
1 

 

South Central Connecticut Regional Water Authority 
Pension & Benefit Committee 

April 28, 2022  
Meeting Transcription 

 

Suzanne:  

Thank you, David. Yeah, we have a lot to cover.  Should I  try again? Okay. Okay. So we 
have a lot to cover in our pension benef it  subcommittee meeting today. We're going 
to start  with the approval of the minutes. They're in the package.  And do I  have a 
motion to approve the minutes as present?  

Catherine:  

I  move.  

Suzanne:  

Catherine and Kevin a lso. Thank you very much. Is  there any di scussion that should. 
Great.  So al l  those in favor,  please signify by  saying aye.  

Group:  

Aye.  

Suzanne:  

Thank you. Let the record show that we got unanimous vote from the members 
present.  On item number two, it  is  that t ime of the year where we take a look at our 
actuar ial  information assumptions for pension and VEBA and re lated contribution 
amounts.  So the Angel l  Pension Group is  here to talk us through our salary plan 
executive summary, our union plan executive summary in our OPEB executive 
summary. Rochel le,  would you l ike me to turn over to you or do you want me to turn 
it  directly over to Beth or.. .  

Rochelle:  

Albert's  going to go through [crosstalk 00:04:38],  and go through the executive 
summaries.  

Suzanne:  

All  r ight.  So Albert,  turn over to the reviews.  So why don't  you go ahead and take us 
through the execut ive summary review? Are you able to share?  

Catherine:  

While we're wait ing,  can I  ask a stupid quest ion?  

Suzanne:  

Sure, sure.  
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Catherine:  

This terminated vested participants be terminated for reasons o ther than voluntary 
termination or resignation, because that 's a very high number for employees that 
were terminated for August.  

Suzanne:  

[ inaudible 00:06:10].  Yeah.  

Catherine:  

I  just  wanted to clar ify that.  Thank you.  

Suzanne:  

Yes. Thank you.  

Jeff  Bauer:  

Yeah, just give me one second.  Let me just see where Albert 's  at .  

Jeff  L iter:  

Yeah. Which plan would l ike to begin with? You want to begin with the salary plan, 
the union plan, or the welfare trust?  

Suzanne:  

The salary plan is  f ine to start  with.  

Suzanne:  

Try to go through salary and executive summary. So for the folks at the pension 
group, we have it  on screen. I  think you can see that now what your execut ive 
summary is.  So you're free to begin.  

Jeff  L iter:  

So we'l l  start  talking about the salary plan. The  summary here we start  with a 
summary of the demographics.  And as you can see, not a signif icant change year over 
year in the covered population. Act ive part ic ipants remain fa ir ly  steady. There are 
st i l l  a number of vested terminated part icipants who're no  longer working for the 
organizat ion, but are entit led to future benefits.  And the number of retirees 
receiving monthly payments is  a l itt le bit  up from last year.  But  overall ,  the plan is  
very stable.  

Jeff  L iter:  

The age of the act ive population is  averag e about 55. And as you can see, this is  a 
long service group, almost 23 years of service with this group. L ikewise, the inact ive 
population, very steady in their age year over year,  just under 69 years.  And then we 
show their  future l ife expectancy as well ,  as  rough 20 years.  Moving down a l itt le 
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further,  market value of assets,  this is  measured as of January 1,  2022. So this does 
not reflect anything that may have happened in the few months since then. As you 
can see, relat ive to the prior year,  plan asset s were just under $46 mil l ion.  

Jeff  L iter:  

We also wil l  show here what we cal l  the actuarial  value of assets.  This is  a smooth 
value of assets that looks at the last three years of assets and sort  of blends out any 
short term fluctuations in the market val ue. And this gives us a sl ightly more stable 
calculation of plan cost year over year by using this smooth value, as opposed to 
what can be a relat ively volati le market value. Investment return on the market value 
of assets was very good over the period end ing January 1,  2022 at about 11.5% rate 
of return.  

Jeff  L iter:  

And also in that adjustment of market value, we have employer contribut ions of 
about $3.1 mil l ion, benefit  payments going out to retirees of about $3.3 mil l ion, and 
plan expenses under $200,000  for the year.  Any questions before we move on to plan 
l iabil it ies and.. .  Okay, let 's  move down a l itt le bit  on the page there to the funded 
status. We are measuring l iabi l it ies us ing a 6 .75% interest rate. Present value of 
accrued benefits is  about $51 mi l l ion compared to the market value of assets that 
puts us at about just under 90% funded. We also wil l  show you that f igure re lative to 
the actuarial  value of assets as you saw, that was a l itt le bit  lower. So we're about 
83% funded relative to the actuari a l  value of assets .  And these are both 
improvements over the prior year,  primari ly  due to the improved asset base.  

Jeff  L iter:  

Next page, here we are looking at  the recommended contributions to the plan.  The 
normal cost,  this is  a measure of the value of b enef its being earned during the year.  
You can see that the expected normal cost is  about $1.9 mil l ion. For the plan you're 
beginning, January 1,  2022, this is  down a l i tt le bit  from the actuarial  recommended 
contribution in the prior year.  And again,  this is  primarily  because of the improved 
asset base.  

Jeff  L iter:  

Okay, so we score down a l i tt le bit  further.  We look at a couple of measures of 
potentia l  funding. The f irst  is  a level funding requirement. If  the plan were to be ful ly  
funded by 531, 2023, whic h is  a pretty aggressive funding schedule. And obviously to 
get there,  you'd need to contribute a very large number about $7.4 mil l ion. If  we 
instead look at a level  funding contribut ion to get the plan ful ly  funded on an 
accrued basis,  by May 31, 2025, we 'l l  at  about a $2.9 mil l ion contr ibut ion.  

Jeff  Bauer:  

And I  think Jeff,  to add context to that,  I  think that was the or iginal sort of 
amortization goal of  a  seven year to mirror an ERISA plan. And then I  think due to 
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market volati l ity a few years ago, I  th ink that was extended out two more years to 
nine years,  I  think. Right?  

Jeff  L iter:  

Right.  So the contr ibutions that have been made in the past few years have been on 
par with the level funding f igure that we're showing here to be ful ly  funded by May 
31 of  2025, that just under $3 mil l ion level.  As you can see, last  year's contribut ion 
was, as we said before, about $3.1 mi l l ion. So you're making good progress toward 
that level funding by 2025.  

Jeff  Bauer:  

And Jeff,  that's a funding level on an accrued benefit  bas is,  meaning that everybody's 
benef it  accrued to date would be matched by the assets,  correct?  

Jeff  L iter:  

That's correct .  It  would not mean that the plan could stop funding entirely after that 
t ime. There would st i l l  be benef its being earned. An d as you mentioned, this does not 
take into account those benef its that have not yet been earned. This is  just funding 
towards benefits that wil l  be earned by that  May 2025 t imeframe.  

Suzanne:  

Right.  Also,  we have our decline in many assets too.  

Rochelle:  

Yeah. And we factored that in.  So he is  talk ing about the annual service cost that the 
participants are in every year.  

Suzanne:  

Thank you, Rochel le.  

Larry:  

But it  is  a c losed plan,  r ight?  

Suzanne:  

Yes.  

Larry:  

So they eventually i t  works its way down.  

Suzanne:  

Yes.  

Jeff  Bauer:  
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Exactly.  R ight.  Yeah.  It 's  soft  frozen, so there's a f in ite group of participants in the 
plan. Right.  

Jeff  L iter:  

Okay. And then f inally  here at the end, we show you the actuar ial  assumptions and 
the only s ignif icant  changes in actuari a l  assumptions from last year to this  year are 
the mortality tables.  Each year,  the Society of Actuaries provides a study of mortality 
improvements and we bui ld those into the actuar ial  valuat ion, but  the top level 
important assumption such as the discount  rate and the salary scale remain 
unchanged year over year.  And at present,  we don't  see any reason to adjust those 
assumptions.  

Suzanne:  

Salary scale,  remind me, is  what  is  antic ipated salaries wil l  grow, and wil l  affect the 
pension earnings of those empl oyees? 

Jeff  L iter:  

I 'm sorry.  I  missed the f irst  part of  that question. Could you repeat  that?  

Suzanne:  

Sure. The salary scale at 4%, is  that the assumption that that 's the rate of increase 
that salar ies wil l  grow in this year,  therefore affecting how much  gets contr ibuted to 
the pension plan on their behalf?  

Jeff  L iter:  

That's correct .  It  impacts the level of their benefits as well .  So this  4% is a looking 
forward rate,  attempting to capture both merit  increases and cost of l iv ing increases 
in salar ies.  

Suzanne:  

But actual dollars paid to employees at 4%.  

Jeff  L iter:  

This is  a measure of how we expect their salaries to increase in future years.  

Suzanne:  

In future years,  or in one year?  

Jeff  L iter:  

Each year,  4% salary growth each year.  

Suzanne:  

So do we think that's . . .  
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Rochelle:  

So it 's  not just what [ inaudible 00:19:19] may be point ing out .  It 's  higher than the 
average, but it  also includes things l ike promotional changes or other changes.  

Jeff  Bauer:  

Right.  

Jeff  L iter:  

That's correct .  

Rochelle:  

But do you f ind that number to be.. .  I  would think that 's much high. I 'm not looking 
to change it .  I 'm just inquir ing and -  

Catherine:  

You just want to know the reasonable assumption based upon al l  the factors ,  which 
could be salary,  it  could be -  

Rochelle:  

So I  mean, we usually assume 3%, but that doesn't  include promotional changes,  
changes in posit ion. So it  seems...  

Larry:  

They get included business.  

Rochelle:  

I  think it 's  [crosstalk 00:20:00].  

Larry:  

No, they don't  affect the pension. They don't  pension -  

Suzanne:  

It 's  f ine. We can leave it .  We can leave i t ,  but probably what we should know, 
Rochelle and Larry,  at  some point is  that reasonable for the RWA? Meaning, including 
promotional changes and stuff.  When we look back on a year,  is  3% your assumption, 
but do we actually end up spending what? For a lot of di fferent reasons besides this.  
Okay. Very good. Jeff,  sorry for the interrupt ion.  

Jeff  L iter:  

Yeah. And also would point out that,  because this is  a c losed group, we're real ly 
concerned about the salary expect ation for this group, which may be different from 
the organization as a whole.  
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Suzanne:  

Right.  Good job.  

Jeff  L iter:  

Okay. Are there any other questions about this plan? If  not,  we can move on to the 
union plan.  

Suzanne:  

Are there any quest ions on this? Th ank you very much. We' l l  move on to the union 
plan.  

Jeff  L iter:  

Okay. The format of this summary is  the same as the previous one. We start  with a 
summary of the partic ipants.  And as we've said before, these are closed groups that 
are general ly getting smal ler year after year  with attr it ion, and some participants 
passing away. This plan is  covering sl ight ly fewer people than it  did in the prior year.  
The active count went  down a l itt le bit .  The vested terminated participant count 
went down and the retired po pulation went up s l ightly .  

Jeff  L iter:  

This group is  a l itt le bit  older than the other plan where average age of the actives is  
58.6. Also,  this is  a longer service group. You can see the average service of this 
group is  over 30 years.  The inact ive populat ion, average age about  70 years old with 
a future l ife expectancy of 19 years.  Looking down at the assets again,  very simi lar 
asset performance to the salary plan, 11.6% estimated return for 2021. Market value 
of assets at $28 mil l ion. Our smoothed value o f assets that we used for determining 
contributions at $26 mil l ion. And as you can see, last  year 's employer contributions 
were about $1.2 mil l ion. Benefit  payments to retirees just over almost $1.7 mil l ion. 
And plan expenses,  just over $100,000.  

Suzanne:  

So with a higher expected rate of return and $1.5 mil l ion, and smoothed assets 
above, you're st i l l  coming out with a lmost the identical  contribut ion.  

Jeff  L iter:  

That's correct .  This plan has a shorter expected duration for funding the plan. So 
when we calculate the recommended contr ibution, we look at the period over which 
we expect the act ive participants to continue in the plan. And as we said,  this group 
is  older,  which means that they're c loser to reaching that retirement age. So when 
we calculate the minimum required or the recommended contribution, you' l l  see that 
it 's  over a shorter period of t ime. And therefore we have to pay a l itt le bit  more each 
year to get to that ful ly  funded target .  

Suzanne:  



South Central Connecticut Regional Water Authority 
Pension & Benefit Committee 
April 28, 2022 

 

  8 

Okay. Very good.  

Jeff  L iter:  

Looking down at the funded status calculat ions,  we've got a present value of  accrued 
benef its at  just under $30 mil l ion. So the plan remains underfunded, but it 's  pretty 
well  funded. It 's  almost 95% funded on a market value basis.  And that's an 
improvement over last  year,  which was just under 90%, again,  pr imarily  due to the 
improved asset performance. Looking at the funded status on the smoothed actuaria l  
value of assets were by 88% funded, which again is  an improvement over the pr ior 
year,  although not quite as much because we were smoothing those gains from 2021 
asset returns.  

Jeff  L iter:  

And calculat ing the recommended contribut ion, last  year,  we were at just over a 
mil l ion dollars.  This year with the improved asset base, the recommended 
contribution is  going to be now just un der a mil l ion at just over $900,000. If  we were 
to look at the level funding requirement to ful ly  fund the plan by 2023 on an accrued 
basis ,  it 'd be just over  $2 mil l ion. And to ful ly  fund the plan on an accrued basis by 
2025, we're looking at  under $800,0 00: $767,000.  

Jeff  L iter:  

We go back up real quick and look at that level funding number one more t ime. This 
is  one of the f irst  years where we've seen the level funding number at 2025 coming 
out less than the actuaria l ly  determined contribution. As I  sa id  before, part of what 's 
going on here is  that this is  a short funding window for this plan. When we calculate 
the actuarial ly  determined contribut ion, we're looking at about a f ive year t ime 
horizon to ful ly  fund the plan, not very di fferent from the t ime period to fund the 
plan here to 2025. And again,  as Jeff  ment ioned ear l ier ,  one of the dif ferences 
between these calculations,  to ful ly  fund by 2025, we're talking about funding the 
accrued l iabil ity,  not the l iabi l ity for benefits that wi l l  be earned furt her into the 
future.  

Jeff  L iter:  

So the actuar ial ly  determined contribut ion is  funding the plan towards the projected 
benef its,  including benefits that wil l  be earned up unti l  the t ime participants retire.  
So that 's a higher l iabi l ity to fund toward, which  is  why this actuar ial ly  determined 
contribution is  coming out larger this year than the level funding contribution.  

Suzanne:  

Okay. Very good. Any quest ions on this?  

Catherine:  

Well ,  my quest ion on both plans is  that is  6.75 the discount rate that we're ha ppy 
with,  or is  there any expectations?  
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Suzanne:  

That's a great quest ion. So if  anybody couldn't  hear it ,  Catherine's asking about the 
6.75% discount rate. And are we comfortable with that? We started, I  don't  know, 
how many years ago, at about 8%. We then  brought it  down to 7%, and just last  year 
we brought it  down to  6.75%. And for r ight now, we're comfortable with 6.75% not 
because we think the market's going to cont inue to rage along. It 's  just that we feel 
the balance and the risks of assets that are n eeded to invest to achieve that are wel l  
s ituated for this organizat ion and i ts r isk management tolerance. And Steve can talk 
more about that when we, if  you'd l ike,  but i t 's  an excellent quest ion.  

Suzanne:  

It 's  the basis for everything that comes in our i nvestment performance of our plan. 
So-  

 

 

Catherine:  

I  think that said,  I 'm sorry,  [crosstalk 00:28:01].  I  think most public pension plans are 
looking at 5 .5. But the funding ratio for those, it 's  much lower than ours.  Our funding 
ratio,  it 's  getting to per fect,  but it 's  very good.  

Suzanne:  

It  is .  And so the challenge becomes, if  you bring that down and you're sort of more 
realist ic  in the world of r isk management,  r ight ,  but then the pressure on funding 
becomes much greater.  And so at  this point,  we have co ntinued to perform at or 
above our target.  And so unti l  we see something that's  going to put that at r isk,  we' l l  
probably keep it  at  that.  That's an excellent  quest ion.  

Jeff  L iter:  

And l ike the salary plan, the only signif icant change in assumption was the  mortali ty.  
And that had a very minor impact,  just a small  increase due to the updated mortality 
projection scale.  But we're us ing the same discount rate as last  year.  This plan 
benef its do not depend on salary,  so we do not report a salary scale.  

Suzanne:  

Very good. Any other quest ions on this plan? Great.  Good. Thanks very much. We'l l  
move on to the OPEB. Looks similar.  

Jeff  L iter:  

Okay. The OPEB plan again,  s imi lar layout to the pr ior two summaries.  This plan 
covers a larger number of part icipants.  As yo u can see, we separate the group by 
those active partic ipants who are e l igible for medical  coverage as  retirees,  future 
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retirees,  and those who are only el igible for the l i fe benefit .  There was an increase in 
the number of participants  el igible for medical .  The total  participant count has gone 
up from 509 to 528. It 's  a bigger group. The average age of this group is  under 50 
with about a 16.8 per year service history. There are a number of retired participants 
who are receiving benefits from the plan, their  average age, almost 73 and their 
future l i fe expectancy, about 16 years.  

Jeff  L iter:  

Looking a l itt le further down the page, the asset value in this plan, almost $9.9 
mil l ion. Again,  this is  up from the pr ior year,  we're estimated rate of return on this 
fund at just 10.8%. And that change in asset  value includes employer contribut ions of 
almost $1.8 mil l ion and benefit  payments to  retirees of over $2 mi l l ion. Looking 
down on funded status of the plan. The accrued l iabil it ies of this plan are at about 
$26 mil l ion, which makes the plan about 37% funded, which may seem alarming, but 
understand that a lot of these types of plans are not funded at al l .  So the fact that 
you are funded and able to pay some of your benef its from the trust are,  an 
improvement over many such plans.  

 

Suzanne:  

Thank you for that.  

Jeff  L iter:  

And looking down, the actuar ial ly  determined contr ibution consists of the normal  
cost of 176,000. And we calculate the actuarial ly  determined contribution in total  to 
be 1,000,951. Again,  this is  s l ightly down from the prior valuat ion, primarily  due to 
the better than expected asset performance.  Any questions about that? Likewise,  the 
assumptions are similar year over year.  This  plan does not depend on salary,  benefits 
do not depend on salary.  So a gain,  no salary scale and the primary dif ference here in 
assumptions was the mortality improvement scale.  Jeff,  d id you have anything more 
you wanted to add about this particular plan?  

Jeff  Bauer:  

No, I  think Jeff,  you summarize d i t .  I  think from where the y've started, you've made 
excellent progress.  I  agree with Jeff  that your forward projection looks very healthy 
and obviously,  the main concentrat ion with the two other plans to get them to ful l  
funded status,  but I  applaud you for putt ing the contr ibution  levels and this plan, as 
well .  As Jeff  knows that putt ing the recommended contribut ion in,  helps quite a bit  
on the accounting side as well  in terms of assumptions. So I  think the plan is  making 
good progress.  

Suzanne:  

Just so I 'm reminded, our policy or our plan is  that  once the two retirement plans are 
at about ful ly  funded, the cash that  may be freed up when the expense of that,  some 
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of which wil l  be going towards this to get this with great care. Okay, so that wi l l  be 
our focus.  

Jeff  Bauer:  

Exactly.  R ight.  Yeah.  Your main focus,  which again,  you've done an excellent job of 
bringing and ensuring up the funded status of the two retirement plans. But yeah, 
that's our understanding from a funding policy point of view, resources would be 
shifted after you've  got to ful l  funded status.  

Suzanne:  

Any other quest ions on the executive summary of? Okay. Anything to summarize 
beyond what you've said or anything else you want to add re lated to this? I  know we 
need to make some decisions,  discuss the pension contribut ion. But before we move 
in to that,  is  there anything else from the actuarial  group that  you'd l ike to add from 
intel?  

Jeff  Bauer:  

No, I  don't  think so. I  think,  as Jeff  pointed out,  I  think you're in very good shape. I  
know Steve is  guaranteed your 10% re turn, so. [crosstalk 00:34:29].  We should be 
ful ly  funded momentari ly.  So yeah, no, I  think moving it  out to two years that you 
did,  gave you the breathing room that you need, but again,  you're st i l l  on track and 
it 's  a  closed amortizat ion. It 's  not as if  it 's  an Ar isa plan where the amortization basis 
keep growing. So the fact that you've dil igently committed to that,  I  think you're in 
f ine shape.  

Suzanne:  

Thank you for that.  And so a couple things,  one, I  really want to commend Rochelle 
and the management  team and our investment partners because we continue to make 
these str ides each year in this process.  And so while we have funds that we want to 
stay keep funded and we want to have rates  as low as they can,  and we want these 
things to be ful ly  funded, we  continue to make progress,  which makes RWA 
financial ly  stronger every year.  So thank you very much for the whole team. And 
Albert,  I 'm sorry to say,  but Jeff  did a really nice job. So, Jeff ,  you thank you very 
much for doing a pitch.  

Jeff  L iter:  

Yeah. You're welcome. But I  think it 's  made easy for me because you had al l  good 
news this year.  

Suzanne:  

Yeah. And we're very happy that  our contribution, t iming is  everything [ inaudible 
00:35:47]. 

Jeff  Bauer:  
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Jeff  wi l l  only show up on the years you have posit ive returns,  so.  

Suzanne:  

Thank you. Okay.  Very  good. All  r ight.  

Stephen:  

So wil l  Steve. Just k idding.  

Suzanne:  

Yeah. Exactly.  If  there's no other questions,  we'l l  move on to item number three, 
which is  the discussion-  

Catherine:  

Can I  just?  

Suzanne:  

Yes.  

 

Catherine:  

Just for clarif icat ion. I 'm sorry.  I  know that this is  not,  we're ta lking about these 
specif ic  pension plans,  but these are both c losed plans. What are the retirement 
benef its avai lable to employees that are not  el ig ible for these plans?  

Rochelle:  

We have a 401k that a l l  employees are automatical ly  ro l led in.  So they start  to work 
both the hourly,  as well  as the salary plans.  

Catherine:  

And how is that managed?  

Rochelle:  

And Morgan Stanley also manages the investments or the investment vehic les that 
are avai lable of 401k.  

Suzanne:  

And chosen by the employees.  

Rochelle:  

And they make their own selection number of equit ies and funds and just by 
portfolios.  
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Catherine:  

And that 's an institutional look pick and p iece structure.  So that's  an institutio nal 
plan, not retai l .  So the employees are not.  

Rochelle:  

And Catherine, you' l l  actually get an update when we talk  about  the work plan a l itt le 
bit  later,  we're introducing an annual review of the authority of our board.  

Catherine:  

Okay. Thank you.  

Suzanne:  

Yeah. Pr ior to this point,  it 's  not been a part of the oversight of the board, which is  a 
good addit ion and in a  scale welcome the opportunity to get some of these questions 
answered, but what it ,  Steve can talk about the cost to part icipants  in investi ng in 
the 401k and the management of that when we get to his piece of  it .  So,  Steve, if  you 
would just make a note of that question.  

Stephen:  

Yep. I 'm going to have Joe Mc Laughlin coming on that,  because he handles that more 
than I  do, but he's here also. So yeah.  

Suzanne:  

Okay. That 's great .  

Rochelle:  

And we also have a 457 plan, so the employees reach the maximum in the 401k. They 
then contribute to a 457 as well ,  which has similar depth vehicles available.  

Catherine:  

Great.  Thanks.  

Suzanne:  

All  r ight.  Excellent.  Okay. So we' l l  move on to item number three, discuss a 
potentia l ly  year end contributions. And we'l l  start  with the addit ional pension 
contribution resolution. And Rochel le,  it 's  pretty straightforward, but is  there 
anything you want to add to t his?  

Rochelle:  

No, I ' l l  just  add that ,  doing these addit ional  contributions is  also what's helping us 
get towards the ful ly  funded. And I  know I 'm personally concerned about what's  
really happening with the market.  So we continue to recommend when we can t o,  
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when we're able to absorb this addit ional contribut ion to go ahead and do this.  And I  
wil l  add this  is  reflected already, pending approval in our f iscal  22 projections.  

Suzanne:  

So, and remind us. And this is  a supplementary contribut ion on top of the 
recommended contr ibution?  Or is  this a l l  in?  

Rochelle:  

No. This is  an addit ional to what was already approved.  

Suzanne:  

Okay. Very good. All  r ight .  Is  everybody clear? [crosstalk 00:39:03].  

Stephen:  

Could I  ask a question, Rochelle,  would this be a lump sum  or would this be spread 
over the year?  

Rochelle:  

This is  going to be a lump sum.  

Stephen:  

Okay. That  would be good at the moment in our opinion.  

Suzanne:  

Yeah. No, it 's  a nice t ime to be getting in an eye a l itt le bit .  Okay. Any other 
comments or questions about this?  

David:  

Do you want a motion for the committee? Anyone recording this?  

Suzanne:  

I  would real ly l ike a motion.  

Catherine:  

Okay. I ' l l  move that we recommend to the ful l  authority,  the motion.  

Suzanne:  

Thank you, Catherine. Is  there other further  discussion? I ' l l  let  the record show that 
the committee is  recommending to the board and the board wil l  take further action 
related to the contr ibution of 1.13, excuse me. $33,903,000 for addit ional 
contribution. So with that,  i f  there's no other discuss i on. We'l l  take both, a l l  those in 
favor.  I ,  al l  those votes,  show that al l  the present.  Subcommittee meeting favor,  
recommend that to move on. Moving on to pension ful l  year 23 proposed resolutions 
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with salar ied and the union plans. So these are without go ing back to the memos, I  
assume are exactly that they are the exact same amounts that are amended by Angel .  
Correct? 

Suzanne:  

So, but the union plan is  the arc because the arc is  actually higher.  And then the 
salar ied is  a l itt le bit  above the arc.  And that was based on l ike looking at 
affordabi l ity and such,  and also trying to catch up the salary.  

Suzanne:  

So, one second, what was the salary plan?  

Rochelle:  

19. 

Suzanne:  

Right.  Okay. 1924690. Okay. Al l  r ight.  So the salary plan's a l itt le higher than the  arc 
and the union plan is  exactly at the arc.  Do I  have a motion to approve the proposed 
pension contr ibution resolution wil l  year 2023 for the salary to union? Thank you 
Kevin.  

Catherine:  

Second.  

Suzanne:  

Second. Thank you, Catherine. Is  there any other question comments,  concerns for? 
You're voting on? All  r ight .  Al l  those in favor,  say aye. Aye. All  those oppose. Let the 
record show that a l l  members present voted in favor at subcommittee meeting to 
recommend to the board to make this contr ibut ion. Movin g on to OPEB executive 
summary. Excuse me. Moving on to Viva ful l  year '23 proposed resolution. Here, we 
have a resolution for contribution of $1.7 mil l ion change to the regional award 
authority and for the Viva plan contribut ion.  

Rochelle:  

Right.  And this  is  the recommended cash contribution, which is  consistent with what 
we've been doing in prior years.  Okay.  

Catherine:  

And move approval of the rest.  

Suzanne:  

Thank you, Catherine. Thank you, Kevin. Any other discussion quest ions? Okay. Very 
good to let al l  those in favor.  Aye. Aye. Al l  those oppose. L=Mention, let  the record 
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show that a l l  the present voted favor recommendations. All  r ight.  I  think that is  it  for 
al l  the committee's actions related to contributions. Correct.  Okay. Very good. All  
r ight.  So i f  there's nothing else related to actuarial  discuss ions and contr ibutions,  
we'l l  move on to investment performance. We welcome our actuaria l  partners to 
stay. I f  you'd l ike to l isten to the investment portion of the presentation. And if  not,  
thank you very  much for being here and always for your profess ional work and 
presentations by the oversight that  it  needs to release plans.  

Jeff  Bauer:  

You're welcome. Jeff,  I  can stay. I  don't  know if  you have a commitment.  

Jeff  L iter:  

Yeah, I  actually,  I  do. I  appreci ate that .  Thank you very much for your t ime and I  wil l  
hopefully see you al l  again soon.  

Jeff  Bauer:  

Thank you, Jeff.  

Stephen:  

Thank you, Jeff.  

Suzanne:  

All  r ight.  So let 's  just do a t ime check we're in 40 minutes.  

Jeff  Bauer:  

Plenty of t ime.  

Suzanne:  

Plenty of t ime. So why don't  we start  with -  

Stephen:  

Can I -  

Suzanne:  

Yeah.  

Stephen:  

Can I  suggest that we start  with Zoe. As we were going to do before, because we've 
kind of had some false  starts with the ESG topic.  And while we have her today on the 
front part of this meeting, the goal would be, again,  this would be a journey and a 
process a lso much l ike  funding. It 's  not l ike we're going to f l ip a switch and say,  
"Okay, everything that  we're doing is  ESG compliant," whatever that means. And 
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we're going to ta lk about that .  But I  wanted to have Zoe today to walk you through 
what the portfol io looks l ike today. This wi l l  be a baseline.  

Suzanne:  

Right.  So that 's exact ly what I  would say. F irst  off,  I 'm fine with the order.  And 
secondly,  I  think that what the board looks at this  as is  a basel ine and an educat ional 
opportunity to understand how this is  done,  what impact it  has.  And I  think that the 
board remains uncommitted at this point to  a posit ion about ESG and what to do 
about that.  But this is  al l  part of educating us in a way so that perhaps in the future, 
we want to take a posit ion included in our investment policy statement or any of that 
kind of stuff  we care.  

Stephen:  

Perfect.  So the goal here is  to get,  and Zoe,  are you out there? I  think I  see you 
init ial ,  r ight?  

Zoe:  

Yep. I 'm here.  

Stephen:  

Okay, good. So Zoe, I 'm going to turn it  over to you to direct,  but the purpose of this 
section, and I  think wi l l  be relat ively br ief is  to give the board a status.  Where do you 
sit  today versus some commonly used  industry benchmarks? And I ' l l  turn it  over to 
Zoe who's wil l  introduce herself,  but she's from our ESG area within Morgan Stanley. 
Thank you.  

Suzanne:  

Well ,  welcome Zoe and-  

Zoe:  

Hi everyone.  

Suzanne:  

Hi,  Zoe.  I  would not hesitate to explain what this is,  what's  going on in the industry 
related to this,  as wel l  as if  we know very l it t le,  just to kind of level play ing f ie ld on 
that front as wel l .  

Zoe:  

Yeah, absolutely.  So I ' l l  just  g ive some quick  background on myself .  So I  am on the 
global sustainable f ina nce team here at  Morgan Stanley. I 'm a product owner for 
Morgan Stanley impacts quotient which generated the report that  we'l l  walk through 
today. And s imilar to you al l ,  I  d idn't  have a ton of background in terms of what it  
really means to be sustainable and how to gear investments towards whatever 
sustainabi l ity goals each indiv idual has. And I  think that's kind of an important place 
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start,  which is  there's not necessari ly  one solution for sustainabil ity.  There are so 
many dif ferent ways to become more su stainable. And so the way that the Morgan 
Stanley IQ or Ms IQ report is  laid out is  real ly to highlight those two different 
segments.  So the opt ion one, as you can really hone in on the posit ive things and 
choose to invest more in the areas that are "doing  good", or al igned with your impact 
goals.  

Zoe:  

And on the other hand, you can divest from the bad actors or the mutual funds,  ETF 
securit ies that are exposed to areas that you don't  feel comfortable being exposed 
to,  whether that 's an industry,  an issue o f concern, an environmental pract ice,  you 
name it .  And so, those are kind of the two ways that at  Morgan Stanley,  we think of 
gearing a portfolio towards sustainable investing. And that 's how I ' l l  walk through 
the report ,  start ing from those posit ive thing s that you want to a l ign your 
investments towards,  and then followed by the areas that you may want to l imit  your 
overall  exposure to. So any questions from there. Feel free to interrupt as I  go 
through the, I  know there's a lot of kind of ESG terminology that you al l  might not be 
so famil iar with,  so feel free to interrupt.  

Suzanne:  

So I  think we're ready.  

Zoe:  

Awesome. 

Stephen:  

So who's actually driving the presentat ion?  

Suzanne:  

I  am. Jennifer .  

Stephen:  

Okay. So Zoe, maybe as you need the next sl ide, we would just has Jennifer to 
proceed.  

Zoe:  

Perfect.  I  also have it  up on my screen. So yes,  I  would just keep going down. We're 
going to stop on a page that says portfol io impact summary, which gives you an 
overview of actual ly you can.. .  Yeah,  this is  a goo d place to start.  So l ike I  said,  
there's  kind of those two sections,  the al ignment,  and then the exposure. The 
activation we can quickly touch on, but overall ,  what we've selected for the 
al ignment are 11 impact objectives.  So these again,  are those posit ive things that you 
would want to potent ial ly  al ign, or t i lt  your portfolio towards.  
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Zoe:  

So we've selected cl imate solutions,  energy eff iciency, c leaner energy sources,  water 
solutions,  etc,  a l l  the way down to governance pract ices.  So you can see that it 's  kind 
of covering a  lot.  There is  a lot geared towards water,  which is  great and unique to 
you. And then we're going to move on to the exposures,  which is  those issues of 
concern. And so far we've selected chemicals,  oi l ,  and gas and ut i l it ies.  And overa l l ,  
what this summary page is  saying is  that out  of the 11 impact objectives on the left,  
we are either equal ing or exceeding the benchmark on set of them. And then for the 
exposures,  we are exposed to three out of the three issues of concern.  

Stephen:  

Can I  add something?  

Zoe:  

The way that the yeah, go please.  

Stephen:  

So just to be clear,  we have read your policies.  We know your organization, so we've 
imprinted our viewpoint,  or i f  you wil l ,  our opinion of,  or interpretation, I  guess,  is  a 
good word of what  we've read about you, what we know about you here in these 
objectives.  These are not the end al l ,  f inal,  be al l .  These are our suggestions for your 
organizat ion of things,  where you might want to have a posit ive impact and then 
areas that you might want  to not be exposed to if  I 'm making sense. But this is  why, 
this is  can be a very complex subject.  So this is  us imprint ing,  i f  you wil l  and 
suggesting if  by no means is  meant as an end al l ,  be al l .  Does that  make sense?  

Suzanne:  

It  does make sense. And I  guess one of the other things that  might be helpful for  
members of the board is  to know what you chose this  from. So other of the selected 
issues of concern, what are the 96 other options that you've had? You don't  need to 
go through that r ight now, but as  we get a l itt le bit  more sophisticated re lated to 
this,  just so that there maybe things,  because you're in the business you're in and 
we're in the business we're in that we have a sl ight ly di fferent view about what 
might be a concern-  

Stephen:  

No doubt.  

Suzanne:  

. . .  or  an impact .  

Stephen:  

Yeah, definitely available.  
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Suzanne:  

Okay. Carry on.  

Stephen:  

Back to you Zoe, thank you.  

Zoe:  

Yeah. And then the last section, that act ivation section on the r ight,  this doesn't  
necessar i ly  pertain to you al l ,  but essent ial ly  the last thing that we evaluate is  the 
intent ionality of the managers.  So there are certain funds or managers that we look 
at that are taking an extra step to intentionality,  whether that be diverse ownership,  
it  could be ESG stakeholder engage ment,  it  could be screening restrict ions. So those 
are what we look at,  but we only have access to that data to on the managers  that 
are on our investing with impact platform.  

Zoe:  

And so, if  you don't  have any managers on our platform, we won't  have acces s to that 
data. It 's  not appear that any of the managers in this portfo lio are on the platform. 
So for now we can ignore that.  And if  you choose to invest with a manager on our 
platform, you wil l  then get to see that data and see in which ways they're taki ng that 
intent ional step to investing with impact .  So  for now, we'l l  just focus on the 
al ignment and exposure, essent ial ly  the way that the Morgan Stanley yep.  

Suzanne:  

A question on the act ivation and the intentionality .  What rigor do they have to go 
through and standards do they have to have in order to be on your l ist  of intentional 
managers?  

Zoe:  

So that 's a good quest ion. So I  don't  s it  on that team specif ical ly.  I  work very closely 
with them. They have their whole onboarding process and due dil igence process for 
those managers.  I  can get that information for you al l ,  but I  currently don't  know 
what it  takes to br ing a manager onto that platform. Once we have them on the 
platform, we send an annual survey out to check in with them and see in which areas  
they're investing with impact,  then we ask for documentat ion and examples,  etc .  So 
that's kind of that act ivation section mostly.  

Stephen:  

And I ' l l  add to that .  Up unti l  now, that has not been a criteria.  We're trying to 
introduce this .  And i f  i t  becomes a criter ia or perhaps infrequent ly ,  it  becomes a 
criteria for some percentage of your total.  So let 's  say that you want to say that you 
want 5% of their portfolio.  I 'm making this up. This isn't  a suggestion, to hit  the 
impact object ives on the leftmost co lumn, where you want  10%, then we would go to 
an act ivated manager that has done had due dil igence screening by Morgan's 
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committee on both their actual activation and al ignment,  as well  as the tradit ional 
things that we would look at l ike performance, alph a, beta,  deviat ion, variance,  sharp 
ratios.  So we look at a l l  the statist ical  things  that you would expect,  but then the 
committee overlays it  with how closely they are st ick ing to the al ignment items or 
the.. .  I  cal l  them the negative,  the issues of conce rn that things to  exclude. But today 
we have not activated anything in the portfolio so far.  

Suzanne:  

Right.  Thank you for that.  And couple things. And i f  I 'm speaking on behalf  of  the 
board in a  way that you're not comfortable,  let  me know, because we hav en't  had a 
chance to talk about this .  But I  think for r ight now, our philosophy, as Zoe mentioned 
is  probably not necessari ly  to move forward with the activat ion level because I  don't  
know how many managers you have on there and what se lection we have. And  I  think 
for us at the funding level that we are in al l  of our programs, investing in the best 
places makes the most amount of sense, but keeping away from the bad actors,  which 
keeps a whole host of world open to us.  They may not be as intent ional as mayb e 
someday we'l l  move toward. But at this point,  I  think the f irst  step is  really about,  is  
there anybody in here that we're terr ibly uncomfortable with because of their bad 
actors and that's  l imit  our world to the activation l ist  of managers  when we don't  
really know how broad that is  at  this point for our investment purposes.  

Stephen:  

And pr imarily  that 's the purpose today to show you where you're  at versus these 
granted put upon you objectives by us.  But you're going to now see where you stand 
on each of these.  

Stephen:  

I  would just  character ize,  not try to characterize as bad actors as where are we 
increasing r isk because of something that is  going on in a part icular manager. Look, it  
comes out down to bad actors.  Sure. Absolutely.   

Suzanne:  

We can call  them whatever.  

Zoe:  

From my perspective,  what I  look at is,  what  are the r isks and where are their 
opportunit ies? And that's the only thing I  really care about  with perspective the ESG 
is,  let 's  ident ify where there are risks  that we don't  know about becaus e we don't  
have the sub probation. The disclosure is  not there or something, there may be some 
increased r isk,  but the other side of that balance is  that there might be some 
opportunit ies.  So let 's  not leave opportunit ies on the table as well .  Anyway, I 'm 
sorry.  I  didn't  mean to  interrupt.  

Suzanne:  



South Central Connecticut Regional Water Authority 
Pension & Benefit Committee 
April 28, 2022 

 

  22 

No, that 's quite great  

Stephen:  

That's great perspect ive actual ly.  Fantastic .  

Suzanne:  

It  real ly is .  And I  think that the risk of invest ing with someone that  is  counter to our 
mission is  probably the biggest r isk  that we have in fact in the portfolio.  So very 
good. We appreciate your.. .  So you're getting to hear our discussion as you are 
representing your discussion, which is  good because we haven't  ta lked about  

Stephen:  

That's great.  

Suzanne:  

All  r ight.  So carry on Zoe.  

Zoe:  

Great.  So, so I 'm happy to go as granular and detailed as you would l ike. So I 'm going 
to start  off  with the high level ,  which is  the way that the Ms IQ report is  laid out.  And 
if  you have quest ions or want further detail ,  I 'm happy to go into  i t .  I  just don't  want 
to take away from the broad picture and really what 's happening at the overall  
portfolio level .  So we can go down to the next page. And so you saw on the previous 
page that there were seven out of the 11 impact object ives,  either  equ aled or 
exceeded the benchmark. The benchmark is  unique to each portfol io based off  of the 
asset classes that are given in the portfol io and the market cap weight across the 
board. So i f  you rerun this portfolio on a different account or a di fferent user,  the 
benchmarks wi l l  be dif ferent.  

Zoe:  

On the left  hand side, we have impact solutions and this is  just repeating those 11 
impact object ives.  So we have cl imate solutions,  energy eff iciency, al l  the way down 
to access to clean water and sanitat ion. The way  you would read this is,  the 
benchmark al ignment percent.  So the overal l  portfol io al ignment for the benchmark 
portfolio would be at 13, 4%. So 13.4% of the benchmark portfolio  would be al igned 
towards cl imate solut ions. And we are 1.1% below the benchmark .  So sl ight ly under 
the benchmark for cl imate solutions. I f  you go to environmental practices on the 
right hand side, we see that the portfol io benchmark is  72.6% and we're 8.6% above 
the benchmark. Sustainable corporate practices vary sl ight ly from impact  solutions. 
And you'l l  see the benchmark al ignment for sustainable corporate pract ices on the 
right.  Those tend to be much higher than the - 

Zoe:  
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Practices on the right.  Those tend to be much higher than the impact solut ions 
because sustainable corporate pr actices tend to be around pol icies,  guidelines,  things 
at the company level that can be put into place. This could be parental leave, 
employee treatment,  child labor policies,  as  opposed to impact so lutions on the left,  
tend to have to do more with revenue  generated from a specif ic  activity.  So I  would 
just view this as impact solutions are revenue -based or revenue -generated, whereas 
sustainable corporate pract ices are our pol icy and guidel ines dr iven.  

Stephen:  

So for example overal l ,  frankly,  this is  a f irst  look and a status,  to me it 's  quite strong 
that you're over in most of the areas. The areas on the left  where you're lower,  
which the impact [ inaudible 00:58:55] Let's  just pick on water solutions and access to 
clean water and sanitation because I  th ink they're quite obvious subject in this  
committee. That would be, if  you said we want those two areas in part icular,  which 
would not surprise me, to be.. .  Wel l ,  one of them is s l ightly above access to clean 
water and sanitat ion is  actually a sl ight posit ive,  that is  a green. It 's  just hard to tel l ,  
it 's  so small  because i t 's  f irst  wi l l  be a smal l  bench mark and then a small  work 
sl ightly over.  We're only under on the waterfront,  the 0.1 and water solutions. But 
let 's  say we wanted to make that,  US came to  us and said,  "We want our investment 
policy to state that we want to be above benchmark on anything, water or water 
solution or clean water -related."  

Stephen:  

We could s imply add a clean water specif ic  manager or sleeve to the portfol io.  Again,  
we want to  look at the performance, the opportunit ies ,  the impact it  might have on 
the performance of the portfolio,  but because these are relat ively  small  al ignments,  
i f  your goal was to be above benchmark, we could add a relatively small  exposure to 
that space and be above benchmark and actually have a proactive.. .  I 'm not saying it  
would be a big one, because that would be a narrow space in the market to invest in 
for a broad-based pension. But I  could see you wanting to have a increased exposure 
to those part icular spaces if  I 'm making sense. And that would be a pretty easy f ix  
proactively to make, and I  hate to cal l  it  a f ix.  Let me take f ix  back,  it  would really 
just be proact ive action to invest more consciously in the space of  clean water or 
water solut ions,  et cetera.  

David:  

Yeah. This may be appropriate this t ime but it 's  in my head now so I 'm going to ask. 
How do we know if  we do sl ight ly wait  towards water solutions or access to clean 
water? How do we know how that rates against what we're taking away from and how 
wil l  we be able to judge whether that  was a  good move f inancial ly  for us and maybe a 
good move mission-wise and social -wise as we're talk ing about? But how do we know 
financial ly  or how wil l  we be able to know?  

Stephen:  
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You would have to task us wi th doing two things,  is  a great question. You would task 
us. . .  We only have backwards to look at,  so we can look backwards and say,  "Let 's go 
do a search of the best water solut ion, activated managers on our platform and c lean 
water-related." There'd be the same managers in those two categories.  Let 's  go look 
at water solutions,  I 'm going to cal l  it  category. How is that done looking backwards 
versus our equity exposure for example, and what 's our  outlook looking forward? We 
could answer that question defin it ively,  the f irst  half  of that.  The second half  would 
have to on a regular basis,  monitor did our exposure to water solutions in c lean 
water add or detract from the performance of what we came from or from the 
broader equity portfol io? Would be the better  way to look at it  I  think. And with no 
definitely has it  added or subtracted from a investment portfolio performance 
perspective?  

Suzanne:  

Steve, you're only looking at this from an equity point of v iew?  

Stephen:  

Nope. I  realized when I  said that.  No, I 'm  not and we're not,  but equit ies make up the 
bigger piece of portfol io so I  went there. But  this actually,  and as Joe goes through 
this,  we look at the f ixed income side and the equity s ide,  we look at al l  investments 
actually.  

Suzanne:  

And the only reason why I  ask is  because water solutions and access to clean water 
may actual ly be better  suited in f ixed income and buying their debt rather than 
[crosstalk 01:02:33]  

Stephen:  

Very possibly correct.  I  would agree with that.  I  a lmost stopped myself  as it  was 
coming out.  

Catherine:  

And to just build a l itt le bit  on David's quest ion. Obviously when you're doing your 
analys is,  at  least it 's  obvious to me, that when you're doing your investment 
performance analysis ,  you're not only taken into consideration the performance in 
terms of dollars and cents,  but a lso increasing r isk.  So there's got to be some risk 
analys is that goes a long, but it 's  one thing to say that you have great performance, 
but what are the r isks associated with it? I  used to say,  look, i f  al l  we cared about 
was performance, we can go sell  cocaine, but then there are r isks  associated with 
that business [crosstalk 01:03:17]  

Stephen:  

Indeed we would agree  
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Catherine:  

I  l ike to use extremes.  

Stephen:  

That's a good one. And I ' l l  get another [ inaudible 01:03:25] from a risk manageme nt 
perspective,  we would never recommend that you're going to put an enormously 
large percentage of  the portfolio in clean water solutions because it  would absolutely 
have the impact of increase in the volat i l ity of the portfol io,  whether it  ult imately 
results in  a higher return or not,  it  would increase to volati l ity because it  would be in 
a single,  relat ively narrow sector of the market,  whether it  be stock or bonds. So we 
would not suggest that.  But we would look at together putt ing a percentage, a 
probably smal l  percentage of the portfol io in something proactive l ike this.  And 
before we agreed to do it ,  we would absolutely study the impact,  at  least looking 
backwards on the results in the r isk,  both, no question. But this wouldn't  be, oh, let 's  
now put a  quarter of the portfol io in access to clean water and sanitat ion. That to me 
would be inappropriate for the object ive of the pension, maybe not the entity,  
obviously not,  but the pension, because it  wil l  be increased.  

Suzanne:  

One of the things you might want to put in  for the future, I  think that Catherine 
would appreciate and maybe other board members would appreciate is  the discuss ion 
about our  portfol io as  it  relates to risk and the kinds of r isk that you [crosstalk 
01:04:40] risk of  diversif icat ion, r isk of volat i l ity,  r isk of over exposure, et cetera,  
and look at our portfolio yet,  turn our portfolio over one more t ime and say,  "Okay, 
here's  what it  looks l ike on ESG, here's what it  looks l ike in r isk,  here's what it  looks 
l ike in investment performan ce." So that everybody's got the whole picture of the 
various things that you're looking at.  So if  that's appeal ing,  then we most definite ly 
can look at that.  

Stephen:  

Absolutely.  And Alan,  I  hope you're taking good notes there on that one because 
Alan's on here too.  

Suzanne:  

Okay. So [crosstalk 01:05:14]  

Stephen:  

So carry on, and then we a stop at 2:00 today, is  that correct?  

Suzanne:  

Yeah. We're okay.  

Stephen:  

Okay. We just do want  to go through the important [crosstalk 01:05:26] discussion  
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Suzanne:  

We're going to have init ial  questions and al l  that so I ' l l  keep going.  

Stephen:  

No problem.  

Suzanne:  

Thank you.  

Zoe:  

Okay. So any questions on the overal l  summary of the impact objectives page? What 
we'l l  see next is  what 's driv ing these numbers. So how we brea k it  out is  we f irst  go 
to the fund level.  So mutual funds ETFs primarily  f i rst,  and then we'l l  see based off  of 
the given asset c lass benchmark, whether each fund is  above or below the benchmark 
on each impact object ive. So we would read this f irst  l ine a s this MFS Ma investors 
fund is  6 .1% below the benchmark on cl imate solutions. And the benchmark is  the 
Russel l  1,000 growth at 19.9% aligned towards cl imate solut ions.  

Zoe:  

However,  it  is  11.2% above the benchmark for environmental practices and the 
benchmark being 81.8%. And so we break it  up into asset c lass .  Each asset c lass has 
its own benchmark, and this g ives you a really clear way to see which funds are over  
performing the benchmark, and which ones are underperforming and on which areas. 
So this gives you an opportunity to either invest more in the managers that are 
crushing it  and consistently performing above benchmark on al l  of your impact 
objectives or potentia l ly  divest in the areas that are consistently below the 
benchmark across the impac t object ives.  So this gives you a l itt le bit  of insight  as to 
what's dr iving that overall  portfol io al ignment number.  

Stephen:  

And can we pause there for a minute, because I 'd l ike to add something here. So 
there's  a lot of green there in Vanguard growth. Two weeks ago, there was a Barron's 
cover story,  and Alan I 'd l ike to make a note to get everyone on the committee a 
copy, a reprint of that  cover story on ESG investing. One caveat to this sty le of 
investing,  looking backwards at  least has been, it  makes logical  sense that energy 
companies screen poorly theoretical ly ,  and technology companies screen friendly,  
makes sense. One of the impl ications of that is  that a lot of ESG managers  have 
become tech-heavy over the last several  years.  And their performance looked into 
recently ste l lar versus broad market indices  or benchmarks,  now I  think we al l  know 
we'l l  ta lk about the investment is  appropriate,  the tech sector of the market in 
particular has f inally corrected dramatical ly .  

Stephen:  
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And now the performance  from the ESG sector that has focused on gaining their ESG 
consciousness through overweighting tech is  now looking poor from an investment 
perspective. So my point is,  this is  not an investment return look at al l .  This is  a 
return looking at factors as the y re late to impact and this sustainable corporate 
pract ice solut ions. And by overly looking at that,  you can become overly 
concentrated in a part icular industry such as  has happened with tech and software. 
So it 's  a caveat .. .  We're very conscious,  don't  wo rry about it ,  but I 'm just warning 
you. You could look backwards,  especial ly  if  you looked at 1231 numbers and say,  
"Geez! These ESG managers a l l  look great ." I  would say,  "Well,  then look at them now 
today and you' l l  be able to tel l  implic it ly." At least we can tel l  implicit ly  and we can 
look inside of it  and say,  "Well,  they got there because they owned a lot of software 
and no energy, or they got there because they owned a lot of technology and no 
chemicals ."  

Stephen:  

So as part of it  is  just say,  do we accept tradit ional energy and chemicals,  but we 
accept those companies that have proact ive corporate practices,  good sustainable 
solutions,  even though they're in a tough environmental industry ,  I ' l l  use your term 
versus the bad actors.  Because one thing w e want to be careful with from an 
investment perspect ive is  we don't  get too. . .  I ' l l  use the extreme example, we could 
invest in al l  c lean water,  that would be an inappropriate portfolio .  But what a lot of 
ESG managers have done, invested in a lot of softw are and created a hidden risk that 
has reared its head lately.  So I  think it 's  a lot of things to be conscious of in this 
space.  

Suzanne:  

Sure. And it 's  early in this whole science of looking at this [crosstalk 01:10:03] So can 
I  ask a quest ion, so on the f i rst  two, am I  to read that their are pol icies are quite 
favorable,  but their revenue with the except ion of Vanguard in producing outcomes 
related to it  are not as strong as their polic ies on this venture?  

Zoe:  

Yeah. That 's a tough one. So just to caveat ,  there are definite at the back of every 
single report to help understand really what is  being evaluated for cl imate solut ions,  
for energy eff ic iency. And so I  would think of it  less as a comparison between 
corporate practices versus impact solutions. It 's  more so just based off  of the nature 
that they're being evaluated is  dif ferent.  So if  you look at this Columbia dividend 
income, it  would really indicate to me that this fund does not necessari ly  have as 
many securit ies underlying it  that are generating r evenue for cleaner energy sources,  
water solut ions,  or access to clean water and sanitat ion, whereas they have more 
funds or securit ies within that holding that is  al igned towards al l  of these great 
sustainable corporate pract ices that you care about.  So t hat's k ind of how I  would 
read it .  It 's  not real ly a compare or contrast ,  but more so just we needed to 
different iate between impact solutions that are revenue -based and corporate 
pract ices which are more so policy -based.  
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Stephen:  

And I 'm going to add to t hat too, that as you go to value versus growth, you'l l  note 
that inevitably there are more misses because value includes things l ike tradit ional 
energy, things l ike chemical and growth includes.. .  Heavi ly it 's  al l  tech fa l ls  under 
growth. So it  kind of c ir cles back to that same thesis that we want to be careful as 
you move in this direction potent ial ly  that we don't  end up in a software/tech -only 
oriented investment or biotech or pharma to the exclus ion of tradit ional industries 
either.  

David:  

Again a 101 question, wil l  you be the company that looks at each of the companies 
and gives them a rating? So you have your own criter ia that you use to decide for 
instance, the company l ike FedEx, let 's  say they want to be a 100% sustainable and 
clean by 2030, but the y buy credits from somebody else in order to [ inaudible 
01:12:44] That's not as good as if  they were being clean themselves.  So do you go 
and do the ratings on al l  these companies or  is  there a standard by which these 
companies are judged that's acceptable  and therefore we just say,  "We want to direct 
it  a l itt le bit  towards c leaner and you' l l  accept that ." How does this work? You get a 
basic one-on-one [crosstalk 01:13:07]  

Zoe:  

Yeah. That 's a great question. So what we do is  we gather al l  of the data for t he 
underlying company security level data from third party data vendors,  such as MSCI,  
ISS,  [ inaudible 01:13:19] handful of others.  And so we're kind of  curating the best of 
the best when it  comes to gathering that raw data at the company level,  and then w e 
have our own proprietary way of evaluating each impact object ive.  So we created the 
water solut ions,  impact,  objective,  we determined what it  would be evaluating, what 
that threshold should be and then essentia l ly  each security is  g iven a binary. Yes,  it  is  
al igned towards our definit ion and it  is  al igned towards water solutions or no, it  is  
not al igned towards water solut ions and therefore it 's  going to have a zero. And so it  
goes to the very granular underlying security  at the yes,  it 's  al igned or no, i t 's  not 
al igned. And that 's the kind of quote unquote rating it 's  given, and then that gets 
rol led up to the fund to evaluate what  percent of the fund is  al igned towards that 
impact object ive. Does that answer your question?  

David:  

Yeah. So essent ial ly  you 're taking other third party information and you're using that 
to form your own opinion of the ranking or the rating of that company in the 
different metr ics?  

Zoe:  

Yes. We don't  take anyone else's ratings,  we just get the raw data. So we wil l  get the 
percent of women on board, we won't  get their opinion on i f  they have enough 
women on board, et cetera. We get that raw data f i le and then we determine on our 
own and how we should be sl ic ing and dic ing that .  
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Stephen:  

But ult imately ,  it 's  not an opinion. My one  comment, it 's  an object ive cut point,  I  cal l  
it .  And we have the cr iteria that we show you, but it 's  not saying we believe that is  
it 's  saying they exceed 51% or whatever it  may be. So they're objective numeric  
measures as opposed to.. .  I  just always want ed.. .  You said opinion that's why I  went 
there. Also there's access to Morgan's one source. We're not sole ly in ent irely 
captive to that.  You can go out and look at al l  kinds of sources of data,  but Morgan 
has made a huge investment in putt ing together wha t  we think is  a  super competit ive 
platform to measure these things.  

David:  

Your measurement won't  necessari ly  be the same as Sierra Club measurement of 
certain companies,  but you're going to take a honest dispas s ionate look at what you 
believe are the cr iteria that wi l l  meet them to be categorized as [crosstalk 01:15:46]  

Stephen:  

Correct.  And people l ike Morningstar are beginning to do this .  Some of the index 
providers are beginning to do this.  And nobody's is  exact ly the same, but they're 
generally direct ional ly  the same.  

David:  

Thank you.  

Suzanne:  

All  r ight.  

Stephen:  

So do you want to jump forward any further? I 'm t ime -checking, trying to give you a 
f lavor here today where you sit  without. . .  I  don't  want to lose a l l  the t ime. I  don't  
think we want to lose al l  the t ime we have for the investment review either.  

Suzanne:  

So how much t ime do you need for the investment reviews Steve?  

Stephen:  

Well ,  we're down to 15 minutes.  I 'm sure I  need that much.  

Suzanne:  

We can stay unt i l  2:30. That 's f ine. [crosstalk 01:1 6:31] 

Stephen:  

Then we're f ine. I  d idn't  realize that.  
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Zoe:  

Go ahead. So we can k ind of skip down to the next couple pages.  

Stephen:  

Can you show a bond?  

Zoe:  

And then we can just -  

Stephen:  

Okay, here we go. Just  because we had that quest ion ear l ier .  

Zoe:  

Yeah. We can scroll  up. So right now, MSIQ has some data for corporate f ixed 
incomes and we're just expanding over to ADRs, but currently we don't  have al l  bond 
level data. That's something that we are act ively working on and that's part of our 
roadmap for  the future but currently we don't  have al l  f ixed income data.  

Stephen:  

You scroll  down to the next page though, where we were a minute ago. So these are 
individual  f ixed in some securit ies,  excuse me. I  think everything on this page is  an 
individual  f ixed income security .  So you can see it 's . . .  So I ' l l  let  you talk to it ,  but it 's  
the sustainable corporate pract ices are heavily f i l led in,  but not the impact solutions 
on the f ixed income side.  

Suzanne:  

So it 's  al l  corporate debt?  

Stephen:  

No federal farm credit  is  there, that would be government ent ity.  

Suzanne:  

But generally not a l l  municipalit ies  and -  

Stephen:  

We don't  own munic ipalit ies in  the portfolio ,  but they probably wouldn't  be 
providing enough data at this point,  but municipalit ies are not,  we do n't  own 
municipal bonds in this portfolio because most of them are tax exempt, not al l  of 
them. The portfolio could own taxable munic ipals,  but we don't  today. You could pick 
on our competitor,  Goldman Sachs there. So you can see that Goldman Sachs about 
f ifth from the bottom, no rate,  because we don't  have the data on impact solut ions,  
but on sustainable corporate practices versus our cr iteria,  Goldman is green and al l  
of them so it 's  pass ing, its  green for  environmental practices,  cl imate is  closure.  
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Zoe:  

So the one thing I ' l l  add is,  anywhere that i t  is  white,  so anywhere that it  shows 
white cel l ,  means that  they are not al igned towards that impact objective. So it  
should show that Goldman Sachs is  not al igned towards any of the impact solutions. 
Whenever there's a grey cell ,  it  shows that we don't  currently have. So we don't  have 
the data for access to clean water and sanitation for a l l  the securit ies on this page, 
but we do have the data for the other impact solutions and then we're also seeing 
that Goldman Sachs is  al igned towards al l  of  the sustainable corporate practices on 
the right hand s ide.  

Stephen:  

Thank you for correct ing that.  And do we want to keep sl id ing through here a l itt le 
bit?  

Zoe:  

Yeah.  

Stephen:  

So every security you currently own is her e.  And then I  think [ inaudible 01:19:44] so 
maybe take back over here.  

Zoe:  

We can move on to the issues of concern. So we just wrapped up the al ignment 
modules.  Again,  those posit ive things you'd want to al ign and t i lt  your portfol io 
towards,  and then we have the issues of  concern here. These are the potent ial  
objectionable areas that you may want to l imit  your exposure to. So at the portfolio 
level,  we have 1.4% exposure to chemicals ,  3.2% exposure to oi l  and gas,  and 2.9% 
exposure to ut i l it ies .  Unlike im pact objectives,  we don't  want to compare these to a 
benchmark. We feel that this is  more of a personal preference and real ly your 
personal comfort level  when it  comes to your level of exposure.  

Zoe:  

We do have the same way of quote unquote grading it .  So we look at the security 
level,  we determine if  based off  of the criter ia that we have set in place, if  a security 
is  exposed to an issue of concern, or it  is  not  exposed to an issue of concern, and 
then that gets rol led up to the mutual fund ETF level to s ee at a  fund level ,  what 
percent of the underly ing holdings are exposed to that issue of concern. So you can 
see the Invesco funds and their  level of exposure to chemicals,  oi l  and gas uti l it ies.  
And then we do the same thing for the underlying securit ies.  But I ' l l  pause here on 
this page if  anyone has any questions on the exposure.  

 

Kevin:  
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Thank you. This is  Kevin. What makes up an issue of concern? What is  that 
comprised? How is that ident if ied or defined?  

Zoe:  

So I 'm looking up r ight now. So there are de finit ions for al l  of these issues of 
concern. So for example, chemicals,  I 'm reading here, it  evaluates companies based 
off  of their engagement in the production of basic chemicals,  excluding plastics as 
determined by ISS. So we get this rat ing from ISS,  w e get the data from ISS and then 
whether or not they meet that cr iteria,  it  would be considered exposed to that issue 
of concern.  

Zoe:  

So specif ic  types of chemicals,  not al l  chemicals?  

Kevin:  

Question was [crosstalk 01:22:12] specif ic  types of chemicals?  

Zoe:  

It  says basic  chemicals ,  excluding plast ics .  

Stephen:  

Right.  And can you go to uti l it ies for one second, because I  want to give you an 
example over here. Could you read the uti l it ies? So don't  forget that we imprinted on 
you a bit  and plugged in chemicals ,  oi l  and gas and ut i l it ies is  potentia l  issues of 
concern to use as an example. They're not things,  from Connect icut Water came to us  
and said these are issues of concern. We just overlaid the water with things that 
could be damaging to clean wat er potent ial ly.  So could you read the uti l ity definit ion 
for a minute?  

Zoe:  

Yes. Uti l it ies is  evaluating companies that provide water,  e lectric i ty,  natural gas,  
waste removal,  and or  other essent ials for the publ ic at  large as turned by ISS.  

Stephen:  

Right.  So here's one of the other dangers or  caveats when doing this .  So we see that,  
for instance, I 'm going to pick on a big one, Invesco equal weighted. That's just the 
equal weighted SP&500 index. It  has a 7% exposure to ut i l it ies .  That could be people 
l ike Duke Energy or NextEra Energy, which is  the former Florida power and l ight 
dominion resources,  et cetera. Those are the people that may br ing us. . .  I f  you are 
public ly traded, it  could be you. So it  would be water,  gas,  e lectric  uti l it ies .  
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Stephen:  

What's left  out here is  as you know, there are uti l it ies and I ' l l  pick on NextEra energy 
or AES, they're both doing this .  NextEra Energy is  one of  the largest,  i f  not the 
largest producer of wind power, solar power in the world and frankly,  nuclear power. 
So you get down into the kind of minutia saying, "Okay, we know we have this  
exposure to ut i l it ies," but then you have to go almost to the next step and say,  
"Which uti l it ies do we have exposure to?" And are we worried about owning NextEra 
or AEs? I  would suggest no, they're actual ly two of the greenest ut i l it ies on the 
planet going towards wind and solar heavi ly,  and they've gone natural gas,  they don't  
burn coal,  they don't  have oil  f ired plants ,  I  just know this .  But you've almost got to 
get to that area before you say,  and I  know you didn't  say this,  before you say 
uti l it ies are a bad thing.  

Zoe:  

Yeah. And that 's part of the reason why we don't  l ike putt ing benchmarks here 
because it 's  based off  of what you would l ike to either visual ize for.. .  Some people 
just want to know where they're exposed to  certain industries.  I  mean, there are so 
many industries,  there's biotechnology, there's f inancial  services,  not al l  of these 
people would deem as bad or negative. And so this just gives you a dif ferent lens of 
view in your portfol io against a handful of other industr ies.  

Kevin:  

So the reason we would be interested in this  is -  

Suzanne:  

So as I  said in the beginning, s ince we don't  have a posit ion as a board on this,  and I  
did want to speak on behalf  of board. But  my  perspect ive at this point is  real ly about 
understanding what this is,  understanding where our portfolio stands,  understanding 
if  we have exposure to some, either entity or policy practice that  is  in complete 
confl ict  with our miss ion, that it  would be dis tasteful and r isky,  whatever you would 
want to describe it  for  us to be an investor in that k ind of thing.  

Suzanne:  

And for me, that 's sort of where we are on this,  is  that it  is  to say pop up anything 
that says,  "You really may want to think twice about i nvesting in this,  because given 
the nature of the miss ion of your insti tution, this seems to be counterintuit ive to 
that miss ion." Other than that,  I 'm very neutral  about what we should do with this,  
because I  don't  have a real zealous perspective about it ,  mostly because it 's  variant 
for many organizations,  the data on how you measure it ,  it  is  new in the world. The 
perspective of our mission is  to invest performance and manage r isk.  So I 'd rather 
use it  as a r isk management tool than a dr iver of a perform ance. So that's how I  look 
at it  this point,  but that's me and I  input on [crosstalk 01:26:46]  
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Stephen:  

So I 'm a l itt le more, I  won't  say salads about this,  but I 'm much more interested. And 
I  think that the reason I 'm interested in it  is  I 've actual ly k ind of had a seat at the 
table over the last 20 years and seeing the development of.. .  

Stephen:  

Over the last  20 years and seeing the development of consideration of information 
with respect,  mostly disclosure, but information with respect to ES and G 
environmental,  social  and governance issues and how it  can have an effect upon not 
only performance your investments,  but also which is  key,  but a lso of the world. And 
I 've also watched over the last  20 years how European nations and the EU and wel l ,  
just other parts of the world,  have embraced this concept. The U.S. is  a bit  behind, 
and I 've watched the development of standards that are they're a l l  over the place. 
It 's  r ight.  They're there are they don't  even use the same criter ia,  but I  think 
information is  important.  And I  believe that we should be mindful of how our 
investment decisions not only affect our portfolio,  but a lso affect  the world that we 
l ive in.  

Stephen:  

I  do think that f irst  and foremost,  we care about performance, but when you also just 
look at how those decisions have an effect upon our world,  I  think it  actually can 
move the needle,  even though we're re latively a small  portfol io.  I  do have one quick  
quest ion, and I  know that we have other things to ta lk about so we can probably 
move on, but are there any types of investment choices in the 401k or the 457 
programs where you have your employees,  if  the employees of the RWA have an 
interest in making their investment decisions that are al igned with green issues,  
whether there are opportunit ies f or them to choose an investment option.  

Stephen:  

Yep. It 's  a great question, Joe, are you out there?  

Joe:  

Yes,  I 'm here. Steve, can you hear me? Yes.  

Stephen:  

It  certainly can be in the plan. Joe can talk  to what is  in the plan today.  

Joe:  

Yeah. There's nothing in the plan today directly to offer as a choice to the employees 
for a socia l ly  responsible option. But these are things that we evaluate with the 401k 
committee. And as a topic,  even though ESG investing is  not a brand new topic in the 
context of offering ESG options in a 401k menu, there's been a lot of,  I ' l l  just  say 
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back and forth tug of war with the DOL and their v iews on offer ing those types of 
choices. And the pr ior  administrat ion was seemingly making it  more diff icult  to be 
able to prudent ly  screen and offer those opt ions. The current  administration has 
offered some different views on that ,  and it  seems that the DOL is  going to in 
relatively short order issue guidance that I  guess is  more friendly to offering ESG 
options inside of 401k menus.  

Stephen:  

So just to fol low up on that teams, we're doing fair ly  good already without focusing 
on. Is  that inaccurate putting seven out of 11? And the one that we here, l ike 0.1%, 
0.3% off  

Zoe:  

Go ahead.  

Stephen:  

Having not invested with a specif ic  eye tow ards this .  I  absolutely agree. We've 
invested with an eye towards the actuaria l  requirements and eye toward the age of 
the populat ion and eye towards returns. And we brought this up probably about a 
year ago, say ing this is  happening a lot.  Let's  look at t his ,  but I  would agree that to 
my pleasant  surpr ise i f  you scroll  back towards the beginning,  when you had the 
greens,  you are,  again our fed to you criter ia,  but it 's  logical .  I  mean, we read your 
own corporate pol icies.  It  al igns quite well ,  actually for  the most part .  The one thing 
could you keep going back a l itt le further? I 'm going to go back to a pr ior suggest ion, 
because this is  a l ike getting to funded status. This is  a journey and a process.  And 
I 'm glad that we're beginning this process together because I  agree that this is  where 
the Europeans have already gone.  

Stephen:  

We're way behind in it .  I  really think we should look at as a suggestion, i f  you agree, 
that we should look at  these cr iteria on the left,  at  least at the start  where we're 
missing,  especia l ly  the bottom two that do al ign with your organization. And it  
wouldn't  take a lot to say Rather than screen out and look at al l  the managers we're 
using today. I  shouldn't  say a l l  of them, generally speaking today, domestic equity 
managers  are screening out the bad actors,  and that 's why you get this result  f i rst  
pass without even going there proactively.  But we as together,  your board and us 
could come up and say,  let 's  test  what would happen if  we added some water 
solutions and access to clean  water and sanitation to the mix,  not in a big way, but as 
a proact ive place to say,  let 's  go make a l itt le impact without hurt ing performance, 
without changing risk to any meaningful degree. And at  least explore that.  That 's 
what I  was hoping would come o ut of this .  But yeah, to answer your question simply,  
you are better al igned than one would've expected without having screened l ike this 
before.  

Stephen:  
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I  would actually argue that the reason why we're very well  a l igned is  because the 
better companies better run companies have good governance. Better run companies 
avoid environmental challenges. Better run companies,  avoid chal lenges that are 
going to have a negat ive social  impact.  And so that's probably why we're better in 
l ine.  

Stephen:  

I ' l l  accept that ,  which means that we have good management compliment,  but I  think 
that's why.  

Stephen:  

And it  may very well  be that the place where we could have the greatest amount of 
impact is  probably inappropriate,  which would be on the private equity s ide, where 
you actually are looking at opportunit ies to  have an impact,  invest in specif ic  
solutions to issues. And maybe even some emerging technology or  something l ike 
that.  I  don't  know that we're doing that type of investing on a higher r isk 
perspective,  but private  equity,  but that 's the opportunity side as  it  comes to the 
next side.  

Stephen:  

Yeah, and you're not doing that today. Your portfolio is  pr imari ly  l iquid today.  

Zoe:  

I  would take it  one step further  just  to explain. It 's  the companies '  quality,  the 
companies,  it 's  the quality of the asset manager,  not just the asset managers,  that 
it 's  the qual ity of our investment advisor,  Steve selecting those managers.  Yep. So we 
have this creat ion of i t .  And so when we look at our portfolio,  one thing I  want to be, 
and I  think Catherine's point is  r ight,  is  when you start  to look at i t  after you lay over 
al l  this quality adherence over al l  these dif ferent levels ,  it 's  really  hard to say this 
manager is  good at this or not good at this for reasons that Steve started with.  Today 
they're investing this  way, tomorrow, they're investing that way. And they're shift ing 
in that we don't  own any individual stocks,  any individual companies,  whatsoever.  So 
this is  always going to  be an amalgamation of information, so to be able to p inpoint 
either a superstar or a  fact,  there's going to be quite diff icult  the way we invest.  So 
the opportunit ies may come more in the more pinpointed.  

Stephen:  

And if  we head there, l ike when we get to the fee discuss ion, i f  we head to more 
individual  managers,  we have more abil ity to direct away from certain areas,  or it 's  
mostly away from. I  was going to say towards,  but  it 's  less  towards,  it 's  more away 
from. 

Zoe:  
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Okay. So why don't  we see if  we can pick any more major sal ient points related to 
this topic so that we give adequate t ime to the investment performance piece and 
wrap this piece up i f  that's okay. Is  that okay?  

 

Stephen:  

Do you have for an init ial  review of a portfo lio status,  would you have anything else 
to add your perspective?  

Zoe:  

I  wouldn't  say that there's a ton else to add. I  think the important  thing to keep in 
mind is  that  we can keep generating these reports throughout the year,  see where 
there's  improvement and l ike we said,  just make adjustments or keep an eye out for 
the exposures or the ones that you'd l ike to potentia l ly  steer clear  from, and also 
happy to provide you with the ful l  l ist  of options for those impact  objectives and 
issues of concern as well .  

Stephen:  

Right? I  thank you for that,  because for this,  we could give you  the ful l  l i st  and have 
each individual board member, and this  is  some way we do it  sometimes is  
individual ly,  have you each select  what you think is  important or unimportant as we 
did for you here and then come together as a group and say,  how, what,  how many 
people thought access  to clean water  and sanitat ion was really important or thought 
that cl imate footprint was real ly important versus some other criteria,  because even 
in the board, the diversity of the board speaks to it ,  r ight? That there's  di ffere nt 
issue issues are more important to others.  So it  has to somehow bubble up from the 
individual  members,  the objectives of the organization,  what the organizat ion's 
already doing on this front,  which we know is a lot.  And then it  should bubble up to 
the portfol io in a way.  

Zoe:  

So, alr ight.  Thank you very much for being here. We look forward, you a continued 
dialogue as it  re lates to this topic.  Thanks Steve, for inter jecting,  as it  relates to our 
portfolio,  that makes i t  meaningful and applicable for us.  And unless there's any 
other questions,  comments,  or concerns or thoughts about next steps,  

Suzanne:  

I  have a thought about next steps. So would you say for the next meeting or prior to 
then we have a discussion where we think we want to go with this?  

Zoe:  

If  you feel  l ike you're ready to have committee. [crosstalk 01:37:55]  
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Suzanne:  

At the next meeting or just have a further discussion at the next meeting brief ly.  

Zoe:  

Sure. If  you want to put that in there now that you have t ime to digest it ,  think about 
it .  You may take more t ime looking at this presentation that we have it ,  and with a  
better understanding of what it  means and come a l itt le bit  more informed. Sure. If  
you feel l ike that 's a good use of our t ime.  

Larry:  

You want an outs ide faci l i tator to provide that discussion?  

Zoe:  

It 's  a to the [crosstalk  01:38:28]  

Suzanne:  

Yeah, no, I  think we should. I  appreciate that general thoughts on this.  

Zoe:  

Yeah, I  got it .  

Suzanne:  

Yes. Yeah.  

Zoe:  

Yeah. I  think so,  because where I  come out on this ,  I  think this is  conceptually a  
really wonderful thing that's really challenging the way we invest to make big impact 
on a opportunity side,  but probably wel l  suited to take a look at,  is  there anything in 
here that f lashes at us  that feels very inconsistent with w ho we are,  but that 's just 
my philosophy, but we can talk more about that.  We'l l  have it .  Wel l ,  I 've had chance 
to dist i l l  it  and say,  Hey look, what do you think matters? Okay. So, so Jennifer ,  I  
would just ask  that we make sure we get it  in the agenda. O kay. Thank you. Thank 
you again. So, and Steve on this sect ion and everybody's ready, we'l l  move on to the  

Stephen:  

Thank you. So Zoe, feel free to,  you can exit  and move on to your next item if  you'd 
l ike,  we very much appreciate you being here today.  

Zoe:  

Thank you. Thank you al l .  

Speaker 8:  

Thank you. Thank you.  
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Zoe:  

Thank you. So, Okay. And go back to number four is  quarterly review and t iming is  
everything. Steve, welcome. Welcome to March 31st performance.  

 

Stephen:  

Yeah, exact ly,  which is  very differ ent than Apri l  28th performance. And I  think we al l  
know that.  I ' l l  talk to that a l itt le bit ,  but one more thing, just because it 's  in my 
head on the ESG, the nuances are so important here, r ight? So somebody brought up 
in a good way, FedEx and their  goal  of being clean energy in a certain amount of 
t ime. And then you say,  okay, great .  Let's  go invest in  FedEx. And the next thing you 
might realize is ,  well ,  we have union employees and you know, FedEx is  a general ly 
known as a less union friendly company th an ups. I 'm just throwing this out there 
because this is  a very interest ing slope.  

Suzanne:  

Oh absolutely .  

Stephen:  

And then, your union employees say,  well ,  we don't  want to own FedEx. Our union 
brethren, at UPS, and UPS is  a labor fr iendly  company, even though their f ive years 
behind FedEx in that mantra. So again l ike the next era energy versus an old,  dirty,  
perhaps in an emerging market oi l  producer,  there's nuances. It 's  got to be thorough.  

Zoe:  

I  would ask us,  i f  we're going to start  doing anything. start  the mission of the 
organizat ion as  our guiding principle.  And once we get really fancy, we need to get 
into other social,  and other kinds of things,  but our mission to be seems to be a great  
place.  

Stephen:  

Thank you. All  r ight.  I ' l l  jump into here. L imited t ime. So, and thank you for having 
that conversation. It  is  where the world is  going in the U.S.  Some have gone there, 
not usually with a portion of their portfolio,  not the whole thing. But that being said,  
let 's  move forward. Let's  look at the ma rkets.  A lot 's  going on in the markets.  I ' l l  try 
to do this re latively quickly .  If  we could scroll  to the next sl ide, please, and then I ' l l  
try show you how you're doing. So the S&P as we always l ike to look at has had a 
correction.  It 's  had a correction e ar l ier today. I  wrote down the numbers,  but then I  
took a lot of votes. We're down about 12% on a calendar year basis.  I  think you know 
that we expected to have a drop roughly of 10%. Sometime in the f irst  half  of this 
year,  you saw inf lation coming.  

Stephen:  
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You saw interest rates  l ikely r is ing that would typically  result  in a correction to the 
market.  And I  think what you've seen is  almost mechanical  and expected and in a 
good way, r ight? We were overdue for a correction. We've gotten one. We were 
overdue for interest rates to go up, we've gotten that .  We've gotten a lot of that 
actually.  And we were overdue for the excessive outperformance of technology 
stocks to come back into l ine. And actually we've gotten that too.  So to me, this 
appears to be extraor dinari ly  healthy.  Morgan st i l l  thinks the correction could go 
further,  that our investment committee at a national g lobal level believes that we 
could see a correction before this is  over of a ful l  20% or 12 points  into that.  Who 
knows if  it  wil l  get there  yet,  they st i l l  have a year -end target .  That's about 4,400 on 
the S&P.  

Stephen:  

So that 's higher than i t  s its today by three or four percentage points.  But we 
probably get  to that number,  but have a lot of volati l ity between now and then. So 
the market,  last  t ime we spoke, I  want to say that the valuat ion, the upper right hand 
side of the sleeve was 21 and a half  t imes earnings were down to 19 and a half  t imes 
earnings. And frankly,  i f  you look at the average stock in the S&P that mult iple is  
closer to 18,  or even below 18 t imes earning at this point,  which puts us  back into a 
normal cruis ing alt itude, if  you wil l ,  as opposed to what we considered a somewhat 
high valuation on domestic equit ies heavi ly led by tech and biotech. Interest rates 
have moved quite  a bit ,  and we'l l  talk  about  that.  Let 's  jump forward, please. I 've got 
a lot of data in here.  

Stephen:  

I 'm almost fearing that it 's  too much. Let me go to the bottom right.  The main thing 
you've been seeing in this market correction in the bottom right.  T his is  as of March 
31st,  this is  just growth equit ies versus value equit ies.  And another way to think of 
that as growth equit ies,  a very heavi ly tech value equit ies,  a more tradit ional 
dividend payers  typically.  Look at the dif ference year to date. Growth equity is  down 
9% through the f irst  quarter,  value equity is  barely down at a l l .  So  this is  really a 
correction in the tech and biotech sector dragging the broad market down and 
dragging the growth side of the street down.  But it  has not dragged down thing s l ike 
farmer and tradit ional  energy, some manufacturing,  et cetera. So i t 's  basical ly  been a 
very heavy tech correction with less of a correction in tradit ional names. I  think 
that's super important .  

Stephen:  

And you see it  even more at the top of the next page where the orange comes in.  So 
I 'm going to look at the upper right  here again,  because this is  through the f i rst  
quarter,  year to date through the f i rst  quarter.  Yeah, the S&P down 460. That 's an 
important number. That's a l itt le tech heavy, but less so.  The average stock in the 
S&P, so the equal weighted S&P that we often talk about. I  have $500. I  put  a dol lar 
in each of the 500 companies,  and that's  an go Investor fund that we just saw that 
had the heavy weight ing to ut i l i ty.  That's only down 2 72 where the Morningstar 
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dividend index. So if  I  only owned higher div idend yielding stocks,  I  was actual ly up 
during the f irst  quarter.  So it 's  a  very di fferent situation than you saw last year,  
which is  the upper left  with that dividend was up 19.5 perce nt,  st i l l  a very healthy 
number,  but much below either the average stock in the market at  29 or the index 
itself  at  basical ly  29 also.  

 

Stephen:  

Big change in what's going on and f inal ly bottom `right .  We know that international 
has been underperforming fo r number of years at this point .  And frankly,  it  looks to 
us l ike  it 's  a third or even fourth in deviat ion event the underperformance has been 
so long and is  so big.  Valuations around the globe are much cheaper on an earnings 
basis  or a price to book value  basis almost any criter ia you can come up with. And 
that began to even out this year,  you actual ly had non -US stocks outperforming U.S. 
stocks unt i l  Russia invaded Ukraine. And even at after Russia has invaded Ukraine, 
you can see the U.S.  international m arkets they're down 460 and 540 are pretty close 
to one another this year,  they're changing day to day, but there's not a big 
divergence between us equit ies and international equit ies this year,  even with the 
fact that the Ukraine invasion has caused a lot  of angst in the European markets in  
particular.  So we sti l l  expect that  wil l  that looking forward, hopefully in a post 
Ukrainian event s ituat ion that you'l l  see global stocks outperform domestic stocks,  
and we could jump forward again,  please.  

Stephen:  

This is  everyone's biggest fear.  There's a lot on this s l ide. I  go through it  quick ly,  but 
al l  of these years across the top are since 1950, there are rate ris ing periods when, 
when was a  fed rais ing interest rates.  And let's  pick on the per iod that scares 
everyone. It 's  72 to 74. And, and forward you notice the fed raise rates from 72 to 
74, then pause in 75, did it  again from 76 to 81, then paused for a  year.  Did it  again,  
t i l l  84 paused, did it  again,  there's a lot of r ight r is ing and then drops going on. In 
that t ime, the fed funds rate peak, you can see it  under 1976 to 81 at 19%. Some of 
you probably remember your f i rst  mortgages at 18%, yet dur ing that t ime, when the 
Fed was rais ing rates that much, if  you go to  the second from the bottom, the S&P 
earned 4.6% a year during that wild rate rise. The period that was really painful was 
early on in that 70s inflation from 72 to 74 fed funds rates started at 3%, 3.3 ended 
at 12.9.  

Stephen:  

During those three years,  the S&P lost 11 and a half  percent a  year com pounded. So 
that's 11 and a half  percent annual ized, but it  was a year.  So start  doing that math. 
And frankly in 73, 74, it  was l ike the global f inancia l  cr is is .  The markets lost north of 
50% when you compound it  a l l  in and use the dates,  not just at fed r ate increases. So 
the point of the s l ide is  look at that annualized S&P return row across the bottom. 
You'l l  note that's the only per iod when the feds raising rates with the S&P actual ly 
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had outright negat ive returns. It 's  had some very modest ones,  76 to 81, 83, 84, but 
they've they've most for the most part,  been posit ive. What we're  seeing now is 
typical  rates go up ear ly in that cycle markets,  correct? And then the market adjusts 
to it  becomes used to it  i f  you wil l .  

Stephen:  

Has a lready pr iced it  in an d then becomes more stable as the cyc le  goes on. That's 
presuming that we're not in the 70s style inflation. We actual ly think we're in post 
World War I I  sty le inflation, as opposed to deeply entrenched 70s styles in  inflat ion, 
post world war I I .  What you had in a way, obviously from a human perspective,  it 's  
not similar at a l l ,  but from a numeric  market perspective,  you had people coming 
home from the war,  you had households being formed, you had demand on housing, 
you had high demand on energy,  you had hi gh demand on travel,  you had high 
demand on automobile orders,  you had high demand on appl iances. Sounds very 
similar to what we've been dealing with now, doesn't  it? And, and you had high 
inf lation. And that high inflat ion lasted for about two years.  And we think we bel ieve 
we're more in a per iod l ike that r ight now, which to use chairman Powell 's  terms, is  
transitory.  

Stephen:  

But I  think what Powell  get wrong is  it 's  transitory over a couple years,  not transitory 
over a couple months.  Wage pressures that  we've al l  seen. Those wage pressures are 
not transitory,  but they tend to be bumpy lumpy, meaning they go up and then they 
return to some norm. They don't  keep going up at the rate we've been running up at .  
So we do think that we're in transitory inf latio n, we' l l  impact interest rates for the 
coming year or two, we'l l  impact the market  for the remainder of the year.  But we 
think that ult imately i t  ends up being a  World War I I  s ituation,  post World War I I ,  
where inflat ion returns to some level of normalcy a fter sometime for next year.  

Suzanne:  

Steve, can I  share a quick question? How do you look at the 2008 recovery and how 
much the government took on its balance sheet as a factor  in making those kind of 
comparisons? Do you feel l ike the country is  in a s imi lar place f inancial ly  as well?  

Stephen:  

No, because it 's  been different.  So we took on more on our balance sheet during 
COVID than we did in '08 and '09. And we have yet to really ful ly  unwind it .  Our 
concern, frankly,  there's a lot of good intent on both the Fed side of things and the 
congress ional s ide of things. Right? But if  you think about it ,  the Fed's been printing 
money and they needed to do that to get us  through COVID r ight? We obviously al l  
know that COVID hasn't  ended from a health perspective,  but it  seems to have ended 
at least for the moment from an economic perspective. So the fed helped us with 
zero interest rates.  The fed helped us by buying bonds and building an enormous 
balance sheet bigger than it 's  ever been. And then Congress helped us  by passing 
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bil ls  al l  the way back to the original Cares Act of about 1,000,000,000,009 I  think it  
was at the t ime.  

Stephen:  

What's happening now and it 's  counterintuit ive. It 's  scaring me a l itt le bit .  I  think it 's  
scaring anyone that studies it .  You've g ot Congress st i l l  printing money, if  you wi l l ,  as 
st i l l  being st imulative.  And if  you get the fed contracting,  so you think logical ly  
you've got the same government,  both expanding money and contracting money from 
a dif ferent arm. We think that needs to st uff .  It 's  got to be one or the other.  And i f  
you're going to keep print ing money, you're probably going to have more inflat ion 
and it 's  unnatural to have one body print ing money and the other body contracting 
money. But I  think it 's  just a t iming thing tha t they're bit  out of sync,  but appear to 
be getting more in sync as we move forward,  if  that made any sense, but it  would not 
be good.  

Stephen:  

It  could end up 70s if  Congress  keeps printing money and the fed keeps t ightening, 
because Congress is  print ing money, thus creating demand and inf lation. The fed has 
to rise interest rates more than they thought in order to control the rate of inf lation. 
That's when you get into that stagf lation type situation or potent ial ly  do so. We're 
hopeful and opt imistic  that  this won't  cont inue, but the Fed wil l  be al lowed to do 
their thing. They wi l l  shrink their balance sheet.  They wil l  do their  interest rate r ises.  
And that Congress has  probably done al l  the COVID related st imulus they're going to 
do for the moment.  

Suzanne:  

So I  appreciate that.  And I  appreciate the optimism. I  am not as convinced if  we 
continue to have a democratic leadership that the spending wi l l  continue, and I 'm not 
Republican or Democrat either,  don't  promote either.  I  just see one being more 
aggressive in their desire to expand access,  to resources for more people. And so 
[crosstalk 01:52:53]  

Stephen:  

It 's  al l  well  intended,  we agree. It  wil l  force the fed to go higher on rates and you' l l  
get into an inf lationary cycle in our economic opinion. Non -polit ical  economic 
opinion,  

Zoe:  

Right? Right.  

Stephen:  

It 's  a r isk .  But we do think that the r isk is  neutral iz ing at the moment, meaning we 
haven't  had any new spending bil ls  recently that are massive tri l l ions,  and we've got 
the Fed t ightening. So as that cash that 's a lready coming out into the system comes 
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out and it  is  inflationary,  it  is  probably going to cause the fed to bump rates a l it t le 
more than they might have otherwise had to. So there's some counterintuit ive than it  
is  to it .  And they're two dif ferent hours of government,  r ight? One's independent and 
one is  elected.  

Zoe:  

Okay.  

Stephen:  

But that is  the biggest  concern that we cont inue that post COVID, i f  we continue with 
that exact behavior,  we'l l  have to raise rates  higher than expected.  Let's  jump to the 
yield curve for a minute, because this is  very important .  And this is  important  to the 
pension in a big way, the pension. So December 31st,  I 'm going to pick on the two 
year and the 10 year.  And you can go up vertical ly.  The two year y ield was 0.73 on 
December 31st.  It  was 2.28 by the end of the quarter.  Wow. That 's a big move. The 
10 year was 1.52. This  is  what you get on a  10 year treasury. By the end of March, 
you get 2.32 and the 30 year was 1.90. And by the end of March, i t  was 2.44. Let's  
jump one more sl ide ahead. What happened by last  week? And this  is  what 's going on 
in the markets in Apri l ,  the one year went from that.  

Stephen:  

I 'm sorry.  The two you went from that 0 .73 to 2 48. The 10 year went from 1.52 to 
2.85, almost doubling.  And t he 10 year,  I  mean, 30 years up to 2.95. This y ield curve 
has l i fted. Look at the short end though. What has the fed done? They've said a lot of 
things and they've raised rates exactly 0.25%. The market is  way ahead of  them. All  
you're going to see now in our opinion is  this short end is  going to  go up to a half  to 
one to one and a half  to two and a quarter.  And guess what? Even if  to a two and a 
quarter,  this is  st i l l  a posit ively s loping yie ld curve, which indicates growth moving 
forward. So I 'm going to argue that the Fed can raise rates an addit ional 2% right now 
and have almost no impact on the markets because the market already has that 
priced in.  

Stephen:  

You could arguably get to two and a half  percent before we start  to be where with 
the market needs to move again. Does that  make sense? The folks that left  hand side 
needs to l i ft .  The market l i fts everything beyond the left -hand s ide, but the fed has 
to l i ft  the left -hand side by raising the discount rate. And I 've already said that 
they're l ikely to  go up a half  a point .  We bel ieve the next four raises wil l  be a half  a 
half ,  a quarter and a quarter that wil l  put you at 1.75 over on the left  axis .  And they 
might have to go a l itt le higher than that,  but that those are the next logical  moves. 
Those are ful ly ,  ful ly,  ful ly  pr iced into this market.  So we're already seeing, I  don't  
know, if  you saw the numbers today, we're a lready seeing a l itt le s low down on GDP. 
You're a lready seeing mortgage rates on average across the country at 5%, this is  
already happening. A big impact .  You've seen stocks go down 12%. This move in the 
yield curve explains a l l .  
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Stephen:  

You've seen stocks go down 12%. This move in the y ield curve explains al l  of those 
things,  real ly.  You've got a market that's super react ive to what t he Fed is  saying. 
And now the Fed can do their thing, we think with having minimal addit ional impact 
on the market.  The good news in this yield curve, it 's  a negat ive short term. We can 
now go buy two year investment grade corporate bonds in the portfolio,  and we're 
doing this as we speak, and get 3.5%. It  wasn't  long ago that we could barely get over 
1%. So this  is  going to enhance the expected returns of the portfol io on a go forward 
basis ,  particularly on the f ixed income side of things,  because we can a ctual ly buy 
real yield now. It 's  been a long t ime since we've been able to buy a real yie ld. So I  
hate to sound excited about a bad market correction, but it 's  an opportunity for the 
fund l ike this,  to get higher yield going forward, albeit  at  the expense in the short 
run of a pretty good size drop. Does that  make sense to folks?  

Stephen:  

Let's  keep jumping ahead. I  might skip the next two sl ides. I 've kind of addressed 
them already, just in the interest of t ime so we can get to the portfolio itsel f.  
Investment policy statement. We just always put this in here to remind you and us of 
what the policy currently is  and what the goals of the policy are,  which is  obviously 
to target rate of  return. We want to meet the actual rate of return of the portfo lio.  
And obviously we know it 's  going to be over  at t imes and under at  t imes, but  that 's 
the long term goal .  

Stephen:  

We could keep jumping forward, please. Please interrupt me if  you have quest ions. I  
know I 'm going fast now. I 'm trying to respect everyone's t ime. So the salary and 
union plans,  this is  al l  331. 69,815,074 upper center.  If  you look at  the box near the 
right,  a lmost 59% in equity at the end of March. Your ratio of equit ies is  a long the 
right,  predominantly U.S.  equity,  about three quarters with a l itt le less than a 
quarter international.  And of the international,  just over 80% developed and 18 
emerging, emerging has been a soft  spot.  

Stephen:  

And then your value core growth. And if  you look at the very bottom, domestic value 
core growth. A l itt le t i lt  overweight to growth because we own a lot of pass ive 
indexes in there that tend to do that.  But we've been actively pul l ing that towards 
value. We have been doing i t  for a few years  now because the indexes themself  have 
a massive overweight  to growth or di d,  but we keep pull ing it  back to mitigate that 
overweight to growth.  And that 's been very helpful  with outcomes. Let's  jump 
forward one more s l ide, please.  

Stephen:  

Benchmark. We're pretty much on benchmark. We're a  l itt le overweighted domestic 
equity .  That's been helpful .  2.82%. We're underweight international equity.  1 .45%. 
We are a l i tt le overweight domestic bonds,  3.77, but we're not in international bonds 
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whatsoever. We're at zero. L itt le overweight in hedge fund,  a fund space, which 
those are l iquid alternatives,  not i l l iquid. A l itt le underweight in global real estate,  
which we expect to br ing that up to a ful l  weight in the near term for the f irst  t ime in 
a long t ime. And a l itt le bit  underweight in cash.  

Stephen:  

More or less on target ,  s l ight over  and underweights,  more within the vehic les,  which 
really helped this year  for any of investor is  two things. One of the only t imes in my 
career I  ever remember talking to c l ients and saying, "Well,  the stock market's down 
7% and the bond market's down 7%, " and this has happened a few days ago that was 
nine and nine.  It  moves around. But it 's  interesting that don't  ever remember seeing 
this in my l i fe before you could say,  "Well ,  i f  you're 100% in stocks,  you'd be down 
7%. If  you're 100% in bonds, you'd be down 7%." So it  actual ly doesn't  matter  
wherever you are on the spectrum. If  you're  in the indexes,  you're  actually down, you 
could be 50/50, 70/30, 60/40. Highly unusual per iod. In that they went down almost 
exactly the same amount. Not the exact same amo unt,  but almost the exact same 
amount. But there have been certain days where their l iteral ly  exactly the same.  

Stephen:  

So it 's  very interesting that the mix  has mattered less  now than I  think it 's  ever 
mattered in history. It 's  been the biggest bond drop  in 50 years because rates went 
up so quick ly there since January 1st of this year.  But you're not long in bonds to 
begin with. So I ' l l  show you the results .  If  we keep moving forward. VEBA invested in 
a very similar manner.  Here we know we use al l  l iquid investments  here. And here we 
don't  have the individual bonds as a component of the portfo lio.  Where in the 
pensions we've been increasingly buying more and more individual bonds, and that 
has a dual impact of getting us known stated yield at a known state d maturity and 
without an expense born against it ,  l ike would be in a manager. We could jump 
forward again,  please.  Matrix looks very similar here, as well .  Go r ight past .  Yep.  

Suzanne:  

Could you just explain to the board, i f  you continue to buy bonds and interest rates 
go up, what the impact is  for?  

Stephen:  

Yes. And actually one of the reasons we're buying indiv idual bonds now, because we 
can get higher rates.  And we have what  I  sa id,  a known yie ld when we buy it  and a no 
maturity date. Because I  think yo u al l  know if  rates  continue to go up, the value of an 
exist ing bond goes down. But the bond value has gone down, but the yield on it  goes 
up.  So if  you hold that  bond to maturity,  you'l l  get an increased yield. So the luxury 
of owning individual bonds, be sides the fact  they're cheaper,  meaning the cost of 
owning them is cheaper,  we can buy a two year bond at 3.5%. And yeah, we care 
when we report  about  what it 's  worth between now and that two years.  But think 
about it ,  two years from now that bond's a one year bond, we buy with a 3.5% yie ld,  
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as long as we hold it  to the maturity,  we're going to get 3.5%. But  in the interim, it 's  
going to pr ice down if  rates go up enough, i f  rates go down. Did that make sense?  

Suzanne:  

It  does. Just a l itt le bit  of a downsid e in the overall  value of. . .  

Stephen:  

Yes. We're l ik ing owning individual bonds now more than we have I  think in any t ime 
since we've worked together.  Because rates are reasonably attract ive. We can buy 
two year bonds, three year bonds, four year  bonds, f ive year bonds. We can buy 
bonds that match the shorter term l iabil it ies of the funds. And we can more or less 
exactly match them so that money comes due as we need it .  And we know the rate of 
return. So we're moving towards a preference for individual bo nds versus a 
preference for pooled funds because to try and make money in the last three or four 
years in the bond space, we needed, for instance, a double l ine to go into the 
mortgage back market ,  which is  extremely complex and fraught with per i l .  So we 
want an expert manager to do that .  But when we're buying now, we're buying more 
investment grade bonds. We're very capable of doing that  on our own and we are 
doing that .  

Suzanne:  

And do you buy that? So you buy that outs ide and active manager,  you and your  team 
are buying that?  

Stephen:  

Yeah, we act as the active manager in that case. So there's the advisory fee, but 
there's  no manager fee when we do that.  And look, we're not going al l  to that,  but 
we've slowly and steadily been moving that way even recentl y because there's 
opportunity set that 's presented itself  now there.  

Suzanne:  

Yeah, we appreciate that.  

Stephen:  

And it 's  a good opportunity .  You probably can tel l  we're quite conf ident that 's a real 
opportunity set .  And a lot of the downside, I  think,  has  been pr iced in because of the 
way that yield curve looks l ike now. I f  you go to two or beyond, remember it  kind of 
kinked at two? We're pretty comfortable buying two to f ive years r ight now. It 's  not 
really a high risk proposit ion and it 's  a decent yield proposit ion. I t 's  not going to get 
us to 6.75, but it 's  certainly better starting at 3.5 than starting at  1 on in that port ion 
of the portfol io.  So it  gives us  a l itt le bit  of a tai lwind that  we haven't  had at al l  
previously.  

Suzanne:  
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That's true. But if  you're in an increasing rate environment,  doesn't  it  t ie up your 
capital  for future?  

Stephen:  

It 's  an opportunity cost,  because you could say,  I  could wait  to buy a bond and wait  
for rates to go higher or I  can start  getting 3 .5% on my capital  today. And th ere's a 
trade off  because i f  I  wait,  I 'm in cash earning, let 's  just say 0.5%. So every day I  wait  
of eating into the 3.5% I  could get wait ing to get 4.  So we do make a judgment cal l  on 
that.  But we do model it .  We say,  look at one year from now, if  rates on that bond 
are 4.5,  was I  better off  buying it  now and getting 3 .5 For wait ing.  I 'm better  off  
buying it  now because now I  have a bond that matures in one year and when that 
comes up, I  can renew that bond at  4.  

 

Stephen:  

So there's a cost of wait ing to extend the maturit ies.  We're not going out far .  Trust 
me I 'm to talking about two year bonds here because that 's where the logical  k ink in 
the curve is  r ight  now. But your point is  wel l  taken. There's a r isk to it  that you could 
have. The risk is  opportuni ty costs.  Could I  have gotten more by wait ing? We're 
suggesting at the moment we believe taking a relatively conservative investment on a 
two year piece of paper is  worth getting the 3.5% because by the t ime that gets  to 
4% we'l l  have already earned throug h a good piece of  the maturity of that bond.  It  is  
absolutely taken into account though. And i f  I  own a short bond, I ' l l  keep going. I f  I  
own a short bond, we're not super concerned about its value on any given quarter 
because I  know ult imately it 's  going to mature in a  relat ive near term as opposed to 
we're not buying 10 year bonds.  

Suzanne:  

Thank you, Steve.  

Stephen:  

Let's  jump forward. Thank you. I  love that  question. I  get a l itt le excited in t imes l ike 
this,  not in a bad way,  but it 's  depressing on one  hand as  you look day to day, but 
there's  opportunit ies here too, r ight? We see healthcare being cheap now. Energy's 
cheap. Even tech. Tech's only trading at 3% above it 's  20 year average.  It  was trading 
at 30 and 40% above. 3% above it 's  20 year average. It 's  almost normally pr iced 
again. I 'm not saying go run and buy tech tomorrow, but that feels a lot better  than 
knowingly overpaying for it ,  r ight? It  feels a lot better to see pharmaceuticals 9,  10% 
below their 20 year average. To see mater ials 15% below  their 20 year average. A lot 
of things have come down to earth. There's st i l l  sectors of the market expensive, but 
you know what? No longer is  tech way above. So it 's  opportunity.  That's why I  was 
excited i f  you were making that  one t ime investment,  even if  it 's  a mil l ion dol lars and 
84 mil l ion, it  matters i f  we can invest that while we're down.  
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Stephen:  

So here's the f irst  quarter.  You see the var ious ent it ies across the left.  Started the 
quarter at 84,006,953. Had withdrawals dur ing the quarter of  918,60 4, benefit  
payments basical ly  out of matrix trust.  We transferred some money down to matrix 
trust to fund those accounts.  So those net zero from an ent ity perspective. So your 
net invested simple math is  83,088. Pretty rough quarter.  A 78,998,000 at the en d of 
the quarter.  A $4 mil l ion loss for the quarter.  4.91% net of cost .  4 .83 gross of costs .  
Benchmarks nicely,  not to the actuary rate. So the primary goal of  this fund is  the 
actual rate of return. The summary term, which be 1.69 for the quarter.  So c lea rly a 
down quarter.  You're not going to make that.  But the main investment benchmark 
was down 5.31. So it 's  nice to see gross [ inaudible 02:07:38] net being above that 
main benchmark for this t imeframe. So painful,  no doubt. It 's  down more than that 
today.  It 's  early in the quarter yet.  We'l l  see what happens, but  we sti l l  think there' l l  
be more downside volati l ity in equit ies .  Probably less to no downside volat i l ity on 
bonds from here, for the short run, at least,  meaning three to six months. Instead the 
Fed catches up to where the market 's already at.  

Suzanne:  

So can we talk about,  well ,  the next s l ide is  the f iscal  year to date. So if  not a lot 
changes in the next quarter,  what are the implicat ions for us? Do they not change 
because the actuar ial  stamp ha s been put on it  and our addit ional  contribution wil l  
be nonetheless an addit ive? Or do we have any concern of turning in a less than 
benchmark met performance for the f iscal  year?  

Stephen:  

I ' l l  answer the part I  can answer and Rochelle,  I  think is  going t o have to answer the 
organizat ional part.  So the actuary has just ran their numbers and that was through 
12/31. So this wil l  not  change that actuary report t i l l  next year,  t i l l  this calendar year 
is  over.  Rochelle,  I  think you could speak to how it ,  sorry i f  I 'm putting on your spot,  
but how it  works on your.. .  

Jeff  Bauer:  

I  can answer it  for Rochelle,  as well .  So if  you remember Jeff  L ighter's report that 
we're us ing an actuarial  value, which is  a smoothing value. So let 's  say we fast 
forward to the end of  '22 and you're st i l l  down, it ' l l  have some impact,  but the fact  
that we're smoothing the assets on a three year basis for returns,  it  wil l  dampen the 
impact i f  you had say a 5 or 7 or 10% loss for the year.  

Stephen:  

Right,  no doubt.  

Rochelle:  

Let me just talk about the f iscal  year end. So for the f iscal  year end, if  the asset value 
is  down s ignif icantly,  i t  wil l  impact the l iabi l ity that we have here.  
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Jeff  Bauer:  

Right,  for account ing purposes. R ight.  

Rochelle:  

Yes.  

Suzanne:  

And for potent ial  credit  rating  impact,  i f  it  does one year I  doubt i t  wil l ,  but it 's  
always a r isk.  And so hence, Jeff ,  the benef it  of smoothing.  

Jeff  Bauer:  

Right.  

Stephen:  

For the actuar ial  but not the f iscal  year,  r ight? It 's  l ikely,  at  this point,  I  can't  
guarantee anything in this  world,  r ight? But I  think it 's  l ikely that you have a down 
fiscal  year,  r ight.  We're at Apri l  28th now and we're down more than what 's 
presented here through March 31st .  So it 's  highly l ike ly that you're  down by the end 
of May.  

Jeff  Bauer:  

Right.  

Stephen:  

Let me word that differently.  I  think highly unlikely that you're up.  Could you be f lat? 
Yep.  

Jeff  Bauer:  

You know, so much better.  

Alan:  

Worth it .  

Suzanne:  

And so Steve, what might be worth just spending two minutes on and then we 
probably do need to wrap up, is  that we've a lways pursued this very diverse portfolio 
to manage risk and have non-correlated performance so that  da,  da,  da,  da. So how 
does this  happen in this year? Is  it  st i l l  the asset al locat ion that keeps it  too 
suscept ible to equit ies and down market? Is  it  that the non -correlated assets are not 
doing what they usual ly do in the eff icient market?  

Stephen:  
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Bingo on that .  Cause typical ly  you get a down equity market,  you may have an up 
bond market .  These are being driven for the same reasons. L ike I  said earl ier,  I 've 
done this exact role for 30 years.  I 've never been in a world where bonds are down 
9%, stocks are down 9%. That 's not how the world normal ly works or down 7 and 7,  
whatever the number is  in  a given day. That actually the divers if i cation, this most 
simplist ic divers if ication between stocks and bonds is  broken this  year.  You could be 
al l  stocks,  al l  bonds and your returns exactly the same. The simpl ist ic diversif icat ion 
between U.S. and foreign is  broken this year.  They're both down 12, 13%. The 
simplist ic divers if ication that the one place for divers if ication is  mattered this year 
is,  are the bonds shorter than the benchmarks. That's helped and you are shorter.  
And that 's actually the sl ight edge that you have here. Are the equit ies more dividend 
oriented or more tech.  

Stephen:  

And that 's helped because we did not get overweight in tech. We kept reeling that 
back. We've been reel ing it  back for years now. But those are the only two 
diversi f icat ion factors  in l iquid portfo lios that have really mattered this year.  
Duration of f ixed income and type of equity,  domestical ly,  d ividend yielding, or value 
versus growth. But yeah, in a way, the correlation has gone out the window. And it  
almost always goes out the window in a steep, rapid de cline. And then it  regains 
footing. L ike obviously I  look at it  every day. In  the last 5 to 10 days,  5 to 7 days,  I 'm 
going to say the correlation is  back between stocks and bonds. So you're seeing 
bonds gain footing. You're seeing stocks st i l l  degradate o n average. But it  went out 
the window for the f irst  four months of this year.  I  would agree with your comment 
there.  

Suzanne:  

Anything else on the performance of the different programs and t imeframes?  

Stephen:  

Let's  jump a couple pages forward. I ' l l  leave you with this.  And whi le we're jumping 
forward, let 's  go to the six year number. Just to show you because this is  what  
matters,  r ight? So this  matters to Jeff .  This matters to the funded status. This is  a 
journey.  This is  not a sprint by any. So here's the  six year return, which is  the longest 
ful l  year t ime period we have. It 's  8.10% a year for the last s ix  years.  So I  think that 's 
good perspective.  That includes the bad market.  We've at this point,  been through 
several rough markets  together.  This not the  roughest,  I  don't  believe. But a rough 
one. And you're st i l l  up 8.10 a year s ince six  years ago. So the goal was 7 for part of 
that t ime. And it 's  been 6.75 for a more recent part of that t ime.  

Stephen:  

It 's  st i l l  working. And there' l l  be t imes where it  m ight  not work. We might dip below 
the 6.75, but we' l l  l i ft  above it  again especia l ly  with rates going up. One f inal thought 
to remember. The asset al location, the portfolio is  not random by any stretch of the 
imagination. It 's  somewhat l iabil ity driven or heavi ly.  We look at l iabi l it ies you have 
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for the next f ive years,  they go to bonds.  We look at l iabil it ies that you have between 
6 and 10 years,  they go to some bonds, probably more aggress ive bonds. And we 
begin to hit  equit ies  by the 9th and 10th year.  A nd we look at the l iabi l it ies that you 
have beyond 10 years and those go to equit ies.  It  happens to end up looking l ike a 
fair ly  typical  balanced portfolio in many ways,  but  it  wasn't  arr ived at by saying let 's  
just have a typical  balanced portfol io.  It 's  arrived at by saying,  what do these funds 
owe out in the near term?  

Stephen:  

What do these funds owe in the intermediate term? And what do they owe out in the 
long term? And that over t ime wil l  work,  r ight? Because those 11 plus year assets 
belong in equit ies .  Equit ies do very well  over decades. Those shorter term assets 
belong in individual shorter term bonds. And that 's where they are. So I  think you can 
be comfortable that regardless of the market,  the mix is  based on your tranches of 
need of l iabil ity.  Not on anything random whatsoever from the work that Jeff  does. 
Frankly,  Jeff 's  f irm, Angel,  provides us that every year and we re -look at it .  Alan does 
that work for us.  We look at what Angel puts in.  We look at what you owe out next 
year,  the year  after ,  the year after.  And we tranche the money such that  they wi l l  be 
available for benefit  payments when they're  needed.  

Suzanne:  

And then last ly,  is  there anything you want to mention on cost containment for asset 
management?  

Stephen:  

I  have a whole section, but I  think in the interest of t ime, it 's  about the same as it 's  
been. The place we're adding some traction is  when we buy those individual bonds, it  
brings the cost down. As the portfolio shrank a l itt le,  that br ings the cost up a l itt le 
per unit .  We did increase the cost in one place because we're getting better 
performance. So we had a Goldman Sachs equal weighted index that was nine basis 
points .  We had bought it  because it  was cheaper than the Invesco index. And after 
owning it  for a whi le,  we said,  "T his is  s i l ly.  We're saving a few basis points,  but we 
are losing return." So we switched back to the Invesco index and we're happy we did 
that because that 's been addit ive net of fees.  

Stephen:  

So some places maybe l ike we're going from 20 basis points  to nine to save money 
thinking were re latively similar.  Knowing there was a l itt le dif ference. We let back up 
and said,  "We've squeezed too hard in that spot.  And let's  go back to what we know 
and l ike,  even though it 's  12 basis points more expensive." So tha t  did to go on 
during this t imeframe.  And we're happy we did it  because it 's  held up better.  I 'd 
rather give it  just ice,  frankly .  I  thought today was important  to give ESG it 's  t ime 
because we've had to delay it  a few times. Why don't  we shelf  the detailed  fee 
discussion unti l  the next meeting again,  but we have it  al l  prepared and ready to go.  
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Suzanne:  

Okay. That 's f ine with me. Okay. So unless there's anything else from the board or 
from our investment managers,  we'l l  be ready to move on to the committee work 
plan. Anything else,  Steve, in clos ing?  

Stephen:  

Alan? Anything that I 've left  out that,  I  think you're out there.  

Alan:  

Yeah. I  am here,  Steve. No, no. I  think that  was very comprehensive.  

Stephen:  

Very cool.  Well ,  thank you very much, everyone. I 'm sorry.  Go ahead.  

David:  

Just a quick quest ion. Are you the Steve Kellerher that Barons rated one of the top 
100 managers?  

 

Stephen:  

Yes we are. The group is,  it 's  not me. It 's  the group, but yes.  Thank you. We're very 
honored and happy obviously to receive  that  award. So thank you.  

Suzanne:  

Congratulations.  

Stephen:  

That one really is  that  wil l  be a l i fetime desire to get that one and we just got it .  So 
it 's  humbling and it  feels good al l  at  the same time.  

Suzanne:  

Good for you. Yeah. Well  thanks very much for being here, Alan, Joe, Steve. 
Appreciate your t ime and attention to our portfolio.  I  know it 's  not going to be an 
easy t ime for us.  Drawdowns are always dif f icult  and we appreciate you paying 
attention to ways to mitigate that and cont inue to buoy our portfolios.  

Stephen:  

Right.  Much appreciated. Thank you al l .  Enjoy the rest of your day.  

Suzanne:  

Yep. And thank you again.  
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Alan:  

You thank you, Jeff.  

Stephen:  

We'l l  get through bumps l ike  we have before.  

Jeff  Bauer:  

You're welcome. Thank you. Take care.  

Suzanne:  

Take care everyone.  

Suzanne:  

Moving on to item number seven is  the committee print work for you? So we are 
completing Apri l  of 2022. July,  we meet on the items l isted above and f irst  t ime we 
take a look at the 401k annual update. It ' l l  be a nice op portunity to get more 
acquainted with that piece of the puzzle.  October,  back to quarterly investment. 
January,  back to quarterly investment. And what we'l l  a lso do if  e ither in July or 
October talk ,  ref lect on ESG and what we want to talk about potential l y  going 
forward and al l  the way out to May of 2023, discuss the potentia l  addit ion year end 
contribution after  looking again at al l  the things that we just looked at just now in 
this Apri l  meeting.  Any questions on the work plan? Pretty consistent year to year.  
Al l  r ight,  with that,  I  would gladly turn over  the committee work back to the main 
authority.  

David:  

I ' l l  move we adjourn and reconvene.  

Suzanne:  

Thank you, second?  
 
Kevin:  

Second.  
 
Suzanne:  

All  those in favor?  
 
Group:  

Aye.  

 

[PENSION & BENEFIT COMMITTEE MEETING ADJOURNS AT 2:47 PM]  

 


