City of Mesa
Deferred Compensation Committee
MEETING MINUTES
Monday, November 5, 2012, 11:30am
Mesa City Plaza Conference Room 130

Members Present: Members Absent: Great West:
Chuck Odom (Chair) Derek Witting Scott Taylor
Mike Kennington (Co-Chair) Michael Claspell

Don Miller Other(s):
Frank Hoglund Innovest: Bill Taebel
Jayson Vowell Wendy Dominguez Kimberly Call
Mary Dellai Gordon Tewell Nikki Rosales
Michele Long Jerry Huggins

Vicki Eden

Meeting called to order at 11:30am by Chuck Odom

1. Introduction of Kimberly Call.

Kimberly is in charge of payroll operations in the new system. Jayson will be transitioning job

duties and Kimberly will be taking over for him in the future.

2. Approval of August 6, 2012 minutes

Motion to approve minutes made by Jayson Vowell
Seconded by Don Miller

Approved unanimously. Don Miller commented that the minutes were very detailed and that
it was hard to remember what took place that long ago. Nikki explained that the she plans to
type the minutes in a timelier manner, so that it is still fresh in everyone’s minds. Nikki will post
minutes to the website.

3. Great West update by Scott Taylor

Video Presentation

Scott showed a video, which demonstrated the website features. GW has a website, but there is
an alternate website, designed specifically for the City of Mesa. COM website will be updated to
show the projected retirement income for plan participants. The calculator on the website is
integrated with participant’s pensions. There are also links to adjust your investments, change
contributions, or sign up for assistance. Sometime in December, GW believes they will be able
to add the projected more simplified retirement income approximation to COM statements.



Online Withdrawal Form

Currently, plan participants must fill out a paper form and submit it to GW. GW then forwards it
to Payroll for approval/verification that the employee no longer works for the city. New process
proposed, which would allow participants to submit the form online. The online system would
still notify Payroll for approval. The paper form would still be an option. Committee discussed
whether there would be any disadvantages to having an online form, rather than submitting to a
live person. Jayson indicated that Payroll goes over the tax information section of the form to
let them know about withholdings. Payroll does not advise them on what to do, they just let
them know where to find the proper information. Scott said that GW will let participants know
if there are penalties involved with their withdrawal or roll-over into another plan. Again, he
does not advise them on what to do, he just makes them aware. The information that Payroll
and GW provides is on the form though, so participants should receive the same information by
reading the form. Committee is ok with creating an online form. Scott will begin implementing
this change.

Plan Document Updates

December 31, 2012 is the deadline for mandatory changes. Three changes are not in the
current City of Mesa plan document. Scott will work with Bill to go over these updates. Bill will
need to have a 3" party attorney look at the changes.

NAGDCA Comparison
National Association of Government Defined Contribution Administrators (NAGDCA) 2011
survey of governmental plan sponsors average plan participation rate for all types of defined

contribution plans for governments is 34%, 457 plan specifically was 26%. Same survey
recorded average 457 account balance of $42K, with average participant contribution of $4300.
As of October 30”‘, Mesa plan had 2,219 active contributors-64.4%, which is an increase from
63.2% reported at the end of 2010. Current Mesa balance is $47,665 up by about $5k from
2010 and about $5,500 higher than the average in the NAGDCA survey. Average annual
contribution per participant is up about $150 from last year, but approximately $100 less than
NAGDCA survey. Comment was made that participation rate is high, but people may just be
putting in the minimum amount to get the additional contribution from Mesa.

Other
Mesa currently has 2,667 enrolled employees. Seeing more employees enroll when they’re

hired. Fewer employees are taking the full lump sum at retirement. Question was asked if
retirees are rolling it over to something else and Scott said that he sees about 50 per year being
rolled over. More people are leaving it, until they need it, or are just taking small amounts.
Scott also covered the breakdown of participation by department. Some departments are up,
and those that went down were only slight decreases.



4.

Innovest staff reviewed the 3rd Quarter Portfolio

The Markets: Positive quarter led by international stocks, which were up almost 7%. Large US
companies were greater than 6%. Smaller companies in US didn’t perform quite as strongly.
Bonds had a reasonable quarter up 1.58%.

Headwinds: Fiscal cliff is still a concern. Will have a better indication of fiscal cliff prospect,
after the election. Fiscal cliff is projected to have a negative impact of 3.5-5%, and would
include an increase in unemployment. High levels of debt worldwide continue to grow. Gas
prices increased by 11% this quarter.

Tailwinds: Consumer spending is up. Vehicle sales have rebounded to normal rates.
Corporations still growing. Short term interest rates are good for borrowers. Housing appears
to have found a bottom and is starting to recover. Housing market recovery could create a boost
in jobs for construction workers.

Asset Allocation: At the end of the quarter, Mesa’s total funds were 127,120,193, with about
55% stocks and 45% bonds.

Annual Fee Review: Average plan assets from 7/1/2011-6/30/12 were $116,820,617. Estimated
investment, recordkeeping and administrative costs were 0.54%. Estimated total plan expenses

were 0.61%, which includes 3™ party fees. Our fees are still reasonable. Innovest mentioned
that Oppenheimer came out with new share class-same investment less expensive exposure to
the fund. Their recommendation is to hang tight and not make the change, until we go through
the RFP process.

Table of Returns: Rainier up 5.63%, still lagging peers. Rough performance for 7 years has

driven them to make some changes internally. Davis NY had a tough quarter-issues date back to
2008. It holds a lot of financial stocks and has stock selection issues, but long term team is still in
place. Perkins beat benchmark, but tough against peers. It is not a long term concern. Kalmar a
little under performance. Focus on small companies, but comfortable with long time frame
performance. All international funds performed nicely & have great long term track records.
PIMCO has been strong this year and more than doubled performance in the last 12 months.
Stable Value funds are positive compared to benchmark-just tough environment, due to low
interest rates. Target date funds and model portfolios are in good performance and meet
customer benchmarks.



Specific Plan Investment Review:

Manager Score Card:
Fidelity Contrafund-Style Consistency, Asset Base
Rainier Large Cap Equity-Performance*, Overall
Davis NY Venture-Performance*, Overall
Perkins MC Value-Style Consistency, Asset Base
Oppenheimer Global Fund-Organization
American Funds EuroPacific-Asset Base
Mesa/Great West Custom Stable Value-Philosophy & Process

*Major Concern
All others listed as minor concern

Report Card:
Rainier Large Cap Equity*-Trailing 5 years return below median, Rolling 3-yr
periods above median
Davis NY Venture*-Risk adjusted return above median for 5 years, Trailing 5
years return below median, Annual periods above median
Janus Perkins Mid Cap Value*-Manager adherence to style and philosophy

*On the Watch List

Large Cap Growth Search:
Rainier continues to underperform. They are moving away from team managed approach to

more of a lead manager approach, which is a little concern. Most recent underperformance
focused more on stock picking vs. looking at position of portfolio relative to their growth style
managers. They are sticking to their strategy, without much change. Innovest is recommending
that clients look at other alternatives. Two candidates were presented as replacements for
Rainier.
Aston/Montag & Caldwell-Firm Inception 1945, Firm Assets $12.2 billion, Fund Strategy
Inception 1994, Fund Strategy Assets $11.5 billion. Manager has been there since 1994
and is supported by an investment policy team. Since ‘94, no one has left this
investment team for any reason other than retirement. Their portfolio is made up of
30-40 stocks. Portfolio does not include utilities, telecommunication services or real
estate, because the manager doesn’t believe companies in those sectors are growth
style companies. Manager focused on stable growers.

Westfield-Firm Inception 1989, Firm Assets $13.2 billion, Fund Strategy Inception 1989,
Fund Strategy Assets $6.6 billion. 100% employee owned. Strong team, led by William
Muggia who has 29 years of experience. This team covers research by industry
grouping. Portfolio consists of 35-50 securities. Less cautious than Aston portfolio.



Committee discussed both replacement options. It was noted that Westfield is not set-up on
Great West's platform. Typically requires 90 day notice to get set-up on platform. COM may be
changing platforms, depending on the results of the upcoming RFP, so this set-up time would
conflict with potential change in vendor. Aston seems less volatile.

Don Miller motioned to replace Rainier
Mike Kennington seconded motion
None opposed

Based on risk return, Innovest implied that Aston may be the better choice. Aston provides a
similar style to Rainier, but with a better return. Also, would maintain the risk options for
employees.

Mike Kennington motioned to change to Aston

Frank Hoglund seconded motion

None opposed

Mike Kennington motioned to select the Aston share class expense ratio of 1.06%
Jayson Vowell seconded motion

None opposed

5. Review RFP Process

Committee RFP Discussion

Deferred compensation plan expires on May 1, 2013. Innovest is already contracted to do the
RFP. Frank and Jayson went through the last RFP process, so they may be able to provide some
background information. The alternate plan for Fire expires around the same time frame.
Chuck and Mike will continue conversation with Fire to determine whether they want to do
their own RFP, or combine both plans and give the vendor options on how to provide services to
each group. It was mentioned that the main plan has some functionalities that Fire’s does not,
such as the website. Systems & Services Technologies, Inc. (SST) is the company that Fire uses,
instead of Innovest. Fire’s contract with SST does not include an RFP, but they were getting an
estimate from SST. Fire’s current plan has an investment advisor linked to it and there was
guestion about the type of risk that puts on the city. It was also mentioned that the Public
Safety Personnel Retirement System (PSPRS) does not provide retirement advice, so it may be
worth looking into consulting options for that group. RFP will need to go to the City Attorney’s
office for review.



Innovest Covered the RFP Process
Innovest discussed the purpose of a RFP, went over the proposed timeline and discussed

potential candidates. Nationwide-not sure if they can record keep the custom stable value fund
that we have. Schwab-does not deal a lot with 457’s, so they may not bid. Mass Mutual-will be
contacted, due to the Hartford situation with Fire. Committee specified current plan features
that should be maintained by a future provider: online functionality, on-site representative to
educate staff, processing of hardship withdrawals. Other items mentioned: effort to update
beneficiary information should continue, payroll system interface, and maintenance of Lincoln
Life accounts. Lincoln Life was a supplemental life insurance plan offered years ago and there
are about 12 participants still on that plan. The committee would also like to see if Roth IRA’s
and Health Savings Accounts (HSAs) can be added as plan options. HSAs may be an alternative
for those employees hired after January 1, 2009, since they no longer have the option of
participating in the city health retirement account. Deadline to select a new provider would be
mid-February. If the committee feels that they need more time, Great West will be contacted
for a possible extension. New bid will be for a 3 year contract with (2) 2 year renewals.

Other RFP Discussion
Chuck requested a price from Innovest to do RFP for main city plan, as well as Fire. Bill

mentioned that it would be helpful to see Glendale’s recent RFP, which was awarded to GW.
Innovest will forward a copy of the old COM RFP to Chuck and Mike. Innovest will draft a
Statement of Work (SOW) for the main plan only and forward to committee for review.
Committee will need to meet next week to review SOW.

6. Miscellaneous Items
Next meeting will take place on Monday, February 4, 2013. This meeting will include the
quarterly review and RFP proposals, so extra time to be allotted.

7. Meeting Adjourned at 2:05pm
Don Miller motioned to adjourn the meeting
Seconded by Mike Kennington



