San Luis Obispo County Pension Trust

Section VI

Summary of Assumptions and Methods
Incorporating the Recommended Assumptions

5. Rates of separation from active membership (for causes other than death or
retirement) - As shown below for selected ages:

% of Active Members Separating Within Next Year
Miscellaneous and Probation Members
Sample Withdrawal | Withdrawal Vested
Ages Disability < 5 years >= 5 years | Termination
20 0.00% 16.50% 8.50% 0.00%
25 0.00% 14.50% 7.75% 2.50%
30 0.01% 12.50% 3.75% 3.00%
35 0.04% 10.50% 2.00% 3.75%
40 0.07% 9.50% 1.25% 4.50%
45 0.11% 8.50% 0.50% 3.50%
50 0.20% 8.50% 0.00% 2.50%
55 0.38% 8.50% 0.00% 0.00%
60 0.62% 8.50% 0.00% 0.00%
% of Active Members Separating Within Next Year
Safety Members
Sample Withdrawal | Withdrawal Vested
Ages Disability <5 years >=5years | Termination
20 0.00% 8.50% 1.50% 4.00%
25 0.03% 8.00% 1.50% 3.00%
30 0.15% 7.50% 1.00% 2.50%
35 0.29% 5.30% 0.50% 2.00%
40 0.55% 4.30% 0.50% 1.50%
45 1.48% 3.50% 0.00% 1.50%
50 2.25% 2.00% 0.00% 0.00%
55 3.10% 0.00% 0.00% 0.00%
60 3.50% 0.00% 0.00% 0.00%

Rates are not applied after the member is eligible for reduced or unreduced retirement benefits.
100% of the Safety disabilities and 0% of the Miscellaneous and Probation disabilities are duty-

related.
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Section VI
San Luis Obispo County Pension Trust Summary of Assumptions and Methods
Incorporating the Recommended Assumptions

C. Other Assumptions

Member refunds. All or part of the employee contribution rate is subject to potential "Pick Up"
by the employer. Our understanding is that “Pick Ups”, and related interest, are subject to
refund.

Survivor Benefits. Marital status and spouses’ census data were imputed with respect to active
and deferred members.

Marital Status - 70% of men and 50% of women were
assumed married at retirement.
Spouse Census - Women were assumed to be 3 years

younger than men for active employees.

Cost of Living Increases. Assumed to increase the full 3% each year.

Disability Benefits. Benefits are not assumed to be offset by Social Security benefits.

Line-of-Duty Death. Social Security offset equal to 27.5% of Final Compensation.

IRC Section 415 Limits. We are assuming that IRC Section 415 limits, although applicable to
this plan, will not impact any individual benefits.
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Board of Trustees

San Luis Obispo County Pension Trust
1000 Mill Street
San Luis Obispo, CA 93408
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Date: June 28, 2010
To:  Board of Trustees
From: Tony Petruzzi - Executive Secretary

Carl Nelson — Deputy Executive Secretary

Agenda Item Number 11: Investment Report for the Month Ended
May 31, 2010

Attached for your review is the report from Wurts and Associates regarding portfolio performance for the
month of May 2010 and their market commentary. This is the interim report for the month.

Total Fund:

The estimated gross rate of return on the total fund for May was -4.2% (0.8% YTD) compared to the
asset allocation policy weighted index May return of -5.0% (-1.4% YTD). The significant correction in
the equity markets for May took away the majority of the year to date returns for 2010.

Equities:

As the attached market commentary from Wurts & Associates highlights, May saw a marked increase in
volatility in the equity markets and a sharp correction downwards. The extreme intraday volatility of
May 6™ was not repeated, but the general reaction of the equity markets for the remainder of the month
was clearly downward. International equities fared even worse with the added push of the Eurozone debt
crisis.

During May the liquidation of the small/mid cap domestic equity portfolio managed by AXA Rosenberg
for the Pension Trust was completed. The assets of that account are currently in a Transition account held
in cash, but overlaid by the Clifton Cash Overlay strategy to maintain conformity to the overall asset
allocation policy. This account is planned for transition to management by Atlanta Capital Management
as approved at the April Board of Trustees meeting.

The Year to Date (through May) performance of the fund’s domestic and international equity managers is
shown on the attached exhibits. While the absolute level of returns for the year to date have been
disappointing, the relative returns of the Trust’s domestic and international investment managers
compared to the appropriate market indices have been noticeably better.
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Fixed Income:

The attached report shows PIMCO’s combined portfolio ($188 million) which includes the last two bonds
of the transition portfolio ($1 million) being gradually sold as part of the portfolio transition. PIMCO’s
combined performance for May was a return of 0.7% (4.8% YTD) versus a May return on the BC
Aggregate bond index of 0.8% (3.7% YTD).

The international fixed income fund managed by Brandywine had a May return of -3.7% (-1.9% YTD)
versus a May return of 0.7% (-0.3% YTD) for the JPM Global Bond Index.

Real Estate:
While it may be premature to call for a bottoming of the real estate market, it is somewhat encouraging to
see positive year to date rates of return on all of the Trust’s real estate investments.

Commodities:

As an alternative investment class with an underlying inflation hedge component, commodities have not
performed well in the current environment. The rate of return on the BlackRock Commaodity index fund
for May was a -5.9% (-9.9% YTD). The commodities market was particularly impacted by declining oil
prices year to date.

Respectfully Submitted,

Tony Petruzzi Carl Nelson
Executive Secretary Deputy Executive Secretary
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San Luis Obispo County Pension Trust
Executive Summary - Preliminary Period Ending: May 31, 2010

. Asset Allocation by Account - (000's)
ay YTD
Return Return
[ Total | ; ;
Total Fund PIMCO $187,602; 24.6%
TOTAL FUND w CLIFTON (G) 42 08
TOTAL FUND x CLIFTON (G) 4.2 038
Policy Index MASON EQUITY FD $91,878; 12.1%
POLICY INDEX 50 14 i i
| Domestic Equity | TRANSITION ACCT $62,217; 8.2%
Domestic Equity
MASON EQUITY FD (G) 7.0 0.3 :
MASON HIGH INCOME () 53 19 MASON HIGH INCOME $60464; 7.9%
RUSSELL 3000 INDEX 79 03
Domestic Equity Large Cap VONTOBEL §$58‘509:; 7.7%
INTECH (G) 7.9 -0.9
RESEARCH AFFILIATES (G) 8.1 17
S &P 500 INDEX 8.0 15 DODGE & COX 853911, 7.1%
Domestic Equity Small/Mid Cap i i
AXAROSENBERG (G) 01 135 RESEARCH AFFILIATES $50,208; 6.6%
RUSSELL 2500 INDEX 74 59 ' ; ;
| International Equity | i i
International Equity BRANDYWINE $44,076; 5.8%
DODGE & COX (N) 114 92 H
VONTOBEL (G) 63 48 INTECH- $36,360, 4.8%
MSCI EAFE INDEX 121 128 '
| Domestic Fixed Income I
Domestic Fixed Income BLACKROCK COMMODITY $33,287; 4.4%
PIMCO (G) 07 48 b
BC AGGREGATE INDEX 08 37 DIRECT REAL ESTATE $31,021; 4.1%
| Global Fixed Income |
Global Fixed Income
BRANDYWINE (G) 37 19 JP MORGAN $23,535; 3.1%
JPM GLOBAL INDEX 07 03 i i
[ Real Estate | THE CLIFTON GROUP $12,262; 1.6%
Real Estate i
DIRECT REAL ESTATE (G) 03 21 i
FREG I (G) 17 06 CASHACCOUNT | $11.084; 1.5%
FREGIIl (G) 11 31 i
JP MORGAN (G) 0.9 20 rrec il 2,071 0.4%
NCREIF PROPERTY INDEX 0.0 08
| Alternative investments |
Commodities FREG I} $1,054;0.1%
BLACKROCK COMMODITY (G) 6.9 9.9
DJ UBS COMMODITY TR INDEX 6.9 9.9 AxA ROSENBERG | $631: 6.19%
| cash | H
Cash & Equivalents $0 520,000 $60,000 $100,000 $140,000 $180,000
CASH ACCOUNT (G) 0.0 04
90-DAY T-BILLS 00 00 Market Value: $761,071
Wurts & Associates 1 Performance Measurement System

Policy Index: 40% Russell 3000, 16% MSCI ACWI ex. US, 20% BC Aggregate, 5% Citi World Gov't Bond, 9% NCREIF Property, 5% CPI +5%, 5% DJ UBS Commodity Index. The Clifton Group was funded in May 2009. PIMCO replaced
Managed Fixed Income on 10/22/09. Fidelity Real Estate Growth Fund terminated 04/10. NCREIF is not yet available. AXA Rosenberg terminated 05/10, proceeds are overlayed at Clifton. All data is preliminary. Agenda Item 11





















Style Tilts: US Large Value vs. Growth

Relative valuations within the US equity universe have begun
to come down towards more normal levels

However, it is still difficult to identify the relative
attractiveness of value versus growth stocks until valuations
become more normalized.

Nonetheless, fundamental analysis indicates value is much
more expensive than growth.

Technical analysis on the other hand indicates value stocks
appear to be oversold and future returns may be better than
growth. Because of these contradictory results, there is no
compelling reason to take a large stance one way or the
other.

Fundamental vs. Technical Indicators and Subsequent Performance

3.0

Fundamental

-1.4

Wurts Technical Value
Indicator > 0

Wurts Technical Value
Indicator < 0

Relative PE<Average Relative PE>Average

Source: Russell, Wurts & Associates

Relative PE Ratio of US Large Value vs. Growth (Russell) - May.'10
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- Technical Indicator for US Large Value vs. Growth (Russell) - Mar.'10

Sell Signal for Value

Technical Indicator
— Subsequent 7 Year Excess Returns (Value vs. Growth)

| Buy Signal for Value

Source: Ibbotson, Wurts & Associates Agenda ltem 11
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Capitalization Tilts: us Small vs. Large

* Accounting irregularities are rendering fundamental valuation
analysis less useful until things return to more normative levels.

» Small cap stocks should trade at cheaper levels than large caps
due to their inherent riskiness, and they were not cheaper going
into the recent market crisis.

* Fundamental analysis indicates small cap equities are still
trading at a huge premium over large caps.

* On the other hand, technical indicators are telling us small
stocks may be a little oversold relative to large.

* Small caps are not trading at compellingly cheap valuations or
experiencing significant technical weakness. Therefore market
weighting (or lower) seems appropriate at this time.

Fundamental vs. Technical Indicators and Subsequent Performance
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Appendix
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Periodic Table of Returns - May 2010

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 (YTD)

12.3 26.3 4.2 - - 16.2 -- 46.0 235 - -6.5 --
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Best

5.1

4.7 10.4

P m | E Com |
- Large Cap Growth US Stocks (Russell 1000 Growth Index) Hedge Fund of Funds (HFRI Fund of Funds Index)
- Large Cap Value US Stocks (Russell 1000 Value Index) - Domestic Fixed Income (Barclays Capital Aggregate Bond Index)
- Small Cap Growth US Stocks (Russell 2000 Growth Index) Real Estate (NCREIF Property Index)
Small Cap Value US Stocks (Russell 2000 Value Index) Cash (Citigroup 3-Mo Treasury)
I De'eloped Intemational Stocks (MSCI EAFE Index) I (cC universe Median (Total Funds)
- Emerging Market Stocks (MSCI EM Index)
Data: Ibbotson Associates, As of 5/31/2010; Independent Consultants Cooperative. Agenda Item 11
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Detailed Equity & Fixed Income Returns

Domestic Equity

Core Index Performance Index Performance
S&P 500 (8.00 (1.5 210 (87) 0.3 (0.8) [BC US Aggregate Bond 0.8 3.7 8.4 6.9 5.3 6.5
S&P 500 Equal Weighted (7.4) 3.0 320 (6.00 3.1 5.2 |BC US Treasury US TIPS 0.0 2.9 8.5 7.1 4.8 7.4
DJ Industrial Average (7.6) (1.6) 227  (6.8) 2.0 2.0 |BC US Treasury Bills 0.0 0.1 0.3 1.9 2.9 2.8
Russell Top 200 (8.2) (2.9) 18.1 (8.9) (0.3) (2.3) [Maturity Evaluation
Russell 1000 (7.9) (0.9) 22.3 (8.4) 0.7 (0.4) |BC US Treasury 1-3 Yr 0.5 1.4 2.1 4.8 4.2 4.5
Russell 2000 (7.6) 6.3 33.6 (6.6) 2.8 4.7 |BC US Treasury Interm. 1.3 3.3 3.9 6.8 5.1 5.6
Russell 3000 (7.9) (0.3) 23.2 (8.2) 0.8 0.0 |BC US Treasury Long 4.3 8.2 7.8 8.7 5.5 7.7
Russell Mid Cap (7.4) 4.5 33.9 (6.9) 3.1 5.2 |Issuer Performance
Style Index Performance BC US Agcy Intermediate 0.7 2.3 4.0 6.5 5.2 6.1
Russell 1000 Growth (7.6) (2.3) 21.6 (5.6) 1.4 (3.9) |BC US Credit (0.4) 3.6 15.2 6.5 5.1 7.0
Russell 1000 Value (8.2) 0.5 23.0 (11.3) (0.3) 2.5 |[BC US MBS 1.1 3.3 6.4 7.7 6.1 6.6
Russell 2000 Growth (6.6) 4.7 30.5 (5.6) 3.2 0.2 |BC US Corporate High Yield (3.6) 3.2 28.8 5.5 7.3 7.4
Russell 2000 Value (8.4) 7.8 36.6 (7.8) 2.2 8.8 |BC Emerging Markets (2.5) 3.1 19.6 6.5 8.2 10.6

Broad Index Performance

MSCI EAFE (11.4) (12.1) 6.8 (12.6) 1.8 1.1

MSCI AC World ex US (11.0) (11.1) 7.9 (12.5) 1.4 0.1

MSCI Emerging Mkts (8.8) (5.4) 22.7 (0.5) 14.0 10.8

MSCI EAFE Small Cap (12.7y (7.7 126 (15.0)  (0.4) 3.8

Style Index Performance

MSCI EAFE Growth (11.3) (11.8) 6.2 (13.6)  (0.3)  (3.1)

MSCI EAFE Value (12.8) (15.6) 0.8 (17.5)  (2.4)  (0.4)

Regional Index Performance

MSCI United Kingdom (10.9) (12.4) 9.7 (13.7)  (0.1) 1.4

MSCI Japan (8.1) (0.7) 4.8  (11.4) 0.3 (2.4)

MSCI EM Asia (9.0) (6.0) 18.4 (2.90 9.7 5.7

MSCI EM Latin America (8.9) (8.5) 23.8 1.0 19.5 14.4
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S&P 500 Sector Returns

Month Ending May 2010 YTD Ending May 2010
TELECOM SERVICES 3.9 i CONSUMER DISCRETIONARY H 7.8
CONSUMER STAPLES 4.6 - INDUSTRIALS - 6.0
UTILITIES 5.9 - FINANCIALS . 15
CONSUMER DISCRETIONARY 6.7 - CONSUMER STAPLES | 0.1
HEALTH CARE 6.7 - INFORMATION TECHNOLOGY 4.1 -
INFORMATION TECHNOLOGY 77 - UTILITIES | -6.3 _
INDUSTRIALS | -9.5 _ ENERGY | -6.8 _
FINANCIALS | -9.5 _ MATERIALS | -6.9 _
MATERIALS | -9.7 _ HEALTH CARE 7.3 _
ENERGY -11.3 m TELECOM SERVICES -B.1 ‘
(15) (1I0) (;) ol 5 10 (10) (t;) c; 5 10
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Board of Trustees

San Luis Obispo County Pension Trust
1000 Mill Street
San Luis Obispo, CA 93408

Date: June 28, 2010
To: Board of Trustees

From: Tony Petruzzi - Executive Secretary
Carl Nelson — Deputy Executive Secretary

Agenda Item Number 12: Investment Manager Due Diligence Monitoring Practices

The recommendation discussed below is to clarify the investment manager due
diligence processes for staff and the Board of Trustees to follow. These
recommended practices do not change any components of the adopted Investment
Policy.

The past practice of the Pension Trust has been to have its investment managers make
annual due diligence presentation to the Board of Trustees. In the case of the directly
owned real estate portfolio the past practice has been to have biannual due diligence
presentations from the property manager employed by the Pension Trust to administer the
real estate portfolio.

As the size and complexity of the Pension Trust grows and additional investment
managers and alternative assets are added to the asset allocation of the Trust, the practice
of annual due diligence presentations to the Board of Trustees has become excessively
time consuming. More importantly, with the use of a professional Investment Consultant
and internal staff the value added to investment monitoring process of these annual
presentations to the Board is minimal. The crucial component of investment monitoring
is performed by the Investment Consultant employed by the Trust and their quarterly
reporting to the Board of Trustees. The level of analytical rigor brought to bear on any
given investment manager by the Investment Consultant is vastly greater than any
insights to be gained from short, carefully scripted presentations to the Board of Trustees.

Therefore, it is recommended that the Board of Trustees approve the following practices
to be followed relative to investment manager due diligence monitoring.
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a. On-site due diligence visits by staff to investment mangers are on an “as
appropriate” basis. As staff and Wurts & Associates have noted at prior
Board of Trustees meetings, on-site visits rarely add relevant information
for due diligence purposes. It is staff’s intent to make on-site visits to
investment mangers when convenient as part of other travel. This will
also serve to reduce Pension Trust travel expenses.

b. Staff will conduct annual due diligence meetings with external investment
managers and the custodian. Such inquiries can be accomplished by
telephone and internet or in person.

c. Annual due diligence presentations to the Board of Trustees by external
investment managers will be optional. Such presentations could be
scheduled based on the recommendation of staff or the Investment
Consultant or at the request of the Board.

d. Due diligence presentations to the Board of Trustees for internally
managed portfolios (e.g., the direct real estate portfolio) can be done on an
annual instead of biannual basis.

e. Staff will document regular due diligence efforts for the Pension Trust
files. Combined with the already required monthly and quarterly
investment reporting to the Board of Trustees this strengthens the record
of fiduciary oversight provided over the Pension Trust.

None of these proposed change alter in any way the responsibility of the Executive
Secretary, the Investment Office or the Investment Consultant to respond to Board of
Trustee inquires in a thorough manner. Rather, these changes maintain strong due
diligence oversight on a more explicit basis than past practice while balancing the
demands on the time of the Board.

Respectfully Submitted,

Tony Petruzzi Carl Nelson
Executive Secretary Deputy Executive Secretary
2
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Board of Trustees

San Luis Obispo County Pension Trust
1000 Mill Street
San Luis Obispo, CA 93408

Date: June 28, 2010
To:  Board of Trustees
From: Tony Petruzzi - Executive Secretary

Carl Nelson — Deputy Executive Secretary

Agenda Item Number 13: Investment Policy Amendment — Prohibition on use of
Placement Agents

There has been widespread controversy in the California retirement systems regarding the
use of “Placement Agents” as marketing agents for investment management firms.
During 2009, Assembly Bill 1584 was signed into law requiring all retirement systems to
adopt a policy on disclosure of Placement Agents. Under this legislation Section
7513.8(c) of the California Government Code defines a Placement Agent as follows -

“Placement agent” means any person or entity hired, engaged, or

retained by, or acting on behalf of, an external manager, or on behalf of
another placement agent, as a finder, solicitor, marketer, consultant, broker,
or other intermediary to raise money or investment from, or to obtain access
to, a public retirement system in California, directly or indirectly, including,
without limitation, through an investment vehicle.

Relative to Placement Agents the following points are relevant to the Pension Trust:

e The Pension Trust has never secured the services of an investment management
firm through the intermediary efforts of a Placement Agent.

e Staff does not recommend securing the future services of investment
managers who accomplish their marketing through the use of a Placement
Agent. It is unlikely that situations would arise where the involvement of a
Placement Agent would be compelling to the Pension Trust.

e The Pension Trust’s use of Wurts & Associates to conduct general investment
consulting and investment manager searches is as a fee based consultant whose
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standard of fiduciary duty is to the Pension Trust and the Board of Trustees.
Wurts’ contract with the Pension Trust and their Form ADV filed with the SEC
note that Wurts does not receive compensation from investment managers in any
way. Therefore, Wurts in no way fits the description of a Placement Agent since
they act on behalf of the Pension Trust, not on behalf of an investment manager.
It is important to note that the pension consulting industry as a whole treasures its
reputation for objective advice and to tarnish that reputation would destroy their
credibility. Therefore, Wurts and their competitors have a strong incentive to
remain independent.

e Section 7513.8(c) of the California Government Code requires the adoption of a
policy on disclosure of Placement Agent relationships. However, since the
Pension Trust does not intend to ever use the services of a Placement Agent the
need for such a policy is moot.

Therefore, Staff recommends that Section 1X, Investment Manager Policies, of the
Investment Policy of the Pension Trust be amended by the insertion of the following
paragraph (on page 19 of the Investment Policy).

“The Pension Trust will not use the services of investment managers secured
through the use of Placement Agents as that term is defined in Section 7513.8(c)
of the California Government Code.”

This amendment to the Investment Policy makes adoption of an explicit disclosure policy

on Placement Agent disclosure unnecessary. Attached to this memo is an excerpt from
the proposed revised Investment Policy showing this amendment.

Respectfully Submitted,

Tony Petruzzi Carl Nelson
Executive Secretary Deputy Executive Secretary
2
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3.) Meeting the performance standards (benchmarks) of the Pension Trust

4.) Bearing acceptable risk levels (volatility of returns) for the achieved returns
5.) Maximizing custodial and investment manager relationships

6.) Minimizing total Pension Trust administrative and management costs

7.) Assuring adequate financial reporting from external service providers.

These risks shall be evaluated on an annual basis by the Board of Trustees.

IX. INVESTMENT MANAGER POLICIES

All investment managers engaged by the Pension Trust must:

1) Be registered investment advisors with the Securities and Exchange Commission, trust
companies that are regulated by State and Federal Banking authorities, or mutual fund
companies.

2.) Accept fiduciary responsibility and contractually agree to notify the President of the
Board of Trustees and the Executive Secretary in writing if they are unable to continue
acting in the capacity of a fiduciary or investment advisor.

3.) Maintain adequate insurance coverage, including errors & omissions, surety bond,
fiduciary liability, ERISA bond, etc.

Each investment manager hired by the Pension Trust shall be governed by this Investment
Policy. Moreover, each investment manager shall be hired by the Board of Trustees pursuant to
a written agreement which shall incorporate this Investment Policy and which shall provide that
the agreement is terminable at any time, with or without cause, at the discretion of the Board of
Trustees.

The Pension Trust will not use the services of investment managers secured through the use of
Placement Agents as that term is defined in Section 7513.8(c) of the California Government
Code.

Investment Managers shall agree to:

1.) Maintain the investment approach that the manager was hired to implement under any

19
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and all capital market environments.

2.) Immediately report in writing to the Board any changes in firm structure, firm
management, portfolio management personnel, or the manager’s investment decision
making process.

3.) Fully educate the Board as to the specifics of the manager’s investment process.

4.) Exclusive of specific Pension Trust investment guidelines, maintain a portfolio that
generally conforms to other portfolios managed by the investment manager for other
clients. When the Pension Trust's Investment Policy requires the investment manager to
manage a portfolio significantly different from portfolios managed for other clients, it is
the responsibility of the manager to communicate in writing the potential impact of the
Pension Trust's Investment Policy on the portfolio it manages for the Pension Trust.

5.) Otherwise, treat the portfolio managed for the Pension Trust in a manner similar to other
comparable portfolios managed for other clients in portfolio construction, trading, and
all other aspects.

Members of the investment manager’s research and portfolio management teams will comply
with the CFA Institute Professional Standards and Code of Ethics. Any industry or regulatory
disciplinary action taken against members of the investment manager’s investment staff must be
immediately reported in writing to the Board.

The investment manager shall manage a fully discretionary portfolio for the Pension Trust that
meets the provisions of the Pension Trust's Investment Policy.

Unless otherwise specified, the investment manager shall invest the portfolio it manages for the
Pension Trust in acceptable investment securities as defined in Manager Guidelines in the form
of Addendum B to this document completed for each separate account manager and re-affirmed
annually.

If the Board delegates proxy voting responsibilities to its investment managers, the investment
manager agrees to vote all proxy ballots according to the best economic interest of the Pension
Trust's members and in a manner consistent with the Board's proxy policies.

X. REPORTING

1) Quarterly reports on investment performance shall be made to the Board of Trustees and

20
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