FINANCIAL ADVISORY BOARD
Approved Minutes
February 9, 2016 Meeting

The February 9, 2016 meeting of the Financial Advisory Board was held at the City of Naperville
Municipal Center in the NEU Conference Room located at 400 South Eagle Street, Naperville, IL
60540.

Roll Call:
Board Members Present Also Present
Ron Davidson, Chairman Rachel Mayer, Finance Director
Nimish Bhatt Lynn Lockwood, Assistant Finance Director
Patrick Gannon Mike Piotrowski, Marquette Associate
Michael Isaac Brian LeFevre, Sikich
Charles Millington Daniela Mardarovici, BMO
Susan Wade Meaghan Ryan, BMO
Michael Wik Andy Knapp, JP Morgan
Sarvasva Raghuvans, Student Member Caitlin Johnson, JP Morgan
Naina Prasad, Student Member
John Krummen - Council Ex-Officio (6:43 pm) Board Members Absent - None

Public Forum - No Speakers

Introduction
Ron Davidson began the meeting at 6:03 p.m.
Introduction of new student members.

Approval of Minutes
The minutes of the September 14, 2015 meeting were approved with minor modifications.

Year End Review of Investments - Daniela Mardarovici and Meaghan Ryan, BMO
TCH/BMO Global Asset Management provided a firm and process introduction to new board
members. BMO GAM is one of the top 50 largest asset managers globally with over $250bn in
AUM. TCH is an autonomously managed boutique and BMO GAM’s center of expertise for
institutional taxable fixed income. TCH manages approximately $10.5bn and has a 30-year
history of providing fixed income solutions, including a long history managing public funds in
[llinois. Its track record is a result of a repeatable process that adds value at the cross-section
of top-down and bottom-up disciplines and a team approach delivered by a 15-member
investment team averaging 20 years of experience. A close partnership with clients and
tailoring strategies to client needs are at the core of the TCH and BMO GAM business
philosophy.

An update of returns followed highlighting outperformance in the fourth quarter and since the
inception of the mandate. The team indicated that while lower interest rates helped deliver
modest positive returns for the mandate in recent years, they limit the portfolio’s future
absolute return potential in light of regulatory guideline limitations and with the 10-year
Treasury rate below 2%. Going forward the team remains focused on maintaining a yield
advantage in the portfolio and on sectors such as Agency MBS and TIPS, which present better
opportunities going forward. Duration remains neutral to benchmark as interest rates are
likely to remain in a relatively tight range around current levels.
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Year End Review of Investments - Andy Knapp and Caitlin Johnson, JP Morgan

Andrew Knapp and Caitlin Johnson of JPMorgan Asset Management provided an update on the
fixed income portfolio. They covered the portfolio’s management team, objectives, and
performance. The portfolio management team’s approach focuses on disciplined, fundamental
security selection. They emphasize long term investing, research, and risk management. As of
12/31/15, the account has produced an annualized 5.24%, net of fees, which is 0.32% above
the benchmark. For the year ended 12/31/15, the account returned 1.05%, net of fees, which
was 0.13% below the benchmark.

Year End Review of Investments - Mike Piotrowski, Marquette Associates

Mike Piotrowski reviewed the 4Q15 executive summary report. As of December 31, 2015 the
total portfolio assets were $49.4M. This represents a decline of approximately $29M over the
prior twelve months, which was primarily due to withdrawals for cash needs.

Overall the portfolio had a return of+0.0% for the shortened fiscal year (5/1/15 to
12/31/15). However, the portfolio saw gains for calendar year 2015, returning +0.7% net of
all investment fees, trailing the policy benchmark which returned +1.0%. The main reason for
this underperformance was due to investment manager underperformance by both JP Morgan
and BMO/TCH.

For the calendar year 2015, ].P Morgan underperformed their benchmark on a net of fees basis
returning +1.0% versus the benchmark which returned +1.2%. Over this same time period,
BMO/TCH underperformed their benchmark on a net of fees basis returning +1.1% versus the
benchmark which returned +1.2%. While having the same investment mandate, both of the
investment manager’s philosophies and management styles continue to complement each
other. The investment management fees for both of the managers remain very low (0.15%
annually).

A discussion was had about updating and/or possibly expanding the current Investment Policy.
Marquette will work with staff to evaluate options and look for additional discussion at the next
FAB meeting.

Yearly Review of Comprehensive Annual Financial Report, Brian LeFevre, Sikich

Brian LeFevre presented an overview of the CAFR, noting that Sikich awarded the City of
Naperville unmodified opinion for all audits and had no difficulties working with city staff and
no adjustments to the financial statements.

Noted that the City has again achieved Certificate of Achievement for Excellence in Financial
Reporting from GFOA. The City has received this award for numerous years for both the
Annual Budget and CAFR.

Brian mentioned that there are two new standards coming out that will affect the way pensions
are disclosed this will have no impact on bond rating as bond rating agencies understand this
change and that the information has always been provided for in the note sections of the CAFR.

Conversation ensued about pension funding, it was noted that based on current funding
practices the City should be fully funded by 2033 versus the mandate to be fully funded by
2040. Brian noted that many pension funds are funded at the 50-60% level, Naperville is
currently in the mid 70’s for both funds.
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Review Request for Proposal - Financial Advisory Services

Rachel requested information from the Board on the four companies that responded to the RFP
for Financial Advisory Services for Bond Funds. Staff will be conducting interviews with three
of the four firms on February 16, 2016. Of the three firms staff is interviewing members have
had positive interactions with two and have not had interactions with the other.

FAB Roles and Responsibilities
Ron Davidson led a conversation on what FAB’s role should be. All members participated
coming up with the following list of items to be reviewed:

a) Develop a policy/process for to determine ROI (hurdle rate) on Capital Projects and
provide input to Council where appropriate
b) Review Asset Sales (significant size only)
c) Oversee Portfolio Management
d) Review Bond Issues and/or Bond Refunding
e) Review Budget (high level review)
f) Develop time-table to review policies
a. Debt Management Policy
b. Investment Policy
c. Financial Reporting Policy
d. Reserve Policy, General Fund, Electric, Water
e. Pension Funding
g) Develop time table to review vendors
a. Investment Bankers
b. Bond Council
c. Auditors
h) An opportunity for FAB to be part of Economic Development discussions since members
are also involved in community businesses.

To begin the process of reviewing policies Rachel will be sending out the current investment
policy to all members. Mike Wik and Rachel will draft a revised policy for discussion at next

meeting.

Old Business
None

New Business
Mike Isaac noted that the Township consolidation of services is a greatlook at the program and
should FAB be part of this process also.

Items for Upcoming Meetings

Adjournment - 8:13 p.m.



