Minutes of the Lehigh County Retirement Board Mecting
Ichigh County Government Center Public Hearing Room
Thursday, February 4, 2016
9:30 A.M.
A meeting of the Lehigh County Employees’ Retirement Board was held at 9:30 A.M. in the Public
Hearing Room of the Lehigh County Government Center. Members present were David Bausch,

Tom Creighton, Glenn Eckhart, Daniel McCarthy, Thomas Muller and Tim Reeves.

Brad Osborne was not present.

Kevin Karpuk from Cornerstone also attended.

Thomas Muller, County Exccutive, called the meeting to order at 9:30 A.M.

OLD BUSINESS

There are no minutes available at this meeting.

NEW BUSINESS

Kevin Karpuk (Cornerstone Consulting) — We want to wrap up 2015 and give you a brief update of
what’s happening so far in 2016. Obviously 2016 has started off with a relative thud rather than coming
in with a bang. Look at the 12/31 data on Page 1 of the handouts -- again, this is the information at the end
of the year — all the actuarial reports, ctc. are based on these numbers so it’s important to keep track of it.
These are all different benchmarks and indexes we cover for different asset classes. If you look at the one
year return column — it’s the fourth from the left of numbers — if you look at the S&P for the year, the
market was up about 1.4% and that includes dividends so for the year the actual average stock price was
down, dividends pushed back positive. There’s an acronym going around called FANG — Facebook,
Amazon, Netflix, and Google. If you didn’t own those four stocks and own a Jot of them, you probably
didn’t make much money at all in the year. It’s a very thin market in terms of stocks moving forward. So
for the year, the top four rows are domestic equities. If you drop down to the second gray shaded areas —
international equities where you see developed international markets were down .81% but emerging
markets were down about 15%. A lot of that has to do with the issues coming out of China and how that
will impact thosc economies. You drop down two more lines to the commodities. Everyone here who
drives and knows you’re paying less than $2.00 for gas right now. That’s good for the consumer but if
you invest in commodities you lost about 25% in that slecve last year. The real important numbers are in
the last gray shaded area, the top line — Barclays US Aggregate Bond index. That’s the safe investments
we’re buying bonds which are fixed income investments. For past several years, everybody has hated
bonds thinking that you can’t make money because interest rates are too low. Bonds actually returned
about .6% and we have a little less than one-third percent of the portfolio in bonds. When you look at the
January returns, you're going to see why we own them even though we don’t expect them to have
fantastic returns going forward.

That’s what was happening in the market.



If you turn to page 2, you'll see the performance of the actual retirement fund through the end of the year.
For the last quarter of the year, the portfolio is up 2.76% slightly underneath the benchmark of 3.1%.
Again we have this portfolio defensively positioned. When the market goes up rapidly, we will under-
perform a little bit on the flipside when the market drops like it did in January, we have this built to
protect principle for the long term.

At the bottom of page 2 where you see the letter B in the gray boxes — that’s the return of the portfolio
over different time periods. For those of you that were at the meeting last week the discussion was the
loss of .4% last year. Over three years the return has been 6.9%, as of five years 6.4%, over ten years
5.24%. Again, that is against the target of 7.5%. A lot of the discussions at the last meeting were based

off of these numbers.
Overall the portfolio is holding value quite nicely especially against other folks in the public plan arena.

Page 3 -- The important thing is the top left of this page where you can see how much we have

allocated to the different asset classes. Between domestic equity and international equity we have

about 56% of the portfolio; in fixed income (safer assets) 28%; in liquid alternatives about

15% and in cash about 1.5%. That cash is used to pay the monthly benefits and we (ry to keep it as low
as possible because cash doesn’t make any moncy but make sure there’s always liquidity when we need it

to pay the retirces.

Page 4 — If you look at the top right, you can see since January 2013 the growth in the portfolio between
income and change in market value has been about $60-$70 million so the portfolio has been growing.
The mountain chart at the bottom shows the portfolio value has been staying pretty consistent. Payments
are going out and folks are gelting paid on time. We’re making good progress controlling the risk inside
the portfolio while making good returns.

Page 5 — This is our manager matrix. You can see how we have the money invested by investment
manager or mutual fund. We do have investments in Vanguard index funds but we also have active
managers - professionals that are hired to try to beat the benchmarks. The fourth quarter was relatively
weak but over the past year those numbers have been firming up. Various managers are doing their jobs.
There are a couple who are under-performing. Cornerstone is undertaking due diligence and has

the authority to make decisions to make changes as necessary. We report to the Board as to what
changes were made. It is our job to make surc that the folks who are under-performing and we don’t see
a good way out get removed from the plan and new folks get put in.

Page 6 — This is an update from January. The portfolio is down about 3.25%. The relative good news
is the benchmark was down even more. The managers and asset allocation helped in the month. When
you look at the bottom line performance, the portfolio is down about $16 million for January. A couple
million of that was in distributions. When we met last week, the portfolio was down about $10 million
more than it ended the month. In the depths of the market following — the market value was off quite

a bit more than where we ended. While we don’t ever enjoy having a month where we lose money -
much less 3% - it’s certainly within historic norms. It’s something we’re not panicking about. We don’t
think this 3% will be followed by 5, 10 or 12%. We don’t see this being 2008 again. We have this

very well positioned to make money in the rising markets but really to protect assets in falling markets.

All-in-all January didn’t start out very well but we think the portfolio is in good shape. Hopefully the
markets firm up from here.



Tom Muller asked for any questions on the information Kevin just presented.
No questions.

Tom Muller asked if there were any motions from the Board.
No motions.

Tom Muller asked if there were any questions {rom our retirees or future retirees.
No questions.

There was no further business or Citizen’s Input.

Tom Muller called for a motion to adjourn.
David Bausch made the motion to adjourn.
Glenn Eckhart seconded the motion.
Tom Muller called for a voice vote.

All were in favor.

Meeting was adjourned at 9:40 A.M.
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CORNERSTONE ADVISORS ASSET MANAGEMENT, INC.

Lehigh County Employees' Retirement Plan
Monthly Flash Report

Monthly Return

Market Value

Market Value

January-2016  Beginning of Period End of Period
Lomax -3.79% $24,952,823 $24,008,289
Russell 1000 Value -5.17%
Vanguard Institutional Index -4.97% $43,223,846 $41,076,782
S&P 500 -4.96%
Philadelphia Trust -5.23% $43,613,193 $41,331,061
S&P 500 -4.96%
Sustainable Growth Advisors -6.04% $28,804,621 $27,064,697
Russell 1000 Growth -5.58%
Vanguard SCV Index -6.45% 518,464,816 $17,274,290
Russell 2000 Value -6.72%
Emerald -11.29% $8,657,395 $7,6'79,642
Russell Mid-Cap Growth -1.57%
Emerald Advisors -10.29% $10,141,084 $9,097.,468
Russell 2000 Growth -10.84%
American Funds EuroPac -6.08% $26,990,664 $25,350,348
MSCI ACWI ex US -6.80%
Vanguard Developed Mkt Idx I -5.75% $23,047,327 $21,722,544
MSCI EAFE -1.22%
CSMcKee 1.23% $58,704,518 $59,425,620
Barclays Capital Aggregate 1.38%
Agincourt 1.06% $54,034,484 $54,607,145
Barclays Capital Aggregate 1.38%
CBRE Clarion -3.43% $12,017,904 $11,605,224
Dow Jones US Total Market REIT Index -4.03%
Liquid Alternatives -2.44% $56,243,676 $54,871,471
Blended Alternatives Benchmark -3.33%
Vanguard ST Investment Grade 0.55% $6,411,164 $6,447.607
Barclays US Corp 1-3 YR 0.45%
Cash Account 0.00% $7,641,713 $5,593,290
30 Day MM Yield 0.00%
Weighted Portfolio -3.25% $422,949,230 $407,155,479
Rate of Return Index -3.42%

Assets Not Valued Dail

Market Value

Market Value

Beginning of Period End of Period

Mondrian Intl $23,251,289 $22,813,475
Grand Total |  $446,200,519 | $429,968,954 |
2016 YTD Performance
Portfolio -3.23%
Net Portfolio -3.25%
Index -3.42%

The values on this report are collected from electronic interfaces and released before an audit function can occur. These values are not final. Differences
may include, but are not limited to, pending trades, accruals, mispricing, or custodian error,
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