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What We’ll Cover

» |ncorporating Closed-End Private Investments
= Conducting an Asset Liability Study

= Current Market Environment



* What are closed end private investments?

- Investments that have a finite life: There is a
beginning and ending that is out of the Plan’s control

- Investments typically ramp up as the manager finds
Investments and ramp down as the manager executes
the Plan and liquidates



= Liquidity

- Closed-end investments should be considered
completely illiquid and will typically last 10-15 years.

- When a manager finds an investment, they will issue a
“capital call”, in which the investor usually has 5-10
business days to wire the required capital.



= Pacing

- Because the investments ramp up and then ramp down,
iInvestors need to pace their commitments in a
programmatic way in order to achieve a consistent
allocation.

- Committing evenly every year or every 2 or 3 years also
provides vintage year diversification, which will help
diversify Plans from concentration to certain market

cycles.



Incorporating Closed-End Private Investments

Investor Cash Flows
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The above chart is hypothetical and included strictly for illustrative purposes.
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= Reporting Delays

- Statements can be released 5-6 months after the quarter
end, which can cause delays in audits, actuarial
valuations and performance reporting.

* Legal Review and Subscription Process

- Legal review and negotiating side letters can take several
months and subscription documents can be several
hundred pages long. There are closing deadlines that
may preclude investments.



= Leverage

- Some funds utilize the fund assets as collateral and
leverage the fund. This can make performance more
volatile and could imperil some of the investments.

* Transparency

- Portfolio companies are typically privately owned
enterprises and may not provide details on their financial
positions.



Incorporating Closed-End Private Investments

= Fees

- Fees on private investments are typically higher than
publicly traded investments.

- Fee structures can be complex and usually utilize an
incentive based fee.



= Benchmarking

- There are very few benchmarks that measure private
investment performance.

- Usually investments can be compared to public markets,
however the calculations can be complex due to the
timing of the cash flows and the availability of the index
data.

- Reporting delays can also cause confusion in how the
overall performance of the client’s portfolio is performing.



Asset Liability Studies



* When we talk about return vs risk, we usually are talking
about the standard deviation. But what does that tell us?
The risk that Plan sponsors and Boards need to think about
Is the funding volatility of the Plan.

= Asset Liability Studies, also known as Asset Liability
Management (ALM) incorporate a Plan’s liabilities to look at
the impact of asset allocation decisions.



* Your consultant will typically work in conjunction with your
actuary to implement an asset liability study.

* |[n the study, the Board will look at how the projected risk and
return of different asset mixes could impact smoothed
returns, funded ratios and minimum funding requirements.



= ALM studies are complex undertakings that require
coordination between your service providers, take several
months to complete, and may increase the costs of the Plan.

= ALM studies will give you a range of outcomes, and may not
lead to definitive answers.



Current Market Environment
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Inflation (YoY % Change)

CPI-U & Core CPI (Year-Over-Year Percentage Change %)

CPI Components (Year-Over-Year Percentage Change %)
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Source: Bureau of Labor Statistics. Data as of July 12, 2023

1. Data for the CPI-U and Core CPI measures are plotted on the Y1 axis scale.

2.  Data for the 4 major CPI-U component measures (food, energy, commodities, and services) are plotted on the Y2 axis scale.

3. _The bubble sizes and (##.#) on the right of the chart represent the respective component’s relative importance (weight) in the CPI-U measure.
4. For illustrative purposes only



Measures of Inflation (YoY % Change)

CPI Level 3 Sub-Component (#.#*)

Cereals and bakery products (1.1)
Meats, poultry, fish, and eggs (1.9)
Dairy and related products (0.8)
Fruits and vegetables (1.4)
Nonalcoholic beverages and beverage materials (1.0) -
Other food at home (2.3) &8
Full service meals and snacks (2.4) *
Limited service meals and snacks (2.5)
Food at employee sites and schools (0.1)
Food from vending machines and mobile vendors (0.0) 14.5
Other food away from home (0.2)
Fuel oil and other fuels (0.3)
Motor fuel (4.1) )
Electricity (2.6) g
Utility (piped) gas service (1.0)
Household furnishings and supplies (3.9)
Apparel (2.4)
Transportation commodities less motor fuel (8.2) Q
Medical care commodities (1.5) EE g
Recreation commodities (1.9) gg %
Education and communication commodities (0.7) )
Alcoholic beverages (0.9)
Other goods (1.4)
Shelter (32.9)
Water and sewer and trash collection services (1.1)
Household operations (0.0) & o
Medical care services (6.8) Eg <§D_
Transportation services (6.0) R g
Recreation services (3.1)
Education and communication services (5.3)
Other personal services (1.4)
-30.0 -25.0 -20.0 -15.0 -10.0 -5.0 0.0 5.0 10.0 15.0 20.0
*CPI Relative Importance May 2023 Year-Over-Year Percentage Change (%)

Source: Bureau of Labor Statistics. Data as of July 12, 2023
For iléustrative purposes only



Feds Fund Rate Increases

Fed Funds Rate Increase Level (%)

6.00
Mar-22 to July-23
11-Hikes over 17-Months
+5.25% 10 5.25%-5.50%
5.00
June-04 to June-06
17-Hikes over 25-Months
+4.25% 10 5.25%
4.00
Feb-94 to Feb-95
7-Hikes over 13-Months
+3.00% to 6.00%
3.00
Dec-15to Dec-18
9-Hikes over 37-Months
+2.25% 10 2.25%-2.50%
2.00
June-99 to May-00
6-Hikes over 12-Months
+1.75% 10 6.50%
1.00
Other Factoids
« The Federal Open Markets Committee (FOMC) didn’t announce its target interest rate after meetings until October 1979
* The FOMC began formally announcing its policy changes and triggering events in February of 1994
* The FOMC began providing a 0.25% range band for the Fed Funds Rate in December of 2008
» The highest Fed Funds Rate on record was 20.00% in 1980
0.00 « The lowest Fed Funds Rate on record was a range of 0.00%-0.25% in both 2008 & 2020
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Source: federalreserve.gov — Historical Open Market Operations Months in the Rate Increase Cycle

For illustrative purposes only
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Important Disclosure Information:

For educational purposes only. This presentation represents AndCo Consulting’s proprietary material and has been prepared for use with the
Florida Public Pension Trustees Association (FPPTA). Any reproduction or reuse of the article without the express written consent of AndCo is
strictly prohibited. It is being provided for informational and educational purposes but is not intended to be reproduced and should not be
regarded as investment advice or as a recommendation regarding any particular course of action and additionally is not intended to provide,
and should not be relied upon, for legal advice.

Opinions expressed reflect prevailing market conditions at the time this material was completed and are subject to change. Additionally, the
material provided herein is valid as of the date of distribution and not as of any future date, and will not be updated or otherwise revised to
reflect information that subsequently becomes available, or circumstances existing or changes occurring after such date. Inclusion of market
index information is for informational purposes only. Index performance does not reflect the deduction of transaction costs, management fees,
or other costs which would reduce returns. An investor cannot invest directly in an index.

This presentation may contain forward-looking statements or projections which may be subject to various uncertainties whereby the actual
outcomes or results could differ from those indicated.

Certain information is based on sources and data believed to be reliable, but AndCo cannot guarantee the accuracy, adequacy or completeness
of the information. The source for all data, charts and graphs is AndCo Consulting unless otherwise stated.

AndCo Consulting is an investment adviser registered with the U.S. Securities and Exchange Commission (“SEC”). Registration as an
investment adviser does not constitute an endorsement for the firm by securities regulators nor does it indicate that the adviser has attained a
particular level of skill or ability.

AndCo Consulting is neither affiliated with the Florida Public Pension Trustees Association (FPPTA) nor any firms we’re presenting alongside.
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