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INVESTMENT POLICY STATEMENT

PURPOSE

« The Plan’s Investment Policy Statement (IPS)
serves as a roadmap to the investment oversight
of the Plan and documents the prudent process
the Board and Staff follow in monitoring the Plan.
It defines the:

— Purpose of the IPS

— Plan’s investment objectives

— Responsibilities of the different parties

— Investment structure and options

— Investment search and the City’s procurement policy
— Policies for selection and termination of investments
— Investment option performance standards

» Benchmarks and Procedures for ongoing
monitoring of investment options

« This IPS will be reviewed no less than once every three
years
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Investment Policy Statement

City of Los Angeles
Deferred Compensation Plan

Adopted May 17, 2011:
revised January 17. 2012;
revised February 18, 2014; and
revised June 20, 2017
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INVESTMENT POLICY STATEMENT
PLAN OBJECTIVES

« The IPS defines the objectives of the vesment Pty Sstoment Gty ot Lo Angl o i
Deferred Compensation Plan, which is part
of the City’s broader retirement program.

_ o 2
« The primary objective of the Plan are to
assist employees and their beneficiaries Plan Objectives
. - The Plan is a voluntary, participant-directed deferred compensation plan that is an
accumulate assets in a tax efficient manner negral pat of the Clys broacer rltment program, which seck fo assit
and obtain financial security in retirement. Fesponsibiiy of both he Ciy and s smployse, though ulimately Investment ik

in the Deferred Compensation Plan is borne by the participants. The objectives for
the Deferred Compensation Plan are as follows:

° A related ObJeCt|Ve |S to prOV|de a d|VerS|f|ed = Assist employees and their beneficiaries in accumulating assets for retirement

in a tax efficient way, as allowable under Section 457(b) of the Internal Revenue

H H H H Code and other governing rules and regulations;
|Ine-Up Of hlgh q uallty Optlons at reasonable = Provide a benefit which is competitive with that offered by organizations
competing with the City of Los Angeles to attract and retain employees;
fe e S = Provide a menu of high quality, diversified core investment options that will

allow participants of varying risk tolerance to construct portfolios tailored to
meet their particular financial goals;
= Increase participant engagement by simplifying the menu of core investment

. . . . . options within major asset classes that are easily understood;
° Part|C|pat|0n |S VOIuntary and UItlmately = Minimize investment management and administrative expenses without
i ) ) ) compromising quality and performance; and
= Afford participants interested in investments other than core menu options
I nveStme nt rISk In the P I a-n IS borne by th e access to a broad range of investment opportunities through a self-directed

brokerage window.

participant, who is responsible for deciding
how much salary to defer and which options
to select for their investment portfolio.

© MERCER 2018



INVESTMENT POLICY STATEMENT
RESPONSIBILITIES OF THE DIFFERENT PARTIES

Investment Policy Statement City of Los A I ion Plan

 This section of the IPS describes in
detail the roles and responsibilities of the
Board members, investment consultant,
investment  managers, TPA and 4
custodian.

Parties Responsible for Plan Management

« These parties have the fiduciary duty to Board

The Board will act in the sole interest of the Plan participants and beneficiaries, for

aCt | n t h e S O | e | n te re St Of th e P I an the exclusive purpose of providing benefits to participants and beneficiaries and of

defraying the reasonable expenses of administering the Plan. The safeguards to

11 1 11 1 hich dent i to Id adh t be observed. The Board will act i
partICI pants and thel r be nefl Clarl es and :ocl)grd:nig: f\.rrillhlnt‘;:z5 prri:fgglesa se?rf‘ommusin ﬂ\oe P:JZent Iﬁvegtaorr :tlan%anlin.
‘ . 1 Specifically, the Board will discharge its duties with respect to Plan assets “with
m ust fOI IOW the prUdent |nveStor care, skill, prudence and diligence under the circumstances then prevailing that a

prudent man acting in a like capacity and familiar with such matters would use in
p rl n CI p I es the conduct of an enterprise of a like character and with like aims.”

The tasks for which the Board is responsible include:

= Overseeing operation of the Plan pursuant to the City of Los Angeles
Administrative Code provisions governing the Plan;
= Establishing and maintaining this Investment Policy Statement;
¢ Board mem bers Can SeIeCt delegates to = Hiring the third party administrator, investment consultant, and other necessary
. . service providers;
Carry O ut d |ﬂ:e re nt taS kS b ut u |t| m ate Iy’ » Selecting a diversified investment portfolio for the Plan and determining, with

the assistance of the investment consultant and Plan staff, allocations for fund

th e Board Stl I I retal nS the Obl I gatlon to m‘?pr;::];options (i.e., the DCP core options and DCP Profile Portfolios) used in

= Periodically monitoring the Plan's investment performance and making

m O n |to r th eS e d e | e g ates . investment option changes when necessary;

= Reviewing overall Plan costs to ensure they are reasonable;
= Conducting requests for proposals for any investment and administrative
support services necessary;

* The term *fund of funds” is used throughout this document to describe the Plan’s use of multi-nvestment manager
portfolios constructed with the intent of providing superior performance and/ar lower vlatility of retums through
diversification of investment styles

4
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The Board has selected a fund of fund
structure for the investment options in the
Plan in order to provide diversification

Options are identified by asset class rather
than a brand name in an effort to promote
participant focus on asset allocation rather
than fund names.

INVESTMENT POLICY STATEMENT
INVESTMENT STRUCTURE AND OPTIONS

Investment Policy Statement City of Los A I tion Plan

Investment Structure and Investment Options

Governing Principle: The Board's Governing Principle is that an investment menu
limited to a focused selection of distinct investment choices and consisting of
investment options identified by asset class rather than investment provider will
promote effective asset allocation strategies for plan participants. The Board

believes a menu structured in this manner (1) provides sufficient diversification
opportunities in major asset classes enabling participants to establish investment
strategies appropriate for their individual investment objectives and risk tolerance;
(2) reduces the potential for participant confusion leading to investment choices
inconsistent with a participant's investment objectives and risk tolerance; (3)
promotes clearer visibility of investment choices as they represent various asset
classes; and (4) leverages Plan assets to maximize opportunities for reduced
investment management costs for Plan participants.

« Participants can easily select options based
on their individual investment objectives
and risk tolerance.

Investment Structure: The Plan’s investment structure (i.e., broad categorization of
investment options) can be segmented into tiers, with each designed to meet the
varying needs of different participants.

Ter Philosophy

Risk Profile Portfolios - Asset Allocation Allows participants to choose the diversified
investment portfolio that best fits their time

« The Plan structure is comprised of the
following tiers:

— Asset Allocation: for “do it for me” investors Gore Option Mena

horizon, risk tolerance, and investment goals.
Designed for investors who want a “streamlined’
approach to investing managed asset allocation.
These options will comprise underlying
i 1ts in the Plans Core Option Menu.
Allows participants to create their own portfolios
based on the asset classes (or types of
- “ . 9y = investments) that best fit their time horizon, risk
— Core Options: for “guide me” investors and mvestment godis
Brokerage Window Allows participants interested in investments
outside the Risk Profile Portfolios and Core

Option menu the opportunity to invest in a broad
array of additional mutual funds, stocks, bonds
and other investment alternatives based on their
time horizon, risk tolerance, investment goals
and/or preferences.

— Brokerage Window: for “let me do it” investors

« See Appendix for the fund of fund option | o
Investment Options: The Board, with the assistance of its Investment Consultant,

d et al I S has selected an array of investment options to fit within this structure that span the

8

© MERCER 2018



INVESTMENT POLICY STATEMENT
INVESTMENT SEARCH AND PROCUREMENT

« This section of the IPS provides i nto

of the
2w the

information on the process that the Ltan,

3oard.

Board follows when conducting mutual 6 e
fund searches and/or institutional

. - tional

manager procurements to fl” OU'[ the Investment Search and Procurement Policy ,Séﬁeg
H H ) H The Board will utilize mutual fund searches andior institutional manager search
OptIO nS |n th e P | a I"I S InveStme nt m en U . procurements to fill the various investment mandates comprising the Plan stment
investment menu. A mutual fund search is defined as a review of the broad Iready

. . universe of mutual fund investment vehicles available within a specific investment to the

_— I n Stltutl O n al p rOd u CtS fO | | OW an R F P category and for which a contractual relationship between the fund manager and nts is
the City's Plan is not available or required. An institutional manager procurement s fund

is defined as a review of proposals from institutional investment product (e.g. ible to

prOCeSS separate accounts, commingled trusts, and bank deposit savings accounts) insure
managers within a specific investment category which require a contractual oard's

relationship between the fund manager and the City's Plan.

— Mutual fund searches which do not , RFP

) . The Board has the option of conducting a mutual fund search or institutional oard’s

manager procurement, or a combination of both, depending upon which it finds to sr th
re q u I re CO ntraCtI n g Can al S O be u S e d be in the best interests of the Plan and Plan participants in meeting the objectives [(r,r thz
. . of its Investment Policy. red to
if the Board deems appropriate. - | | nera
Searches and procurements for specific investment categories generally will occur search
once every 5 years, within a schedule determined by the Board, and will follow the ntract
procedures outlined below. stivate

° SearCheS and procu rements for SpeC|f|C 1) Plan staff and Investment Consultant draft proposed selection criteria for a

given investment category, and develop a recommendation to the Board as
H H to whether a mutual fund search and/or institutional manager procurement
InveStme ntS ge n eral Iy WI ” OCCUI’ 0 nce best meets Investment Policy objectives for that particular investment

mandate and is in the best interests of the Plan and its participants.

eve ry f|Ve years , th ou g h n Oth | n g 2) The Board considers, may modify, and then adopts a finding for the search

vehicle (mutual fund search and/or institutional manager procurement) and

141 the selection and scoring criteria.
preC|UdeS the Board from expedltlng 3) Mutual Fund Search - If the Board elects a mutual funds search, the
Investment Consultant and staff will conduct an investment manager search

p rOC u re m e nt |f ap p ro prlate . of qualifying mutual fund investment strategies, applying the search and

evaluation criteria as set forth by the Board. The Investment Consultant and
staff will prepare a list of top-scoring firms, the number of which will be

10
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INVESTMENT POLICY STATEMENT
POLICIES FOR SELECTION AND TERMINATION OF
INVESTMENTS

* In this section of the IPS, the Board has 7

developed a list of  minimum
qualifications for the selection of
investment managers, as well as the
criteria for qualitative and quantitative
assessments.

 Although searches for specific
investment categories are performed
once every five years, under certain
circumstances it may be necessary to
terminate/replace the manager before
the five-year period. A discussion of
these circumstances is shown on this
section.

© MERCER 2018

Investment Selection and Termination

The Board's finding with regards to the selection of Investment Managers is that
qualitative factors can be as significant as quantitative ones in determining future
investment success. The Board's finding is derived from the substantial body of
academic and practitioner research that indicates investing in actively managed
strategies based on recent outperformance tends to lead to subpar results in
subsequent periods. The Board's recognition of the value qualitative factors have
in the selection process is intended to mitigate the possibility of investment
strategies being added to the Plan at the peak of their cycle.

The Board, in collaboration with the Investment Consultant and Staff, has
developed minimum qualifications and selection criteria for Investment Manager
candidates that it believes will offer the best prospects of future success. Both
qualitative and quantitative measures will be considered in the selection process.

Minimum Qualifications:

The Board has established the following minimum expectations of potential
Investment Manager candidates. Specifically, it is seeking strategies with:

= sufficient assets under management (20% of strategy assets at time of hire),
such that the Plan would not represent a significant percentage of total assets;

= an amount of assets sufficient to maintain the manager's commitment to
providing supporting resources yet not so large as it would hinder effective
implementation of the investment strategy;

= awell-defined investment process compatible with the investment objectives of
the Plan that has been offered for at least five years;

= a verifiable track record that demonstrates consistent adherence to the stated
investment approach;

* accessibility in an appropriate investment vehicle for the Plan such as a daily
valued mutual fund, commingled trust, or separate account;

= historical risk and return characteristics that are consistent with the specified
role; and

» performance that is generally competitive over long-term periods when
compared to the stated benchmark and that of similar strategies offered in the
marketplace.

Qualitative Selection Criteria (Active and Passive Management)




INVESTMENT POLICY STATEMENT
INVESTMENT OPTION PERFORMANCE STANDARDS

ury + 50
8 p 3-

« The qualitative and guantitative o
Investment option performance Investment Option Performance Standards =

gate
Each Investment Manager's performance shall be evaluated based on the

eV8.| u atl O n Stan d ards are | |Sted h e re R following qualitative and quantitative standards. pate

Qualitative Standards
The following qualitative standards will be used in the evaluation of the Investment

 The index and universe benchmarks Managers: =

. = Adherence to stated investment philosophy, process, and stated guidelines
S e I e Cte d fo r th e eval u at| O n Of th e = Strength of investment process (e.g., idea generation, portfolio construction,
transaction cost management, etc.)
= Organizational strength (i.e., the degree to which the firm is run in the interest

investment options are listed on a table of mvestors)

= Retention and attraction of key investment professionals associated with the

i n th IS se Ctl on. management of the investment option -

= Degree of transparency in disclosing relevant information that may have an 2 fund
adverse impact on performance n |

« On the following slides, we provide Quantitaive Standards -
= Investment Performance results will be measured net of fees against a gfund |

Ssam pIeS Of hOW th ese Standards are respective market index and peer group median over rolling three- and five-

year periods. Peer universes will be composed of institutional managed funds
| H d th t H f th comprising comparable strategies. The comparative indices and universes may
ap p Ie O n e mO nl Orl ng O e be updated from time to time due to changes in investment strategy andfor
. : underlying investments.
Inve Stm e nt (o) ptl ons = Volatility will be measured by the standard deviation of quarterly returns and
- should be reasonably comparable to each fund's respective market index and
the respective peer group averages. Funds with greater volatility than their
indices should earn commensurate rate of return with that incremental volatility.
= Passively managed strategies will be evaluated based on their degree of
tracking relative to their stated benchmarks. It is expected that passive funds
generally will track their stated benchmark with a reasonable tolerance.

Following are the investment return objectives for each Plan investment category.
It is expected that the funds designated for each investment category will meet or
exceed these performance objectives.

© MERCER 2018



PROCEDURES FOR MONITORING FUNDS
BENCHMARKS

Benchmark

* A measure against which performance is assessed

Most funds have a stated benchmark which the investment team aims to outperform.
Benchmarks tend to be a market index, such as the S&P 500 Index or a peer group
median

A good benchmark is characterized by: being measurable, investable, and having a
construction process that is known
- Examples of appropriate benchmarks:

- Large cap value=>» Russell 1000 Value

- Developed non-US equity = MSCI EAFE

- Core US bond fund = Bloomberg Barclays US Aggregate

While not investible, peer groups provide useful information about how a fund’s investment
strategy compares to other funds within the asset class and can also provide insight into a
manager’s investment process.

Some portfolios are benchmark agnostic, meaning that they do not try to outperform a
specified benchmark, but rather focus on achieving an absolute return

© MERCER 2018 8



PROCEDURES FOR MONITORING FUNDS
PASSIVE MANAGEMENT - QUANTITATIVE ANALYSIS

As an index fund, the DCP Large Cap Stock Fund (comprised 100% of the Vanguard
Institutional Index Fund) seeks to approximate the performance of the S&P 500 Index. On a
guarterly basis, we evaluate how successful the fund has been at tracking the benchmark.

Market Ending December 31, 2017
Value %
($) 10 5 3 1 YTD 1
Years Years Years Year Quarter
DCP Large Cap Stock Fund 1,981,167,936 318 - 15.8 (30) 114 (30) 21.8 (39) 21.8 (39) 6.6 (40)

S&P 500
DCP Large Cap Hypothetical
Mercer Mutual Fund US Equity Large Cap Index Median

158 (29) 114 (30)  21.8 (39)  21.8 (39) 6.6 139)
158 (300 114 (30)  21.8 (39)  21.8 (39) 6.6/ (40)
15.6 11.2 21.7 21.7 6

Over all periods, the fund (top
line) closely mirrors the

benchmark.

In addition, relative to the
universe of all large cap equity
index funds, strategy ranks
favorably among other large cap
passive funds.

© MERCER 2018 9



PROCEDURES FOR MONITORING FUNDS
ACTIVE MANAGEMENT - QUANTITATIVE ANALYSIS

As an actively managed fund investing in fixed income securities, Loomis Sayles (which is an
underlying active fixed income manager within the DCP Bond Fund) seeks to outperform the
performance of the Bloomberg Barclays Aggregate Bond Index. On a quarterly basis, we
evaluate how successful the fund has been at this.

Market Ending December 31, 2017
Value %
($) 10 5 3 1 YD 1
Years Years Years Year Quarter
DCP Bond Fund 173,354,874 28 - 21 (50) 26 (40) 44 (31) 44 (31) 0.6 (26)
Bimbg. Barc. U.S. Aggregate 4.0 (54) 2.1 (49) 2.2 (52) 35 (53 3.5 (53) 04 (42
DCP Bond Fund Hypothetical 4.6 (30) 2.1 (51) 2.6 (40) 44 (31) 44 (31) 0.6 (24)
Mercer Mutual Fund US Fixed Core Median 41 2.1 2.3 3.7 3.7 0.3
Vanguard Total Bond Market Index Fund Inst Plus - 40 (36) 20 (42 22 (46) 36 (43) 3.6 (43) 0.4 (36)
Vanguard Splc Bimbg. Barc. US Agg Fit Adj (N) 4.0 (34) 2.1 (42) 2.3 (44) 36 (43 3.6 (43) 0.4 (36)
Mercer Mutual Fund US Fixed Index Median 3.8 1.9 2.1 3.4 34 0.3
Loomis Sayles Core Plus Bond Fund Y - 6.1 (3) 28 (23) 2.8 (30) 52 (19) 5.2 (19) 0.Z_(16)
Bimbg. Barc. U.S. Aggregate 4.0 (54) 2.1 (49) 2.2 (52) 35 (53 3.5 (53) 4 (42)
Mercer Mutual Fund US Fixed Core Median 41 2.1 2.3 3.7 3.7 0.3
Over all periods, Loomis Say|es (top In addition, relative to other core fixed
line) exceeds benchmark income funds, the strategy stacks up
performance (second line) by a very well (percentile rankings in
significant margin, indicating it is parentheses — lower is better),
addmg value above a passi\/e ranking in top quartile of Comparable
investment funds over most periods.

© MERCER 2018 10



PROCEDURES FOR MONITORING FUNDS
ACTIVE MANAGEMENT - QUANTITATIVE ANALYSIS

Portfolio Information for Loomis Sayles Core Plus Bond Fund Y .

Benchmark: Bimbg. Barc. U.S. Aggregate As of December 31, 2017

Description Portfolio Fund Information® Sector Allocation
The investment seeks high fotal investment return through a Ticker NERNX  Corporate 35.01
combination of current income and capital appreciation. Fund Style Intermediate-Term Bond ~ Government 28.09
}Elsndetr norrn;l(rr}arket oundition.s‘ the I;.gldfwiu investrtnaet Iteast 80% l})f Fund Assets . Securitized 2774
. its net assets (plus any borrowings made for investment purposes) in : - Cash & Equivalents 917
Further analysis of bonds, which include debt securities of any maturity. In addiion, |~ &+ ke e $1.761.00 Milfon g
il invest at least 65% of its net assets in investment arad % Assets in Top 10 Holdings 11.29%  Other 0.00
performance Wil inuestal Bast oo 0118 e’ 8SSE'S In IVEsImen grade. Total Number of Holdings 621 Municipal 0.00
securities. The fund will generally seek to maintain an effective Portfolio M Palirey PIRaczkowski R
H ludi fund duration of +/- 2 years relative to the Bloomberg Barclays U.S. 10 Manager 1 *
(including fun Agaregate Bond Index. PM Tenure 2101 Years
. . . Gross Expense(%) 0.39 %
information) is Net Expense(’) 039°%
contained in the Closed to New Investors
detailed exhibits in v Market Lap
normal performance
reports, should more
scrutiny be req u i red Mercer Mutual Fund US Fixed Core Mercer Mutual Fund US Fixed Core Top Holdings
) 1.0 150 Fed Natl Mort Assc 4% 2.80
) US Treasury Bond 2.59
10.0 Mex Bonos Desarr Fix Rt Bonds 06/21 1.82
80 o US Treasury Note 2.125% 1.70
o] 50 ©a = US Treasury Note 0.75% 133
E E US Treasury Note 1.04
3 50 o (0] 3 . = -
B, .= | o S
20 - . iy = 1N -
| -
Oa
1.0 -10.0
1Quarter YTD  1Year 3Years 5Years 10 Years 2016 2015 2014 2013 2012
@ Fund 073 5.22 522 2.81 283 6.10 @ Fund 7.49 393 6.40 0.56 11.59
A Benchmark 039 354 354 224 210 401 A Benchmark 265 055 597 202 421
Median 0.30 372 arz2 225 207 4.08 Median 316 0.16 478 0.83 6.44

© MERCER 2018
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PROCEDURES FOR MONITORING FUNDS
ACTIVE MANAGEMENT - QUANTITATIVE ANALYSIS

Portfolio Information for Loomis Sayles Core Plus Bond Fund Y

Peer Group: Mercer Mutual Fund US Fixed Core Benchmark: Bimbg. Barc. U.S. Aggregate As of December 31, 2017
Growth of a Dollar Rolling Annualized Excess Performance Rolling 3 Year Risk/Return
52 60 40
511
_ 30
. 511 £ _
Evaluating how a st u/" 3 g e
2 2
strategy perfo_rms ’/.a/ z . : A - -
over time (rolling st S0 Ba®,
B
. . 60
perIOds) and In 3 w3 a4 a4 s w15 6 WG a7 17
different market e W oo vaoe by W iy e vae ovn ) * 24 27 30 33 18 30
Condmons’ may iz a3 a4 ans 1215 i 617 1217 w— i 3 Yeers A Ve . Uiverse Upper Quarie Tracking Error (%)
help us arrive at = Fund === Benchmark Universs Madian —— Universe Lower Quartile . var20ts M Deca0m
better con ClUSiO ns Annualized Return vs. Annualized Standard Deviation 5 Years Upside Capture Ratio vs. Downside Capture Ratio
d . t . 5 Years Alpha Sharpe Information 5 Years
regar Ing re alnlng a0 26 Jensen 16 B 16 Retio 14 Ratlo 450.0 [ ]
or terminating an .
. ' 12 0E & 3000 ‘-
actively managed < u 1 ® | - F t
fund. Risk i . I R #‘
measures are also “le "= |
[il1) 04 04
included for [ - .
-5 0.1 04 -150.0
eval u a_t| on. 15 00 15 1) 5 60 75 o 0 2000 00 2000 000 6000
Risk {Standard Deviation %) Down Market Capture
. Fund A Banchmark  — Meadian -1.0 04 oo -16 . Fund ‘ Benchmark ~— Median
MPT Statistics represent 5 Years periods
Up Up Down Down
Return Standard Tracking Alpha Beta Sharpe Information Market Market Market Market
Deviation Error Jensen Ratio Ratic Capture o Capture o
Loomis Sayles Core Plus Bond Fund Y 283 413 268 0.56 111 0.64 0.28 124.00 210 11513 -1.02
Blmbg. Barc. U.S. Aggregaie 210 285 0.00 0.00 1.00 0.68 - 100.00 0.00 100.00 0.00

© MERCER 2018



PROCEDURES FOR MONITORING FUNDS
QUALITATIVE ANALYSIS

Aside from focusing solely on quantitative factors, it's important to qualitatively evaluate fund
managers since assessing non-performance attributes like research quality, portfolio
construction, and other factors may be more predictive of future results than trailing

performance.

Qualitative assessment of Loomis, Sayles & Company

Factor

Idea Generation

Portfolio Construction

Implementation

Business Management

ESG Rating

Overall Rating

© MERCER 2018

Factor
Score

L] | Iu]

EHEER0

L] | Iu]

ESG3

Comments

Loomis' large team of fundamental credit analysts is a key competitive advantage. The investment team is well-rounded
and we positively view the sector team alignment of portfolio managers, research analysts and traders to provide a sector
view that is generated and analyzed from multiple perspectives.

The firm has a well-resourced risk team known as the quantitative research risk analysis (QRRA) group and we positively
view the structure of a dedicated quantitative research risk analyst per sector team. Every sector team has a dedicated
QRRA resource, which we is well integrated into the portfolio management process.

Loomis’ fixed income traders are specialized by sectors allowing for an in depth focus on market liquidity, supply and
pricing to inform the relative value analysis. We like the integration of traders into the investment process as it further
demonstrates the collaborative firm culture.

The firm retains its operational independence, and the senior staff at the firm has remained stable.

The team performs proprietary ESG analysis as part of their credit research, but we have not seen evidence that ESG
factors are an explicit driver of the investment decision making.

The depth and breadth of Loomis' fundamental credit analysis is a key strength. The investment team is well rounded and
we positively view the alignment of portfolio managers, research analysts and traders to provide a sector view that is
generated and analyzed from multiple perspectives. In addition, this integration ensures that the insights internally
generated benefit the portfolio and provide checks and balances on analysis, through ongoing critical review. In addition,
we favor the team for its top-down process, which emphasizes opportunistic sector rotation within a relative return and
benchmark-aware framework.

13



EXPENSE MONITORING

Plan fiduciaries are charged with monitoring fees for services provided and

routinely should seek to attain best pricing for the Plan

Services Cost of Services How To Pay For
Desired/Provided Provided Services

Administration

Revenue
Sharing from

Communications
funds

- Employee Education

Investments &
Trust Services

= $

Participant Plan
Fees Sponsor

subsidy

Goals and Objectives

Plan Design
Consulting

Investment
Consulting

© MERCER 2018
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EXPENSE MONITORING
INVESTMENT EXPENSE ANALYSIS

Investment Expense Analysis

As of December 31, 2017

Fund Style Fund Balance | Estimated Fund Fund Net Median Net Net Expense | Expense Ratio
Expense Expense Ratio | Expense Ratio' | Expense | Rebate | after Expense
Diff. Rebate
FDIC-Insured Savings Account Cash Equivalents $326,669,081 NIA NIA NIA N/A N/A NIA
Deferred Compensation Stable Value Fund (Net) Stable Value $1,070,068,810 $3,424,220 0.32% 0.42% -0.10% 0.00% 0.32%
DCP Bond Fund US Fixed $173,354,874 $450,723 0.26% 0.48% -0.22% 0.10% 0.16%
Ultra Conservative Profile Risk-based $56,719,762 $170,159 0.30% 0.72% -0.42% 0.06% 0.24%
Conservative Profile Risk-based $164,550,891 $526,563 0.32% 0.72% -0.40% 0.07% 0.25%
Moderate Profile Risk-based $387,771,197 $1,240,868 0.32% 0.78% -0.46% 0.07% 0.25% h |
Aggressive Profile Risk-based $394,288,181 $1,419,437 0.36% 0.88% -0.52% 0.07% 0.29% T eP an
Ultra Aggressive Profile Risk-based $176,582,971 $723,990 0.41% 0.88% -0.47% 0.08% 0.33% is offeri ng
DCP Large Cap Stock Fund US Large Cap Equity | $1,981,167,936 $396,234 0.02% 0.20% -0.18% 0.00% 0.02% well below
DCP Mid Cap Stock Fund US Mid Cap Equity $285,284,461 $1,312,309 0.46% 0.86% -0.40% 0.23% 0.23% peer
DCP Small Cap Stock Fund US Small Cap Equity $276,473,672 $1,354,721 0.49% 0.97% -0.48% 0.10% 0.39%
DCP International Stock Fund Interational Equity | $270,666,807 |  $2,030,001 0.75% 0.90% 0.15% | 0.02% 0.73% group
Schwab PCRA Self-Directed Brokerage Account Brokerage Window $461,982,921 NIA NIA NIA N/A N/A NIA median
Total investment includt h and broki : exclud
otalinvestment expense (includes cash and brokerages excludes $6,025,581,565 | $13,049,225 0.22% 0.03% 0.18% cost for all
assets on loan to participants) fun d S
Total investment expense (includes cash and brokerage; excludes
. ( 2 g $6,025,581,565 §11,024,116 0.18%
assets on loan to participants) after expense rebate
Administrative & Other E clude ts on loan f
n?rr?:s ra Wfs er Expenses (excludes assets on foan fo $6,025,581,565 $2,881,834 0.05%
participants) ©
Total "All-in" E including Admin & Other Ex|
© - EXxpenses Including Admin & Gfher Expense $6,025,581,565 |  $13,905,950 023%
(excludes assets on loan to partlmpants}
"Median Net Expense Ratio as defined by the respective Mercer mutual fund universe and Lipper institutional share class categorizations. The median stable value management fﬁla is derived from the 3Q17 Mercer's stable value survey. Profile funds are compared to
the median institutional expense ratio of the corresponding Mercer Mutual Fund Target Risk Universe. Wei g hted average expense includin g administrative & other
z .
Loan Account balance as of 12/31/2017 was $197,739,432 expenses is 0.23%.

* The Administrative & Other Expenses (excludes assets on loan to participants) of $2,681,834 shown above is an estimate and reflects a quarterly per participant fee of 0.025% on the first $125K of balance. The number of participants with a balance less than or
equal to $125K during the quarter was 30,791, and total assets for this group amounted to $1,103,208,593. There were 14,229 participants with balances in excess of §125K with a billable balance of $1,778,625,000. The total parficipant count is 45,020.
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INVESTMENT POLICY STATEMENT
APPENDIX

Appendix A

« The Appendix shows details of:
— The investment option profiles
— DCP Deposit Savings Account

Investment Option Profiles

Appendix B

Option

DCP Deposit Savings Account

Objectives

* Mo principal loss
= Income consistent with the foregoing objective

Primary
Investments

Demand deposit accounts with multiple reputable banks that are
backed by the FDIC. Amounts held in excess of FDIC limits,
currently $250,000 per bank will be collateralized pursuant to
California Government Code Sections 16521, 16610-16622, and
16625-16629, as applicable.

Source of Return

* Interest income

Expected Return

Low

Expected Risk

Low

Investment Vehicle

Bank demand deposit account insured by the FDIC

Portfolio Structure

Typically account will be administered by three different institutions
with equal portions of the total asset pool, but this may change in
accordance with the policy set forth in Appendix B.

Option

DCP Stable Value

Objectives

* Preservation of Capital

* Returns in excess of money market funds

* Income commensurate with a short duration, high quality bond
portfolic

Primary
Investments

Traditional investment contracts issued by banks and insurance
companies, synthetic contracts, money market instruments, short-
duration fixed income securities or commingled vehicles investing
in such securities, and separate account contracts.

Source of Return

* Contract income
* Interest income

Expected Return

Low

Expected Risk

Low

© MERCER 2018

DCP Deposit Savings Account Allocation Policy

The Deferred Compensation Plan's FDIC-Insured Savings Account option’s (FDIC
Option's) foremost objective is capital preservation. Secondarily, the FDIC Option
will seek to optimize returns in a prudent manner without compromising its primary
objective. The FDIC Option uses multiple bank providers in order to provide an
enhanced level of insurance coverage to Participants. The number of providers
used will be a function of many factors including market conditions, participant
utilization and balances, Board risk tolerance, and operational feasibility.

Typically this account will be administered by three different institutions with equal
allocations of the total asset pool. The Board may adjust these allocations based
on both institutional viability as well as interest rate differentials.

Institutional Viability — Because the capital preservation objective of the FDIC
Option is directly related to the institutional viability of the underlying providers, the
Board reserves the right to adjust the allocations among its providers in the event
that the Board, in consultation with its staff and Investment Consultant, determines
that a provider’s financial conditions have deteriorated significantly and present a
strong risk of near-term insolvency or similar institutional deterioration. In this
event, the Board reserves the right to remove any or all of the assets from the at-
risk provider and shift those assets to the remaining providers.

Interest Rate Differentials - While it is expected that FDIC Option bank accounts
will pay interest based on short-term market rates, it is recognized that they may
use different reference rates which could differ meaningfully at certain points of the
interest rate cycle. Consequently, the Board will regularly review rates offered by
each of the FDIC Option’s bank providers to determine whether yield
enhancements could be delivered to participants in a manner consistent with
capital preservation. The review process will be conducted as follows:

Step 1: Annually, the Board and Staff will direct the Investment Consultant to
analyze current rates offered by each of the FDIC option providers to determine if
any rate dominates the others by more than 0.25%. In addition, the Investment
Consultant will conduct an informal survey of major banks' then current demand
deposit rates to understand if better investment opportunities may exist.

22

16



APPENDIX
INVESTMENT OPTIONS AND BENCHMARKS

Investment Option

Comparative Manager Peer
Group Median

Relative Market Index

DCP Stable Value Fund

Stable Walue Universe

J-year Constant Maturity Treasury + 50
bps after 7/1/2008 (50% Citigroup 3-
month T-bill'50% ML 1-3 Treasury
Index for prior dates)

DCP Bond Fund

— Active Bond Magr.

— Passive Bond Mgr.

Core Bond Universe

Core Bond Universe

Bond Index Universe

Bloomberg Barclays US Aggregate
Bond Index

Bloomberg Barclays US Aggregate
Bond Index

Bloomberg Barclays US Aggregate
Bond Index

DCP Risk Profile Portfolios

Respective Target Risk
Universes

Custom indices”

DCP Large Cap Stock Fund

US Large Cap Index Universe

S&P 500 Index

DCP International Stock
Fund
— Developed Int'l Mgr.
— Emerging Markets Mar.
— International Small Cap

Waorld ex-US Universe

World ex-US Universe
Emerging Markets Universe
Int'l Small Cap Universe

DCP International Stock Custom
Benchmark®

MSCI EAFE Index

MSCI Emerging Markets Index
M3CI EAFE Small Cap Index

DCP Mid Cap Stock Fund
— Active Mid Value Mgr.
— Active Mid Growth Mgr.
— Passive Mgr.

US Mid Cap Core Universe

US Mid Cap Value Universe
US Mid Cap Growth Universe
US Mid Cap Index Universe

DCP Mid Cap Stock Custom
Benchmark®

Russell Midcap Value Index

Russell Midcap Growth Index

CRSP US Mid Cap Index or index
currently tracked by the passive fund

DCP Small Cap Stock Fund
— Active Small Value Mgr.
— Active Small Growth Mgr.
— Passive Mgr.

US Small Cap Core Universe

US Small Cap Value Universe
US Small Cap Growth Universe
US Small Cap Index Universe

DCP Small Cap Stock Custom
Benchmark®

Russell 2000 Value Index

Ruszell 2000 Growth Index

CRSP US Small Cap Index or index
currently tracked by the passive fund

© MERCER 2018

Note: Bold indicates primary benchmark for fund of fund option.
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APPENDIX
PROFILE FUND ALLOCATIONS EFFECTIVE 6/29/18

Ultra Ultra
DCP Risk Profile Portfolios Conservative Conservative Moderate (%) Aggressive Agg ;
Allocation (%) (%)
(%) (%)

DCP Stable Value 35.0 15.0 0.0 0.0 0.0
DCPF Bond Fund 50.0 50.0 42.0 250 10.0
DCP Large Cap Stock Fund 6.0 15.0 200 25.0 30.0
DCP Mid Cap Stock Fund 2.0 3.0 6.0 8.0 10.0
DCP Small Cap Stock Fund 2.0 3.0 6.0 8.0 10.0
DCP International Stock Fund 5.0 14.0 26.0 34.0 40.0

Total 100.0 100.0 100.0 100.0 100.0
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IMPORTANT NOTICES

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2018 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided
by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s
prior written permission.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions
with tax or legal implications.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They
are not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets
discussed. Past performance does not guarantee future results. Mercer’s ratings do not constitute individualized investment advice.

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer
has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information
presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or
inaccuracy in the data supplied by any third party.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or
products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may
evaluate or recommend.

The value of your investments can go down as well as up, and you may not get back the amount you have invested. Investments
denominated in a foreign currency will fluctuate with the value of the currency. Certain investments, such as securities issued by small
capitalization, foreign and emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should
be considered before choosing an investment manager or making an investment decision.
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