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MEMORANDUM

TO: Trustees
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DATE: March 25, 2014

RE: New York City Police Pension Fund Investment Meeting —
April 1, 2014

Enclosed is a copy of the public agenda for the Tuesday, April 1, 2014 Investment
Meeting. The meeting will be held at the Police Pension Fund, 233 Broadway -
25" Floor; beginning at 10:00am.

If you have questions about any agenda item, please give me a call at 212-669-3679.
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NEW YORK CITY POLICE PENSION FUND
INVESTMENT MEETING
APRIL 1, 2014

PUBLIC AGENDA

I. February Monthly Performance Review: (30 Minutes)
(Material to be sent under separate cover)

Il.  Emerging Market Debt Education: (30 Minutes)

APPENDICES:
e Basket Clause
e Liquidity Analysis
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PUBLIC AGENDA



l.

February Monthly Performance Review:
(Material to be sent under separate cover)



Il.  Emerging Market Debt Education:



NEW YORK CITY POLICE PENSION FUND

EMERGING MARKET DEBT PRESENTATION

April 1, 2014

333 Bush Street, Suite 2000
San Francisco, California 94104
(415) 362-3484 phone

(415) 362-2752 fax




INTRODUCTION .

= The New York City Police Pension Fund receives a “Free Option” by participating in
this search process.

= “Basket” Considerations will Factor into the decision to invest and its timing as Non-
US Fixed Income investments are currently Not Permitted

= SIS’s EMD Return Forecasts* compares favorably to other fixed income alternatives.

Expected Expected
Return Risk
EMD 4.9% 11.0%
Core Fixed Income 2.9% 5.0%
High Yield 5.0% 11.0%
Bank Loans 4.3% 7.5%
Non-US Fixed Income 2.9% 9.0%
US TIPS 2.9% 4.5%

* Return Forecasts are based primarily on current spread over comparable U.S. Treasuries. Risks are primarily historical forecasts as of November 2013.




EMERGING MARKET FIXED INCOME CHARACTERISTICS .

= Country origin is a main factor in investment analysis—returns are not as
correlated to economics as High Yield, for example, but more correlated to the
political analysis and fiscal condition within a particular country.

=  Universe of EMD securities has evolved from purely USD Denominated Sovereign
to include Local Currency Sovereign and Corporate Debt.

= Market has grown from about $300 billion to $2.6 trillion in the last 15 years.
= Index Duration is approximately 6.7 years.

= Reasonable Alpha Forecasts of 25-50 bps net-of-fees.




EMERGING MARKET FIXED INCOME LANDSCAPE .




EMERGING MARKET FIXED INCOME DECISIONS

Asset Allocation Local Currency
Decision Interest Rate
Soveraign /

Credit Decision Sovereign  Credit Sovereign Credit
Instrument : Nominall |\ fiation [l Quasi-
e
Instrument Implementation via cash bonds or derivatives. Derivatives include
Selection CDS, Forwards, NDFs, IRS, and Options

Source: Lazard Asset Management




EM REMAINS LONG-TERM GROWTH DRIVER .

Source: International Monetary Fund, World Economic Outlook Update, October 2013




INVESTOR ALLOCATIONS REMAIN LOW... BUT SECULARLY RISING

e Asof May 2012
** As represented by assets benchmarked to JP Morgan EM Debt indices
Sources, J.P. Morgan, Morningstar, Morgan Stanley




HISTORICAL COMPARISON

Source: J.P. Morgan, eVestment Alliance

= On a 10-year basis EMD outperformed a number of
asset classes on a risk adjusted basis.

= Performance is weaker on a 5-year basis when
compared to the 10-year as growth has slowed and an
increase in capital flows hurt performance.

Legend
Asset Class Index Proxy
Hard Currency JMPM EMBIG
Local FX JPM ELMI +
Local Bonds JPM GBI-EMGD
US Equities S&P 500
Emerging Equities MSCI EM
High Yield BC HY
US Fixed BC AGG




HISTORICAL HARD VS. LOCAL CURRENCY

Emerging Market Debt Yields
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Source: J.P. Morgan, eVestment Alliance




EMERGING MARKETS CORPORATE DEBT VS. DEVELOPED MARKETS .

Source: J.P. Morgan, Barclays Capital




ACTIVE VS. PASSIVE

Trailing Period Excess Return

MRQ 1¥r 2Yrs 3 ¥rs 5¥rs TY¥rs | 10Y¥rs 3Yrs 5Yrs 7 Yrs 10 Yrs
Benchmark (Total Return) | -1.68 -8.51 257 105 7.58 6.70 8.63 Top Quartile 073 0.96 0.26 0.20
Universe Size 129 128 125 106 &0 64 37 Median 0.59 0.75 0.16 0.08
Top Quartile 336 5.79 4.80 554 6.34 170 151 Bottom Quartile 035 055 009 0.02
Median 228 237 3.23 4.08 479 0.99 0.68
Bottom Quartile 0.70 0.06 146 111 231 051 0.19
Interquartile Ratio 068 148 089 049 063 148 169

Calendar Year Excess Return

2013 | 2012 | 2011 2010 | 2009 | 2008 | 2007
Benchmark (Total Return) -8351 14.99 -191 1544 | 2101 -7.92 18.59
Universe Size 128 128 111 100 a5 20 75
Top Quartile 579 549 793 182 | 2266 -1.74 -5.3%
Median 237 3.80 457 -0.31 | 12.27 -6.46 | -10.36
Bottom Quartile 0.06 200 0.09 -1.58 5.94 -8.38 | -1241
Interquartile Ratio 148 094 075 188 195 162 242

* An Interquartile Ratio greater tham one indicates that manager selection is rewarded on a
risk-adjusted basis. Excess Returns are gross of fees.

36 Month Rolling Excess Return
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BENEFITS OF INVESTING IN EMERGING MARKETS DEBT .

Fixed Income Portfolio Structure

Adding exposure to Emerging Market Debt increases expected return with a modest
increase in expected risk. This results in a more favorable Sharpe Ratio (risk-adjusted
return) for the total fixed income portfolio.

Historical Benchmark Correlations

The relatively low historical return correlations between the Fixed Income sectors and
Emerging Market Debt supports the notion that allocations will improve overall fixed
income portfolio diversification.

Mortgage-Backed
Securities

High Yield Bank Loans

US Treasuries

JPM EMBI to: 0.10 0.22 0.65 0.39




DESCRIPTION OF EMERGING MARKETS DEBT INDICES

Traditional (USD denominated) EMD Indices

EMBI — First EM Industry benchmark representing only Brady Bond issues, which were created in the early 1990s.
Countries are market cap weighted. Created in Dec 1990, discontinued in June 2002 .

EMBI+— As Brady countries issued new global debt, the EMBI+ was created to incorporate both the Brady debt and
new global sovereigns of those restructured countries. Countries are market cap weighted. Created in Dec 1993.
Currently 15 countries, 110 securities.

EMBI Global —EMBI Global added new securities from emerging market issuers who were not a part of the original
Brady restructuring. Expanded the universe from the EMBI and EMBI (+). Countries are market cap weighted. Created
in July 1999. Currently 40 countries, 231 securities.

EMBI Global Diversified — Same country and securities as the EMBI Global, however, caps larger country to create a
more even distribution. Countries are capped by internal benchmark guidelines. Currently 40 countries, 231 securities.

Local currency denominated EMD Indices

GBI-EM/Diversified— The GBI-EM limits inclusion to only those countries that are readily accessible and where no
impediments exist for foreign investors. GBI-EM Index is market cap weighted, while the diversified index caps larger
countries to 10% to create a more even MV distribution. Created in June 2005, data backdated to December 2001.
Currently 12 countries, 139 securities.

GBI-EM Broad/Diversified— GBI-EM Broad is the all-encompassing index, including both globally available securities
and those restricted through capital controls. GBI-EM Index is market cap weighted, while the diversified index caps
larger countries to 10% to create a more even MV distribution. Created in January 2006, data backdated to December
2001. Currently 17 countries, 291 securities.

GBI-EM Global/Diversified— GBI-EM Global is positioned as the investable benchmark, both globally available
securities and securities restricted through capital controls but accessible to institutional investors. GBI-EM Global
Index is market cap weighted, while the diversified index caps larger countries to 10% to create a more even MV
distribution. Created in November 2006, data backdated to December 2001. Market cap weighted. Currently 13
countries, 170 securities.

Source: J.P. Morgan, Grammercy




CHARACTERISTICS OF KEY EM DEBT INDICES

External Debt Local Currency Debt Corporate Debt

JPM EMBI Global JPM GBI-EM Global JPM CEMBI Broad

Denomination usD EM currencies usD

Duration 6.75 years 4.38 years 5.22 years

Yield (%) 5.9 6.9 5.9

# of issues 61 16 1045

Average Rating BBB- BBB+ BBB

% Sovereign 74.7% 100% 0%

% Quasi-Sovereign 25.3% 0% 0%

% Corporate 0% 0% 100%

Market Value $579.3 Billion $895.8 Billion $717.3 Billion

Top 5 Countries (%MV) Mexico 12% Brazil 22%  Brazil 19%
Russia 11%  Mexico 17%  Russia 14%
Brazil 8% Poland 14% China 12%
Venezuela 7% South Africa 8% Hong Kong 8%
Turkey 7% Malaysia 8% Mexico 7%

Data as of 31 January 2014
Source: J.P. Morgan




GLOSSARY OF EMD TERMS

Corporate Debt — Debt issued by a corporation. Corporate debt in emerging markets can be either local currency or
hard currency denominated.

Hard Currency Debt - Emerging markets bonds issued in an internationally recognized currency (generally USD,
Euro, Swiss franc, pound sterling and Japanese Yen).

0 Over the course of the past 20 years, the quality of hard currency debt issues has risen such that more than 65%
of the category is investment grade.

Investment Grade Debt —Bonds of government or corporate issuers for which rating agencies indicate the bond has
a relatively low risk of default.

Local Currency Debt - Debt securities of issuers located in or tied economically to emerging markets that are
denominated in emerging markets currencies.

0 Local currency debt can be impacted by local interest rate trends, local country factors such as inflation,
monetary policy and demand and supply of government bonds. In addition, to invest in local currency bonds,
investors must hold the emerging market currency in order to purchase the bond, rather than hard currency.

USD Denominated Debt - A U.S. denominated bond, typically issued by non-US corporations or governments, that
trades outside of the United States. Along with the principal, any coupon payments from the bond are paid in U.S.
dollars.

Quasi Sovereign Debt- Securities issued by an agency or company backed by the home country government.
Sovereign Debt - Bonds issued by a national government. Sovereign bonds can be denominated in USD, another

hard currency, or local currency.
Source: J.P. Morgan, Blackrock, SIS




APPENDICES:

21



Basket Clause
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Police- BASKET/NON BASKET SUMMARY

As of January 31st, 2013

Adjusted Fund Policy

Fund Actual (PE & RE on an

invested basis)

Non Non
Equity Basket* Basket* Total Basket* Basket* Total
Domestic Equity 36.4% 0.0% 36.4% 40.9% 0.0% 40.9%
Non-U.S. Equity 10.0% 6.1% 16.1% 10.0% 6.7% 16.7%
Private Equity 0.0% 6.4% 6.4% 0.0% 6.4% 6.4%
Real Assets 3.4% 0.0% 3.4% 3.4% 0.0% 3.4%
REITS 0.2% 0.2% 0.5% 0.2% 0.2% 0.5%
Hedge Funds 0.0% 3.2% 3.2% 0.0% 3.2% 3.2%
Total Equity 50.0% 16.0% 66.0% 54.5% 16.6% 71.1%
Fixed Income
Core+b 19.7% 0.5% 20.2% 15.9% 0.5% 16.4%
U.S. Gov't Sector 3.7% 0.0% 3.7% 2.3% 0.0% 2.3%
Mortgage Sector 7.9% 0.0% 7.9% 6.6% 0.0% 6.6%
Credit Sector 8.2% 0.5% 8.7% 6.7% 0.5% 7.2%
High Yield 3.0% 0.8% 3.8% 3.2% 0.8% 4.0%
Bank Loans 0.0% 1.7% 1.7% 0.0% 1.7% 1.7%
TIPS 4.8% 0.5% 5.3% 2.6% 0.3% 2.9%
Convertibles 1.0% 0.0% 1.0% 0.6% 0.0% 0.6%
Opportunistic 0.0% 2.0% 2.0% 0.0% 2.0% 2.0%
Other Fixed Income 0.0% 0.0% 0.0% 1.3% 0.0% 1.3%
Total Fixed Income 28.6% 5.5% 34.0% 23.7% 5.2% 28.9%
Total Fund 78.6% 21.4% 100.0% 78.2% 21.8% 100.0%
Remaining Capacity 3.6% 3.2%

* Note: Basket amounts are estimates



Liquidity Analysis
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Police Liquidity Profile - Static Analysis

AUM as of January 31, 2014

Domestic Equity
International Equity
Emerging Markets
Hedge Funds
REITS

Private Equity
Private Real Estate
Core+5

TIPS

Opportunistic Fixed Income
Enhanced Yield
Bank Loans
Convertible Bonds
ETI

Cash

Total Assets

Total llliquid $
Total llliquid %

Unfunded PE Commitments
Unfunded RE Commitments
Unfunded OFI Commitments
Total commitments $
Total commitments %

2/28/14

Liquid Assets

Current MV Today 1 Year 2 Years
$12,560 $12,560 $12,560 $12,560
3,240 3,240 3,240 3,240
1,822 1,822 1,822 1,822
1,006 0 789 989
151 151 151 151
2,020 0 0 0
1,053 0 0 0
5,329 5,329 5,329 5,329
935 935 935 935
632 474 632 632
1,277 1,277 1,277 1,277
538 538 538 538
199 199 199 199
293 48 164 169
310 310 310 310
$31,365 $26,883 $27,946 $28,150
$4,481 $3,419 $3,214
14.3% 10.9% 10.2%
$1,269
354
303
$1,927

6.1%
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Police Liquidity Profile - Static Analysis 2/28/14
AUM as of January 31, 2014
Denominator Effect - Decrease AUM by One-Third
Total llliquid $ $4,481 $3,419 $3,214
Total llliquid % 21.4% 16.3% 15.4%
Note: Assumes zero realizations, no new commitments and a five-year investment period; funded out of liquids
Ligquid Assets

Current MV Today 1 Year 2 Years
Total Assets | $31,365| $26,883 $27,946 $28,150
Private Equity, Real Estate and Opportunistic Fixed Income Stress Case
Unfunded PE Commitments Drawn $254 $508
Unfunded RE Commitments Drawn 71 142
Unfunded OFI Commitments Drawn 152 0
Total commitments $ $476 $649
Total commitments % 1.5% 2.1%
Total llliquid $ $3,895 $3,863
Total llliquid % 12.4% 12.3%
Note: Assumes zero realizations, no new commitments and a five-year investment period; funded out of liquids
Denominator Effect - Decrease AUM by One-Third
Total llliquid $ $4,481 $3,895 $3,863
Total llliquid % 21.4% 18.6% 18.5%

Note: Assumes zero realizations, no new commitments and a five-year investment period; funded out of liquids
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