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Returns for Key Indices Ranked in Order of Performance
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2016: A Rollercoaster of Geopolitical Events
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Town of Belmont DB
Total Fund Asset Growth Summary

Summary of Cash Flows

rmm_ﬂ_wnﬂm One Year Three Years Five Years Seven Years Ten Years

$58,583,706.00
‘ -$9,073.420.21
41,838,568 30

 ssoico
-$9,352,258.06
$43.938,432.15

 $61.565,045.20
-mfmmw_ohm.mm
$34,080,854.12

| $79,08657175
-$1,956,474.83

-$323,205.78
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Town of Belmont DB
Total Fund Return Summary vs.

Peer Universe

Composite vs. InvestorForce Public DB Gross

150

100—

Annualized Return (%)

Quarter 1 Year 2 Years 3 Years 5 Years 7 Years 10 Years

Period

Retum _,_ww_.._x._

.wm .
£3th Per 71
H5th Percentile : : SR : e RS ] T
# of Portfolios 305 236
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December 31, 2016
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Town of Belmont DB

Total Fund Risk/Return

7 Years Ending December 31, 2016 10 Years Ending December 31, 2016
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+  Universe Median 4 Universe Median
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o InvestorForce Public DB Gross e InvestorForce Public DB Gross
NE
B NEPC,LLC December 31, 2016
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Town of Belmont DB
Total Fund Performance Detail (Gross of Fees)

Ending December 31, 2016 Inception
Market Value % of _— 3 Mo 1Yr 3Yrs 5Yrs 7Yrs 10 Yrs Return .
(§) Portfolio Policy % (%) Rank (%) Rank (%) Rank (%) Rank (%) Rank (%) Rank (%) Since

mm.mmma us nnmﬁm@&m TR
eA US Core Fixed Inc Gross
Median

8,773719:

mmmmma cm mo__.a\oa% ._ﬁ
BBgBarc US High Yield TR

eA All US Fixed Inc Gross
Median

12124820

mm& _.st So:.o. Eme\ 50% CIT

NCREIF ODCE

NCREIF Progerty index 1.7 - 8.0 - 11.0 -
B p December 31, 2016

14



=14 =

9T0Z ‘1€ saquiadaq 271°DdAN
=]\l

IA suaulieg pue 3snif Apedold 2400 M3V pue ‘spund abpaH ‘ANnbI 23eAlld J0eoxa $99 40 SS046 aue Suimay
"910Z/1€/TT 40 se [euy S| uonen|ea 3sntj Auadold 2400 MaY S

"9T0Z/TE/ZT 40 SB palellIsS? 2k Spuny ISBAINOAIRH ||B PUB TA SISUMEd MAY '+

"s1seq Alalenb e uo ajgejieae Ajuo suuniad Aledold JIIUDN PUe 3DA0 JI3HON '€

TN WAl %0T/AH %01/005 d8S%0T/sAIL %0£/66v 29%0% 1Xapul 1055V IV ODWId *2

‘paz|jenuue sJe Jesi auo ueyl Jabuo) spopad 1o synsey TT

15310N

L0 - £0 - 4] syg-1 Aeg 2

mmwm:_q Ll - L0 - L0 - 10

8yisodWo) Spund Jo pun [H-H

mvﬂ._
(%) (%) (%) {%) (%) {%) (%) ojjopiod  (4)
VUS  umey MM gpg MR gy, MR g MBI g MR 0 MR e %R0 0T e even
uopndaauj 910z ‘1 Jaquiasaq Buipug

(s924 JO $S0J49) |1R19( SoUBULIOMBd pund |L10 ]
dq juowpg JO UMO|




Town of Belmont DB
Total Fund Return Summary vs. Peer Universe

Composite vs. InvestorForce Public DB Gross

Annualized Return (%)

2018 2015 2014 2013 2012 201 2010 2000 2008 2007

Period

Retum (Rank)
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Town of Belmont DB
Calendar Year Performance Detail (Gross of Fees)

Ending December 31, 2016
Market Value % of 26 2015 2014 2013 2012 2011 2010 2003 2008 2007

@ Potolo TUYE ey m) ) ) %) ) ) (%) (%) %

. mm.mmma .cm.n.ms\oa% TR
BBgBarc US High Yield TR

{nv. Trust Fund
Net)/ 50% CiTI WGBJ

§m0__. World

NCREIF ODCE
NCREIF Property Index

IM Hedge F _ dedrdnEas 703 _ : 0.0 _ FGE
HFRI Fund of Funds Composite index 05 -0.3 3.4 9.0 4.8

NE

NEPC, LLC
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Town of Beimont DB
Total Fund Risk Statictics

Statistics Summary
3 Years Ending December 31, 2016
% of Tot Anlzd Ret Rank Anizd Std Dev Rank Sharpe Ratio Rank Sortino Ratio Rank R-Squared
17 5.68% 19 : 9 - 0.98
10.65%
1093%
1271%
15,999
a8 1218k
70 1269%.
267%
S 302%:
i mmﬂx,
8.10%

32%
59%
832% 5
.M.45%
CIBa%%.

729
10.17%

NEPC, LLC
=] December 31, 2016
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Town of Belmont DB
Total Fund Risk Statistics

Statistics Summary
5 Years Ending December 31, 2016
% of Tot Anlzd Ret Rank Anlzd Std Dev Rank Sharpe Ratio Rank Sortino Rafio Rank R-Squared

8.99% 6% 17 e . (236 12

3.55%
348%
7.80%
6.62%
1020%

Q. La _ 2 56% e
_ux_ﬂ Vintage Year moa,_ . 11.71% 9.33%

=
= NEPC,LLC December 31, 2016
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Town of Belmont DB
Total Fund Risk Statistics

Statistics Summary
7 Years Ending December 31, 2016
% of Tot Anlzd Ret Rank Anlzd Std Dev Rank Sharpe Ratio Rank Sortino Ratio Rank R-Squared

19 oo As o e T8 _ 098

14.32%

Pension Reserves Inv. Trust Fund

aeh - :
11.70% 10.10%

NEPC,LLC December 31, 2016
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Town of Belmont DB
Total Fund Risk Statistics

% of Tot Anlzd Ret Rank

13.86%

13.61%

153%

10, .ng,

Statistics Summary
10 Years Ending December 31, 2016

Anlzd Std Dey Rank

_977% %%
8 86% . mo

16.14%
16.91%

988%
© 965%

5.08%

10.82%
12.64%

Sharpe Ratio

Rank

19

Sortino Ratio

0.81

R-Squared
0.87

u m NEPC, LLC
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Town of Belmont DB
Rothschild

Characteristics

) Russell
_.ua.&o__o ._ oco < alue

-696

Beta
R-Squared

Selection

'SUNTRUST BANKS

METBANK .
JJPMORGAN CHASE & CO.
CONOCOPHILLIPS

Top Positive Contributors
Relative
Contribution

Return %

259%
BANK OF AMERICA : MT%
DISCOVER EINANGIAE VS 1305 2R

TIME WARNER
Equity Sector Attribution
Attribution Effects
Allocation Interaction

AMGEN: |
‘PULTEGROUP.

‘HALLIBURTON

Top Negative Contributors
Relative
Centribution

Return %

BE
TYSON FOODS A"
MORGAN STANLEY. -
ANTERO RESOURCES

BECTON DICKINSON

GILEAD SCIENCES

AMERICAN INTL.GP.

Returns Sector Weights

Banchmark Portfolio

NE
B

NEPC,LLC
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Town of Belmont DB

Atlanta Small Cap

Characteristics

Russell
2000

Portfolio
_ L1078

CLARCO!

'EXPONENT

Sefection

Top Positive Confributors
Refative

Cantribution
%

Return %

.ox_oam HOTELS INTL.
PROSPERITY:BCSH,
LANDSTAR SYSTEM

_u_zz.»n_.m m_z>zo_)r "v._.zm..
"KNIGHT.TRANSPORTATION:
Emm;_smm_o» m»zoomn.

'STATE BANK FINANCIAL
IBERIABANK
Equity Sector Attribution
Attribution Effects
Allocation Interaction

MANHATTAN ASSOCS. - -

"HURON CNSL.GP:

“BIO-TECHNE -

'MONRO MUFFLER BRAKE

Portfolio

Top Negative Contributors
Refative
Contribution

MORNINGSTAR
ADVISORY BOARD
APTARGROUR -2
CORELOGIC

FAIR ISAAC

BLACKBAUD

Returns Sector Weights

Benchmark Portfolio Benchmark

Attribution on manager pages is holdings based, using buy-and-hold assumptions from the beginning of the period portfolio. Results may differ from the flash report.

NEPRC,LLC
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Town of Belmont DB

Loomis, Sayles & Company Multisector Full Discretion

Composite Index Composite Index

US Deollar 83.7 100 Investment Grade

Developing Credit 32.4 446

Countries 5.6 _ High Yield Credit 29.6 -

Australia & New 34 _ US Treasury 108 516

Canadian Dollar 23 ] Non-US Dollar (ex

Non-Euro 0.8 - CAD) w ! -

British Pound ABS/RMBS 5.7 u

Sterling 0.2 - Convertibles 5.5 -

Euro Countries 0.1 - Canadian Dollar 2.3 -
CMBS 0.8 -
Preferred/Equity 0.8 -
Emerging Markets
Debt 0.6 -
Municipals 0.3 04
US Agency - 3.4
Cash & Equivalents 3.1 -

Source: Loomis Sayles

NE
| ™

NEPC,LLC
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Glossary of Investment Terminology

The calculation methodology for each measure of performance is outlined below.

" Allocation  Measures actual allocation decisions. = AcTuAL ASSET WEIGHTS X INDEX RETURNS
Index Deviations from the policy target can be”
o derived. (Allocation Index - Policy Index)

Selection 7 Measures the managers’ ability to add = (ACTUAL MANAGER RETURN ~INDEX RETURN} X
Effect . excess return relative to the policy index.  Poucy TARGET WEIGHT . :

a = NEPC, LLC
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NEPC, LLC YOU DEMAND MORE. So do we.™

=

el it Retirement ¢
NEPC 2017 Asset Allocation

February 24, 2017

Scott Driscoll
Doug Moseley
Nedelina Petkova

255 State Street, Boston, MA 02109 | TEL: 617.374 uoow 617.374.1313 | www.nepc.com
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Introduction

Key Market Themes are factors that define global markets and can be expected
to both evolve and remain relevant without a clear timeline of conclusion. At
times, themes may be challenged. Disruption of a theme will likely produce
significant volatility and change market dynamics. Our intent is for clients to be
aware of these themes and understand their implications.

Strategic Policy Actions are asset allocation focused resolutions designed to
address systematic issues within the capital markets, the regulatory
environment, and conventional wisdom associated with investing. They seek to
improve efficiency and clarify the purpose of an asset allocation with a focus on
meeting long-term objectives. These actions represent an evolving
communication of NEPC’s thoughts on best practices for asset allocation
strategy, implementation, and governance.

n:_,_.msﬁ O_u_uo_.n::_n_mm

Current On_uo:“::_.gmm are S<®m.ﬁ3m:,n _n_mmm that represent an action with the
goal of improving investment outcomes relative to an investor’s strategic asset
allocation. It is not our intent that the full list of opportunities be implemented.
Rather, we encourage a focus on the actions that offer a material benefit to each
client’s strategic allocation relative to their unique objectives and constraints.
These investment ideas are likely to change more frequently as market
dynamics and valuations shift over time.

=

NEPC, LLC
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Key Market Themes

Extended US Economic Cycle

Federal Reserve Gradualism

China Transitions

Globalization Backlash

mm— NEPC,LLC
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Key Market Themes

US recession concerns are muted

The US economy is likely to experience slow
and steady growth as excess capacity is
gradually absorbed by the economy

The labor market recovery has been robust
but excess capacity remains as many have
yet to return to the workforce

US dollar strength and corporate profitability
trends are the primary sources of concern
for potential weakness

Fiscal stimulus unlikely to push
economic growth into a higher gear

Tax cuts and infrastructure spending
modestly improve the US growth profile

The potential of higher US growth is likely
muted by corresponding dollar strength

US stimulus may benefit non-US developed
economies as marginally higher US growth
weakens their currencies and improves
competitiveness

85%

84%

83%

82%

81%

80%

Labor Force Participation

T = | JS L3bor Force Participation Rate Ages 25-54

1990
1992 -
1994
1996
1998
2000
2002 -
2004
2006
2008
20190
2012
2014
2016 -

4%

2%

0%

-2%

-4%

-6%

-8%

US Nominal Output Gap

1991

NSO NS MmOy D
OO0 Co00C0 0O oot et edol vd =
SO O0COOCOoO0Do0LOOOCC D
i T A T e NN TN N IO N OO NN N NN NN

Source: (Top) FRED
Source:! (Bottom) Congressional Budget Office, Bloomberg
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Key Market Themes

US dollar strength is interconnected
with Federal Reserve policy
The US dollar is sensitive to changes in Fed

rate expectations and interest rate
differentials relative to the rest of the world

Fed must balance the path of future interest
rate increases with the disruptive effects of
a strong dollar on global markets

Dollar strength weakens the outlook for US
corporate earnings and rapid dollar
appreciation likely strains US profit margins

2017 is likely to be a year for greater
uncertainty regarding Fed policy

Politics could intersect with Fed policy due to
more vocal executive branch and conclusion
of Janet Yellen’s term in February 2018

The path of Fed rate hikes in 2017 and
beyond is less clear due to the potential
impact of fiscal stimulus

w Capacity Utilization and the Dollar}—— 70

TA% e A - 100
—)$ Capacity Utilization % of Total {LHS)

7% 1 eemUs Dollar Index {RHS) 7 - 105
72% T T : : — 110
Mar-14 Sep-14 Mar-15 Sep-15 Mar-16 Sep-16

20 Fed Chair Tenure (Years)
18 ommmoe e e oo s
K Eacantalt  EEEEEEE e eRRTRPRREEReY
S S
12 memmemmmeemmemmemsee e oo
L S e
B o g e e e
G eeeBERML BB e ]
LU, SPSUSIENEIN @ N SRR IR
2 e
s} ; : ,
Burns Miller Volker Greenspan Bernanke  Yellen
1970-1978 1978-1979 1979-1987 1987-2006 2006-2014  2014-
present

Sourca: (Top) Federal Reserve, Bloomberg
Source: (Bottom) Federal Reserve
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Key Market Themes

- 58

Yuan Spot and Capital Flows

The PBOC is tasked with straddling a

delicate path as the economy evolves
China maintains control of its currency and
monetary policy but would have to make

concessions to open its capital account and
allow the free movement of capital

${4c0) - 1 Estimated 12-Mo Capital Flows {LHS} F------
Restrictions on capital markets are slowly $(500) ~-i==—CNY/USD(RHS} L% o8
being eased, with an eye towards limiting 5(600) _—
social disruption a =R R B B T T I
. . c 5555383583535 ¢8
Concerns of a rapid currency devaluation IR U e = 2 <= "
have forced a more managed transition
. . ) . . — - 45%
process that likely delays the opening of 180% China Credit {as % of GDP) T %
equity and bond markets to global investors 160% ~-=m-- - T ———— e 0%

Managed policy transitions come with

significant risks which require balance
Fiscal policy: Consequences of unsustainable
credit growth if too accommodative or a
hard economic landing if too austere 40% T === Non-Financial Corporate Credit (LHS} -+ 10%

20% +------m-m-nd == Household Credit {RHS) - 5%

Monetary policy: Potential for asset price

0% et 0%
bubbles in real estate and capital markets if 28588883 Jd3na3soyg
policy n:.m:m_mm slowly or move rapidly and m 3 3 m 3 = m g 3 m ERE m 3 X .Mm
spur capital flight

Source: (Top) SAFE, Bioomberg
Source: (Bottom) Bank for International Settlements
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Key Market Themes

20 7uUs Manufacturing GDP and Workers B >2:4
Have we reached “"Peak Trade”? 522
A secular transition is underway and a shift @ $2.0
from free trade policies in the West may g o
reduce long-term economic growth rates = 18y
r =
Free trade is blamed but automation is ,...m 316 =
perhaps a greater source of social disruption g7 - $14
and job losses 10 ..- ~——Manufacturing Employees {LHS) f--romemmeee ; $1.2
A strong US pivot away from global trade is . | | [——Menufacturing GDP (RHS) o
a tail-risk for the global economy and would " o N 5 o A m@ N =
likely impact capital markets negatively in . LU R S S N i

the emerging world

MMW " |Regions/Countries as % of US Total Trade
For many nations, a turn inward is 18%

associated with globalization fatigue 16%
Greater expression of nationalism often 14%
translates to increased geopolitical risks as 12%
multilateral relationships are reassessed 10%

8%

6%

4%

2%

0%

Anti-establishment political parties reflect
the economic unease of voters but are
unlikely to initiate the structural economic
reforms required in the developed world

EU China Canada Mexice  Japan So. Korea

Source: (Top) Bureau of Labor Statistics, Bloomberg
Source: (Bottom) IMF, Bloomberg
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Strategic Policy Actions

2900 7 Global PE Dry Powder ($ Millions)
8OO ~honenen T T

BVenlUre |
= Growth
& Buyout

A mature private markets portfolio is
a key contributor to meeting long-
term portfolio objectives

S S N N

. $500
We encourage investors to lay the m
groundwork to construct a robust private P400 oo
markets portfolio over the coming decade $300 g
$200 ‘
Building a self-sustaining private markets 5100
allocation is a long process but provides
meaningful wealth creation Y e o~ m > o a e o
o [ o a3 @ ] Q i — — -l = ~— i
. i . N R R R AR a3 TELE
Patience is warranted over the coming
years as private markets have become
increasingly crowded 4% Efficient Frontier
13% —ommeeesrecoooe e
- 12% —e— | everaged Porifolio
5 4 —e—leveraged Portfolio ) el
Explore the use of leverage to 2 qq9 L TemUnconstrained Liquid Portfolio] .
= = = = -
increase the efficiency of public T ot
market asset classes R e
Leverage can be efficiently achieved with D 8% oo
highly liquid futures positions in core .mmmm,n m 7% oeeeeee T T ——
classes (e.g. S&P 500 and US Treasuries) £ 6% Lo Std Dev 10% 10% -
& sy Ll ] Exp Ret¥|  6.7% 6.4% ]
Leverage offers an improved return outlook v |
while maintaining diversification and - 10% 15% 0% S5 30%

improving risk balance of the overall
portfolio

m_m— NEPC,LLC

Standard Deviation

Source: (Top) Pregin
*Expected geornetric return based on NEPC 5-7 year assumptions Source: (Bottom) Morningstar, NEPC
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Current Opportunities

Trim US Equity Gains
Overweight Non-US Developed Market Equities
Emerging Market Equities Remain Attractive
Allocate to TIPS from Core Bonds
Reduce High Yield for Other Credit Strategies

Fund Emerging Local Debt from Risk Assets

=

NEPC,LLC
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Current Opportunities

' Overweight zo:..cm Um<m_o_umn :
Market Equities R e |0

Eurozone Economic Sentiment

Europe and Japan carry risks but offer 120 o S e

a meaningful return opportunity
Catalysts for outperformance are present

with shareholder friendly actions in Japan
and macroeconomic improvement in Europe

Central bank support and US dollar strength
provide a positive economic backdrop as
both the ECB and Bol are likely to maintain

accommodative monetary policies 60 , " , , _ ; “
o 4 > & O " " L “ ©

) . - , & & F F & &SSP S

Anti-establishment political parties represent S R

a tail-risk for the stability of the Eurozone

with major elections across Europe in 2017 1,600 Nikkei Index 7 400

Recommend a gradual shift from the US to 1,400 -+ =====Free CashFlow Per Share (LHS) l..ooooooooeeeen 350

non-US equities as European elections are Dividend Per Share (RHS)

likely to generate volatility 1,200

Small-cap equity and global equity are
preferred implementation approaches 800
These strategies offer the best opportunity

. . . - L R I e
to exploit valuation discrepancies among
stocks across countries and sectors W
400 7 T - ; : - 100
Imn_m_zm_ a UO_\EOJ of non-US Qm<m_o_uma 2010 2011 2012 2013 2014 2015 2016
currency exposure remains a strategic goal Source: (Top} European Commission, Bloomberg
Source: (Bottom) Bloomberg
NE
NEPC, LLC
== [ -

60



19

JT1'2d3N

E

4WI (wonog) :32.n0S
b1aquwioolg ‘TOSW (doy) :20.unos

4 4,
& $
F B

v

owf A.\[

A A,
S§ $
& F

NS Ny
& 8 A
o & & P

%"
....................................... | A9UbIH timoin padojaasg | | o7
%1-
%0
%1
%2

sosudioqua

paumo 23235 pue sadnsodxs AJIpoLILIOD

wouy Aeme seig |Binjongls e 1s)Jo saibajeuis

Jawnsuod jaxdew Bulbssws pue ded-|jews
e sajepueuw yJewysuaq
" peo.q o] 9Anejad sa16aje.a1s pasndoy
% Jawnsuod pue ded-|jews ybiamianQ
%9

%L S1B3A JUD23J JO sjuswiisnipe Adusaind
pue |B2SH JJO AL SUCIIPUOD DJUIOU0DD
S & & & Pdew buibliawse se Bupueape S| plUOMm
& & Y

padoeAsp syl 03 sApReR) wnwald yimodo

WN0I5Q 8d BAY A QT - | | .. JUBWISLDXS N0 Jadwiay SUIdIU0D
PHOA IDSIN 031Un0ISIA 8d === | Adljod apen eisy-sn pue yibuaJdls Jejjop

WUNOISIA 3d BAY JA OT wover | | i -
PLIOM [DSIA 03 JUNOISIQ 3 mememe | | 00C SN peodq ‘Adusuund Bupepasdap s,euiyd
& ¥ ¥ :

(%07 03 %ST *6'2) syybiom ded Joxew

[eqolb 03 aane24 3yblomaano ue 1sab6ns

s|ejusawiepun] waa3-buo| pue S|9A3| uolzen|eA
S10]1S9AUl J0j} [e1judlod uiniad |elo)
3soybiy syj) 1330 saninba buibiowyzy

: “DAIORINIIY UIlewWay |
w.u_num e fuibiowg |

sonunjioddo uaaan)d




Current Opportunities

Alliocate to TIPS 3.0_:_._. no._._m. mo:nm

12% —

6 Yr Rolling Returns: Core Bonds and TIPS

Preserve US duration exposure with a 100 oo
bias towards TIPS over core bonds

TIPS offer safe haven exposure with an
explicit hedge for realized inflation and can 6% oo ¥ ) S .
be sourced with a low cost passive strategy L PPy T 7o

8284 l“.,,.‘ T B T R

4%

A meaningful allocation to TIPS diversifies s BC Aggregate
core bond exposure and improves risk 2% | mmmmBC US TIPS
balance across economic environments s 50% BC AgE/S0% BC TIPS
ox T " H T T i 1 « i { I i
Despite concern of higher interest rates SRR W SN S S PN SRR S
g SR M PSP

duration exposure remains a critical asset
allocation building block for a portfolio

3.5% TIPS Inflation Expectations

Higher inflation expectations favor 0% e
TIPS over nominal bonds 2.5%

Rising inflation assumptions imbedded in 5 0%

fixed income markets are more likely to

negatively impact nominal interest rates 1.5%

TIPS yields are based on real rates and 1.0%

prices are sensitive to Fed tightening 0.5% —Lommmmmmemeeeee e US Core CPI YoY

- = = NEPC 5-7 YR Inflation OQutiook
Core bond vyields include real rates and 0.0% K , e r— ,
inflation expectations; p are negatively IS STF S

impacted by increases in both

Source: (Top) Barclays, Bloomberg, NEPC
Source: (Bottorn) Bureau of Labor Statistics, Bloomberg, NEPC
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Current Opportunities

' Fund m:..m_.m_nm Local Umu_“

' from Risk Assets:

Emerging market local debt offers a
compelling total return opportunity

High index yield provides a cushion to offset
potentially high currency volatility

Valuations for many emerging market
currencies are attractive following significant
adjustments over the last five years

Country index weights in local debt are
more globally distributed than in equity,
mitigating regional risk concentrations

Shift a portion of risk assets exposure
to emerging local debt

The volatility of EM local debt is equity-like
due to the volatility of emerging currencies

Preferred implementation approach is a EM
local debt strategy benchmarked to a global
diversified index

Blended EMD strategies could be more
appropriate for investors with a lower risk

prrperme | EMD Local
B Other Europe

EMD Locai Index
Yield Allocation

EMD Local

index Weight

EMD Local index Yield vs Risk Assets

S&P 500  MSCi EAFE

EMD Locai BC HY MSCIEM
tolerance Yield YTW Earnings  Earnings  Earnings
Yield* Yield*® Yield*
Source: (Top) JP Morgan
*Earnings Yield measured as inverse of trailing 12M P/E; Source: (Bottom) NEPC, Bloomberg
NE NEPC, LLC
= -
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Asset Class Assump ions
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2017 5-to-7 Year Return Forecasts

Asset Class_ I | 20172016

__._I_Er.,:m__n_ Bonds

_Emerging _H:_“,_. mna&mm_

* Core Bonds assumption based on market weighted blend of components of Aggregate Index (Treasuries, IG Corp Credit, and MES).
** Hedge Funds is a calculated blend of 40% Equity, 40% Credit, 20% Macro-related strategies.
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2017 Volatility Forecasts

E
Asset Class . 2016 | 2017 2017-2016

| n,_mm: _

IG Corp Credit

.“_nom.m Bonds*

* Cere Bonds assumpticn based on market weighted blend of components of Aggregate Index (Treasuries, IG Corp Credit, and MBS),
** Hedge Funds is a calculated blend of 40% Eguity, 40% Credit, 20% Macro-related strategies.
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Asset Allocation Qverview

- Based on NEPC’s 2017 asset class assumptions, the 5-7 year returns
are lower relative to 2016 and 30 year returns difference is minimal

— Return expectations across asset classes remain muted relative to longer-term history

- The Belmont Retirement System target asset allocation remains
diversified and reflective of current market opportunities

— The public equity portfolio is positioned to help achieve the Plan’s target return
(7.50%)

— The equity portfolio is overweight domestic equity relative to international/emerging
equity relative to the global equity markets (MSCI ACWI IMI)

- Global asset allocation portfolio is positioned to diversify away from equity risk/provide
inflation protection

— We continue to believe incremental increases to private equity offer long-term benefits
to the portfolio

- Hedge Fund Portfolio

— The Retirement Board asked NEPC to evaluate the role of hedge funds in Belmont’s
pension plan

— Belmont’s hedge fund allocation (PRIM) seeks to enhance the Plan’s risk/return profile

through generating returns that are negatively correlated to broad markets during
periods of volatility

— NEPC profiled two asset mixes reducing the Plan’s hedge fund allocation

NE
|

NEPC, LLC
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2017 Belmont Proposed Asset Allocation Mixes

Belmont

Asset Class Target

23.00% 23.00% | 24.00%
5.00% 5.00% 5.00%
8.00% 10.00% | 11.00%
4.00% 5.00% | 5.00%

40.00% 43.00% | 45.00%
10.00% 10.00% 10.00%
11.00% 11.00% 11.00%

21,00% 21.00% | 21.00%
12.00% 12.00% 12.00%
7.00% 7.00%

7 .O..O.o\o

10.00% 00% - 500%
29.00% 26.00% | 24.00%
10.00% 10.00% 10.00%
- 10.00%

10.00%

10.00%

| 6.299% 6.37% 6.39%
- 7.39% 7.47% | 7.50%
- 11.84% 12.20% | 12.39%
' 0.38 0.38 - 0.37

*MSCI ACWI IMI represents global equity markets - US equity (50%), international equity {40%),

emerging equity {10%)

Mix A

+ Reduces hedge funds to 7% and increases
global equity to 43%; 28% domestic
equity/15% international/emerging equity

« Increases the Plan’s long-term expected
performance (7.47% vs. 7.39%)/increases
volatility (12.2% vs. 11.8%)

+ Aligns the Plan’s global equity exposure in
line with global equity markets*

» Sharpe ratio remains unchanged

Mix B

» Reduces hedge funds to 5% and increases
global equity to 45%; 29% domestic
equity/16% international/emerging equity

+ Increases the Plan’s long-term performance
{(7.50% vs. 7.39%)/increases volatility
(12.4% vs. 11.8%)

» Aligns the Plan’s global equity exposure in
line with global equity markets*

« Sharpe ratio change is minimal

Observations

* Mix A & Mix B increase the Plan’s long-term
expected return with a corresponding
increase in volatility

+ Mix A & Mix B increase the Plan’s public
equity risk

+ Mix A & Mix B improve liquidity

+ Mix A & Mix B may potentially reduce
investment management fees

!

=1

NEPC, LLC

72






=

NEPC, LLC

73






NEPRC, LLC

74






Risk-Return Comparison

HFRI Composite ® S&P 500 ¢ MSCI World

Barclays Agg © 60/40 Stock/Bond Portfolio

3 year 5 year
20% 20%
[+ 4 (1 d
© 15% S 15% .
T T
5 10% 5 10% 2
o L o @
a 2
E 5% : P— E 5%
o c @ &
0% 0%
0% 5% 10% 15% 20% 0% 5% 10% 15% 20%
Standard Deviation Standard Deviation
10 year
20% 20%
14 -4
© 15% . S 15%
E E
3 10% 3 10%
o @ )
£ s £ *
E 5% g ~” - ° ®
o &)
0% 0%
0% 5% 10% 15% 20% 0% 5% 10% 15% 20%
Standard Deviation Standard Deviation

Source: eVestment, HFR Database as of 12/31/2016

60/40 Stock/Bond Portfolio represents 60% MSCI World and 40% Barclays Aggregate

Past performance is no guarantee of future results
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Risk-Return Comparison

Hedge funds have preserved capital effectively during large drawdown periods

0%

-10%

-20%

-30%

Pecline (%)

-40%

-50%

-60%

Largest peak-to-trough drawdown

3 Year 5 Year 7 Year 10 Year

® HFRI Composite  @60/40 Stock Bond Portfolio #S&P 500 #MSCI World = Barclays Agg

Source: eVestment, HFR, as of 12/31/2016
60/40 Stock Bond Portfolio represents 60% MSCI World and 40% Barclays Aggregate
Past performance is no guarantee of future results

RE

NEPC, LILC

77




8L

271 DdIN w m
S3yNSa4 a4nIny JO ISIUETEND OU 5] soUetiioad 1564
o1eb0ubby 5ABjoued 940F PUR DIICM TSI %09 JO ONjCLI0d B SIUBSAIUIL 00w
sysoduio] parbiam pund TH4H %02 Pue b0y sAeieg %08 PLiomM IDSW %05 Jo oyosuod e spussaidal 0g-08-05x
By sAejieg 005 d8S ATIOM IDSK =x0F - 09 *0Z-0€-05 pR1ubdM pUNY T4 H
W7 0T TS %0°Z1-
%0°8-
%0~
%00
KA %0
SISLID Jo)de|y BuLing uinjay 26edany
umoglisly 3P4 sadnnjueqg uoisioaput
J Andnusueq siead sisu) 26263101 wonog WODPHOM SHIeNY ([lafakl=Tk|
wnJue] Jadej  uBWIUST 1S0d  AJBUO|ISS3DRY awudgns e Jesg pue uaiug sUCIR] TT/6  |enuspisald SN
%0 0t~
bbby sAepieg =
%0°0E-
AQTHOM [OSKH &
005 485Sm
%0°0¢-
*x0F - 098 °
*0C-0E-09®
0, . -
M [d4Hm %001
%00
%001
SIS buting aduewioclad

SIS1ID 19)4ew Burnp jeded paalasald A]9A11033)9 aaey spunyj 96pay ‘Ajjed1103SIH -

sisiD Buunp spund abpaH




Diversification Benefits and Downside Protection

Correlations of hedge funds to
equities have steadily increased
over time

— Individual strategies may be able to
provide lower correlations

A focus on only correlation
ignores the magnitude of
returns

While hedge funds may be
down at the same time equities
are down, they outperform
equities 90% of the time in
down markets
— This protection is critical to
preservation of capital

— Provide diversification when needed
though it does not necessarily show
up in correlation statistics

Conversely, hedge funds have
and are expected to
underperform equities in rising
markets

Sources: eVestment, HFR, as of 12/31/2016
Past performance no guarantee of future results.

100% 1= Rolling 3-Year Correlation [~~~

©°

T 80%

Q

=

O 60%

w0

=

S 40%

c

i)

& 20%

]

=

ﬁmOO\o 2 0t ot B—
o & O O X L & OO Lk LB
o o & O & &L &L N AN N
S I M A i S

waswass HER] FWC e CS HF Index

100%

T—|Hedge Funds vs, MSCI World |

80%

60%

40%

20%

Period of Outperformance (%)

0%

All Markets Down Markets

Up Markets

Note: HFRI Fund Weighted Composite compared to MSCI World
since inception of the HFRI index in Jan 1990
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Risk/Return Characteristics of Sub-Strategies

Historical Risk/Return — January 1993 to December 2016

12%
HFRI Event Driven
10% e
HFRI Eguity
S&P 500
@ HFRI FWC
® HFRI Ref Val @ HFRI Macro
8%
@ MSCI World
Q HFRI RV Multi-Strategy
[+ &
-
5 6%
g # HFRI Fund of Funds
m Barclays Agg
(&)
4%
2%
0%
0% 2% 4% 6% 8% 10% 12% 14% 16%
Standard Deviation

Source: Pertrac, HFR Database from 1/31/1993 through 12/31/2016
Past performance is no guarantee of future results
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Asset Class Assum _u tions Devel opment
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Development of Asset Class Assumptions

We use market data for all asset class assumptions as of November 30th

Assumptions combine historical data and forward looking analysis
Expected returns based on current market pricing and forward looking estimates

Volatility informed by history but adjusted to reflect non-normality

Correlations based on long-term data but recognize ongoing shifts in asset relationships

Forward-looking asset class models to determine expected return are
based on current market pricing and a building blocks approach
Expected return equals yield plus change in price (valuation, roll down, defaults, etc.)

Country/regional inflation and real growth estimates are key economic observations

Qualitative inputs and investor sentiment (capital flows, etc.) inform the return outlook

Asset class assumptions are prepared by the Asset Allocation Committee

Asset Allocation team plus members from consulting practice groups meet o develop
ideas for Key Market Themes, Strategic Policy Actions, and Current Opportunities

Partners Research Committee approves asset class assumptions
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Inflation

Our outlook for US CPI is 2.5% over 5-7 years and 2.75% over 30 years
Our assumption is informed by break-even inflation expectations and local price indices

Inflation is an integral component of our asset allocation assumptions
Represents an essential building block for creating asset class returns

There are multiple inflation sources used to inform our asset class views

Includes forecasts from international organizations (e.g. IMF), local consumer and
producer price indices, and break-even inflation expectations

Asset classes include various inflation inputs incorporating global
inflation data and/or local market inputs

Equity inflation expectations over 5-7 years are each constructed from country inflation
inputs derived from the allocation of revenues across gecgraphic regions

Over 30 years we assume equity markets will converge to a global inflation building block
that assumes a terminal value of 3.25%

Fixed income assumptions for developed and emerging markets incorporate country
specific inflation expectations as implied by forward interest rate curves
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Realized US Inflation Remains Relatively Low

6%

FO e ]

0% g

-2%
1870 1974 1878 1882 1986 1990 1994 1998 2002 2006 2010 2014

Source: Bureau of Labor Statistics, Bloomberg
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Economic Factors Driving Developed Market Inflation

10 Year Breakeven
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US Growth Remains Subdued Relative to Prior Economic Expansions
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Emerging Market Growth Relative to Developed Markets is Expanding
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2017 Correlations

High-Yield Bonds  -0.05
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Int'l Equities
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Asset Class Building Blocks Summary

Ll

Global Equity Building Blocks

Inflation: Represents global inflation expectation over forecast period

Real Earnings Growth: Represents assumption for real growth for each market
Profit Margin Adjustment: Return due to shift of profit margins to forecast value
Dividend Yield: Represents dividend yield expectation over forecast period
Valuation: Return due to shift of current price/earnings ratio to forecast value

Commodities Building Blocks

Valuation: Return from commodity spot price reverting to long term real average
Roll yield: Average annual yield to roll futures contract over forecast period
Cash: Expected US cash rate over forecast period

Fixed Income Building Blocks

Sovereign Yield: Average expected government bond vield over forecast period
Sovereign Price Change: Expected price change due to changes in interest rates
Roll Down: Expected price change due to ageing of a bond along the yield curve
Credit Spread: Average expected credit spread over forecast period

Spread Price Change: Return due to shift of current credit spread to forecast value
Credit Deterioration: Return from credit downgrade and default over forecast period
Real Yield: Average expected government real yield over forecast period (TIPS)

Real Yield Price Change: Expected price change due to changes in real rates
Inflation Expectation: Expected inflation accrual over the forecast period (TIPS)

Private Markets Building Blocks

Illiquidity Premium: Return associated with illiquidity factor specific to asset class
Relative Valuation Adjustment: Qualitative adjustment reflecting asset class views
Public Market Return: Return associated with equivalent public market beta

=
-

NEPC, LLC
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US Large Cap Equity Building Blocks

Dividend Yield
e | ONE-TEXM Average

20% S&P 500 EPS Growth 12% S&P 500 Profit Margin
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Assumption Development - Cash

3.5 Short Term Futures Markets 2.5 Historical Fed Funds Forward Curves |
e ———— 2.0 o TmCurrent| e,
wemmenar NOY-15
e N || —Nov-14
20 ool 1.5 -] e NOY-13 f--rommmmmmmee
IR S S —. 10 7.
10 - e R FUNCS -
’ =3 Mo US Libor R I
8T L ST P — |
i
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Source: Bloomberg Source: Bloomberg
6 LIBOR Curve Comparisons Though short-term interest rate
— expectations have increased, the
il (F] =] o1 S JR—— -
SN s e lower for longer sentiment
continues
This is echoed by the progressively

flatter yield curve

The market has priced in the likelihood
of the Fed funds rate target exceeding
1.0% in 2017
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Assumption Development - US Investment Grade Credit
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Sources of Expected Return

1G Credit

® Sovereign Yield
z Roll Down
& Spread Price Change

u Corp Spread
® Sovereign Price Change
+ Total Return

600 - IG Credit OAS
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Source: Barclays, Bloomberg

Credit spreads have declined in the
last year but remain in line with
long-term medians

Issuance continues to increase as
investor demand for yield persists

NE|
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Assumption Development - TIPS

3.5%

3.0%

2.5%

2.0%

1.5%

1.0%

0.5%

0.0%

-0.5%

Sources of Expected Return

US TIPS

M Sovereign Yield
# Roll Down
#+ Total Return

% Inflation Expectation
B Sovereign Price Change

3.0

US Implied Breakeven Spread

0.5 +f

im 1y 1)

Sy 7y
o.o T 1] 3 T 1 T T

2016 2020 2024 2028 2032 2036 2040 2044

Source: Bloomberg

Implied inflation breakevens
remain relatively low but are
higher from last year

Expected TIPS return incorporates
current market pricing with
adjustments to the path of
inflation over time
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Assumption Development - Emerging Market Debt (

USD)

9% Sources of Expected Return

8%
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4.75%
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1000 i QRS e 55 |-
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2%

-3%

EMD {USD;)
@ Sovereign Yield m Corp Spread
& Roll Down B Sovereign Price Change
# Spread Price Change m Credit Deterioration
+ Total Return

BB+/Bal

Source: Barclays, Bloomberg

External debt return assumption
remains unchanged from last year

Dollar denominated borrowers face
greater challenges due to dollar
strength

EMD external spreads remain in
line with the long-term median
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Assumption Development - Hedge Funds

Hedge Fund Sources of Return

HF L/S Equity HF Credit HF Macro

Hedge fund assumption constructed from building blocks of broad hedge
fund categories |
Build up of 40% Equity, 40% Credit, and 20% Macro-related strategies

Based on analysis of historical return, risk and correlation for underlying strategies and
total universe

Use NEPC standard market betas as building blocks as well as an alpha component

NEPC, LLC
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Assumption

Development - Private Debt
12% - -
. |Average Middle Market Loan Yield
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TSP
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5.0x
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3.0x

2.0x

1.0x

—{Avg Debt Mult. of Large Corp Loans

P

'
:

Mezzanine
&l Other Senior Debt
% Second Lien

# First Lien

Source: S&P Capital IQ LCD

Source: S&P Capital IQ
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Sources of Expected Return

quidity Premium
B Relative Valuation Adjustment
Public Market Return

2016 2017

6.0x

5.0x

4.0

3.0x

2.0x

Avg Debt Mult. of Middle Market Loans

Private debt assumption reflects 50% direct fending, 25% mezzanine, 25% distressed debt. Public market equivalent defined as blend of 50% high

yield bonds and 50% bank loans.
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Asset Class Building Blocks Summary

Global Equity Building Blocks

Inflation: Represents global inflation expectation over forecast period

Real Earnings Growth: Represents assumption for real growth for each market
Profit Margin Adjustment: Return due to shift of profit margins to forecast value
Dividend Yield: Represents dividend yield expectation over forecast period
Valuation: Return due to shift of current price/earnings ratio to forecast value

Commodities Building Blocks

Valuation: Return from commodity spot price reverting to long term real average
Roll yield: Average annual yield to roll futures contract over forecast period
Cash: Expected US cash rate over forecast period

Fixed Income Building Blocks

Sovereign Yield: Average expected government bond yield over forecast period
Sovereign Price Change: Expected price change due to changes in interest rates
Roll Down: Expected price change due to ageing of a bond along the yield curve
Credit Spread: Average expected credit spread over forecast period

Spread Price Change: Return due to shift of current credit spread to forecast value
Credit Deterioration: Return from credit downgrade and default over forecast period
Real Yield: Average expected government real yield over forecast period (TIPS)

Real Yield Price Change: Expected price change due to changes in real rates
Inflation Expectation: Expected inflation accrual over the forecast period (TIPS)

Private Markets Building Blocks

Illiquidity Premium: Return associated with illiquidity factor specific to asset class
Relative Valuation Adjustment: Qualitative adjustment reflecting asset class views
Public Market Return: Return associated with equivalent public market beta
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Alternative Investment Disclosures

It is important that investors understand the following characteristics of non-
traditional investment strategies including hedge funds and private equity:

1. Performance can be volatile and investors could lose all or a substantial
portion of their investment

2. Leverage and other speculative practices may increase the risk of loss
3. Past performance may be revised due to the revaluation of investments

4. These investments can be illiquid, and investors may be subject to lock-ups
or lengthy redemption terms

5. A secondary market may not be available for all funds, and any sales that
occur may take place at a discount to value

6. These funds are not subject to the same regulatory requirements as
registered investment vehicles

7. Managers may not be required to provide periodic pricing or valuation
information to investors

8. These funds may have complex tax structures and delays in distributing
important tax information

9. These funds often charge high fees

10.Investment agreements often give the manager authority to trade in

securities, markets or currencies that are not within the manager’s realm of
expertise or contemplated investment strategy

u m NEPC,LLC
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