Investment Consultant finalist 

 

Ms. Gottschalk stated that at the March 8, 2018 Board meeting, the Chairman 

appointed a sub-committee to hold in-person interviews with three investment 

consultant candidate firms. After holding the interviews, the sub-committee and 

staff jointly selected Meketa Investment Group as the finalist to be interviewed 

by the full Board, subject to the staff conducting an on-site due diligence visit. 

 

Leandro Festino, Managing Principal, Alexandra Wallace, Principal, and Aaron 

Lally, Executive Vice President, were present from Meketa Investment Group.  

They provided an overview of their firm, team, resources and capabilities to the 

full Board as part of the interview. 

 

After discussion, Mr. Youngblood made a motion to hire Meketa Investment 

Group as the Investment Consultant for DPFP and to authorize the Executive 

Director to enter into an investment management agreement with Meketa.  Ms. 

Hernandez Patterson seconded the motion, which was passed by the following 

vote: 

For: Youngblood, Hernandez Patterson, Quinn, Merrick, Friar, Dickens, 

Rowe, Schutz 

Against: None 

Abstain: Garcia and Nixon 

 

*  *  *  *  *  *  *  * 
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  3. Investment-related items 

 

a. Consideration of the liquidation of GAA asset class 

b. Consideration of the redeployment of excess cash 

 

The staff discussed the above investment-related items with the Board. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

  4. Investment watchlist criteria 

 

At the March 8, 2018 Board meeting, the Board requested a briefing on the 

investment manager “watchlist" policy.  Staff provided a review of the 

Investment Monitoring section of the current Investment Policy Statement and 

discussed the investment “watchlist” criteria with the Board. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

  5. 2017 audit plan 

 

Jill Svoboda, Partner, and Rachel Pierson, Manager, representatives of BDO, 

DPFP’s external independent audit firm, presented their audit plan for the year 

ending December 31, 2017. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

  6. Appointment of Audit Committee 

 

Ms. Gottschalk stated that the Committee Policy and Procedure provides for the 

appointment by the Chairman and confirmation by the Board of an Audit 

Committee and that the Audit Committee meet privately with the independent 

auditor, without DPFP staff present, at a minimum on an annual basis.  The audit 

process is underway and the audit is expected to be finalized in June or July 

depending on the timing of the receipt of material asset audited financial 

statements and the actuarial valuation. 
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  6. Appointment of Audit Committee  (continued) 

 

The Chairman nominated the following members for the Audit Committee:  Bill 

Quinn (Chair), Nick Merrick, Gilbert Garcia. 

 

After discussion, Mr. Youngblood made a motion to confirm the appointment of 

the following members of the Audit Committee:  Bill Quinn (Chair), Nick 

Merrick, Gilbert Garcia.  Ms. Hernandez Patterson seconded the motion, which 

was unanimously approved by the Board. 

 

*  *  *  *  *  *  *  * 

 

  7. Board Agenda Planning Calendar  

 

Ms. Gottschalk presented the Board Agenda Planning Calendar and discussed the 

anticipated major agenda items for the remainder of the year. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

Mr. Nixon left the meeting at 12:00 p.m. 

 

*  *  *  *  *  *  *  * 

 

  8. Repeal of Board Resolution Relating to Section 6.063 of Article 6243a-1 and 

Amendment of DROP Policy 

 

The Board went into a closed executive session – legal at 8:58 a.m. 

 

The meeting was reopened at 9:31 a.m. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

  9. USERRA update 

 

Mr. Quinn updated the Board on the status of his discussions with the City of 

Dallas regarding contributions pursuant to USERRA. 

 

No motion was made. 

 

*  *  *  *  *  *  *  *  
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10. Legal issues 

 

a. Claims against fiduciaries and other third-party advisors 

b. Degan et al. v. DPFP (Federal suit) 

c. DPFP v. The Townsend Group and Gary Lawson 

 

The Board went into a closed executive session – legal at 12:14 p.m. 

 

The meeting was reopened at 12:27 p.m. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

11. Board approval of Trustee education and travel 

 

No discussion was held and no motion was made regarding Trustee education 

and travel. 

 

*  *  *  *  *  *  *  * 

 

12. Hardship Requests from DROP Members 

 

No discussion was held and no motion was made regarding hardship requests 

from DROP members. 

 

*  *  *  *  *  *  *  * 

 

13. Minimum Educational Training Requirements 

 

The Executive Director discussed the Minimum Educational Training 

Requirements and the timing of training with the Board. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

D. BRIEFING ITEMS 
 

  1. Reports and concerns of active members and pensioners of the Dallas Police 

and Fire Pension System 

 

No active member or pensioner requested to address the Board with concerns. 
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*  *  *  *  *  *  *  * 

 

  2. Executive Director’s report 

 

a. Associations’ newsletters 

• NCPERS Monitor (March 2018) 

• NCPERS PERSist (Spring 2018) 

b. Employee Service Award 

c. Chief Financial Officer recruitment update 

d. Chief Investment Officer recruitment update 

e. State Affairs Committee Hearing 

 

Ms. Gottschalk presented the Executive Director’s report.  She stated that John 

Holt, Information Technology Manager, had been recognized for 30 years of 

service to the City of Dallas and Dallas Police & Fire Pension System. 

 

No motion was made. 

 

*  *  *  *  *  *  *  * 

 

 

Ms. Gottschalk stated that there was no further business to come before the Board.  On a 

motion by Mr. Garcia and a second by Ms. Hernandez Patterson, the meeting was adjourned 

at 12:33 p.m. 

 

 

 

 

_______________________ 

William F. Quinn 

Chairman 

 

 

ATTEST: 

 

 

 

 

_____________________ 

Kelly Gottschalk 

Secretary 
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DISCUSSION SHEET 

Regular Board Meeting – Thursday, May 10, 2018 

 
ITEM #C1 

 
 

Topic: Possible Portfolio Rebalancing 
 

Attendees: Leandro Festino, Managing Principal - Meketa Investment Group 
Alexandra Wallace, Principal - Meketa Investment Group 
Aaron Lally, Executive Vice President - Meketa Investment Group 
 

Discussion: The Board approved engaging Meketa Investment Group as DPFP’s investment consultant at 
the April 12, 2018 Board meeting.  Meketa will discuss liquidating the Global Asset Allocation 
(GAA) portfolio and using the proceeds to invest into a Safety Reserve portfolio comprised of 
Short-Term Core Bonds and Cash. The GAA portfolio is composed of three sub-asset classes: 
Risk Parity, GTAA, and Absolute Return. The GAA portfolio represents approximately 7% 
of DPFP’s assets. The Safety Reserve portfolio, with a target allocation of 15%, is designed 
to be able to pay approximately 2.5 years of net benefit outflows and operating expenses. The 
Safety Reserve portfolio would include a 12% allocation to Short-Term Core Bonds, which 
are currently managed by Income Research + Management in a separate account, and a 3% 
allocation to Cash. 

 
Staff 
Recommendation: In light of the need to allow the newly engaged investment consultant and a new Chief 

Investment Officer to make permanent recommendations with respect to the asset allocation 
and the Investment Policy Statement, move to suspend portions of the Investment Policy 
Statement specifically (i) to allow for GAA to be fully liquidated, (ii) to allow for a 15% 
allocation to be invested in a combination of approximately 12% allocation to IR+M and 
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DISCUSSION SHEET 

Regular Board Meeting – Thursday, May 10, 2018 

 
 

ITEM #C1 
(continued) 

 
 

approximately 3% allocation to cash, and (iii) to remove the authority and requirement for 
staff to rebalance under the Investment Policy Statement and require staff and Meketa to seek 
the Board’s approval on any rebalancing needs, including if the Safety Reserve allocation is 
in excess of 15% of the portfolio, until the Board has approved new long-term strategic asset 
allocation targets. 
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Dallas Police and Fire Pension System 

Meketa May 10th Meeting Materials  
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Dallas Police and Fire Pension System 

Meketa May 10th Meeting Materials 

 

 

Pr epar ed by Meketa Investment Gr oup 

1. Concept of Safety Reserve - Why, how, and what size 

2. Termination of GAA – Best source of funds for Safety Reserve  

3. IR+M Fee Reduction – Current flat fee (0.18%) to sliding scale (reduced to 0.07% on assets over $100 mm) 

4. Modification to Investment Policy Statement – approval to increase short-term bonds and cash to 15% 

5. Summary 

6. Appendix 
 

Page 2 of 22 
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Pr epar ed by Meketa Investment Gr oup 

Executive Summary 

 We recommend DPFP creates a Safety Reserve® portfolio primarily of short-term core bonds and cash.  

What is a Safety Reserve®? 

 A Safety Reserve® portfolio is a mix of high quality, low volatility, short duration fixed income instruments and 
cash.  It is established to meet ongoing expenses and benefit payments, ensuring that no other assets would 
need to be sold at a potentially inopportune time/price during a market correction.  

Why is it Necessary for DPFP? 

 As discussed during the consultant search process in March and April 2018, DPFP cannot tolerate large 
drawdowns without a hit to its corpus (as assets go down and withdrawals take place, the corpus becomes 
much smaller, so any rebound may not be meaningful in dollar terms). The higher the net cash outflow 
projection and the lower the funded status, the greater the downside protection needed.     
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Dallas Police and Fire Pension System 

Meketa May 10th Meeting Materials 

 

 

Pr epar ed by Meketa Investment Gr oup 

What is the Recommended Size and Composition?   

 Typically Meketa Investment Group recommends enough capital to pay for approximately three years of net 
expected benefit payments and operating expenses. 

 While the exact duration is not an exact science we can use recent history as a guide for an extreme market 
environment when a Safety Reserve® portfolio would have been beneficial.  The global financial crisis was 
roughly 1.5 years in duration before equity markets rebounded.  To be conservative we recommend 
maintaining at least one additional year’s worth of expected outflows in the Safety Reserve®.  

 Staff indicated DPFP’s net cash outflow is expected to be about 6% per year for the foreseeable future. 

 Based on analysis from Staff in consultation with the actuary, the estimated net benefit payments for the next 
2.5 years is approximately $292 million.  

 If you add in an estimate of $9.1 million per year in operating expenses, the total expected outflows for DPFP 
over the next 2.5 years are $315 million ($9.1 million x 2.5 yrs + $292 million = $315 million). 

 We recommend adopting a 15% target allocation to Safety Reserve®.  While DPFP’s total market value will 
fluctuate, 15% of current assets (15% x $2.074 billion = $311 million) is quite close to the estimated 
$315 million needed for next 2.5 years. 

 We recommend 3% be allocated to cash and 12% to short term bonds.   

- The J.P. Morgan cash account pays a 1.35% interest rate on $60 million, per the stated agreement.  
This cash account offers zero volatility and is the most conservative of all DPFP investments. 

- Short-term core bonds have small standard deviations, but can earn twice as much as the cash 
account on a long term basis (IR+M current YTM is approximately 2.7%).  

 Meketa Investment Group is prepared to work with Staff and the Board to determine the appropriate 
rebalancing schedule for replenishing the Safety Reserve®.   
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Dallas Police and Fire Pension System 

Meketa May 10th Meeting Materials 

 

 

Pr epar ed by Meketa Investment Gr oup 

Composition of Safety Reserve 

Asset Class 

Current1/Recommended                       
Amount 
 ($ mm) 

Current/Recommended                                  
% of DPFP  

JPM cash account yielding 1.35%   60 / 60 3.0 / 3.0 

Excess cash at JPM – in lower yielding STIF account:  54 / 0 2.6 / 0.0 

GAA   145 / 0 7.0 / 0.0 

Short-term bonds (IR+M account) 50 / 251 2.4 / 12.0 

Total Safety Reserve2   164 / 311 8 / 15 

 

 

 

                                                 
1  Based on preliminary April 25, 2018 net asset values provided by Staff. 
2   Total current Safety  Reserve does not include GAA.  
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Dallas Police and Fire Pension System 

Meketa May 10th Meeting Materials 

 

 

Pr epar ed by Meketa Investment Gr oup 

Source of Proceeds for Safety Reserve 

 As of mid-April 2018, DPFP’s cash and short term bond position accounts for approximately 8% of the plan’s 
assets, enough to cover about sixteen months’ worth of net cash outflows.  The remaining portfolio is exposed 
to a variety of risks (credit, growth, illiquidity, etc.).   

 After reviewing DPFP’s manager line-up, we view the assets in the GAA portfolio (currently 7% of assets) as 
the most appropriate source of funding for the balance of the Safety Reserve® portfolio. 

 On its own, the current GAA portfolio may not meaningfully diversify the Fund, as most asset types owned in 
these portfolios (equities, bonds, currencies, etc.) are already present in other DPFP strategies. 

 GAA portfolios are costly and may not be able to produce consistent, uncorrelated, strong risk-adjusted, 
net-of-fee returns.   

Trailing Returns as of December 31, 2017 

 
1 YR 

(%) 

3 YR 

(%) 

5 YR 

(%) 

10 YR 

(%) 

DPFP GAA Portfolio 8.4 5.3 4.8 4.1 

60%  MSCI ACWI Index/40%  Barclays Global Agg 17.1 6.5 6.8 4.3 

Excess Returns -8.7 -1.2 -2.0 -0.2 

 Eliminating the GAA strategies will simplify portfolio oversight for the Board and Staff. 

 While the current strategies are all run by well established firms, they carry some headline risk. 
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Current Exposure from GAA 

 Most asset types within the GAA portfolio1 are already present in other strategies. 

 

 “Other” is Global Macro, Special Opportunities, Event Driven and Mean Reversion strategies (GMO).  

                                                 
1  Analy sis excludes the Bridgewater Pure Alpha strategy which represents approximately 24% of the total GAA portfolio.   
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Rebalance Options 

 We recommend terminating the four strategies in the GAA allocation and reallocating the proceeds into the 
IR+M portfolio.  Another option the Board could consider is using a short-term core bond index fund. 

Terminations 
Current Weight1 

(%) Manager 
Current Dollar Amount1 

($ mm) 
Current Fee 

(%) 
Current Fee 

($) 

Risk Parity 4 Bridgewater All Weather and Putnam 83.7 0.52 438,224 

GTAA 1 GMO 23.8 1.00 237,999 

Absolute Return 2 Bridgewater Pure Alpha 34.8 3.00 1,042,780 

Total Expected Proceeds 7  142.3 1.21 1,719,003 

Rebalance Targets 

Rebalance Target 
Rebalance Amount 

(%) Manager 
Dollar Amount 

($ mm) 
Fee 
(%) 

Estimated Fee 
($) 

Short-Term Core Bonds 7 IR+M2  142.3 0.081 114,579 

   Change in Annual Mgmt Fees - ->>> -1,604,424 

                                                 
1  Based on preliminary  April 25, 2018 net asset v alues provided by Staff. Analy sis does not factor in additional potential fee sav ings by eliminating the possibility of performance based fees (20% performance fee on Bridgew ater Pure Alpha and 

10% for Bridgew ater All Weather). 
2  Low er fee schedule is 0.18% on first $50 mm, 0.10% on the nex t $50 mm, and 0.07% on balance.  For this analysis we assume the first $50 mm threshold is already met by  current assets in the strategy. 
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Expected Risk/Return Components 

 The table below lists the long term expected risk and return assumptions for the impacted asset classes, 
according to Meketa Investment Group’s 2018 Asset Study. 

 Based on our estimates, all the GAA asset classes are expected to produce mid-single digit returns with 
standard deviation around 10% over the long term.  Each is moderately correlated to global equity markets 
and global bond markets. 

 Our long term expected return for short-term bonds is moderately lower (3.1%) but with substantially less 
expected risk.  We also expect short term bonds to be uncorrelated with global equity markets in the long 
term.  

 

Expected Return1 

(%) 

Expected Risk 

(%) 

Increase or Decrease 

Exposure 

Correlation to 

Global Equity 

Correlation to 

Global Bonds 

Risk Parity 5.6 11.0 - 0.30 0.50 

GTAA 4.6 12.5 - 0.65 0.40 

Absolute Return 5.3 8.0 - 0.35 0.50 

Short-Term Core Bonds 3.1 1.5 + -0.05 0.60 

                                                 
1  Ex pected returns are twenty year projections based on Meketa Inv estment Group’s 2018 Asset Study. 
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Preliminary Total Expected Risk/Return Analysis 

 The following table illustrates the expected long term impact of the proposed rebalancing on DPFP’s expected 
return and expected standard deviation.  Note that we intend to conduct a full asset allocation study before 
the end of the year, in which we will be revisiting short and long term return/risk projections in more detail. 

 With the help of DPFP Staff we modeled 25% assets as non-performing “Legacy Assets” (with zero percent 
assumed return1) in both asset mixes. 

 Terminating the GAA program and moving the proceeds into short-term core bonds reduces the risk by 
approximately 2:1 relative to the potential return foregone. 

 The expectation is that as the Legacy Assets mature or are sold, such proceeds would be invested in a mix 
of growth oriented assets that would seek to cover the shortfall in returns from the Safety Reserve® portfolio. 

 

Current Exposure as of 
4/25/20182 

(%) 

Post Rebalance 
Expected Exposure 

(%) 

Changes 

(%) 

Preliminary Expected Return3 5.31 5.15 -0.16 

Preliminary Expected Standard Deviation 10.95 10.69 -0.27 

                                                 
1  For the legacy  assets we modeled an ex pected return of 0% but a standard dev iation of 25% (our same standard dev iation assumption for opportunistic real estate/private equity).  Legacy assets were assumed to be uncorrelated to other asset 

classes for this analysis. 
2  Based on preliminary April 25, 2018 net asset values provided by Staff.  For comparison purposes, the proposed reduction in cash and subsequent transfer to IR+M transfer is reflected as completed in both asset mixes.   
3  Ex pected Return and Expected Standard Deviation are 20 year expectations based on the 2018 Meketa Investment Group Asset Study . 
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IR+M Fee Reduction 

 Meketa and Staff jointly negotiated a fee reduction with IR+M. 

 The current fee is 0.18% on all assets. 

 The negotiated fee is 0.18% on the first $50 million, 0.10% on the next $50 million, and 0.07% thereafter. 

 On a portfolio of $250 million (roughly the anticipated allocation to short-term bonds in the Meketa Investment 
Group proposed Safety Reserve® portfolio) the estimated annual fee savings from the lower fee proposal 
would be $205,000 per year. 

 IRM Fee Schedule 

Estimated 
Exposure 

($ mm) 
Effective Fee 

(%) 
Estimated Fee 

($) Fee Peer Ranking1 

Existing 0.18%  on all assets 250 18.0 bps 450,000 52nd percentile 

Proposed 
0.18%  on first $50 mm, 

0.10%  on the next $50 mm, 

and 0.07%  thereafter 

250 9.8 bps 245,000 3rd percentile 

 Proposed potential savings on $250 mm allocation 8.2 bps 205,000 
 

                                                 
1  Based on the Short Duration Fix ed Income peer group in eVestment for a $250 mm separately managed account.   
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Investment Policy Statement Update  

 As a result of the creation of the Safety Reserve® portfolio, the 5% upper band of the short-term bond target 
allocation would be breached.   

 As part of the Initial Fund Review of the DPFP, Meketa Investment Group plans to conduct a full asset 
allocation study later this year, during which a full update of the Investment Policy Statement would be 
appropriate. 

 Until that time, Staff has recommended the following: 

Move to suspend portions of the Investment Policy Statement specifically  

(i) to allow for GAA to be fully liquidated,  

(ii) to allow for a 15% allocation to be invested in  a combination of approximately 12% allocation to 
short term bonds and approximately 3% allocation to cash, and  

(iii) to remove the authority and requirement for staff to rebalance under the Investment Policy 
Statement and require staff and Meketa to seek the Board’s approval on any rebalancing needs, 
including the Safety Reserve portfolio, until the Board has  approved new long-term strategic 
asset allocation targets. 
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Summary 

 We were able to successfully negotiate a fee savings with IR+M for exposure over $50 million.   

 We recommend DPFP adopt a Safety Reserve® portfolio given its current funded status, illiquidity challenges 
and negative cash flow position.  It would be used to meet ongoing expenses and benefit payments. 

 The Safety Reserve® portfolio should be comprised of two accounts:  a cash account, and a short duration 
bond fund. 

- The cash account should have a target of 3% of Fund assets. 

- Short duration bonds should have a target of 12% of Fund assets. 

 2.5 years of expected cash outflows is a reasonable timeframe for DPFP. 

 We have identified the GAA portfolio as the best source of capital for the Safety Reserve based on the 
following reasons: 

- Repetitive exposures from current assets 

- Past performance 

- High fees 

- Headline risk 
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IR+M vs. SSgA 1-3 Year Government/Credit Index 

Common Period Returns and Risk Statistics1 
January 2011 – March 2018 

 
Income Research & 

Management 

SSgA 
1-3 Year 

Government/Credit 

Bloomberg Barclays 
U.S. 1-3 Year 

Government/Credit 

Common Period Performance (%):    

Trailing Period Return 1.63 0.91 0.94 

Best 3-Month Return 1.45 0.98 0.97 

Worst 3-Month Return -0.37 -0.46 -0.45 

Risk:    

Standard Deviation 0.80 0.65 0.65 

Tracking Error 0.33 0.02 NA 

Beta 1.13 1.00 1.00 

Correlation to Benchmark 0.91 1.00 NA 

Downside Deviation 0.43 0.35 0.36 

Upside Capture (% ) 143 98 NA 

Downside Capture (% ) 82 102 NA 

Risk-Adjusted Return:    

Sharpe Ratio 1.71 1.01 1.07 

Information Ratio 2.04 -1.94 NA 

  

                                                 
1 Data show n is gross of fees and for the longest common period available, from January 2011 through March 2018. 
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IR+M vs. SSgA 1-3 Year Government/Credit Index 

Trailing and Calendar Year Performance1 
As of March 31, 2018 

 
Income Research & 

Management 

SSgA 
 1-3 Year 

Government/Credit 

Bloomberg Barclays 
U.S. 1-3 Year 

Government/Credit 

Trailing Period Returns (%):    

1 year 0.49 0.22 0.24 

3 years 0.97 0.66 0.66 

5 years 1.08 0.74 0.76 

10 years 2.63 NA 1.56 

Common Period 1.63 0.91 0.94 

Calendar Year Returns (%):    

2017 1.21 0.83 0.84 

2016 1.67 1.28 1.28 

2015 1.03 0.66 0.65 

2014 1.18 0.73 0.77 

2013 0.96 0.59 0.64 

2012 3.36 1.19 1.26 

2011 2.66 1.52 1.59 

2010 3.87 NA 2.80 

2009 10.91 NA 3.83 

2008 1.50 NA 4.97 

  

                                                 
1 Data show n is gross of fees and for the longest common period available, from January 2011 through March 2018. 
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IR+M vs. SSgA 1-3 Year Government/Credit Index 

Characteristics 
As of March 31, 2018 

 
Income Research & 

Management 

SSgA 
 1-3 Year 

Government/Credit 

Yield to Maturity (% ) 2.7 2.5 

Number of Bond Issues 100 1,355 

Sector Exposure (%):   

U.S. Treasuries  34 63 

Agencies 5 5 

Investment Grade Corporates 40 24 

Non-Agency ABS 13 0 

Non-Agency MBS 4 0 

Municipals 4 0 

Other 1 8 
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DISCUSSION SHEET 

Regular Board Meeting – Thursday, May 10, 2018 

 
ITEM #C2 

 
 

Topic: Securities Lending Review 
 

Attendees: Eileen Fortis, Vice President – Securities Lending, JPMorgan (by phone) 
 

Discussion: At the request of a Board member at the March 8, 2018 meeting, staff will provide an overview 
of DPFP’s securities lending program. 
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